NEW ISSUE—BOOK-ENTRY ONLY RATINGS: SEE “RATINGS” HEREIN

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel, based upon an analysis of existing laws, requlations,
rulings and court decisions, and assuming, among other matters, the accuracy of certain representations and compliance
with certain covenants, interest on the 2015A Bonds is excluded from gross income for federal income tax purposes under
Section 103 of the Internal Revenue Code of 1986 (the “Code”). In the further opinion of Bond Counsel, interest on the 2015A
Bonds is not a specific preference item for purposes of the federal individual or corporate alternative minimum taxes,
although Bond Counsel observes that such interest is included in adjusted current earnings when calculating corporate
alternative minimum taxable income. Bond Counsel expresses no opinion regarding any other tax consequences related to
the ownership or disposition of, or the amount, accrual or receipt of interest on, the 2015A Bonds. In the opinion of Orrick,
Herrington & Sutcliffe LLP, Bond Counsel, interest on the 2015B Bonds is not excluded from gross income for federal
income tax purposes under Section 103 of the Code. See “TAX MATTERS.”
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The City of Tacoma, Washington (the “City” or “Tacoma”), acting by and through its Department of Public Utilities (the
“Department”), is issuing its City of Tacoma, Washington, Water System Revenue Refunding Bonds, Series 2015A (the “2015A
Bonds”) and Series 2015B (Taxable) (the “2015B Bonds” and together with the 2015A Bonds, the “Bonds”) as fixed rate bonds
maturing on the dates and in the amounts and bearing interest at the rates shown on the inside front cover page of this Official
Statement. Interest on the Bonds will be payable on June 1 and December 1 of each year, commencing December 1, 2015.

The Bonds will be issued as fully registered bonds and, when issued, will be registered in the name of Cede & Co., as
nominee of The Depository Trust Company (“DTC”), New York, New York, which will act as securities depository for the
Bonds. Individual purchases of the Bonds will be made in book-entry form only. Purchasers of the Bonds will not receive
physical certificates representing their interest in the Bonds. The Bonds will be issued in denominations of $5,000 and any
integral multiple thereof within a single series and maturity. So long as the Bonds are held by DTC or its nominee, payments of
the principal of and interest on the Bonds will be payable to DTC, which in turn is obligated to remit such principal and interest
to the DTC participants for subsequent disbursement to the beneficial owners of the Bonds. The fiscal agent for the State of
Washington, currently U.S. Bank, National Association, has been appointed as Bond Registrar for the Bonds.

The 2015A Bonds are subject to redemption by the City prior to their stated maturities as described herein.

The City is issuing the Bonds (i) to refund certain of the City’s outstanding Parity Bonds (as further described herein, the
“Refunded Bonds™) and (ii) to pay costs of issuing the Bonds.

The Bonds are special limited obligations of the City, payable solely from and secured solely by a pledge of and lien on Net
Revenue of the Water System and all money and investments held in the Bond Fund, the Rate Stabilization Account, and the
Construction Fund on a parity with the City’s outstanding Water System revenue bond and bonds hereafter issued on a parity
therewith (collectively, the “Parity Bonds”). The Bonds are not general obligations of the City, and neither the full faith and
credit nor the taxing power of the City or of the State of Washington, nor any revenues of the City derived from sources other
than the Water System, are pledged to the payment thereof.

The City has established an additional “system” within the Water Division, known as the Regional Water Supply System (the
“Regional System”), which is financed separately from the Water System. The Regional System has been designated by the City
as a Contract Resource Obligation of the Water System. The Parity Bonds are payable from Net Revenue of the Water System
after the prior payment of all costs of the Regional System, which are payable as an Operation and Maintenance Expense of
the Water System. Costs of the Regional System include debt service on Regional System Revenue Bonds, operating expenses,
and capital and other costs. The City has issued and there is currently outstanding $110,080,000 aggregate principal amount
of Regional Water Supply System Revenue Bonds (collectively, the “Regional System Revenue Bonds”). The obligation of
Tacoma Water to pay the costs of the Regional System is offset in part to the extent of contractual payments made by the other
Participants in the Regional System. See “THE WATER SYSTEM AND THE REGIONAL SYSTEM - The Regional System” and
“SECURITY AND SOURCES OF PAYMENT FOR THE BONDS” herein.

This cover page includes certain information for reference only and is not a summary of matters set forth
herein. Investors should read the entire Official Statement to obtain information essential to the making of an
informed investment decision.

The Bonds are offered when, as, and if issued and delivered, subject to the approval of legality by Orrick, Herrington
& Sutcliffe LLP, Bond Counsel to the City. Certain legal matters will be passed upon for the Underwriter by its counsel,
Pacifica Law Group, LLP. Certain legal matters will be passed upon by Orrick, Herrington & Sutcliffe LLP, as Disclosure
Counsel to the City. It is expected that the Bonds will be available for delivery at the facilities of The Depository Trust
Company in New York, New York, by Fast Automated Securities Transfer (FAST) on or about May 12, 2015.

Wells Fargo Securities
April 16, 2015



MATURITY SCHEDULE

$16,645,000
Water System Revenue Refunding Bonds, Series 2015A
Due Interest CUuUSIP
(December 1) Amount Rate Yield Number”®
2017 $ 2,845,000 4.000% 0.880%  873547HVS
2018 1,460,000 4.000 1.180 87354THW6
2019 1,520,000 5.000 1.420 873547THX4
2020 1,590,000 5.000 1.610 873547HY2
2021 1,670,000 5.000 1.810 873547HZ9
2022 1,755,000 5.000 2.000 873547JA2
2023 1,845,000 5.000 2.140 873547JB0
2024 1,935,000 5.000 2.280 873547JC8
2025 2,025,000 5.000 2.360% 873547JD6
$6,365,000
Water System Revenue Refunding Bonds, Series 2015B (Taxable)
Due Interest CUSIP
(December 1) Amount Rate Yield Number*
2016 $ 4,580,000 0.800% 0.800%  873547JE4
2017 1,785,000 1.150 1.150 873547JF1

* Priced to a redemption date of June 1, 2025.

* Copyright 2015, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association. The
CUSIP data herein are provided by CUSIP Global Services, managed on behalf of the American Bankers Association by S&P
Capital 1Q. The CUSIP numbers are not intended to create a database and do not serve in any way as a substitute for CUSIP
service. CUSIP numbers have been assigned by an independent company not affiliated with the City and are provided solely
for convenience and reference. The CUSIP numbers for a specific maturity or maturities are subject to change after the
issuance of the Bonds. Neither the City nor the Underwriter takes responsibility for the accuracy of the CUSIP numbers, and
no representation is made as to their correctness on the applicable Bond certificates or in this Official Statement.



No dealer, broker, salesperson, or other person has been authorized by the City or the Underwriter to give
any information or to make any representations in connection with the offering of the Bonds other than the
information and representations contained in this Official Statement, and, if given or made, such information or
representations must not be relied upon as having been given by the foregoing. This Official Statement does not
constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any offer, solicitation or sale of the
Bonds, by any person in any jurisdiction in which such offer, solicitation or sale is not authorized or in which the
person making such offer, solicitation or sale is not qualified to do so or to any person to whom it is unlawful to
make such offer, solicitation or sale.

The information set forth herein has been obtained from sources that are believed to be current and reliable.
The City, however, makes no representation regarding the accuracy or completeness of the information in
APPENDIX B—“BOOK-ENTRY SYSTEM,” or as to information provided by the Underwriter, which has been
obtained from DTC’s website. Estimates and opinions should not be interpreted as statements of fact. Summaries
of documents do not purport to be complete statements of their provisions and such summaries are qualified by
references to the entire contents of the summarized documents. The information and expressions of opinion herein
are subject to change without notice, and neither the delivery of this Official Statement nor any sale made by use of
this Official Statement shall, under any circumstances, create any implication that there has been no change in the
affairs of the City or Tacoma Water since the date hereof.

The Underwriter has provided the following sentence for inclusion in this Official Statement. The
Underwriter has reviewed the information set forth in this Official Statement in accordance with, and as part of, its
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriter does not guarantee the accuracy or completeness of such information.

Certain statements contained in this Official Statement, including the appendices, are not historical
facts but are forecasts and “forward-looking statements.” No assurance can be given that the future results
discussed herein will be achieved, and actual results may differ materially from the forecasts described herein.
In this respect, the words “estimate,” “forecast,” “project,” “anticipate,” “expect,” “intend,” “believe” and
similar expressions are intended to identify forward-looking statements. The forward-looking statements in this
Official Statement are subject to risks and uncertainties that could cause actual results to differ materially from
those expressed in or implied by such statements. All estimates, projections, forecasts, assumptions and other
forward-looking statements are expressly qualified in their entirety by the cautionary statements set forth in this
Official Statement. The City specifically disclaims any obligation to update any forward-looking statements to
reflect occurrences or unanticipated events or circumstances after the date of this Official Statement.

THE BONDS WILL NOT BE REGISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, IN RELIANCE UPON AN EXCEPTION CONTAINED IN SUCH ACT. THE BONDS HAVE
NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE.

In connection with the offering of the Bonds, the Underwriter may over-allot or effect transactions that
stabilize or maintain the market price of the Bonds at levels above those which might otherwise prevail in the open
market. Such stabilizing, if commenced, may be discontinued or recommenced at any time. The Underwriter may
offer and sell the Bonds to certain dealers (including depositing Bonds into investment trusts) and others at prices
lower than the initial offering prices corresponding to the yields set forth on the inside cover, and such initial
offering prices may be changed, from time to time, by the Underwriter.
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CITY OF TACOMA, WASHINGTON

$16,645,000 $6,365,000
Water System Revenue Refunding Bonds, Water System Revenue Refunding Bonds,
Series 2015A Series 2015B (Taxable)
INTRODUCTION

The City of Tacoma, Washington (the “City” or “Tacoma”), acting by or through its Department of Public
Utilities (the “Department”), is providing this Official Statement, which includes the cover page, inside cover page
and appendices hereto (collectively, the Official Statement”), in connection with the offering of $16,645,000
aggregate principal amount of the City of Tacoma, Washington, Water System Revenue Refunding Bonds, Series
2015A (the “2015A Bonds”) and $6,365,000 aggregate principal amount of the City of Tacoma, Washington, Water
System Revenue Refunding Bonds, Series 2015B (Taxable) (the “2015B Bonds” and together with the 2015A
Bonds, the “Bonds™). This Official Statement provides information concerning the City, the Bonds, the Department,
the Department’s Water Division, the City’s Water System (the “Water System”), the Regional Water Supply
System (the “Regional System”), the Second Supply Project (as defined herein), and Tacoma Water’s obligations
with respect to the Regional System.

The City is a municipal corporation organized and existing under the constitution and laws of the State of
Washington (the “State”). The Water Division, doing business as Tacoma Water (“Tacoma Water”), of the
Department operates the Water System. Tacoma Water is one of the largest publicly-owned water utilities in the
Pacific Northwest and had 98,607 customers in 2014. See “THE WATER SYSTEM AND THE REGIONAL
SYSTEM.”

The City has established an additional “system” within the Water Division, known as the Regional Water
Supply System (the “Regional System”), which is financed separately from the Water System. The Regional
System has been designated by the City as a Contract Resource Obligation of the Water System. The Parity Bonds
are payable from Net Revenue of the Water System after the prior payment of all costs of the Regional System,
which are payable as an Operation and Maintenance Expense of the Water System. Costs of the Regional System
include debt service on Regional System Revenue Bonds, operating expenses, and capital and other costs. The City
has issued and there is currently outstanding $110,080,000 aggregate principal amount of Regional Water Supply
System Revenue Bonds (collectively, the “Regional System Revenue Bonds™). The obligation of Tacoma Water to
pay the costs of the Regional System is offset in part to the extent of contractual payments made by the other
Participants in the Regional System. See “THE WATER SYSTEM AND THE REGIONAL SYSTEM - The
Regional System” and “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS.”

The Bonds are being issued pursuant to Substitute Ordinance No. 28138, passed by the City Council on
March 19, 2013, as supplemented by Ordinance No. 28290, passed by the City Council on March 31, 2015
(collectively, the “Bond Ordinance”), and under the authority of chapters 35.41, 39.46 and 39.53 of the Revised
Code of Washington (“RCW”). Certain provisions of the Bond Ordinance are summarized in APPENDIX A—
“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND ORDINANCE.”

The City is issuing the Bonds (i) to refund certain outstanding Parity Bonds (as further defined herein, the
“Refunded Bonds™) and (ii) to pay costs of issuing the Bonds, as more fully described herein. See “PURPOSE AND
APPLICATION OF BOND PROCEEDS.”

The Bonds are special limited obligations of the City, payable from and secured solely by Net Revenue of
the Water System and all money and investments held in the Bond Fund, the Rate Stabilization Account, and the
Construction Fund (except for money or investments held for the purpose of compliance with rebate requirements
under the Code), on a parity with the Tacoma Water’s Outstanding Parity Bonds (as defined below) and with any
additional bonds issued hereafter on a parity with the Bonds and the Outstanding Parity Bonds (“Future Parity
Bonds” and together with the Bonds and the Outstanding Parity Bonds, the “Parity Bonds™). As of April 1, 2015,
the Water System had outstanding $282,985,000 aggregate principal amount of Parity Bonds (the “Outstanding
Parity Bonds”).



The City has covenanted in the Bond Ordinance and in the ordinances authorizing the issuance of the
Outstanding Parity Bonds (collectively, the “Parity Bond Authorizing Ordinances”) that it will not issue any
additional indebtedness which is secured by a pledge of and lien on the Net Revenue of the Water System that is
superior to the pledge and lien of the Parity Bonds. The City reserved the right, however, under certain conditions to
enter into Contract Resource Obligations for which amounts due are payable as Operation and Maintenance
Expenses of the Water System prior to the payment of debt service on the Parity Bonds. See “SECURITY AND
SOURCES OF PAYMENT FOR THE BONDS—Additional Obligations—Contract Resource Obligations” and
“THE WATER SYSTEM AND THE REGIONAL SYSTEM.”

Certain capitalized words and phrases used in this Official Statement not defined herein have the meanings
given in the Bond Ordinance, unless the context shall clearly indicate that another meaning is intended. See
APPENDIX A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND ORDINANCE” for certain
definitions.

DESCRIPTION OF THE BONDS
General

The 2015A Bonds will be issued in the aggregate principal amount of $16,645,000, and the 2015B Bonds
will be issued in the aggregate principal amount of $6,365,000. The Bonds will be dated the date of their initial
delivery, will bear interest at the rates and mature on the dates and in the principal amounts set forth on the inside
cover page of this Official Statement. Interest on the Bonds shall be calculated on the basis of a 360-day year
consisting of twelve 30-day months, and shall be payable each June 1 and December 1, commencing December 1,
2015. The Bonds of each series will be issued in denominations of $5,000 and any integral multiples thereof.

The fiscal agent for the State of Washington, currently U.S. Bank National Association, has been appointed
as Bond Registrar for the Bonds.

Redemption of the Bonds

Redemption of the 20154 Bonds. The 2015A Bonds maturing in the years 2017 through 2024, inclusive,
are not subject to optional redemption prior to maturity. The 2015A Bonds maturing on December 1, 2025 are
subject to redemption at the option of the City, in whole or in part (and if in part, with maturities to be selected by
the City) on any date on or after June 1, 2025, at a price equal to 100 percent of the principal amount to be
redeemed, without premium, plus accrued interest, if any, to the date fixed for redemption.

The 2015A Bonds are not subject to mandatory sinking fund redemption.

No Redemption of the 2015B Bonds. The 2015B Bonds are not subject to optional or mandatory sinking
fund redemption prior to maturity.

Partial Redemption. If less than all of the 2015A Bonds are to be redeemed, the City may select the
maturity or maturities of such 2015A Bonds to be redeemed. If less than all of the 2015A Bonds of any maturity are
to be redeemed, the Bonds or portions thereof to be redeemed are to be selected in a random manner by the Bond
Registrar or DTC, as applicable, or in accordance with their respective standard procedures. Any Bond in a
principal amount greater than $5,000 may be partially redeemed in any integral multiple of $5,000.

Notice of Redemption. The Bond Ordinance provides that the City is to cause notice of any intended
redemption of Bonds to be given not less than 20 nor more than 60 days prior to the date fixed for redemption by
first class mail, postage prepaid, to the Registered Owner of any 2015A Bond to be redeemed at the address
appearing on the Bond Register at the time the Bond Registrar prepares the notice, and this requirement shall be
deemed to have been fulfilled when notice has been mailed, whether or not it is actually received by the owner of
any 2015A Bond. Interest on 2015A Bonds called for redemption shall cease to accrue on the date fixed for
redemption, unless the notice of redemption is rescinded or money sufficient to effect the redemption is not on
deposit in the Bond Fund or in any escrow account established to carry out a refunding or defeasance of the



redeemed Bonds. Notwithstanding the foregoing, for so long as the 2015A Bonds are registered in the name of
Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC”), notice of redemption is
to be given in accordance with the Letter of Representations (as it may be changed).

In the case of an optional redemption, the notice may state that the City retains the right to rescind the
redemption notice and the related optional redemption of Bonds by giving a notice of rescission to the affected
registered owners at any time prior to the scheduled optional redemption date. Any notice of optional redemption
that is so rescinded shall be of no effect, and the 2015A Bonds for which the notice of optional redemption has been
rescinded shall remain outstanding.

Open Market Purchase

In the Bond Ordinance, the City reserves the right to purchase any or all of the Bonds in the open market at
any time at any price acceptable to the City, plus accrued interest to the date of purchase.

Book-Entry System

The Bonds when issued will be registered in the name of Cede & Co., as registered owner and nominee of
DTC. DTC will act as securities depository for the Bonds. Individual purchases may be made only in book-entry
form, and purchasers will not receive certificates representing their interest in the Bonds purchased. Except as
described below under “TAX MATTERS,” so long as Cede & Co. is the registered owner of the Bonds, as nominee
of DTC, references herein to “Bondholders” or to “registered owners” of the Bonds mean Cede & Co. and not the
Beneficial Owners of the Bonds. In this Official Statement, the term “Beneficial Owner” means the person for
whom a DTC participant acquires an interest in the Bonds.

So long as DTC, or its nominee Cede & Co. (or such other nominee as an authorized officer of DTC may
request), is the registered owner of all Bonds, all payments of principal of and interest on the Bonds are to be made
directly to DTC, which, in turn, is to remit such amounts to the Direct and Indirect Participants for subsequent
distribution to the Beneficial Owners of the Bonds. See APPENDIX B—“BOOK-ENTRY SYSTEM.”

If DTC resigns as the securities depository and no substitute can be obtained, or if the City has determined
that it is in the best interest of the beneficial owners of the Bonds that they be able to obtain bond certificates, the
ownership of the Bonds may be transferred to any person as described in the Bond Ordinance and the Bonds no
longer will be held in fully immobilized form. New bond certificates then will be issued in appropriate
denominations and registered in the names of the beneficial owners. Thereafter, interest on the Bonds will be paid
by check or draft mailed (or by wire transfer to a registered owner) at the addresses for such Registered Owners
appearing on the Bond Register on the 15™ day of the month preceding the interest payment date. Principal of the
Bonds will be payable upon presentation and surrender of such Bonds by the Registered Owners to the Bond
Registrar. See APPENDIX B—“BOOK-ENTRY SYSTEM.”

Defeasance

The Bond Ordinance provides that if money and/or Government Obligations maturing at such time(s) and
bearing such interest to be earned thereon (without any reinvestment thereof) as will provide a series of payments
which shall be sufficient, together with any money initially deposited, to provide for the payment of the principal of
and interest on all or a designated portion of the Bonds when due in accordance with their terms are set aside in a
special fund (the “trust account”) to effect such payment, and are pledged irrevocably in accordance with a
refunding plan adopted by the City for the purpose of effecting such payment, then no further payments need be
made into the Bond Fund for the payment of principal of and interest on such Bonds, the Registered Owners thereof
shall cease to be entitled to any lien, benefit or security of the Bond Ordinance, except the right to receive payment
of the principal of and interest on such Bonds when due in accordance with their terms from the money and the
principal and interest proceeds on the Government Obligations set aside in the trust account, and such Bonds shall
no longer be deemed to be outstanding under the Bond Ordinance.



The Bond Ordinance defines Government Obligations as those obligations set forth in Chapter 39.53 RCW.
Chapter 39.53 RCW, as amended, currently defines “government obligations™” as: (1) direct obligations of, or
obligations the principal of and interest on which are unconditionally guaranteed by the United States of America
and bank certificates of deposit secured by such obligations; (2) bonds, debentures, notes, participation certificates,
or other obligations issued by the Banks for Cooperatives, the Federal Intermediate Credit Bank, the Federal Home
Loan Bank system, the Export-Import Bank of the United States, Federal Land Banks, or the Federal National
Mortgage Association; (3) public housing bonds and project notes fully secured by contracts with the United States;
and (4) obligations of financial institutions insured by the Federal Deposit Insurance Corporation or the Federal
Savings and Loan Insurance Corporation, to the extent insured or to the extent guaranteed as permitted under any
other provision of State law.

See “TAX MATTERS—2015B Bonds” for a discussion of certain potential tax consequences upon the
defeasance of the 2015B Bonds.

PURPOSE AND APPLICATION OF BOND PROCEEDS

The City is issuing the Bonds (i) to refund a portion of the outstanding 2005 Bonds for debt service
savings, as shown in the table below (the “Refunded Bonds™) and (ii) to pay the costs of issuance of the Bonds.

Refunding Plan

A portion of the proceeds of the Bonds are to be applied to refund all of the Refunded Bonds shown in the
table below.

Refunded Bonds
Maturity Principal Interest Redemption Redemption CUSIP
Date Amount Rate Date Price Numbers

12/1/2016 $ 4,525,000 5.000% 12/1/2015 100% 873547GL1
12/1/2017 4,760,000 5.000 12/1/2015 100 873547GM9
12/1/2018 1,695,000 4.125 12/1/2015 100 873547GN7
12/1/2019 1,765,000 4.125 12/1/2015 100 873547GP2
12/1/2020 1,835,000 4.125 12/1/2015 100 873547GQ0
12/1/2021 1,910,000 4.125 12/1/2015 100 873547GRS8
12/1/2022 1,990,000 5.000 12/1/2015 100 873547GS6
12/1/2023 2,090,000 5.000 12/1/2015 100 873547GT4
12/1/2024 2,195,000 5.000 12/1/2015 100 873547GU1
12/1/2025 2,300,000 5.000 12/1/2015 100 873547GV9

A portion of the net proceeds from the sale of the Bonds, together with other available funds of the City,
are to be irrevocably deposited into an escrow trust account (the “Escrow Account”) held by U.S. Bank National
Association (the “Escrow Agent”) under an escrow agreement (the “Escrow Agreement”), to be dated the date of
delivery of the Bonds, between the City and the Escrow Agent. Amounts irrevocably deposited in the Escrow
Account are to be used to purchase Government Obligations, which will mature at such times and pay interest in
such amounts so that, with other available funds held by the Escrow Agent under the Escrow Agreement, sufficient
money will be available to pay the interest on the Refunded Bonds coming due on and prior to the date fixed for
redemption and to redeem and retire the Refunded Bonds on the redemption date set forth above. Because all
payments of principal of and interest on the Refunded Bonds will thereafter be provided for from money and
securities on deposit with the Escrow Agent under the Escrow Agreement, the liens, pledges and covenants securing
the Refunded Bonds will terminate and be discharged and released. See “VERIFICATION OF MATHEMATICAL
COMPUTATIONS.”



Estimated Sources and Uses of Funds

The proceeds of the Bonds, together with other available funds of the City, are expected to be applied as

follows:

Sources of Funds: 2015A Bonds 2015B Bonds Total

Principal Amount of the Bonds $ 16,645,000 $ 6,365,000 $ 23,010,000

Original Issue Premium 2,921,513 - 2,921,513

Amount Released from Bond Fund 441,728 153,375 595,103
Total Sources $ 20,008,241 $ 6,518,375 $ 26,526,616

Uses of Funds:

Refunding Escrow Deposits $ 19,802,664 $ 6,438,254 $ 26,240,918

Costs of Issuance'" 205,577 80,121 285,698
Total Uses $ 20,008,241 $ 6,518,375 $ 26,526,616

" Includes underwriter’s discount, legal fees, financial advisor’s fees, Escrow Agent fees, rating agency fees, and other
costs incurred in connection with the issuance of the Bonds.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS
Pledge of Net Revenues

Under the Bond Ordinance and subject to its terms and conditions, the Bonds are special limited obligations
of the City, payable from and secured solely by a pledge of and lien on Net Revenue of the Water System and all
money and investments held in the Bond Fund, the Rate Stabilization Account, and the Construction Fund (except
for money or investments held for the purpose of compliance with rebate requirements under the Code).

In the Bond Ordinance and in the Parity Bond Authorizing Ordinances, the City is obligated to set aside
and pay into the Bond Fund certain amounts out of the Net Revenue of the Water System sufficient to pay the
principal of and interest on the Bonds, the Outstanding Parity Bonds, and any Future Parity Bonds.

State law provides that the owner of a bond, such as the Bonds, the payment of which is pledged from a
special fund, such as the Bond Fund, has a claim only against that fund and proportionate amounts of revenue
pledged to that fund. Under State law, any Bondowner may bring an action to compel a city to set aside and pay
into the special fund the amount that a city is obligated to set aside and pay therein. See APPENDIX A—
“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND ORDINANCE—DEFAULTS AND
REMEDIES.”

The Bond Ordinance defines “Net Revenue” as Gross Revenue minus (1) Operation and Maintenance
Expenses, (2) deposits into the Rate Stabilization Account and (3) proceeds from the sale of property of the Water
System, and plus withdrawals from the Rate Stabilization Account.

The Bond Ordinance defines “Gross Revenue” to mean in any fiscal year of the Water System all of the
revenues of the Water System, including but not limited to revenue from the sale or transmission of water; the sale,
lease or furnishing of other commodities, services, properties or facilities; the imposition of connection, capital
improvement or other charges; utility local improvement district assessments that are pledged to Parity Bonds; and
earnings from the investment of money in the Water Division Fund. Gross Revenue shall not, however, include
earnings of the Regional System or any other separate utility system that may be acquired or constructed by the City
pursuant to the Bond Ordinance; principal proceeds of Parity Bonds or other borrowing; grants for capital or other
capital contributions; or earnings or proceeds from any investments in a trust, defeasance or escrow fund created to
defease or refund Water System obligations (until commingled with other earnings and revenues of the Water
System defined as Gross Revenue) or held in a special account for the purpose of paying a rebate to the United
States government under the Code.

Currently, there are no utility local improvement district assessments pledged to the Parity Bonds.



The Bond Ordinance defines “Operation and Maintenance Expenses” as all expenses incurred by the City
in causing the Water System to be operated and maintained in good repair, working order and condition, including
without limitation: deposits, premiums, assessments or other payments for insurance, if any, on the Water System;
payments into pension funds; State-imposed taxes; amounts due under Contract Resource Obligations, including
Regional Supply System Costs, but only at the times described in the Bond Ordinance; payments made to any other
person or entity for the receipt of water supply or transmission or other right, commodity or service; payments made
to any other person or entity that are required in connection with the operation of the Water System or the
acquisition or transmission of water and that are not subordinate to the lien of the Parity Bonds; and payments with
respect to any other expenses of the Water System that are properly treated as operation and maintenance expenses
under generally accepted accounting principles applicable to municipal corporations. Operation and Maintenance
Expenses does not include any depreciation or taxes levied or imposed by the City, Payment Agreement Payments,
or payments to the City in lieu of taxes, or capital additions or capital replacements to the Water System.

Regional System Revenue Bonds

The City has the authority under State law and the Bond Ordinance to establish additional “systems” within
the Water Division, each of which is financed separately from the Water System. See “—Separate Utility Systems”
below. The Water Division currently includes one such additional system — the Regional System. The Regional
System currently consists of the Second Supply Project, which is owned, operated and maintained by the Water
Division. The Regional System provides water to the Water System and to three other municipal water utilities. See
“THE WATER SYSTEM AND THE REGIONAL SYSTEM-The Regional System.” Payment for the Water
System’s share of the cost of that water supply is a “Contract Resource Obligation” and thus an Operation and
Maintenance Expense of the Water System. See “—Additional Obligations—Contract Resource Obligations.” As
such it is payable prior to debt service on the Parity Bonds.

The City, acting by and through the Department, has previously issued and there is currently outstanding
$110,080,000 aggregate principal amount of Regional System Revenue Bonds. The Water System currently is
responsible for payment of approximately 70% of the costs of the Regional System, which includes debt service on
the Regional System Revenue Bonds, as well as operating expenses and capital and other costs. Upon a default by
any of the participating municipalities which also purchase water from the Regional System, the Water System
would be responsible, at least for some period, for that municipality’s share of the costs of the Regional System,
including debt service on the Regional System Revenue Bonds. The Parity Bonds are payable from Net Revenue of
the Water System after the prior payment of all costs of the Regional System, which are payable as an Operation and
Maintenance Expense of the Water System. Costs of the Regional System include debt service on Regional System
Revenue Bonds, operating expenses, and capital and other costs. The obligation of Tacoma Water to pay the costs
of the Regional System is offset in part to the extent of contractual payments made by the other Participants in the
Regional System. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS—Pledge of Revenues”
and “—Additional Obligations—Contract Resource Obligations” and “THE WATER SYSTEM AND THE
REGIONAL SYSTEM—The Regional System.”

See APPENDIX A—‘SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND
ORDINANCE—PAYMENT OF AND SECURITY FOR THE BONDS.”

Limited Obligations

THE BONDS ARE NOT GENERAL OBLIGATIONS OF THE CITY, AND NEITHER THE FULL
FAITH AND CREDIT NOR THE TAXING POWER OF THE CITY OR OF THE STATE, NOR ANY
REVENUES OF THE CITY DERIVED FROM SOURCES OTHER THAN THE WATER SYSTEM OF THE
CITY, ARE PLEDGED TO THE PAYMENT THEREOF.

Flow of Funds
The City has established a special fund known as the “Water Division Fund” into which all Gross Revenue

of the Water System is paid. The Bond Ordinance provides that the Gross Revenue of the Water System shall be
used for the following purposes only and shall be applied in the following order of priority:
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To pay Operation and Maintenance Expenses, including payments for Contract Resource
Obligations;

To pay interest on Parity Bonds and net payments on Parity Payment Agreements when due;

To pay the principal of Parity Bonds as it comes due at maturity or as the principal is required to
be paid pursuant to mandatory redemption requirements applicable to Term Bonds, and to make
payments due under any reimbursement agreement with a Bond Insurer for a series of Parity
Bonds, which agreement requires those payments to be treated on a parity of lien with the Parity
Bonds;

To make all payments required to be made into the Reserve Account, all payments required to be
made under any agreement relating to the provision of Reserve Insurance, and payments due under
any reimbursement agreement with a Bond Insurer, which agreement requires those payments to
be treated on a parity of lien with the payments required to be made into the Reserve Account;

To make all payments required to be made into any revenue bond, note, warrant, or other revenue
obligation redemption fund, debt service account, or reserve account created to pay or secure the
payment of the principal of and interest on any revenue bonds, notes, warrants, or other
obligations of the City having a lien upon the revenue of the Water System junior and inferior to
the lien thereon for the payment of the principal of and interest on the Parity Bonds, including the
State Public Works Trust Fund loans and the State Revolving Fund loans; and

To retire by redemption or purchase in the open market any outstanding revenue bonds or other
revenue obligations of the Water System, to make necessary additional betterments,
improvements, and repairs to or extensions and replacements of the Water System, to make
deposits into the Rate Stabilization Account, or for any other lawful Water System purposes,
including payment of gross earnings taxes to the City’s General Fund.

The City may transfer any money from any funds or accounts of the Water System legally available
therefor, except bond redemption funds, refunding escrow funds, or defeasance funds, to meet the required payments
to be made into the Bond Fund.

See APPENDIX A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND ORDINANCE”
for definitions of certain of the capitalized terms used above and for descriptions of certain of the funds and accounts

mentioned above.

The flow chart on the following page shows the flow of funds for the Water System and the Regional

System.



WATER SYSTEM AND REGIONAL SYSTEM
SUMMARY OF FLOW OF FUNDS

Water System

Gross Revenue
(Including any transfer from Rate Stabilization
Account)

v

Contract Resource Obligations,
including Regional System
(Includes Water System’s share of debt
service on Regional System Revenue
Bonds and of operating expenses and
capital and other costs of the Regional
System)

Water System O&M

(Including:

e Non-capital salaries and benefits
e Power and chemical supplies

e City shared services assessments
o State taxes)

Regional System

Lake-
haven
Utility

District

Covington
Water
District

Regional System Revenues

(Consist of payments made by Participants as an 1
operating expense of their utilities)

Regional System Operating Expenses

v

Water System Parity Bond
Debt Service

o [nterest (before Federal interest subsidies)
e Principal
e Reserve Account deposits

Subordinate debt service, if any

| ,
|

— T

Other Lawful Purposes of
Water System

(Including:

e Capital expenditures

e Any deposit into Rate Stabilization Account
e City Gross Earnings Taxes)

(Consists of fixed and variable O&M) |
Regional System Revenue Bond |

Debt Service

(Net of Federal interest subsidies)

l

Regional System capital expenditures 3
Any other Regional System purposes

v




Rate Covenant

The City has covenanted in the Bond Ordinance that it will establish, maintain, and collect rates and
charges for services and facilities provided by the Water System which will be fair and equitable, and will adjust
those rates and charges from time to time so that:

(1) The Gross Revenue will be sufficient to (i) pay all Operation and Maintenance Expenses, (ii) pay
when due all amounts that the City is obligated to pay into the Bond Fund and the accounts
therein, and (iii) pay all taxes, assessments, or other governmental charges lawfully imposed on
the Water System or the revenue therefrom or payments in lieu thereof and any and all other
amounts that the City may now or hereafter become obligated to pay from the Gross Revenue by
law or contract; and

2) The Net Revenue of the Water System in each fiscal year will be at least equal to 1.25 times the
Annual Debt Service that year on all Parity Bonds (the “Coverage Requirement”).

The Bond Ordinance provides that the City’s failure to comply with the rate covenant as described in (1)
and (2) above will not be an Event of Default as defined in the Bond Ordinance if the City promptly retains an
Independent Consulting Engineer or, once the 2005 Bonds and the 2009 Bonds are no longer outstanding, an
independent certified public accountant, to recommend to the City Council adjustments in the rates of the Water
System necessary to meet such requirements and if the City Council adopts the recommended modifications within
180 days of the date the failure became known to the City Council.

Reserve Account; Reserve Account Surety Policy

Pursuant to the Bond Ordinance, the City established the Reserve Account within the Bond Fund to secure
the payment of the principal of and interest on Parity Bonds. Under the Bond Ordinance, the City is obligated to
maintain the Reserve Account at the Reserve Requirement, as adjusted from time to time. The Reserve
Requirement, as of any date, is an amount equal to the lesser of Maximum Annual Debt Service or 125% of Average
Annual Debt Service on the outstanding Parity Bonds secured by the Reserve Account. The additional Reserve
Requirement in connection with a series of Parity Bonds secured by the Reserve Account, however, may not exceed
10% of the original net proceeds of such series of Parity Bonds. The Bond Ordinance provides that the additional
Reserve Requirement in connection with the issuance of a series of Parity Bonds may be funded from proceeds,
from other available moneys, or from an accumulation of such amount from equal annual deposits from the Net
Revenue over a period of not more than five years.

An amendment to the Bond Ordinance in 2013 provides that, once the 2005 Bonds are no longer
outstanding, a series of Parity Bonds issued thereafter (thus including the Bonds) need not be secured by the Reserve
Account.

So long as any 2005 Bonds remain outstanding, the Bonds will be secured by the Reserve Account. When
no 2005 Bonds remain outstanding, however, the Bonds will no longer be secured by the Reserve Account or by any
other debt service reserve account. The Department is not refunding $5,000 aggregate principal amount of the 2005
Bonds maturing in 2025. Thus, the Bonds initially will be secured by the Reserve Account. But the City retains the
right at any time to redeem or defease the remaining 2005 Bonds.

Any deficiency created in the Reserve Account by reason of any withdrawal therefrom for payment into the
Principal and Interest Account must be made up within 12 months from Net Revenue available after making the
necessary deposits from Net Revenue into such Account. See “—Flow of Funds.”

The Reserve Account is held by the City Treasurer for the benefit of the owners of the Parity Bonds
secured thereby, rather than by a third-party fiduciary. In the event of the bankruptcy or insolvency of the City, a
bankruptcy court may be able to direct the application of money in the Reserve Account to other purposes. See
“CERTAIN INVESTMENT CONSIDERATIONS—Municipal Bankruptcies.”



The City has retained the right under the Bond Ordinance to provide, at any time, all or part of the Reserve
Requirement by obtaining Reserve Insurance. Reserve Insurance is defined as any bond insurance, letter of credit,
guaranty, surety bond, or similar credit enhancement device obtained by the City equal to part or all of the Reserve
Requirement for any Parity Bonds which is issued by an institution which has been assigned a credit rating at the
time of issuance of the device in one of the two highest rating categories of each of the Rating Agencies. The Bond
Ordinance provides that such Reserve Insurance may not be subject to cancellation on less than three years’ notice.
Upon receipt of a notice of cancellation or upon notice that the financial institution providing the Reserve Insurance
no longer meets the requirements specified in the Bond Ordinance, the City is obligated to substitute Reserve
Insurance in an amount necessary to make up any deficiency or to deposit in equal monthly installments over a 36-
month period an amount from Net Revenue sufficient, together with other money and investments on deposit in the
Reserve Account, to equal the Reserve Requirement.

Upon the issuance of the Bonds and after giving effect to the defeasance of the Refunded Bonds, the
Reserve Requirement will be $21,292,595. The amount currently on deposit or otherwise credited to the Reserve
Account currently is $21,364,705. Of this amount, $13,658,288 is funded with cash and $7,706,417 is funded with a
reserve account surety policy (the “Reserve Policy”) provided by Financial Guaranty Insurance Company
(“Financial Guaranty”). There will not be any required deposit to the Reserve Account in connection with the
issuance of the Bonds.

Reserve Account Surety Policy. The Reserve Policy was subsequently reinsured by National Public
Finance Guarantee Corporation, a wholly-owned subsidiary of MBIA Inc. (“National”). The Reserve Policy may be
drawn upon in the aggregate amount of $7,706,417. The Reserve Policy is scheduled to terminate on the earlier to
occur of December 1, 2025 (the scheduled final maturity date of the 2005 Bonds) or the date on which no 2005
Bonds are outstanding. The City is not refunding $5,000 aggregate principal amount of the 2005 Bonds maturing in
2025. But the City retains the right at any time to redeem or defease the remaining 2005 Bonds, at which time the
Reserve Policy will terminate. As the Bonds will no longer be secured by the Reserve Account when all 2005
Bonds have been redeemed or paid, the City does not expect any shortfall in the Reserve Account to occur as a
result of the payment, redemption or defeasance of the last of the 2005 Bonds which remain outstanding.

Moody’s Investors Service (“Moody’s”), Standard & Poor’s Ratings Services (“S&P”) and Fitch Ratings
(“Fitch”) have all withdrawn their ratings for Financial Guaranty; however, as of March 31, 2015, National is rated
“A3” and “AA-” by Moody’s and S&P, respectively. The Bond Ordinance does not require the City to replace
Reserve Insurance or to make additional deposits to the Reserve Account when the providers of Reserve Insurance
are downgraded.

The Reserve Policy provides that upon the later of (i) one business day after the receipt by the applicable
surety of a demand for payment executed by the Bond Registrar certifying that provision for the payment of
principal of or interest on the Parity Bonds secured by the Reserve Account when due has not been made or (ii) the
interest payment date specified in the demand for payment submitted to the applicable surety, the applicable surety
provider will promptly deposit funds with the Bond Registrar sufficient to enable the Bond Registrar to make such
payments due on the Parity Bonds, but in no event exceeding the policy limit of the surety policy so drawn on.

Pursuant to the terms of the Reserve Policy, the policy limit is automatically reduced to the extent of each
payment made by the insurer under the terms of such policy, and the City is required to reimburse the insurer for any
draws under the surety policy with interest at a market rate. Upon such reimbursement, the Reserve Policy is to be
reinstated to the extent of each reimbursement up to but not exceeding the policy limit. The reimbursement
obligation of the City under the Reserve Policy is subordinate to the City’s obligations with respect to the Parity
Bonds.

In the event the amount on deposit in, or credited to, the Reserve Account exceeds the amount of the
Reserve Policy, any draw on such policy is to be made only after all the funds in the Reserve Account have been
expended. In the event that the amount on deposit in, or credited to, the Reserve Account, in addition to the amount
available under the Reserve Policy, including amounts available under Reserve Insurance, draws on the Reserve
Policy and additional Reserve Insurance are to be made on a pro rata basis to fund the insufficiency. The Reserve
Policy does not insure against nonpayment caused by the insolvency or negligence of the Bond Registrar.
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See Appendix A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND ORDINANCE—
PAYMENT OF AND SECURITY FOR THE BONDS.”

Rate Stabilization Account

The City has established a Rate Stabilization Account in the Water Division Fund. As of
December 31, 2014, the balance of the account was $35,575,446. For purposes of calculating the Coverage
Requirement described under “—Rate Covenant,” Net Revenue in any Fiscal Year excludes deposits into the Rate
Stabilization Account and includes withdrawals from the Rate Stabilization Account. The City is not obligated to
deposit or maintain any stated amount in the Rate Stabilization Account. Amounts in the Rate Stabilization Account
can be used for any lawful purpose of the Water System. See APPENDIX A—“SUMMARY OF THE PRINCIPAL
PROVISIONS OF THE BOND ORDINANCE—PAYMENT OF AND SECURITY FOR THE BONDS—Rate
Stabilization Account.”

Additional Obligations

Future Parity Bonds. Pursuant to the Bond Ordinance, the City has reserved the right to issue Future
Parity Bonds for purposes of the Water System or to refund a portion of the Parity Bonds upon satisfaction of certain
conditions set forth in the Bond Ordinance, including, among other things, filing with the City either:

(1) A certificate of the Finance Director demonstrating that during any 12 consecutive calendar
months out of the immediately preceding 24 calendar months, Net Revenue was at least equal to
1.25 times the projected Maximum Annual Debt Service for all Parity Bonds, including the Future
Parity Bonds proposed to be issued; or

2) A certificate of an Independent Consulting Engineer or, once the 2005 Bonds and 2009 Bonds are
no longer outstanding, an independent certified public accountant that, in his or her opinion, the
Net Revenue will be at least equal to 1.25 times the projected Average Annual Debt Service for all
Parity Bonds, including the Future Parity Bonds proposed to be issued. In providing that
certificate, the Independent Consulting Engineer or independent certified public accountant may
take into account certain adjustments to Net Revenue as permitted by the Bond Ordinance.

Pursuant to the Bond Ordinance, if the Future Parity Bonds proposed to be issued are for the sole purpose
of refunding outstanding bonds payable from the Bond Fund, no such coverage certification shall be required if the
Annual Debt Service on the Parity Bonds after the issuance of the Future Parity Bonds is not, for any year in which
Parity Bonds are outstanding, more than $5,000 over the Annual Debt Service on the Parity Bonds prior to the
issuance of those Future Parity Bonds. The City is issuing the Bonds to refund a portion of the outstanding 2005
Bonds and is not expecting to deliver either of the coverage certificates described above.

See APPENDIX A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND
ORDINANCE—PROVISIONS FOR FUTURE PARITY BONDS.”

Parity Payment Agreements. The Bond Ordinance permits the City to enter into a Payment Agreement for
the purpose of managing or reducing the City’s exposure to fluctuations or levels of interest rates, currencies or
commodities or other interest rate, investment, asset or liability management purposes. The Bond Ordinance
provides that, upon satisfaction of the requirements for the issuance of Future Parity Bonds, a Payment Agreement
may constitute Parity Payment Agreement pursuant to which the City’s payment obligations are expressly stated to
constitute a charge and lien on the Net Revenue of the Water System equal in rank with the charge and the lien of
the Parity Bonds. The City has not entered into any such Parity Payment Agreements and currently has no plans to
do so. See APPENDIX A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND ORDINANCE—
PAYMENT AGREEMENT AND PARITY PAYMENT AGREEMENTS.”

Reimbursement Obligations. The Bond Ordinance provides that if the City elects to meet the Reserve
Requirement or any portion thereof through the use of Reserve Insurance or elects to secure any issue of Parity
Bonds with bond insurance, the City may contract with the entity providing such insurance to provide that payments
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to reimburse the provider shall be on a parity of lien with the Parity Bonds. The reimbursement obligations for the
debt service reserve fund policy in the Reserve Account are on a parity with the City’s obligation to make payments
into the Reserve Account. See “—Reserve Insurance and Reserve Account Balance.”

Contract Resource Obligations. Pursuant to the Bond Ordinance, the City may at any time enter into one
or more obligations for the acquisition, from facilities to be constructed, of water supply, transmission, treatment, or
other commodity or service relating to the Water System. Upon compliance with certain requirements of the Bond
Ordinance, the City may determine that such contract or obligation is a Contract Resource Obligation and may
provide that all payments under that Contract Resource Obligation (including payments prior to the time that water
supply, transmission, treatment, or other commodity or service is being provided, or during a suspension or after
termination of supply or service) shall be Operation and Maintenance Expenses. The City’s obligation with respect
to the Regional System is a Contract Resource Obligation.

Before the City may enter into a Contract Resource Obligation, among other things, there must be on file a
certificate of an Independent Consulting Engineer or, once the 2005 Bonds, 2009 Bonds and 2010 Bonds are no
longer outstanding, an independent certified public accountant, stating that (i) the payments to be made by the City
in connection with the Contract Resource Obligation are reasonable for the supply, transmission, treatment, or other
service rendered; (ii) the source of any new supply, and any facilities to be constructed to provide the supply,
transmission, treatment, or other service, are sound from a water or other commodity supply or transmission
planning standpoint, are technically and economically feasible in accordance with prudent utility practice, and are
likely to provide supply or transmission no later than a date set forth in the Independent Consulting Engineer’s, or
independent certified public accountant’s certification; and (iii) the Net Revenue (further adjusted by the
Independent Consulting Engineer’s, or independent certified public accountant’s estimate of the payments to be
made in accordance with the Contract Resource Obligation) for the five fiscal years following the year in which the
Contract Resource Obligation is incurred, as such Net Revenue is estimated by the Independent Consulting
Engineer, or independent certified public accountant (with such estimate based on such factors as he or she
considers reasonable), will be at least equal to the Coverage Requirement.

The Bond Ordinance provides that payments required to be made under Contract Resource Obligations
shall not be subject to acceleration.

See APPENDIX A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND
ORDINANCE—SEPARATE UTILITY SYSTEMS; CONTRACT RESOURCE OBLIGATIONS.”

Junior Lien Obligations. Nothing in the Bond Ordinance prohibits the City from issuing or incurring
obligations of the Water System with a lien on Net Revenues junior to the lien of the Parity Bonds. As of
December 31, 2014, the City has outstanding eight low-interest loans from the State Public Works Trust Fund
totaling $30,798,319 and ten low-interest loans from the State Revolving Fund totaling $55,889,417, which are
junior to the Parity Bonds in their lien on the revenues and funds of the Water System. The final maturity for the
currently outstanding junior lien obligations is July 1, 2037. See Note 5 in APPENDIX C—“2013 AND 2014
AUDITED FINANCIAL STATEMENTS” to see the annual debt service on the junior lien obligations. The City
has no other junior lien obligations payable from or secured by the Net Revenues of the Water System.

For four of the loans from the State Public Works Trust Fund, which are currently outstanding in the
aggregate principal amount of $8,731,011, one of the remedies available to the State Public Works Trust Fund in the
event of a default under each of the loan agreements is the ability to declare the outstanding balance, together with
accrued interest, to be immediately due and payable.

Additional Covenants

The Bond Ordinance also contains covenants regarding, among other things, operation and maintenance of
the Water System, sale, transfer, or disposition of the Water System, no free service, liens upon the Water System,
books and accounts, collection of delinquent accounts, maintenance of insurance and condemnation awards and
insurance proceeds. See APPENDIX A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND
ORDINANCE—COVENANTS WITH BONDOWNERS.”
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Permitted Investments

Money held in the Bond Fund (and the accounts therein) and the Construction Fund may be invested in any
legal investments, and any earnings may be retained in such fund or account for the purpose of that fund or
transferred to the Bond Fund. For a description of the funds and accounts created by the Bond Ordinance, see
Appendix A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND ORDINANCE—PAYMENT
OF AND SECURITY FOR THE BONDS.”

No Acceleration Upon an Event of Default

Upon the occurrence of an Event of Default under the Bond Ordinance, neither any Owner of a Bond nor
any Bondowners’ Trustee will have the right under the Bond Ordinance to accelerate the payment of debt service on
the Bonds. The City thus is liable for principal and interest payments only as they become due. The inability to
accelerate the Parity Bonds limits the remedies available to the Bondowners’ Trustee and the Owners upon an Event
of Default, and could give rise to conflicting interests among Owners of earlier-maturing and later-maturing Bonds.
The nature and extent of any such conflicts would depend in part upon the nature and duration of any default. In the
event of successive defaults in payment of the principal of or interest on the Bonds, the Bondowners’ Trustee or the
Owners may be required to file a separate action for each such payment not made. Any such action to compel
payment or for money damages would be subject to the limitations on legal claims and remedies against public
bodies under Washington State law. For a description of the Events of Default and remedies set forth in the Bond
Ordinance, see APPENDIX A—“SUMMARY OF THE PRINCIPAL PROVISIONS OF THE BOND
ORDINANCE—DEFAULTS AND REMEDIES.”

The Bond Ordinance does not prohibit the issuance of Future Parity Bonds subject to mandatory
redemption or mandatory purchase or tender for purchase upon the occurrence and continuance of an Event of
Default. A mandatory redemption or purchase or tender for purchase would be substantively similar to the remedy
of acceleration. See also “—Additional Obligations—Junior Lien Obligations” for a description of certain loans
from the State Public Works Trust Fund that are subject to acceleration.

Separate Utility Systems

The Bond Ordinance permits the City to create, acquire, construct, finance, own and operate one or more
additional systems within the Water Division for water supply, transmission, treatment or other commodity or
service. The Regional System is such a system. The revenue of any such separate utility system is not be included
in the Gross Revenue of the Water System and may be pledged to the payment of revenue obligations issued to
purchase, construct, condemn or otherwise acquire or expand the separate utility system. Neither the Gross Revenue
nor the Net Revenue of the Water System would be permitted to be pledged by the City to the payment of any
obligations of a separate utility system except (1) as a Contract Resource Obligation upon satisfaction of the
requirements set forth in the Bond Ordinance and/or (2) with respect to the Net Revenue, on a basis subordinate to
the lien of the Parity Bonds on that Net Revenue. See APPENDIX A—“SUMMARY OF THE PRINCIPAL
PROVISIONS OF THE BOND ORDINANCE—SEPARATE UTILITY SYSTEMS; CONTRACT RESOURCE
OBLIGATIONS.”

DEBT SERVICE REQUIREMENTS AND ADDITIONAL BORROWING

The following table shows Tacoma Water’s payments for its share of debt service on the Regional System
Revenue Bonds, debt service on the Outstanding Parity Bonds and debt service on the Bonds. The table does not
include debt service on junior lien obligations, including the $86,687,736 in junior lien obligations that are currently
outstanding. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS—Additional Obligations—
Junior Lien Obligations.”
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Debt Service Requirements

The Bonds Total Regional
Regional 2015A Bonds 2015B Bonds System Revenue
System Outstanding Total Parity Bond and Parity
Revenue Parity Bond Debt Bond Debt

Year Bonds" Bonds®® Principal Interest Principal Interest Service® Service®
2015 $4,213,814 $ 18,343,486 - $ 436,252 - $31,601 $ 18,811,339 $ 23,025,153
2016 3,897,064 13,221,983 - 789,200 $ 4,580,000 57,168 18,648,350 22,545,414
2017 3,899,314 13,220,333 $ 2,845,000 789,200 1,785,000 20,528 18,660,060 22,559,374
2018 3,915,314 16,568,233 1,460,000 675,400 - - 18,703,633 22,618,947
2019 4,384,314 16,575,833 1,520,000 617,000 - - 18,712,833 23,097,147
2020 4,393,564 16,571,833 1,590,000 541,000 - - 18,702,833 23,096,397
2021 4,409,814 16,578,833 1,670,000 461,500 - - 18,710,333 23,120,147
2022 4,412,564 16,574,633 1,755,000 378,000 - - 18,707,633 23,120,197
2023 4,437,314 16,081,883 1,845,000 290,250 - - 18,217,133 22,654,447
2024 5,522,814 13,832,133 1,935,000 198,000 - - 15,965,133 21,487,947
2025 5,530,814 13,798,792 2,025,000 101,250 - - 15,925,042 21,455,856
2026 5,517,314 16,174,560 - - - - 16,174,560 21,691,874
2027 5,528,064 16,088,926 - - - - 16,088,926 21,616,990
2028 5,526,564 15,995,811 - - - - 15,995,811 21,522,375
2029 5,543,064 15,893,028 - - - - 15,893,028 21,436,092
2030 5,536,314 15,795,577 - - - - 15,795,577 21,331,891
2031 5,549,914 15,687,652 - - - - 15,687,652 21,237,566
2032 5,282,714 15,574,667 - - - - 15,574,667 20,857,381
2033 5,470,714 21,099,597 - - - - 21,099,597 26,570,311
2034 5,397,234 20,862,114 - - - - 20,862,114 26,259,348
2035 5,326,447 20,614,144 - - - - 20,614,144 25,940,591
2036 5,247,790 20,354,824 - - - - 20,354,824 25,602,614
2037 5,166,263 20,088,290 - - - - 20,088,290 25,254,553
2038 5,081,587 19,813,405 - - - - 19,813,405 24,894,992
2039 4,998,478 19,524,020 - - - - 19,524,020 24,522,498
2040 4,911,377 19,229,272 - - - - 19,229,272 24,140,649
2041 - 26,794,200 - - - - 26,794,200 26,794,200
2042 - 26,791,400 - - - - 26,791,400 26,791,400
2043 - 26,795,600 - - - - 26,795,600 26,795,600
Total ¥ $129,100,542  $ 524,545,058 $ 16,645,000 $ 5,277,052 $ 6,365,000 $109,296 $ 552,941,406 $ 682,041,948

Includes Tacoma Water’s allocable share of debt service on the $110,080,000 aggregate principal amount of outstanding Regional System Revenue Bonds. Tacoma Water’s allocable share of the

debt service on the Regional System Revenue Bonds and of the operating expenses and capital and other costs of the Regional System are payable primarily from Gross Revenues of the Water
System as Operating and Maintenance Expenses prior to the Parity Bonds. Upon a default by any of the other Participants, the Water System also would be responsible, at least for some period,
for that Participant’s share of the costs of the Regional System, including debt service on the Regional System Revenue Bonds. The debt service on the Regional System Revenue Bonds is shown
before application of any federal tax credit payments. The City understands that a portion of the 35% federal subsidy it should receive for the 2010B Regional System Revenue Bonds will be
reduced as a result of the Federal sequestration. The IRS has announced that the reduction will be 7.2% for payments made through September 2023 (at which time it is subject to change). See
“THE WATER SYSTEM AND THE REGIONAL SYSTEM-The Regional System.”

Before 35% federal credit payments. The City understands that a portion of the 35% federal subsidy it should receive for the 2009 Bonds and the 2010B Bonds will be reduced as a result of the
federal sequestration. The IRS has announced that the reduction will be 7.2% for payments made through September 2023 (at which time it is subject to change).

Excludes all of the Refunded Bonds, except for 2015, which includes six months of interest on the Refunded Bonds.

Totals may not add due to rounding.
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Additional Borrowing

The City does not currently expect to issue Future Parity Bonds or any bonds for the Second Supply Project
in the next 24 months. The City periodically reviews its outstanding bonds for refunding opportunities, however,
and may issue Future Parity Bonds or bonds for the Second Supply Project for refunding purposes if market
conditions warrant.

THE CITY

The City was incorporated in 1884 and utilizes the Council Manager form of government, which is
administered by a City Council under the Constitution and laws of the State and the City Charter. The City Council
is composed of a Mayor and eight Councilmembers, five of whom are elected from districts which have been
apportioned according to population. The three remaining positions are “at large” positions, nominated and elected
City-wide. The Councilmember positions are four year terms with overlapping terms to allow for the election of
four Councilmembers every two years. The Mayor is elected City-wide for a four year term and is the presiding
officer of the City Council. Councilmembers, including the Mayor, can serve no more than ten consecutive years as
a member of the City Council, Mayor or combination thereof.

The City Council appoints a City Manager who is the chief executive officer of the City and who serves at
the pleasure of the City Council. The City Manager is responsible to the City Council for the administration of all
departments of the City with the exception of the Department of Public Utilities.

The City Manager appoints a Finance Director who supervises the financial and purchasing functions of the
City, including the City’s accounting system. The Finance Director is responsible for preparing the Comprehensive
Annual Financial Report (“CAFR”) in accordance with generally accepted accounting principles and the instructions
of the State Auditor’s Office. The Finance Director is responsible for the payment of principal and interest on all
bonds issued by the City, including the Bonds.

The City Manager appoints a City Treasurer who is responsible for the receipt, custody and disbursement
of all City funds, including funds of Tacoma Water. The City Treasurer receives all money due and belonging to the
City, and keeps a detailed account of the same in the manner prescribed by the Finance Director. A Finance
Committee composed of the Mayor, Finance Director and City Treasurer controls the investment of City funds.

THE DEPARTMENT OF PUBLIC UTILITIES—TACOMA WATER
Overview

The City Charter provides for the Department, which is governed by a five member Public Utility Board
(the “Board”). The Board is responsible for general utility policy, and its members are appointed by the Mayor and
confirmed by the City Council. The Department’s budget is presented to the Board for review and approval and
then forwarded to the City Council for approval and inclusion in the City’s budget. The Board meets twice monthly.

The Department consists of the Light Division (“Tacoma Power”), Water Division (“Tacoma Water”), and
Belt Line Railroad Division (“Tacoma Rail”). The Water Division consists of two separate systems: the Water
System and the Regional System. The Board serves as the sole policy board for the approval of most Department
business. In the case of budgets, rates, bond issues, and system expansions, actions approved by the Board must
also be approved by the City Council.

The Director of Utilities, who is chief executive officer of the Department, is appointed by the Board and
confirmed by the City Council. The Director serves at the pleasure of the Board and is confirmed by the City
Council every two years following performance reviews by the Board. The Director, with the concurrence of the
Board, has the power to appoint division superintendents.

Utility rates and charges initiated by the Board and adopted by the City Council are not subject to review or
approval by any other governmental agency.
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The City Charter provides that, except for a reasonable gross earnings tax imposed by the City Council for
the benefit of the City’s general fund, the revenues of utilities owned and operated by the City may not be used for
any purposes other than the ongoing operations of the utilities and payment of debt service on utility debt. The
funds of any utility may not be used to make loans to or purchase the bonds of any other utility, department, or
agency of the City.

Tacoma Water—General

Tacoma Water was formed in 1893 when the City purchased the water and light utility properties of the
former Tacoma Water and Light Company. The City acquired rights for up to 73 million gallons per day (“MGD”)
of water from the Green River and in 1910 began construction of the Green River gravity system, which includes the
Headworks dam facilities, 43 miles of pipeline and 110 million gallons (“MG”) of storage. Water from the Green
River was first delivered to the City in 1913. The City was awarded a second water right on the Green River in
1986 for 65 MGD, with an opportunity to store that right for peak summer usage.

As the City grew, a system of wells was developed in south Tacoma and on the North Fork of the Green
River to meet summer peak use periods as well as the City’s needs during periods of turbidity in the Green River.
Today, the system of wells has a capacity of approximately 55 MGD and on an annual basis supplies approximately
4% of the City’s water needs.

Tacoma Water is one of the largest publicly owned water utilities in the State. The following table displays
selected operating data regarding Tacoma Water as of December 31, 2014 and 2013.

Selected Operating and Financial Data
Calendar Years 2014 and 2013

2014 2013
Average Number of Metered Customers 98,607 97,856
Operating Revenue $98,319,954 $96,119,420
Total Water Billed (MG) 18,366 17,867
Average Daily Use (MG) 50.32 47.29
Maximum Daily Use (MG) 80.82 77.6

Source: Water Division, 2013 and 2014 Audited Financial Reports.
Service Area

Tacoma Water’s current service area consists of the City and the urbanized areas of Pierce and south King
Counties. The area extends from the northerly boundary of Lakewood Water District and Parkland Light and Water
Company in the south, northward to the City of Federal Way in King County. The eastern boundary is the foothills
of the Cascade Mountains. The western boundary is Puget Sound. Approximately 36% of Tacoma Water’s
residential service is outside of the City limits.

Tacoma Water’s service outside of the City limits began in 1912 when customers adjacent to the first
transmission pipeline from the Green River were served from the transmission line and from distribution extensions
from the pipeline. As a result, the Water System serves customers as far away as Palmer and Cumberland in King
County.

Tacoma Water is the exclusive retail provider of water service within the City and is designated as a key
provider of water service within Pierce County under the Pierce County Coordinated Water System Plan. Tacoma
Water presently provides direct service to some customers within the city limits of several municipalities, including
the cities of Federal Way, Puyallup, and University Place.

Historically, the Water System has expanded in order to meet City growth and to supply surrounding
communities and water utilities. Over the years, the City has acquired water districts, water companies, and
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cooperatives as well as individual services outside the City limits. The City will continue such an acquisition
program when requested, provided it is economically sound and consistent with growth management policy.

Recent population trends for the retail service area indicate slow account growth inside the City, while
growth outside the City, particularly in unincorporated Pierce County, continues at a moderate pace due to greater
available buildable land.

Currently, wholesale service is a small part of Tacoma Water’s operations, constituting approximately
5.3% of water service revenues. Wholesale purchases under standard cost of service pricing are expected to remain
stable. Tacoma Water has begun to offer market-priced wholesale offerings that could result in near-term demand

and service revenue growth that is not currently reflected in plans and projections contained herein.

The map on the following page shows Tacoma Water’s service area.

[REMAINDER OF PAGE INTENTIONALLY BLANK]
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Management
Brief descriptions of the backgrounds of key officials of the Department and Tacoma Water follow.

William A. Gaines, Director of Utilities, assumed his position in October 2007, after serving as
Superintendent/Chief Operating Officer of Tacoma Power for a year. Mr. Gaines, an experienced executive with
approximately 32 years in the utility industry, came to Tacoma from Seattle City Light, where he served as Power
Supply and Environmental Affairs Officer and as Power Management Executive. He spent much of his career as an
executive officer at Puget Sound Energy, where he served as Vice President for Engineering and Contracting and as
Vice President for Energy Supply. Mr. Gaines is active in regional industry groups including the Public Power
Council, Pacific Northwest Utilities Conference Committee and Western Systems Power Pool, and sits on the Board
of the Tacoma/Pierce County Chamber of Commerce and the Pierce County Economic Development Board.
Mr. Gaines received a B.S. degree in electrical engineering from Washington State University and an M.B.A. from
the University of Puget Sound. He also attended the executive development program at Stanford University.

Linda McCrea, P.E., Superintendent, Water Division, joined the City in 1980, became the Water
Distribution Manager in 1993, became Deputy Water Superintendent in 2006 and was appointed Superintendent in
January 2010. She has a B.S. in civil engineering from the University of Washington.

Heather Pennington, P.E., Deputy Water Superintendent, Asset and Information Manager, joined Tacoma
Water in 1994, and became Tacoma Water’s interim Distribution Manager in 2006, Distribution Engineering
Manager in 2007, Resource Planning Manager in July 2009 and Resource Planning (now Asset and Information
Management) Deputy Water Superintendent in 2011. She holds an M.B.A. from Pacific Lutheran University and a
B.S. in environmental engineering from Northwestern University.

Chris McMeen, P.E., Deputy Water Superintendent, Water Quality Manager, joined the City in 2002. He
has over 27 years of experience in the drinking water industry, including work as an engineering consultant,
drinking water regulator, utility engineer and manager. He has a B.S. and M.S. in civil engineering from the
University of Washington.

Sean Senescall, Rates and Financial Planning Manager, joined the City in 2010 as the Rates and Financial
Planning Assistant Division Manager, and became the Rates and Financial Planning Manager in 2013. He has nine
years of experience in government finance and rate development. He studied economics at the U.S. Air Force
Academy and has a B.S. in economics from the University of Washington.

Glen George, P.E., Water Supply Manager, joined the City in 1992 as a Civil Engineer and became the
Water Supply Manager in March 2010. He has a B.S. in civil engineering from the University of Washington.

Raymond West, Water Distribution Operations Manager, joined Tacoma Water in 1975 and became
Assistant Distribution Manager in 1998 and the Distribution Operations Manager in 2006. He has several
certifications including electronics and a State Water Works Operator license.

Tony Lindgren, P.E., Water Distribution Engineering Manager, joined the City in 2002 and became the
Resource Planning (now Asset and Information Management) Assistant Division Manager in 2010, and the
Distribution Engineering Manager in January 2011. He has a B.S. in civil engineering from Washington State
University.

Budgetary Policies

The Tacoma Water biennial budget is proposed by the Board and adopted by the City Council with legal
budgetary control at the fund level, i.e., expenditures may not exceed budgeted appropriations at the fund level. The
City Manager or Director of Utilities, as appropriate, may authorize transfers within funds; however, the City
Council must approve, by ordinance, any amendments that increase fund expenditures beyond the amounts specified
in the budget.
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Auditing

Accounting systems and budgetary controls are prescribed by the Office of the State Auditor in accordance
with RCW 43.09.200 and RCW 43.09.230. State statutes require audits for cities to be conducted by the Office of
the State Auditor. The City complies with the systems and controls prescribed by the Office of the State Auditor
and establishes procedures and records which reasonably assure safeguarding of assets and the reliability of financial
reporting.

The State Auditor is required to examine the affairs of cities at least once every two years. The City is
audited annually. The examination must include, among other things, the financial condition and resources of the
City, whether the laws and constitution of the State are being complied with, and the methods and accuracy of the
accounts and reports of the City. Reports of the auditor’s examinations are required to be filed in the Office of the
State Auditor and in the finance department of the City.

The City has contracted with Moss Adams LLP to perform the annual audit of the financial statements of
Tacoma Water for the 2014 fiscal year. The audited financial statements of Tacoma Water for fiscal years 2013 and
2014, prepared by Tacoma Water and audited by Moss Adams LLP, are contained in APPENDIX C. Moss Adams
LLP, the City’s independent auditor, has not been engaged to perform and has not performed, since the date of its
report included herein, any procedures on the financial statements addressed in that report. Moss Adams LLP also
has not performed any procedures related to this Official Statement.

Retirement System

Substantially all employees of Tacoma Water are covered by a contributory retirement plan administered
by the City’s Employee Retirement System (“TERS”). TERS is a cost-sharing multiple-employer, defined benefit
retirement plan covering substantially all employees of the City, with the exception of police officers, firefighters,
and Tacoma Rail employees who are covered by state or federal plans. Employees of the Tacoma-Pierce County
Health Department, as well as certain employees of the Pierce Transit and the South Sound 911 who established
membership in TERS when these agencies were still City departments, are also members. The Board of
Administration of TERS administers the plan, and benefit provisions are established in accordance with chapter
41.28 RCW and Chapter 1.30 of the Tacoma City Code. The Board of Administration of TERS consists of nine
members, including the Mayor, City Manager or the designee, Finance Director, Director of Ultilities or the
designee, three employees and one retiree. As of December 31, 2014, there were 2,166 retirees and beneficiaries
receiving benefits, 459 vested terminated employees entitled to future benefits, and 2,884 active members in TERS.
Tacoma Water is current in all payments to TERS. Further details about TERS are provided in Note 10 in
Appendix C—“2013 AND 2014 AUDITED FINANCIAL STATEMENTS.”

Contributions City-wide totaled $44.6 million in 2014 ($23.9 million employer contributions and $20.7
million employee contributions) and totaled $43.2 million in 2013 ($23.1 million employer contributions and $20.1
million employee contributions). The contribution rate for Tacoma Water’s covered payroll is currently set at 20%
of gross wages for 2014 (10.8% paid by Tacoma Water and 9.2% paid by employees). Tacoma Water contributed
$2,020,282 in 2014 and $1,974,933 in 2013 into TERS. Tacoma Water is current in all payments to TERS.

The most recent actuarial valuation of TERS was completed as of January 1, 2014 by Milliman (the
“Valuation Report”). Assumptions include investment earnings of 7.25%, wage growth of 4.00% and price inflation
of 3.00%. According to Milliman, over the last two years investment returns of 15.8% in 2013 and 14.1% in 2012
have increased TERS’s Funding Ratios. The funding ratio based on market assets has increased from 91% at the
January 1, 2012 to 99% at January 1, 2014. The increases due to investment gains were somewhat offset by
lowering the investment return assumption by 0.25% at both January 1, 2013 and January 1, 2014.
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TERS Valuations

(Millions of $)
Actuarial Actuarial Accrued Unfunded Percentage
Valuation Value of Liability AAL Funded Covered of Covered
Date Assets (AAL) (UAAL) Ratio Payroll Payroll
01/01/2012 $1,068.3 $1,185.5 $117.2 90.1% $219.4 53.4%
01/01/2013 1,187.1 1,306.6 119.5 90.9 210.6 56.7
01/01/2014 1,297.0 1,400.0 103.0 92.6 213.8 48.2

The Valuation Report provides the following information regarding long-term funding projections: The
baseline projection demonstrates that if experience in all future years matches the actuarial assumptions, including
7.25% investment returns, the Funding Ratio is projected to reach 100% by 2019. However, a downside scenario
projection showing that adverse investment experience similar to what TERS experienced in 2006 — 2008 could
require contribution rates to increase as high as 30.53% of pay to amortize the UAAL over 30 years. Future
experience is expected to be both better and worse than the actuarial assumptions at different times and is likely to
result in changes to TERS’s funding status.

Although TERS is funded over a long period of time, the measurement of TERS’s funding status can vary
widely from year-to-year due to asset returns. The following table summarizes TERS’s asset returns in recent years
and compares the market value gains and losses to the AAL at the following valuation date. Returns greater than the
7.25% actuarial assumption are gains; returns less than the 7.25% actuarial assumption are losses. The AVA
recognizes these market value gains and losses in four equal increments starting at the end of the year in which they
occur. Gains in good years are needed to offset losses in bad years.

TERS Asset Returns

Market Value Gain/ End of Year Actuarial

Market Value (Loss) compared to Accrued Liability Gain / (Loss) as a % of
Year % Return* expected (AAL) next AAL
2004 15.5% $ 60,100,000 $ 754,300,000 8.0%
2005 8.7 8,500,000 ok 0.9
2006 18.6 102,800,000 895,800,000 11.5
2007 3.9 (42,200,000) ok 4.2)
2008 (32.0) (451,000,000) 1,002,300,000 (45.0)
2009 27.3 147,700,000 ** 13.0
2010 14.1 60,200,000 1,132,900,000 5.3
2011 1.3 (69,900,000) 1,185,500,000 (5.9)
2012 14.1 68,700,000 1,306,600,000 5.3
2013 15.8 100,000,000 1,400,000,000 7.1

* The market value returns shown above are net of investment expenses, but not administrative expenses. They are based on the
TERS’s annual financial statements, but may have some variance from calculations performed by other parties due to different
methodology. The preliminary estimate of the market value return in 2015 was 8.13%.

** Until 2011, valuations were performed every other year.

In addition to TERS, City employees participate in the federal social security program. The City withholds
the employee contribution from City employee’s wages.

Other Post-Employment Benefits
The City allows retirees to participate in medical, dental and vision programs from the time retirement
begins until they qualify for federally funded programs. The City uses pay as you go funding, and upon retirement

the retiree is responsible for paying a blended premium, which prior to retirement was paid by the City. The benefit
is an implicit subsidy to the retiree. As of December 31, 2014, the City’s net other post-employment benefit
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(“OPEB”) obligation was $66,138,206, of which $2,908,139 was related to the Water System. Further details about
OPEB are provided in Note 11 in APPENDIX C—“2013 AND 2014 AUDITED FINANCIAL STATEMENTS.”

Taxation

Under the City Charter, the City Council may impose a gross earnings tax not exceeding 8.0% upon the
revenues of Tacoma Water. The current tax rate is 8.0%. Under the Bond Ordinance, the gross earnings tax is
subordinate to the payments required to be made into any fund or funds previously or subsequently created for the
payment of the principal of and interest on water revenue bonds of the City.

Tacoma Water pays a public utility tax imposed by the State presently at the rate of 5.029% of gross
revenues, with certain exceptions. Tacoma Water also pays miscellaneous fees, licenses, and sales and use taxes.
Certain of these taxes and payments are Operation and Maintenance Expenses of the Water System and Operating
Expenses of the Regional System.

Program of Insurance

Tacoma Water currently maintains insurance policies and a self-insurance program. The insurance policies
presently in effect include coverage on the Department’s buildings and fleet vehicles as well as general liability and
public officials’ liability. The current insurance policies have deductibles or self-insured retention of $250,000 for
buildings and vehicles, and $1,500,000 for general comprehensive liability. The public officials policy has a
deductible of $200,000 for employee practices liability. The general comprehensive liability policies provide $60
million of coverage. The City has a policy to cover extraordinary worker’s compensation claims with a statutory
limit and $1 million retention. Earthquake coverage has a 5% or $250,000, whichever is greater, per building self-
insured retention.

Tacoma Water participates in the Department’s self-insurance claim fund (the “Self Insurance Fund”) for
payment of third party claims. As of December 31, 2014, assets in the Self Insurance Fund totaled $232,947, which
exceeds accrued and incurred but not reported liabilities. Tacoma Water’s premium payments totaled $180,000 per
year in both 2014 and 2013. Tacoma Water’s premium payment in 2014 was $180,000. Contributions are routinely
reviewed to determine their adequacy. The Self Insurance Fund is dedicated and requires a two thirds vote of the
City Council before it can be used for anything except insurance or casualty losses. The City and the other Second
Supply Project Participants separately insure or self-insure the Second Supply Project and potential liabilities arising
from or related to the Second Supply Project.

Performance and fidelity bonds covering all employees are provided in amounts up to $1 million (subject to
a $25,000 deductible per occurrence).

The City maintains a separate self-insurance fund for payment of third party claims against the general fund
and certain utilities (not including the Water System).

Strategic Planning and Financial Planning and Reporting

Tacoma Water has formally adopted certain policies that serve as a guide to financial management and rate
setting. These are included in the “Water Rate and Financial Policy” document, which has been reviewed and
adopted as a City Resolution by the Board and City Council. These policies require that the utility set rates based on
the cost of service to each customer class, adhere to restrictions on the term of debt, and maintain a minimum of 60
days of operating cash in the Current Fund, 1% of original cost plant-in-service in the Capital Reserve Fund, and
$2,000,000 in the System Development Charge Fund. These policies also specify debt service coverage minimums
that are higher than those that are required by Bond Ordinance, including an “All In Debt Service Coverage”
minimum of 1.25 times, and a “Senior Debt Service Coverage” minimum of 1.50 times. The policies also require
that water rates be designed to adequately fund acquisitions of new resources and conservation and allow the utility
to recover up to 65% of rate revenues from fixed components of the rate. The Board and City Council most recently
approved the amended Water Rate Policy in 2014.
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State law and City policies permit City utilities to borrow on a short-term basis from the General Fund.
Tacoma Water has never borrowed from the General Fund and does not currently expect to do so.

Tacoma Water operates under the guidance of its strategic plan and reporting and tracking procedures that
monitor compliance with its strategic plan, which together provide a framework for the development and
implementation of strategic objectives. Tacoma Water currently is currently tracking nine strategic objectives:
working with customers’ best interests in mind; ensuring financial stability and effective management of costs;
understanding and supporting retail customer needs; understanding and supporting wholesale customer needs;
managing the execution of operational and strategic plans and decisions; managing assets at lowest life cycle cost
with an acceptable level of risk; leverage technology; improving relationships between employees and their direct
supervisors; and ensuring that all employees understand what is expected of them at work. Performance against
these objectives is reported to executive leadership quarterly.

Financial reports are provided to the Board, and budget performance reports are published for staff and
policymaker review, on a quarterly basis.

Labor Relations

As of December 31, 2014, Tacoma Water had approximately 239 employees, many of whom are
represented by Local 483-International Brotherhood of Electrical Workers (“IBEW”), one of the 12 labor
organizations that represent City employees. Other units representing Tacoma Water employees include Local 117-
Teamsters, Local 17-Professional and Technical Engineers, and Local 120-AFSCME. Negotiations with unions are
conducted by a team chaired by a Human Resources Labor Relations staff member selected by the Human
Resources Director, who reports directly to the City Manager. Management of Tacoma Water strives to promote
sound labor relations policies that are beneficial both to its operations and to its employees. This cooperative effort
has precluded a significant work stoppage among utility employees for the last several decades, although there was
an 11 day work stoppage by clerical members of IBEW, Local 483, in 1992.

As provided by State law, matters that are delegated by the City Charter to the City’s Civil Service Board
are established by law and are not negotiated at the bargaining table. Such matters include issues relating to tenure
of employment, hiring, recruitment, and termination. Additionally, retirement benefits through the Tacoma City
Employees’ Retirement System historically have been recommended by the Tacoma Retirement Board, which
includes representatives of City employees and retirees, as well as City management, and approved by the City
Council.

Investment Practices

The City’s Investment Committee is composed of the Mayor, the Finance Director and the City Treasurer.
The City Treasurer invests City funds. The Water System’s fund cash balances are a “deposit” with the City
Treasurer’s Tacoma Investment Pool (“TIP”) for the purpose of maximizing interest earnings through pooled
investment activities. Cash and securities in pooled investments in the TIP are reported at fair value and changes in
unrealized gains and losses are recorded in the Statements of Revenues, Expenses and Changes in Net Position.
Interest earned on such pooled investments is allocated daily to the participating funds based on each fund's daily
equity in the TIP.

The TIP operates similar to a demand deposit account in that all City departments, including the Water
System, have fund balances which are their equity in the TIP. Accordingly, balances are considered to be cash
equivalents.

The City of Tacoma Investment Policy permits legal investments as authorized by state law including
Certificates of Deposit with qualified public depositories (as defined in chapter 39.58 RCW), obligations of the U.S.
Treasury, Government Sponsored Agencies and Instrumentalities, bonds issued by Washington State and its local
governments with an “A” or better rating, general obligation bonds issued by any state or local government with an
“A” or better rating, Bankers’ Acceptances, Commercial Paper, Repurchase and Reverse Repurchase agreements,
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and the Washington State Local Government Investment Pool (“LGIP”). Daily liquidity requirement to meet the
City’s daily obligations is maintained by investing a portion of the City’s Investment Pool in the LGIP.

The Water System’s investments in that portion of the TIP held in qualified public depositories at
December 31, 2014 and 2013 is entirely covered by the Federal Deposit Insurance Corporation (“FDIC”) and/or the
Washington State Public Deposit Protection Commission (“PDPC”).

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, longer term investments have greater exposure to changes in market interest rates. The
City’s investment policy allows for authorized investments up to 60 months to maturity. One way the City manages
its exposure to interest rate risk is by timing cash flows from maturities so that portions of the portfolio are maturing
over time to provide cash flow and liquidity needed for operations.

As of December 31, 2014, the par value of the City’s investments totaled $861.133 million. The portfolio
was distributed in various types of investment instruments in the following percentages:

Government Agencies 62.23%
U.S. Treasuries 10.0
State Local Government Pool 7.57
Bank Interest-Bearing Accounts 0.83
Bankers Acceptance 0.00
Flexible Repurchase Agreements  1.02
Municipal Securities 18.35

State Local Government Investment Pool. The State Treasurer’s Office administers the Washington
State Local Government Investment Pool (the “LGIP”), which invests over $9 billion on behalf of more than 450
cities, counties and special taxing districts. In its management of LGIP, the State Treasurer is required to adhere, at
all times, to the principles appropriate for the prudent investment of public funds. These principles are, in order of
priority, (i) the safety of principal; (ii) the assurance of sufficient liquidity to meet cash flow demands; and (iii) the
attainment of the highest possible yield within the constraints of the first two goals. Historically, the LGIP has had
sufficient liquidity to meet all cash flow demands.

The LGIP, authorized by chapter 43.250 RCW, is a voluntary pool which provides its participants the
opportunity to benefit from the economies of scale inherent in pooling. It is also intended to offer participants
increased safety of principal and the ability to achieve a higher investment yield than would otherwise be available
to them. The LGIP is restricted to investments with maturities of one year or less, and the average life typically is
less than 90 days. Investments permitted under the guidelines of the LGIP include U.S. government and agency
securities, bankers’ acceptances, high quality commercial paper, repurchase and reverse repurchase agreements,
motor vehicle fund warrants, and certificates of deposit issued by qualified State depositories.

THE WATER SYSTEM AND THE REGIONAL SYSTEM
Sources of Supply

The primary current source of supply for the Water System is a Headworks diversion on the Green River
approximately 30 miles east of the City, which is capable of supplying up to approximately 167 MGD to Tacoma
Water and its other Second Supply Project Participants. Water withdrawn at the Headworks is treated with ozone,
filtered, chlorinated, fluoridated, and pH adjusted before being introduced into Pipeline No. 1 and the Second
Supply Pipeline. Pipeline No. 1 transports up to 72 MGD through or near the cities of Enumclaw, Buckley, Bonney
Lake, Puyallup, and other urbanized areas before discharging into McMillin Reservoir. The Second Supply Pipeline
transports up to 95 MGD through the cities of Black Diamond, Auburn, Federal Way, and Tacoma before
discharging into Pipeline No. 4. The Green River diversion and Pipeline No. 1 were originally constructed in 1913.
Over the years, nearly all of the original Pipeline No. 1 has been replaced and improvements to the diversion dam
have occurred as a component of the Second Supply Project. The Second Supply Pipeline itself began delivering
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water in October 2005. The City recently completed construction of a filtration project on the Green River. See “—
The Regional System.”

The watershed, located above the diversion, consists of approximately 230 square miles of timbered and
mountainous terrain. The U.S. Army Corps of Engineers (the “Army Corps”) constructed Howard Hanson Dam and
Reservoir in 1961, forming the Eagle Gorge Reservoir, about three miles upstream from Tacoma Water’s
Headworks Diversion Dam. The primary authorized purpose of the dam is to provide flood control for the Green
River valley during the winter. Secondary authorized purposes include augmentation of low summer flows
downstream of the dam, irrigation and storing water for municipal water supply purposes by Tacoma Water and its
Second Supply Project partners. In 2012, the Army Corps completed the last dam safety rehabilitation project on
the Howard Hanson Dam to mitigate damages from a January 2009 storm event and insure reliability of the dam in
the future. The Army Corps was responsible for all dam safety costs. Projects implemented by the Army Corps
include vertical and horizontal short path seepage dewatering wells, rock armoring and additional log booms.

In the 1970s, Tacoma Water drilled seven wells on the North Fork of the Green River (the “North Fork
Wells”) approximately six miles upstream from the Headworks. The North Fork Wells have been effective in
maintaining the quality of Tacoma Water’s main water supply during high turbidity in the Green River source. The
well water either blends with the river water or replaces the river water depending on the level of turbidity. This
blending system was used principally between 1978 and 2014 to enable Tacoma Water to avoid filtration. It is
expected that Tacoma Water will continue using this blending system to reduce turbidity seasonally to optimize
filtration.

In addition to the North Fork Wells, Tacoma Water has a number of wells within its service area that can be
used to augment supply during peak summer demands, or in the event of emergency interruption of the Green River
supply. During a typical year, approximately 96% of the Water System’s water supply is from the Green River and
4% is from these wells. The following table summarizes the water supplied by source during 2014 to meet the peak
and average water requirements for Tacoma Water only, it does not include capacity or production values for the
Second Supply Participants (see the “—The Regional System” below).

Tacoma Water
2014 Sources of Supply of the Water System

(MGD)
Peak Peak Day Average
Source Capacity Production® Production®

Surface Water Sources:

Green River 111.58" 84.37 46.56
Groundwater Sources:

Wells 53.30 0.00 5.27
Total Sources 164.88 84.37 51.83

)" Tacoma’s Peak Green River capacity is limited by pipe/plant capacity (see “Water Rights” discussion below), which is 72

MGD for Pipeline No. 1 plus 15/36 of 95 MGD (39.58 MGD) for the Second Supply Pipeline.
Produced for Tacoma Water retail and wholesale deliveries (excludes Regional System water use by Kent, Covington and
Lakehaven).

()

Tacoma Water’s 2015 demand forecast indicates that the Water System has sufficient water supply to meet
projected demands for at least the next 50 years.

Water Rights

Tacoma Water has water rights on the Green River in excess of its current needs, which include a water
right claim for 73 MGD (the “First Diversion Water Right”) plus a water permit for up to 15/36 of 65 MGD (the
“Second Diversion Water Right”) and is the source of supply for Regional System, as further described below under
“—The Regional System.” Second Diversion Water is conditional based on Green River flow and is, therefore, only
available approximately 60% of the time on an annual basis. However, Second Diversion Water may be stored
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behind Howard Hanson Dam in the spring, and as the water is being stored at a rate not to exceed the Second
Diversion water right rate, it may be withdrawn at a later date, at any rate. Therefore, when needed in the peak
season, water from the Green River source may be used at a rate that is limited only by pipe/plant capacity.

Water rights for the Water System’s 25 wells, most of which are located within its water service area, total
115 MGD, with an installed pumping capacity of 67.2 MGD.

During the last decade it has become increasingly difficult for State water systems to obtain new water
rights because of uncertainties in the administration of these rights. Major concerns include legal challenges to the
State Department of Ecology’s (“Ecology”) authority to administer water rights and concern that the additional
appropriation of water in many areas might deplete limited resources. At this time, there is no foreseeable near term
resolution of this issue. Some water systems in King and Pierce counties have had a water moratorium in the recent
past, restricting development. These circumstances make Tacoma Water’s Second Diversion Water Right on the
Green River for 65 MGD particularly valuable and attractive to the Participants in the Second Supply Project as well
as potentially to other systems in the vicinity of Tacoma Water’s existing transmission pipelines. These other
systems have experienced occasional water shortages due to increased demands resulting from customer growth.

The Regional System

The City has the authority under State law and the Bond Ordinance to establish additional “systems” within
the Water Division, which are financed separately from the Water System. See “SECURITY AND SOURCES OF
PAYMENT FOR THE BONDS—Separate Utility Systems.” The Water Division currently includes one such
additional system — the Regional System. Although separately financed, the Regional System is owned, operated
and maintained by the City as an integral part of the Water Division. Therefore, the Regional System is accounted
for from a financial reporting standpoint as part of the Water Division.

The Regional System provides water supply and transmission services to Tacoma Water and to the City of
Kent (“Kent”), the Covington Water District (“Covington”) and the Lakehaven Utility District (“Lakehaven,” and
collectively with Tacoma, Kent and Covington, the “Participants”). The Regional System was formed by the
Participants to obtain permits for and to design, finance, construct, operate, maintain and receive delivery of water
from the Second Supply Project. The Participants entered into the Second Supply Project Agreement in 2002 (as
subsequently amended, the “Second Supply Project Agreement”). A summary of the certain provisions of the
Second Supply Project Agreement is included in this Official Statement as APPENDIX E.

In addition to increasing water supply, the Second Supply Project increases flexibility and reliability of
water delivery in both Tacoma Water’s and the other Participants’ service areas.

Description of the Second Supply Project. To meet its own future water supply requirements as well as to
increase regional supply, in 1968 Tacoma Water began developing the Second Supply Project, which includes a
second supply pipeline from Tacoma Water’s Green River resource (the “Second Supply Pipeline”). The Second
Supply Project currently consists of the following components: (i) water from the exercise of Tacoma Water’s
Second Diversion Water Right (up to 100 cubic feet per second) (“cfs”); (ii) the Second Supply Pipeline;
(iii) improvements made at the Headworks diversion dam and intake; (iv) Second Supply Project fisheries and
environmental enhancements; (v) the right to store water as a result of a Howard Hanson Dam additional storage
project; and (vi) treatment facilities (filtration, disinfection, pH adjustment, fluoridation, and ozone). As part of
developing the Green River Filtration Facility, and as a component of treatment, the assets of the North Fork Well
system were added to the Second Supply Project. The Second Supply Pipeline is approximately 34 miles long and
varies from 48 to 90 inches in diameter. Its route follows a more northerly route than Tacoma Water’s Pipeline
No. 1, traversing south King County and thereby making water available to the urbanized areas north and east of
Tacoma. In addition to increasing water supply, the Second Supply Project increases flexibility and reliability of
water delivery in both Tacoma Water’s and the other Participants’ service areas. The Second Supply Project
became operational in October 2005.

Second Supply Project Agreement. The Second Supply Project Agreement defines the rights and

obligations of the Participants with regard to the Second Supply Project. Tacoma has a 15/36 Participant Share and
each of Kent, Covington and Lakehaven has a 7/36 Participant Share in the Second Supply Project. Generally, a
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Participant Share represents a Participant’s proportional right to receive and obligation to pay for water delivered by
the Second Supply Project.

The term of the Second Supply Project Agreement extends through the operating life of the Second Supply
Project, including all renewals and replacements thereof and additions thereto. The Second Supply Project
Agreement provides that all obligations incurred during its term will survive its termination or expiration, and will
survive until such obligations are satisfied.

The Second Supply Project Agreement confers rights and imposes obligations on all four Participants,
including Tacoma Water, and on Tacoma Water as operator of the Second Supply Project (the “Project Operator™).
Each Participant has contractual rights under the Second Supply Project Agreement (i) to use an undivided share of
the Second Supply Project equal to its project capacity share and to use available excess project capacity; (ii) to
schedule for delivery and receive its Participant Share of Second Diversion Water at its points of delivery; (iii) to
schedule for delivery and receive additional water at its points of delivery; and (iv) to provide its Participant Share
of storage. Each Participant has a contractual obligation (i) to receive Second Diversion Water and additional water
scheduled for delivery by and delivered to it and (ii) to pay its Participant Share of Project Costs.

Decisions are made by a Project Committee, consisting of one representative of each Participant. For the
Project Committee to take action, a quorum of not less than three Participants is required, with Tacoma Water’s
presence mandatory. For approval of certain matters, including approval of capital expenditures contained in an
annual budget and approval or revision of any financing plan, an affirmative vote of 29/36ths of the Project
Committee votes and three of the Participants is required. Further, in order to vote on a financing plan, the
representative of each Participant must present to the Project Committee a resolution by its governing body
indicating the nature of the vote to be cast by the representative. A financing plan sets forth the purpose, amount,
repayment schedule and timing of any proposed Regional System bond issues.

Under the Second Supply Project Agreement, the Participant Share of a Participant that has been in
default for a period of 60 days or more on any payment obligation under the Second Supply Project Agreement (if
that payment obligation includes amounts necessary for the City to make payments on any Regional System Revenue
Bonds) will be offered for assignment to the non-defaulting Participants. In the event that other non-defaulting
Participants decline any or all of the defaulting Participant’s Participant Share, Tacoma Water is required to
increase its Participant Share in an amount equal to the defaulting Participant’s Participant Share then
remaining unassigned and will be responsible for the amount in default. Tacoma Water thus effectively
guarantees the payment of substantially all of the debt service on the Regional System Revenue Bonds.

Annual Budgets. Under the Second Supply Project Agreement, the Second Supply System operates under
an annual budget, which must include both the amounts necessary to operate and maintain the Second Supply
Project and any proposed capital expenditures for any renewals, replacements, additions or improvements to the
Second Supply Project.

Financing of the Regional System. The Second Supply Project Agreement allows each Participant to pay
all or part of its Participant Share of the Second Supply Project capital costs either in cash or over time. Tacoma
issued its 2002 Regional System Revenue Bonds to finance the construction of the Second Supply Project.
Lakehaven used cash to finance its share of the initial project. The Participants entered into a Repayment
Agreement and Financing Plan governing the payment of Second Supply Project costs and the obligation of
Tacoma, Covington and Kent to pay debt service on the 2002 Regional System Revenue Bonds. Tacoma issued the
2013 Regional System Revenue Bonds to refund the 2002 Regional System Revenue Bonds on April 16, 2013.
Pursuant to the Repayment Agreement, Tacoma, Covington and Kent will be obligated to pay their share of debt
service on the 2013 Regional System Revenue Bonds in the same portion as the 2002 Regional System Revenue
Bonds. The total original project cost was approximately $232 million, including financing costs. In 2010, the
Participants entered into a Financing Plan to install a filtration treatment system, and Kent and Covington chose to
have Tacoma issue the 2010 Regional System Revenue Bonds to finance their Participant Shares. Lakehaven chose
to pay its entire share of the capital cost of Phase I of the Filtration Project (described below) in cash. Tacoma
issued $47,840,000 of 2010 Regional System Revenue Bonds to finance a portion of the filtration project. See “—
Filtration System” below. Consequently, Tacoma Water, Covington and Kent are obligated to pay amounts

27



sufficient to provide for the payment of the principal of and interest on the 2010 Regional System Revenue Bonds
and 2013 Regional System Revenue Bonds.

Under the Second Supply Project Agreement and the associated Repayment Agreement, Tacoma Water is
responsible for paying debt service on $32,925,000 of the principal amount of the 2010 Regional System Revenue
Bonds and $35,840,000 of the principal amount on the 2013 Regional System Revenue Bonds. Kent is responsible
for paying debt service on $11,400,000 of the principal amount of the 2010 Regional System Revenue Bonds and
$14,790,000 of the principal amount on the 2013 Regional System Revenue Bonds. Covington is responsible for
paying debt service on $3,515,000 of the principal amount of the 2010 Regional System Revenue Bonds and
$14,165,000 of the principal amount on the 2013 Regional System Revenue Bonds. Covington has received State
Revolving Fund loans for the Filtration Project and is expected to contribute $8,080,000 of loan proceeds to finance
a portion of its share of the project. Kent and Covington will pay their share to Tacoma, which will pay the bond
registrar for the Regional System Revenue Bonds. Those percentage shares are subject to change with the addition
of a new participant, the payment default of a Participant, the issuance of additional Regional System Revenue
Bonds or the optional prepayment by an obligated Participant. The payments by Tacoma Water, Kent and
Covington constitute “Contract Resource Obligations” payable as operation and maintenance expenses from the
gross revenues of their respective water utilities. The Repayment Agreement governs debt service payments on the
Regional System Revenue Bonds and does not otherwise affect each Participant’s rights and obligations under the
Second Supply Project Agreement. The Repayment Agreement takes precedence over the debt repayment
provisions of the Second Supply Project Agreement.

The following table sets forth the Participants’ allocable shares of the annual debt service on the
outstanding Regional System Revenue Bonds for years 2015 through 2024. Upon a default by any of the other
Participants, the Water System also would be responsible, at least for some period, for that Participant’s share of the
costs of the Regional System, including debt service on the Regional System Revenue Bonds. Because Lakehaven
chose to pay its allocable share of the capital costs of the initial project and the filtration project with cash, it has no
allocable share of the debt service on the Regional System Revenue Bonds.

Regional System Revenue Bonds
Participants’ Allocable Shares of Annual Debt Service
(2015-2024)"

Year Kent Covington Tacoma Total
2015 $1,716,294 $ 1,059,228 $4,213.814 $ 6,989,336
2016 1,579,144 938,478 3,897,064 6,414,686
2017 1,595,394 958,228 3,899,314 6,452,936
2018 1,580,244 941,728 3,915,314 6,437,286
2019 1,795,294 1,145,728 4,384,314 7,325,336
2020 1,799,044 1,149,228 4,393,564 7,341,836
2021 1,791,494 1,146,728 4,409,814 7,348,036
2022 1,794,894 1,143,478 4,412,564 7,350,936
2023 1,796,694 1,144,478 4,437,314 7,378,486
2024 2,441,894 1,769,478 5,522,814 9,734,186
Total $ 17,890,390 $ 11,396,780 $ 43,485,890 $ 72,773,060

) Debt service is shown net of the 35% federal interest subsidy to be received in connection with Regional
System Revenue Bonds issued as Build America Bonds. The City understands that a portion of the 35%
federal interest subsidy that should be received will be reduced as a result of the Federal sequestration. The
IRS has announced that the reduction will be 7.2% for payments made through September 2023 (at which
time it is subject to change).

Regional System Operations. As owner and operator of the Second Supply Project, Tacoma Water is
responsible for the day-to-day operation of the Second Supply Project and is obligated, consistent with the approved
annual budget then in effect, to operate and maintain the Second Supply Project in a manner that is consistent with
prudent utility practice. Tacoma Water also is responsible as Project Operator for, among other things,

28



(i) monitoring the delivery of Second Supply Project water to each Participant and (ii) calibrating and testing for
accuracy the master meter and all project and delivery meters.

Water deliveries are scheduled on a weekly basis by an assigned Tacoma Water engineer. Tacoma Water
tracks availability of run-of-the-river water for the Regional System and also tracks and coordinates delivery of
stored water at Howard Hanson Dam. Tacoma Water maintains financial and water accounting records for the
Regional System and provides reports to the Participants in accordance with the Second Supply Project Agreement.
Daily flow records and other daily data are available to the Participants through a secure website. A monthly
meeting is held by the Project Committee to discuss any issues or concerns related to the Second Supply Project. An
operations subcommittee also meets bi-monthly to deal with operations issues.

The average daily water of the Regional System used by the Participants for the years 2010 through 2014
appear below. The Participants have other sources of water in addition to the Regional System.

Second Supply System
Average Daily Total Water Use
(MGD)
2010 2011 2012 2013 2014
Tacoma Water 15.57 15.53 19.57 21.64 19.80
City of Kent 0.54 0.47 0.64 0.74 0.60
Lakehaven Utility District 2.89 5.25 6.09 6.31 6.92
Covington Water District 1.90 1.96 2.60 2.88 3.01
Total Use 20.90 23.21 28.89 31.57 30.33

Filtration Project. Until December 2014, the Green River was one of the few remaining major unfiltered
surface water supplies in the country. In 2006, the U.S. Environmental Protection Agency promulgated the Long
Term 2 Enhanced Surface Water Treatment Rule (“LT2”), establishing new requirements for all water utilities
providing water from lakes or rivers to provide treatment for inactivation or removal of Cryptosporidium.
Cryptosporidium is a naturally-occurring micro-organism that can be found in open surface water sources such as
the Green River, and has been responsible for waterborne disease outbreaks in some public water systems. While
years of monthly testing from the Green River indicates that the presence of this organism is extremely rare, the LT2
regulation required Tacoma Water to install additional treatment for Cryptosporidium by 2014. The Participants
worked with a consulting team to analyze potential strategies for LT2 compliance. Following substantial analysis,
significant public outreach and communication, the filtration option was selected as the best solution for the long-
term benefit of the utility customers. In 2010, the Board, the Covington and Lakehaven Boards and the Kent City
Council each adopted a resolution approving the installation of the Filtration Project. The Second Supply Project
Agreement defines the costs associated with additional or different treatment facilities to be Project Costs,
apportioned to each of the Participants on the basis of their Participant Share.

Following Board and City Council approval, design was authorized in 2010, and continued through 2011
and early 2012. The Filtration Project was constructed using an alternative delivery methodology allowed under
State law (Chapter 39.10 RCW) called General Contractor/Construction Manager (GC/CM). This project delivery
approach enables substantial risk control through the selection of a highly qualified general contractor, and close
collaboration between Tacoma Water, the design engineer, and the contractor. When authorized to proceed by the
Public Utility Board and City Council in 2010, the upper bound cost projection was $211 million (2010 dollars),
with an estimated escalated cost of $242 million at the end of construction. With the project substantially complete
and in operation, anticipated total project cost at close out (summer of 2015) is anticipated to be approximately
$187.5 million.

The 2010 Regional System Revenue Bonds were issued to finance the costs of Phase I of the Filtration
Project except for Lakehaven’s share (for which Lakehaven paid cash). Phase I work covered those portions of the
Filtration Project completed between July 2010 and August 2013. This work included completed design, permitting,
and early stages of construction, including major earthwork and the early stages of major concrete placement. Phase
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I work completed the concrete, major piping, and treatment process construction steps, leading toward an
operational filtration plant that began serving filtered water on December 16, 2014.

As noted above, the total cost for the Filtration Project at closeout is anticipated to be $187.5 million.
Tacoma Water is responsible for $81.5 million of this total for its first diversion operations (the Tacoma Water
System). The Regional System is responsible for $106.0 million of Filtration Project costs; Tacoma Water is
responsible for $44.2 million of this portion. All costs of the Filtration Project have been paid for or financed.

Endangered Species Act Compliance

In 1999, the National Marine Fisheries Service (“NMFS”) listed Puget Sound Chinook salmon as a
threatened species. Subsequently, the U.S. Fish & Wildlife Service (“USFWS”) listed Puget Sound bull trout and
Puget Sound steelhead as threatened species in 1999 and 2007, respectively. Pursuant to regulations, NMFS and
USFWS have extended to these threatened species certain protections under the Endangered Species Act (“ESA”).
These protections include a prohibition on “take,” which includes not only harm to members of the species, but also
adverse effects or destruction of habitat. This caused water utilities throughout the region to assess their potential
liability under the ESA. Tacoma Water has approached these issues within a multi-faceted response strategy. First,
it developed a Habitat Conservation Plan under Section 10 of the ESA, which was approved by the NMFS and
USFWS in 2001, to protect its source of supply operations on the Green River. Acceptance of the Habitat
Conservation Plan led to the issuance of 50-year Incidental Take Permits from NMFS and the USFWS for Tacoma
Water’s water supply operations on the Green River. Although the protection of the threatened Chinook salmon was
the incentive for plan development, the Habitat Conservation Plan eventually was approved to provide coverage for
32 aquatic and terrestrial species. This significantly reduces the risk to Tacoma Water that future water supply
operations may be disrupted due to ESA issues. Second, Tacoma Water has adopted a “take” avoidance strategy for
its field operations on the water distribution system. Section 4(d) of the ESA allows certain categories of activities
defined by federal rule to be conducted without “take” liability. In 2001, Tacoma Public Utilities obtained coverage
under this provision for a wide variety of its utility maintenance activities by adopting and implementing the
federally approved “Regional Road Maintenance Endangered Species Act Program Guidelines.” Tacoma Water has
modified its operation to obtain coverage under this program for many of its day to day operations.

State Department of Health/U.S. Environmental Protection Agency Requirements

Tacoma Water must comply with the requirements of the rules and regulations promulgated by the United
States Environmental Protection Agency (“U.S. EPA”) pursuant to the Safe Drinking Water Act. The Washington
State Department of Health (“WSDOH?”) is delegated by U.S. EPA to administer these regulations in the State. In
addition, WSDOH has rules and regulations for the design and operation of water systems. WSDOH provides
oversight of water systems including reviews, approvals, and monitoring of performance.

Extension of Tacoma Water’s 2006 Comprehensive Water Plan (the “Water System Plan) was approved
by the Department of Health on December 30, 2013. This extension allows Tacoma Water to continue to utilize the
2006 water system plan, which still meets Tacoma Water’s needs, until January 23, 2018. The ability to update the
Water System Plan at that time, following completion of the Green River Filtration Facility, will ensure that any
required system changes can be thoroughly addressed. An extension in 2013, in lieu of an expensive and resource
intensive update, is a new, responsible approach following the Department of Health’s appropriate level of planning
guidance. The Water System Plan includes projections of future water demand requirements, water quality and
treatment requirements, supply development and system capital improvements. It also describes the financial plan
for funding these improvements and includes other required sections such as policies and design criteria, system
inventory and operations and maintenance. Because the Water System Plan as a whole is only periodically updated,
Tacoma Water updates key components of the Water System Plan more frequently. These updates include Tacoma
Water’s water demand forecast, capital facilities plan, strategic plan and reports of Tacoma Water’s compliance with
its strategic objectives.

Agreement with Muckleshoot Tribe
An agreement was signed in August 1995 with the Muckleshoot Indian Tribe (the “Muckleshoots”) that

settles perceived impacts from utility operations on the Muckleshoots’ treaty granted rights. The settlement package
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had a cost of approximately $49 million in payments through 2044, of which $28,250,000 has been paid to date, and
includes five basic elements: (1) building a fish restoration facility and paying for annual operation and
maintenance of that facility or, at the Muckleshoots’ election, making an equivalent cash payment; (2) providing for
enhanced flows in the Green River; (3) transferring certain lands; (4) establishing a trust fund payable over 40 years
which is intended to provide for the general welfare, educational and other needs of the Muckleshoots; and
(5) providing for limited access into the Green River watershed. With respect to item (1) above, the Muckleshoots
have elected to accept an equivalent cash payment, relieving Tacoma Water of the annual operation and
maintenance obligation. The Muckleshoots have until September 2015 to determine if they would like to utilize the
cash payment they have received for a fish restoration facility. The settlement resolves past damage claims by the
Muckleshoots for Tacoma Water’s historical operations on the river, gains the Muckleshoots’ acceptance of the
Second Supply Project and provides a basis for a long-term cooperative working relationship on the Green River.

Water Quality and Treatment

Watershed monitoring and protection programs are critical to ensuring high water quality. Well managed,
unpopulated watersheds minimize potential adverse effects on the water supply. Tacoma Water has a watershed
control program with inspectors who patrol the watershed to protect against any unauthorized entry. Tacoma Water
owns approximately 11% of the watershed area including much of the land adjacent to the Green River and the
Eagle Gorge Reservoir, located approximately three miles upstream from the Green River Headworks behind
Howard Hanson Dam. Most of the land that is not owned by Tacoma Water is either U.S. Forest Service property or
is owned by timber companies or the State Department of Natural Resources. There are no permanent residents
living within the watershed boundaries. Tacoma Water, the timber companies, and the State Department of Natural
Resources work cooperatively to ensure that timber harvesting and other activities comply with watershed control
best management practices, thereby minimizing any potential adverse impacts on water quality. Tacoma Water has
in place agreements with all of the timber companies to document their commitment to use these best management
practices.

Tacoma Water’s Watershed Control Program has been approved by WSDOH and has allowed the Water
System’s Green River supply to remain unfiltered, provided that Tacoma Water implements this program, submits
regular monitoring reports, and meets the established water quality standards at all times. The addition of filtration
to the water supply will not diminish the importance of maintaining effective watershed control.

The water from Tacoma Water’s wells is chlorinated before being introduced into the distribution system.
The water quality is monitored on a regular basis in accordance with the requirements of the WSDOH and the U.S.
EPA. One of Tacoma Water’s 30 wells is equipped with an air stripping tower to remove organic compound
contamination, which was discovered during the early 1980s. This treatment maintains water quality by keeping
water-borne contaminants to levels that are below the detectable limits. Contaminant levels in this groundwater
source have also decreased as a result of the cleanup of the pollution source and significantly more rigorous land use
controls within the City to protect groundwater. In 2013, Tacoma Water completed construction of a 40 million
gallon per day groundwater treatment system at its Hood Street Reservoir to bolster compliance with regulations
related to corrosivity of water to household plumbing and to provide fluoridation of the groundwater.

Drought and Climate Change Resiliency
Tacoma Water has developed a water shortage response plan that specifies progressive and phased
curtailment measures that can be taken in the event of a drought, which includes taking the following measures in
the following order:
1. Implementing voluntary curtailment messaging.
2. Coordinating with state and federal resource agencies, as well as tribes, identifying and

repairing significant leaks, reducing system flushing, and requesting more aggressive and targeted voluntary
curtailment.

31



3. Implementing mandatory curtailment measures to eliminate discretionary use first, and
essential use as necessary, implementing emergency surcharge pricing, and enforcing violations.

4. Declaring an emergency and instituting formal procedures to declare a city emergency.

Due to the diversification of Tacoma Water’s supply portfolio, which includes significant groundwater
resources in the City that are used to supplement the surface water supply from the Green River, as well as a number
of emergency intertie arrangements with adjacent utilities with groundwater supplies, Tacoma Water believes that it
is well positioned to address drought conditions that might occur from year to year. While the future impacts of
climate change are not fully known, Tacoma Water is working proactively with other major utilities in the region to
assess and address potential impacts of climate change. Several independent studies of the impacts of climate
change on the Tacoma Water system have been conducted, and the results of the studies are being vetted and
evaluated on an ongoing basis.

Water System Security

Tacoma Water, along with many other major water utilities, is taking additional steps to protect its water
supply facilities and to prevent contamination of the water supply. Tacoma Water covered the last of its open basins
in 2012. The basins were replaced with smaller covered reservoirs that will provide improved water quality as well
as improved system security. The water quality leaving these new reservoirs has improved so much that a gas-
rechlorination system has been eliminated, thus providing a decreased level of risk. Tacoma Water also has taken
actions to secure the source of supply on the Green River through increased surveillance of watershed activities and
closing additional areas to access. Security has been tightened regarding chemical deliveries to Tacoma Water
facilities, additional monitoring of water quality has been initiated, and security provisions are reviewed on an
ongoing basis to assure adaptive reaction to any changes in threat status. A system wide analysis was completed in
early 2003 with the support of a U.S. EPA grant. In 2014, Tacoma Water initiated a comprehensive all hazards
vulnerability assessment. The intent is to identify Tacoma Water’s vulnerabilities and develop remediation and
resilience strategies to assure the continued safety and security of the Water System’s assets. The assessment
includes all of Tacoma Water’s infrastructure assets and will be completed in 2015. A separate cyber vulnerability
assessment was completed in 2014, and Tacoma Water is implementing the appropriate recommendations.

Water System Operations

Water Quality Section. The Water Quality Section of Tacoma Water is responsible for managing,
operating and maintaining the Green River Headworks and watershed; assuring security and natural resource
management of Tacoma Water lands including the watershed; providing for fish and wildlife habitat management,
and installing, operating and maintaining water treatment equipment within the Water System. Water Quality
Section personnel respond to all matters relating to water quality from the source to the customer, and monitor for
contaminants as required by State and Federal regulations, and as required to meet customer needs and expectations.
The section must assure compliance with the Federal Safe Drinking Water Act, as implemented through WSDOH.

The Water Quality Section operates the Green River intake for both water supply and an adult salmon fish
trap and haul facility. Major water quality and regulatory drivers have led to initiatives for significant investments
in water treatment infrastructure. A new chemical treatment plant began operation in 2005, providing capacity for
the Second Supply Project, and significantly improved safety and reliability for the addition of chlorine, fluoride,
and sodium hydroxide. In 2007, ozone treatment was added to enhance system disinfection, eliminate seasonal poor
taste and odor in the natural water, and reduce the levels of regulated chlorinated organic compounds that form after
chlorine disinfection. The cost of this treatment was included in the Second Supply Project Agreement. The
previously described addition of filtration of the Green River Supply substantially improves delivered water quality,
and provides greatly enhances regulatory certainty. See “—The Regional System—Filtration Project.”

In addition to the watershed and treatment operations associated with the Green River supply, the Water

Quality Section operates and maintains disinfection treatment equipment for the groundwater supplies at three
reservoir locations, and at several smaller groundwater sites.
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Water Supply Section. The Water Supply Section has responsibility for water supply resources, water
transmission lines larger than 24 inches in diameter, reservoirs within the distribution system, pumping stations,
wells, and pressure reducing valves. The Water Supply Section also has responsibility for overall Water System
operations and it controls all elements of the Water System that are integral to Water System operations, including a
network of communication and telemetry systems. Water System operations are managed from the Water Control
Center, located in the Tacoma Water Distribution Center, which is staffed 24 hours a day.

Tacoma Water’s water transmission and distribution system consists of 141 miles of transmission pipelines
ranging in size from 28 to 96 inches in diameter, 29 booster pump stations, 141 million gallons of reservoir storage,
and 1,209 miles of distribution pipeline ranging in size from two to 24 inches in diameter. The distribution system
includes a number of pressure zones; most are supplied by reducing the pressure gradient from the McMillin
Reservoir and the remainder requires additional pumping of water to serve higher areas.

The storage available in the Water System is capable of supplying approximately three days at the average
daily usage rate. To maintain better water quality within the Water System and as a result of other system changes,
such as the construction of the Second Supply Project, storage was reduced by approximately 143 MG from the
historic storage amount to the amount of storage available in 2012.

Tacoma Water also has approximately 22 interties with 11 wholesale purveyor systems. Some of these
interties are used to supply wholesale water to the systems on a regular basis and others are available for peak or
emergency demands of these systems. Several of these interties are capable of providing Tacoma Water with a
limited amount of emergency water supply.

Water Distribution Operations Section. The Water Distribution Operations Section is responsible for the
operation and maintenance of the distribution system, which includes all of the distribution mains, hydrants, valves,
service connections, meters, and other distribution system features. Tacoma Water has made significant
improvements during the last few years in its operations and maintenance programs.

Tacoma Water has implemented maintenance plans for all components of the water distribution system.
Crews are scheduled to perform routine and preventive maintenance activities for the system based on various
operational criteria and customer concerns. This assures that resources are allocated to their best and highest use.

Water Distribution Engineering Section. The Water Distribution Engineering Section supports the
operation and maintenance crews, performs engineering for distribution main projects, and approves permits for
Water System extensions including developer installed systems. The section prepares the design of developer
systems rather than simply approving a system designed by the developer’s engineer, which is the more common
approach taken by water utilities. Benchmarking and cost analyses have demonstrated that this approach not only
ensures a timely response and quality design for the developer but is less expensive than hiring a private engineering
firm. This section’s water main replacement program is informed by strategic asset management plans and an
economic model that utilizes multiple criteria to target and schedule infrastructure replacement according to system
risk analytics.

Asset and Information Management Section. The Asset and Information Management section oversees
implementation of Tacoma Water’s infrastructure and information management initiatives as detailed in the
Strategic Plan as well as ensures that the Strategic Plan implementation uses a balanced scorecard throughout the
organization. This staff manages Tacoma Water’s asset management and performance management programs and
provides hydraulic modeling, GIS, SAP and other technology support. Responsibilities also including system,
strategic, and technology plan development for Tacoma Water.

Tacoma Water continues to prioritize its asset management program. The physical infrastructure that
delivers water to customers is extensive and effective management is essential to get the most out of the investments
and optimize operation, maintenance and capital expenditures. An economic model was developed and enhanced in
2012 to allow multiple assets to be brought together to analyze a capital project’s benefit. This tool informed water
main replacement decision making to support capital improvement program management. Tacoma Water also uses
business case evaluations to evaluate and justify spending decisions. Comparing the lifecycle costs of alternatives,
while considering the financial, social and environmental risks and benefits, provides Tacoma Water with optimal
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solutions. That process is used to make a variety of capital, operational and maintenance decisions, from vehicle
replacements to work group relocations.

Rates and Financial Planning Section. The Rates and Financial Planning Section is responsible for
managing financial risk through the development of financial policies, rates and charges, long-term financial plans,
capital funding strategies, demand forecasts, and water supply agreements and strategies. This section is also
responsible for mana