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The City of Seattle Municipal Light and Power Improvement and Refunding Revenue Bonds, 2008 (the “Bonds™), will be issued
as fully registered bonds under a book-entry only system, registered in the name of Cede & Co. as registered owner and nominee
for The Depository Trust Company (“DTC”), New York, New York. DTC will act as initial securities depository for the Bonds.
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semiannually on each April 1 and October 1, beginning April 1, 2009. The principal of and interest on the Bonds are payable by
the Bond Registrar (currently, The Bank of New York Mellon in New York, New York) to DTC, which in turn is obligated to
remit such payments to its participants for subsequent disbursement to beneficial owners of the Bonds, as described in
“Description of the Bonds—Book-Entry Transfer System” and in Appendix E.

MATURITY SCHEDULE LOCATED ON INSIDE COVER

The Bonds are being issued to (i) finance certain capital improvements to and conservation programs for the Light System of The
City of Seattle (the “City™), (i) refund certain of the City’s outstanding Municipal Light and Power bonds, and (iii) pay the costs
of issuance of the Bonds. See “Use of Proceeds.”

The Bonds are subject to redemption prior to maturity as described herein. See “Description of the Bonds—Redemption of the
Bonds.”

The Bonds are special limited obligations of the City payable from and secured solely by the Gross Revenues of the Light System
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SERIAL BONDS
DUE INTEREST
APRIL 1 AMOUNTS RATES YIELDS CUSIP NUMBERS*
2009 $ 6,360,000 4.00% 1.04% 812643BQ6
2010 9,210,000 5.00 250 812643BR4
2011 12,680,000 5.00 2.75 812643BS2
2012 13,485,000 5.00 3.25 812643BT0
2013 14,500,000 5.00 3.50 812643BU7
2014 15,340,000 5.00 3.75 812643BV5
2015 16,335,000 5.25 4.00 812643BW3
2016 15,155,000 5.00 453 812643BX1
2017 10,460,000 5.00 4.83 812643BY9
2018 11,045,000 5.00 5.09 812643BZ6
2019 10,020,000 5.25 5.25 812643CA0
2020 10,560,000 5.25 5.50 812643CB8
2021 11,145,000 5.50 5.60 812643CC6
2022 10,220,000 5.50 5.75 812643CD4
2023 10,810,000 5.75 5.85 812643CE2
TERM BONDS
DUE INTEREST
APRIL 1 AMOUNTS RATES YIELDS CUSIP NUMBERS*

2025 $ 23,640,000 6.00% 6.05% 812643CG7
2029 56,410,000 5.75 5.90 812643CL6

* CUSIP is a trademark of the American Bankers Association. The CUSIP numbers herein are provided by Standard and
Poor’s, CUSIP Service Bureau, a division of The McGraw-Hill Companies, Inc. CUSIP numbers are provided for
convenience of reference only. CUSIP numbers are subject to change. The City takes no responsibility for the accuracy
of such CUSIP numbers.
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No dealer, broker, salesperson, or other person has been authorized by the City to give any information or to make any
representations, other than as contained in this Official Statement, and if given or made, such other information or
representations must not be velied upon as having been authorized by the City. This Official Statement does not
constitute an offer to sell or the solicitation of an offer to buy the Bonds, nor shall theve be any sale of the Bonds by any
person in any juvisdiction in which it is unlawfil for such persons to make such offer, solicitation or sale.

The information set forth hevein has been furnished by the City, DTC and certain other sources that the City believes
to be reliable. However, the City makes no vepresentation vegavding the accuvacy or completeness of the information
provided in Appendix E—DBook-Entry Transfer System, which has been furnished by DTC. The information and
expressions of opinion in this Official Statement ave subject to change without notice, and neither the delivery of this
Official Statement nor any sale made heveunder will, under any circumstances, create an implication that there has
been no material change in the affairs of the City since the date of this Official Statement. Any statements made in
this Official Statement involving matters of opinion or estimates, whether or not so expressly stated, ave set forth as such
and not as vepresentations of fact or vepresentations that the estimates will be vealized.

This Official Statement is not to be construed as a contract with the purchasers of the Bonds.

The Bonds have not been vegisteved under the Securities Act of 1933, as amended, in veliance upon a specific exemption
contained in such act, nor have they been vegisteved under the securvities laws of any state.
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OFFICIAL STATEMENT

$257,375,000

THE CITY OF SEATTLE, WASHINGTON
MUNICIPAL LIGHT AND POWER IMPROVEMENT AND REFUNDING REVENUE BONDS,
2008

INTRODUCTION

The purpose of this Official Statement, which includes the cover page and the appendices, is to set forth
certain information concerning The City of Seattle (the “City”), its City Light Department (the
“Department”), its municipal light and power plant and system (the “Light System”), and its Municipal Light
and Power Improvement and Refunding Revenue Bonds, 2008 (the “Bonds”), in connection with the
offering and sale of the Bonds. The Bonds are to be issued by the City in accordance with Ordinance 121941,
passed on September 26, 2005, as amended by Ordinance 122838, passed on November 10, 2008, and
Ordinance 122807, passed on September 22, 2008, (collectively, the “Bond Ordinance”), and
Resolution 31105, adopted on December 10, 2008 (the “Bond Resolution” and together with the Bond
Ordinance, the “Bond Legislation™).

The Bond Ordinance is attached hereto as Appendix A. Appendix B contains the form of legal opinion of
Foster Pepper PLLC (“Bond Counsel”). Appendix C contains the Department’s audited 2007 financial
statements. Appendix D provides demographic and economic information about the City. Appendix E
contains information on the Book-Entry Transfer System supplied by DTC and the City. Capitalized terms
that are not defined herein have the meanings set forth in the Bond Legislation.

IN THE PREPARATION OF THE PROJECTIONS SET FORTH IN THIS OFFICIAL STATEMENT, THE CITY HAS MADE
CERTAIN ASSUMPTIONS WITH RESPECT TO FUTURE CONDITIONS. WHILE THE CITY BELIEVES THESE
ASSUMPTIONS ARE REASONABLE FOR THE PURPOSE OF THE PROJECTIONS, ACTUAL RESULTS DEPEND UPON
FUTURE CONDITIONS THAT MAY DIFFER FROM THOSE ASSUMPTIONS. THE CITY DOES NOT REPRESENT OR
GUARANTEE THAT ACTUAL RESULTS WILL REPLICATE SUCH PROJECTIONS. THE ELECTRIC INDUSTRY HAS
UNDERGONE SIGNIFICANT CHANGES, AS DISCUSSED IN THIS OFFICIAL STATEMENT. POTENTIAL PURCHASERS
OF THE BONDS SHOULD NOT RELY ON THE PROJECTIONS IN THIS OFFICIAL STATEMENT AS STATEMENTS OF
FACT. THE CITY HAS NOT COMMITTED TO PROVIDE INVESTORS WITH UPDATED PROJECTIONS.

NEITHER THE DEPARTMENT’S INDEPENDENT AUDITORS NOR ANY OTHER INDEPENDENT ACCOUNTANTS
HAVE COMPILED, EXAMINED OR PERFORMED ANY PROCEDURES WITH RESPECT TO THE PROSPECTIVE
FINANCIAL INFORMATION CONTAINED HEREIN, NOR HAVE THEY EXPRESSED ANY OPINION OR ANY OTHER
FORM OF ASSURANCE ON SUCH INFORMATION OR ITS ACHIEVABILITY, AND ASSUME NO RESPONSIBILITY FOR,
AND DISCLAIM ANY ASSOCIATION WITH, THE PROSPECTIVE FINANCIAL INFORMATION.

DESCRIPTION OF THE BONDS

General

The Bonds are issuable only as fully registered bonds under a book-entry transfer system, registered in the
name of Cede & Co. as bondowner and nominee for The Depository Trust Company (“DTC”), New York,
New York. DTC will act as initial securities depository for the Bonds. Purchasers will not receive certificates
representing their interest in the Bonds purchased.

The Bonds will be dated the date of their initial delivery, and will mature on the dates and in the amounts set
forth on the inside cover of this Official Statement. Interest on the Bonds is payable semiannually on each
April 1 and October 1, beginning April 1, 2009, at the rates set forth on the inside cover of this Official



Statement. Interest on the Bonds will be computed on the basis of a 360-day year consisting of twelve 30-day
months. Principal is payable on April 1 in the years and in the amounts shown on the inside cover of this
Official Statement.

The principal of and interest on the Bonds are payable by the City’s Bond Registrar, currently the fiscal agent
of the State of Washington (currently The Bank of New York Mellon in New York, New York) to DTC,
which is obligated in turn to remit such payments to its participants for subsequent disbursement to beneficial
owners of the Bonds, as described herein under “Description of the Bonds—Book-Entry Transfer System” and
Appendix E.

Redemption of the Bonds

Optional Redemption. The Bonds maturing on or before April 1, 2019, are not subject to redemption prior to
maturity. The City reserves the right and option to redeem the Bonds maturing on or after April 1, 2020, at
any time on or after April 1, 2019, in whole or in part (within one or more maturities to be selected by the
City and randomly within a maturity in such manner as the Bond Registrar may determine) at the price of par
plus accrued interest.

Mandatory Redemption. 1f not previously redeemed as described above, the Term Bonds will be called for
redemption (in such manner as DTC will determine) at a price of par plus accrued interest to the redemption
date, on April 1 in the years and amounts so designated.

TERM BOND TERM BOND
Years Amounts Years Amounts
2024 $ 11,465,000 2026 $ 12,910,000
2025* 12,175,000 2027 13,675,000
2028 14,485,000
2029* 15,340,000

* Maturity.

If the City redeems Term Bonds under the optional redemption provisions described above or purchases or
defeases Term Bonds, the Term Bonds so redeemed, purchased or defeased (irrespective of their actual
redemption or purchase prices) will be credited at the par amount thereof against one or more scheduled
mandatory redemption requirements for those Term Bonds in a manner to be determined by the City or, if no
such determination is made, on a pro 7ata basis.

Notice of Redemption. Notice of any intended redemption will be given not less than 30 nor more than
60 days prior to the redemption date by first-class mail, postage prepaid, to the registered owner of any Bond
to be redeemed at the address appearing on the Bond Register at the time the Bond Registrar prepares the
notice. The requirements of this section will be deemed to have been fulfilled when the notice is mailed,
whether or not it actually is received by the registered owner of any Bond. As long as the Bonds are held in
book-entry form, notices will follow procedures established by the securities depository. See “Description of
the Bonds—Book-Entry Transfer System.”

Effect of Redemption. Interest on Bonds called for redemption will cease to accrue on the date fixed for
redemption unless the Bond or Bonds called are not redeemed when presented pursuant to the call.

Purchase

The City reserves the right to purchase any of the Bonds at any time at any price acceptable to the City plus
accrued interest to the date of purchase.

Book-Entry Transfer System

Book-Entry Bonds. DTC will act as initial securities depository for the Bonds. The ownership of one fully
registered Bond for each maturity, as set forth on the inside cover of this Official Statement, each in the
aggregate principal amount of such maturity, will be registered in the name of Cede & Co., as nominee for
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DTC. For so long as the Bonds remain in a “book-entry only” transfer system, the Bond Registrar will make
payments of principal and interest only to DTC, which in turn will remit such payments to its participants for
subsequent disbursement to beneficial owners of the Bonds. See Appendix E for additional information. As
indicated thevein, certain information in Appendix E has been provided by DTC. The City makes no vepresentation as
to the accuracy or completeness of the information in Appendix E provided by DTC. Purchasers of the Bonds should
confirm this information with DTC or its participants.

Termination of Book-Entry Transfer System. It DTC resigns as the securities depository and the City is unable
to retain a qualified successor to DTC, or if the City determines that a continuation of the book-entry transfer
system is not in the best interests of the City, the City will deliver at no cost to the beneficial owners of the
Bonds or their nominees Bonds in registered certificate form, in the denomination of $5,000 or any integral
multiple thereof within a maturity. Thereafter, the principal of the Bonds will be payable upon due
presentment and surrender thereof at the principal office of the Bond Registrar. Interest on the Bonds will be
payable by check or draft mailed or by wire transfer (wire transfer will be made only if so requested in writing
and if the registered owner owns at least $1,000,000 par value of the Bonds), to the persons in whose names
such Bonds are registered, at the address appearing upon the registration books on the 15th day of the month
preceding an interest payment date, and the Bonds will be transferable as provided in the Bond Ordinance.

Refunding or Defeasance of Bonds

The City may issue refunding bonds or use money available from any other lawful source to redeem and
retire, release, refund, or defease the Bonds (the “Defeased Bonds™). If sufficient money and/or Government
Obligations (taking into account known earned income from the investment thereof) are set aside in a special
fund pledged irrevocably to the redemption, retirement or defeasance of the Defeased Bonds (the “Trust
Account”), then all right and interest of the owners of the Defeased Bonds in the covenants of the Ordinance
and in the Gross Revenues and the funds and accounts pledged to the payment of the Defeased Bonds, other
than the right to receive the funds so set aside and pledged, will cease and become void. Such owners
thereafter will have the right to receive payment of the principal of and interest or redemption price on the
Defeased Bonds from the Trust Account.

USE OF PROCEEDS

Purpose

The Bonds are being issued to (i) finance certain capital improvements to and conservation programs for the
Light System, (i) refund certain of the City’s outstanding Municipal Light and Power bonds, as described
under “Refunding Plan,” (iii) pay the costs of issuance of the Bonds.

Refunding Plan

A portion of the proceeds from the sale of the Bonds is expected to be used to refund all or a portion of the
City’s outstanding Municipal Light and Power Adjustable Rate Revenue Bonds described below (collectively,
the “Refunded Bonds™). A portion of the proceeds of the Bonds, together with other available money of the
City, will be used to pay principal of and accrued interest on the redemption date of the refunded bonds,
following the publication of the required notices of redemption for each respective series of refunded bonds.



REFUNDED BONDS

Redemption  Redemption Cusip
Maturity Amount ($) Price Date Number
Adjustable Rate Revenue Bonds, 1990 11/01/2015 12,600,000 100 02/04/2009 812642VQ6
Adjustable Rate Revenue Bonds, 1991A 05/01/2016 25,000,000 100 02/04/2009 812642VS2
Adjustable Rate Revenue Bonds, 1991B 05/01/2011 7,000,000 100 02/04/2009 812642VR4
Adjustable Rate Revenue Bonds, 1993 11/01/2018 12,800,000 100 02/04/2009 8126427ZY5
Adjustable Rate Revenue Bonds, 1996 06/01/2021 14,575,000 100 02/04/2009 812642]J64
Total 71,975,000
Sources and Uses of Funds
The proceeds of the Bonds are expected to be applied as follows:
SOURCES OF FUNDS
Par Amount of the Bonds $ 257,375,000
Net Original Issue Premium (Discount) 3,243,923
Total Sources of Funds $ 260,618,923
USES OF FUNDS
Construction Fund Deposit $ 185,000,000
Redemption of Refunded Bonds 71,975,000
Costs of Issuance* 3,643,923
Total Uses of Funds $ 260,618,923

*  Includes legal fees, financial advisory fees, rating agency and printing costs, underwriter’s discount, contingency, and
certain miscellaneous expenses.

SECURITY FOR THE BONDS

Pledge of Revenues

The Bonds are special limited obligations of the City. The principal of and interest on the Bonds are payable
out of the Seattle Municipal Light Revenue Parity Bond Fund (the “Parity Bond Fund”). The City has agreed
to pay into the Parity Bond Fund on or prior to the respective dates on which principal of and interest on
Parity Bonds will be payable, certain amounts from the Gross Revenues of the Light System sufticient to pay
such principal and interest as the same become due. The Gross Revenues of the Light System are pledged to
make such payments, which pledge constitutes a lien and charge upon such revenues prior and superior to all
other charges whatsoever except reasonable charges for maintenance and operation of the Light System. See
Appendix A—Bond Ordinance—Sections 14 and 15(a). Gross Revenues include the proceeds received by the
City directly or indirectly from the sale, lease or other disposition of any of the properties, rights or facilities of
the Light System, but do not include Bond proceeds and certain insurance proceeds. See Appendix A—Bond
Ordinance—Section 1. Maintenance and operation charges do not include any taxes paid to the City (see
“Financial Information—Taxation and Intergovernmental Payments”), but do include the unconditional
obligation to make payments under certain power purchase contracts. See “Contingent Obligations” below.

THE BONDS DO NOT CONSTITUTE GENERAL OBLIGATIONS OF THE CITY, THE STATE OF WASHINGTON (THE
“STATE”) OR ANY POLITICAL SUBDIVISION OF THE STATE, OR A CHARGE UPON ANY GENERAL FUND OR UPON
ANY MONEY OR OTHER PROPERTY OF THE CITY, THE STATE OR ANY POLITICAL SUBDIVISION OF THE STATE
NOT SPECIFICALLY PLEDGED THERETO BY THE BOND ORDINANCE. NEITHER THE FULL FAITH AND CREDIT
NOR THE TAXING POWER OF THE CITY, NOR ANY REVENUES OF THE CITY DERIVED FROM SOURCES OTHER
THAN THE LIGHT SYSTEM, ARE PLEDGED TO THE PAYMENT OF THE BONDS.



Outstanding Parity Bonds

The Bonds are being issued on a parity of lien with the Outstanding Parity Bonds, which include nine series of
bonds issued since 1997. As of December 1, 2008, the City had $1,299,755,000 principal amount of
Outstanding Parity Bonds. See “Use of Proceeds—Refunding Plan.”

Rate Covenant

In the Bond Ordinance the City has covenanted, among other things, to establish and maintain rates sufficient
to provide for payment of debt service on the Outstanding Parity Bonds, any Future Parity Bonds, and all
other obligations for which revenues have been pledged, to pay all costs of maintenance and operation and to
maintain the Light System in good order and repair. The Bond Ordinance does not include a requirement
that the City set rates to achieve a specific level of debt service coverage on Parity Bonds. See “Financial
Information” and Appendix A—Bond Ordinance—Section 18(d).

Reserve Fund Requirement

The City has created and is required to maintain the Municipal Light and Power Bond Reserve Fund (the
“Reserve Fund”). The City has covenanted and agreed that it will pay into the Reserve Fund, out of Gross
Revenues, within five years from the date of issuance of the Bonds, such sums as will, together with money
presently in the Reserve Fund, provide for the Reserve Fund Requirement, which is defined as an amount
equal to the lesser of:

(1) the maximum Annual Debt Service on all Parity Bonds then outstanding, or

(<9

(i) the maximum amount permitted by the Internal Revenue Code of 1986, as amended, as “a
reasonably required reserve or replacement fund.”

On the New Covenant Date, which is defined in the Bond Ordinance as the date on which no Parity Bonds
issued prior to 2001 are outstanding, “Reserve Fund Requirement” will mean, for any issue of Parity Bonds,
the Reserve Fund Requirement specified for that issue, and the Reserve Fund Requirement for all series of
Future Parity Bonds will be the sum of the Reserve Fund Requirement for all such Future Parity Bonds.

Under the Bond Ordinance, the City is permitted to provide for the Reserve Fund Requirement with a surety
bond or letter of credit consistent with the Bond Ordinance requirements. The City currently has a surety
bond purchased from Financial Security Assurance, Inc. in the amount of $109,513,320, expiring on
August 1, 2029, providing the entire Reserve Fund Requirement before the issuance of the Bonds. After the
issuance of the Bonds, the Reserve Fund Requirement will be $122,892,850. The City will satisfy the
amount of the Reserve Fund Requirement beyond the amount of the surety bond within five years from the
date of issuance of the Bonds.

Future Parity Bonds
The Bond Ordinance authorizes the issuance of Future Parity Bonds if:

i there is no deficiency in the Parity Bond Fund or in any of the accounts therein and provision has
y ty y p
been made to meet the Reserve Fund Requirement for all Parity Bonds then outstanding plus the
proposed Future Parity Bonds, and

(i) cither:

(a) the Finance Director certifies that Net Revenue (see definition below) in any 12 consecutive
months out of the most recent 24 months preceding the issuance of the Future Parity Bonds
(the “Base Period”) was not less than 125 percent of maximum Annual Debt Service in any
future calendar year on all Parity Bonds then outstanding and the Future Parity Bonds
proposed to be issued, or

(b) the City has on file a certificate of a Professional Utility Consultant stating that the Adjusted
Net Revenue for the Base Period, calculated as described in the Bond Ordinance, was not less
than 125 percent of maximum Annual Debt Service in any future calendar year on all Parity
Bonds then outstanding and the Future Parity Bonds proposed to be issued. The Bond
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Ordinance permits the Professional Utility Consultant to adjust Net Revenue based on
certain conditions.

On the New Covenant Date, “Net Revenue” will mean, for the purpose of these requirements for the issuance
of Parity Bonds, that amount determined by deducting from Gross Revenues the expenses of operation,
maintenance and repair of the Light System and further deducting any deposits into the Rate Stabilization
Account and by adding to Gross Revenues any withdrawals from the Rate Stabilization Account. See
Appendix A—Bond Ordinance—Section 15(g).

The Bond Ordinance authorizes the issuance of Refunding Parity Bonds without the requirement of meeting
the above provisions. See Appendix A—Bond Ordinance—Section 15(h).

Payment Agreements

The City may enter into Parity Payment Agreements that constitute a charge and lien on Net Revenue equal
to that of the Parity Bonds. The prerequisites described above for the issuance of Future Parity Bonds apply
to the City’s incurrence of obligations under any Parity Payment Agreements. See Appendix A—Bond
Ordinance—Section 1—Definitions—Annual Debt Service—Parity Payment Agreements.

No Acceleration of the Bonds

The Bonds are not subject to acceleration upon the occurrence of a default. The City, therefore, would be
liable only for principal and interest payments as they become due. In the event of multiple defaults in
payment of principal of or interest on the Parity Bonds, the registered owners would be required to bring a
separate action for each such payment not made. This could give rise to a difference in interests between
registered owners of earlier and later maturing Parity Bonds.

Subordinate Lien Bonds

The City had $71,975,000 principal amount of outstanding Municipal Light and Power Subordinate Lien
Bonds as of December 1, 2008, all in variable rate mode, all of which will be refunded by the Bonds. Under
the authorizing ordinances, the aggregate principal amount of outstanding Subordinate Lien Bonds at the
time of issuance is limited to the greater of $70,000,000 or 15 percent of the aggregate principal amount of
Parity Bonds then outstanding. Those ordinances authorizing the issuance of the Subordinate Lien Bonds
allow for the conversion of those bonds to Parity Bonds upon compliance with the requirements relating to
the issuance of additional Parity Bonds at the time of conversion.

City Cash Pool

The City’s Director of Finance is authorized to make loans to individual funds participating in the City’s
common investment portfolio (the “Cash Pool”) by carrying such funds in a negative cash position for a
period of up to 90 days, or for a longer period upon approval by the City Council by ordinance, to the extent
such loans can be supported prudently by the Cash Pool and the borrowing fund is reasonably expected to be
able to repay the loan. Such loans bear interest at the Cash Pool’s rate of return. Currently, there are no Cash
Pool loans to the Department. See “The City of Seattle—Financial Management—Interfund Loans.”

Contingent Obligations

The Department has in the past and may in the future enter into various agreements, such as power purchase
agreements or financial derivative contracts, under which the Department may be obligated to make payments
or post collateral contingent upon certain future events within or beyond the Department’s control. Such
contingent payment obligations may be treated as operation and maintenance charges payable from Gross
Revenues prior to the payment of principal of and interest on the Parity Bonds and the Subordinate Lien
Bonds. See “Power Resources and Cost of Power—Purchased Power Arrangements.”



SEATTLE CITY LIGHT

Introduction

The Department is a municipally-owned electric utility. In 1905, the City began providing its customers with
electricity generated by the Cedar Falls Hydroelectric Plant (the “Cedar Falls Project”), which was the first
municipally-owned hydroelectric facility in the nation. By 1910, operational responsibility for the City’s
electric system had been assigned to the Department. In 1951, the Department purchased from Puget Sound
Power and Light Company certain generation, transmission and distribution facilities serving the City’s
residents. The Department has operated without competition in its service area since the 1951 purchase. See
“Service Area” immediately below for a description of the Department’s service area.

Service Area

The Department’s 131 square-mile service area consists of the City plus areas extending three to four miles
north and south of the City limits. The growth of the Department’s electric load since 1951 has resulted
exclusively from development within the service area. The map on the following page depicts the
Department’s service area.

Sales to customers located outside the City’s boundaries but within the service area represent approximately
one-sixth of retail power sales and revenues. The Department has two franchise agreements with King
County that have expired and are in the process of being renewed, and franchises with the cities of Shoreline,
Burien, Lake Forest Park, SeaTac, and Tukwila that expire between 2015 and 2018. These six jurisdictions
represented over 99 percent of the Department’s retail power sales outside the City in 2007. The
Department’s service area also includes portions of the cities of Normandy Park and Renton.
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Management

Seattle City Light is a department of the City and is subject to ordinances and resolutions adopted by the City
Council and approved by the Mayor. The Mayor and City Council approve the Department’s budget, set
rates and approve financing and bond issuance, along with other functions set forth in the City Charter. The
Department is under the direction of a superintendent, who is appointed by the Mayor and confirmed by the
City Council, subject to reconfirmation every four years.

In 2006, the City established the City Light Advisory Committee (the “Advisory Committee”), consisting of
three members designated by the Mayor and three by the City Council. The Advisory Committee terminates
on January 31, 2010, and its responsibilities are purely advisory. In January 2008, the Advisory Committee
issued its most recent annual report, in which it made a number of recommendations in the areas of financial
policies, risk management and integrated resource planning.

The Department is organized into four operating units: Power Supply and Environmental Affairs, Customer
Service and Energy Delivery, Financial Services, and Human Resources. An officer leads each unit, and each
officer reports to the Superintendent. The Chief of Staff coordinates communication, government relations,
and external affairs, and reports to the Superintendent.

Brief descriptions of the backgrounds of certain key officials of the Department are provided below:

Jorge Carvasco, Superintendent, was appointed Superintendent of the Department in 2004 and reconfirmed by
the City Council in 2008. Prior to joining the Department, Mr. Carrasco was president of American Water
Services, an investor-owned provider of water and wastewater services to cities and industrial and federal
facilities. Mr. Carrasco has also served as general manager of East Bay Municipal Utility District and as city
manager for the cities of Scottsdale, Arizona, and Austin, Texas. In Austin, his responsibilities included
oversight of the city’s electric utility. Mr. Carrasco holds a bachelor’s degree from the University of Texas and
a master’s degree in Business Administration from St. Edwards University in Austin.

Sung Yanyg, Chief of Staff, was appointed as Chief of Staft of the Department in 2006. Prior to joining the
Department, Mr. Yang served as Director of Council Relations and Senior Policy Advisor to the Mayor. He
has also served as both Deputy Director and Director of Government Relations for the Washington State
Department of Community Trade and Economic Development, and has taught graduate level courses in
Public Administration as an adjunct professor at Seattle University. Mr. Yang holds a bachelor’s degree from
the University of Washington, and a juris doctor degree from the University of Washington School of Law.

Roy Lum, Interim Chief Financial Officer, was appointed as Interim Chief Financial Officer in October 2008.
Mr. Lum has been the Director of the Information Services Technology Division of the Department since
June 2006. Prior to joining the Department, he served as chief information officer for LifeEra, a member of
United Health Group, and worked for two years as deputy director of the Washington State Department of
Information Services. Mr. Lum has a bachelor's degree from the University of California at Davis and a
master's degree in computer information systems from Boston University.

Andrew Gallo, Chief Compliance Officer, was appointed as Chief Compliance Officer in August 2008. He
previously worked as the assistant general counsel to the Electric Reliability Council of Texas. He is a licensed
attorney in the state of Texas and received his law degree from the College of William and Mary.

Chris Heimgartner, Customer Service and Energy Delivery Officer, was appointed as Customer Service and
Energy Delivery Officer in 2006. Prior to joining the Department, he worked for Pacific Gas and Electric for
over 20 years, most recently as Division Construction Superintendent. Mr. Heimgartner holds a bachelor’s
degree from Rensselaer Polytechnic Institute and a master’s degree in Business Administration from St. Mary’s
College.

Steve Kern, Power Supply and Envivonmental Affairs Officer, was appointed to this position in 2007. He has
worked with the Department as a consultant on power marketing and also has served as an interim Power



Supply and Environmental Affairs Officer. Previously, he worked for Puget Sound Energy and Avista
Corporation in both the gas and electric energy sides of the business. His experience also includes work at
Duke Energy, Arizona Public Services and PNGC Power, and as a principal in Lands Energy Consulting. He
has a bachelor of science degree in Geological Sciences from the University of Washington, and has completed
graduate work in business at Seattle University.

DaVonna Johnson, Interim Human Resources Officer, joined the Department in 2004 and most recently served
as the Talent Acquisition and Development Manager in Human Resources. Prior to joining the Department,
she worked for the City for five years, and has worked in both the public and private sectors. Ms. Johnson has
bachelor’s and master’s degrees in Business Administration from Washington State University.

Employee Relations

As of January 1, 2008, the Department had 1,821 full-time equivalent employees. State law requires
municipal agencies to bargain collectively with formally recognized collective bargaining units. Currently,
14 bargaining units represent approximately 80 percent of the Department’s regular full-time employees.
Most contracts will expire on December 31, 2010. The carpenters union, which previously was part of the
Joint Crafts Council, is bargaining a separate agreement with the City. The City is also bargaining with the
auto mechanics union. Both of these contracts expired on December 31, 2007. The machinists union’s
contract expires on December 31, 2008, and negotiations have yet to begin. The City has reached an
agreement with the electrical workers union for a new contract that would begin in January 2009. There have
been no strikes during the past 20 years, and the Department considers its employee relations to be
satisfactory. See “The City of Seattle—Labor Relations.”

Almost all of the Department’s employees are members of the City’s Employee Retirement System. The
Retirement System requires the Department, like all other City departments, to make contributions equal to
an actuarially determined percentage of covered payrolls. See “The City of Seattle—Pension System.”

POWER RESOURCES AND COST OF POWER

Overview of Resources

The Department typically meets the majority of its power requirements from three major sources: the
Boundary Hydroelectric Project (the “Boundary Project”), the Skagit Hydroelectric Project (the “Skagit
Project”), and the Bonneville Power Administration (“BPA”). The Boundary Project and the Skagit Project
together include four large hydroelectric facilities and, together with three small hydroelectric facilities,
generated approximately 6.5 million megawatt hours (“MWh?”) of electrical energy in 2007, which was about
60 percent of the Department's firm requirements. Output from the Department’s hydroelectric plants can
vary significantly from year to year due to the variability of water conditions, and has been less than average in
recent years.

The Department and 15 other public and investor-owned utilities in the Pacific Northwest have agreed to
coordinate the operation of their power generation systems through the Pacific Northwest Coordination
Agreement (the “Coordination Agreement”), in order to maximize the firm capability and reliability of the
coordinated system. The Coordination Agreement went into effect in 1965 and terminates in 2024.

Table 1 provides a summary of the Department’s owned and contracted power resources as of January 1,
2008, together with estimates of power available under critical and average water conditions. The Federal
Energy Regulatory Commission (“FERC”) licenses most hydroelectric projects in the United States. Table 2
provides actual output for power resources, including exchanges and market sales and purchases, for the past
five years.
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TABLE 1
OWNED AND PURCHASED POWER RESOURCES
(AS OF SEPTEMBER 1, 2008, UNAUDITED)

Nameplate Energy Available Under Energy Available Year FERC
Capability Critical Water under Average Water License

(MW) Conditions (MWh)(l) Conditions (MWh)(Z) Expires

Department-Owned Resources

Boundary Project'® 1,070 3,017,509 4297884 2011
Skagit Hydroelectric Project
Gorge 173 698,909 957,456 2025
Diablo 169 583,621 822,300 2025
Ross 460 556,353 872,314 2025
Small Hydro'* 48 142,065 181,598 varies

Purchased Resources

Bonneville® 970 4,918,018 5,982,801 N/A
Priest Rapids'® 5 17,940 21,607 2052
GCPHA" 64 237,736 237,736 2030/2031
High Ross® varies 311,836 311,836 N/A
Lucky Peak 113 236,814 236,814 2030
Stateline Wind Project!'” 54 N/A 365,800 N/A
Boundary Article 49" (48) (374,201) (374,201) N/A
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FOOTNOTES TO TABLE 1:

(1)

(2)

3)

(4)

()

Critical water conditions represent the lowest sequence of streamflows experienced in the Pacific Northwest over a
historical period of record (1929-1998). The firm energy capability of hydroelectric resources is the amount of
electrical energy produced under critical water conditions. Actual water conditions are expected to be better than
critical water conditions about 95 percent of the time.

Figures in this column represent the average amount of electrical energy that would be produced over all of the
water conditions in the period 1929-1998.

The Department has commenced the relicensing process. See “Department-Owned Resources—Boundary
Project.”

The Newhalem Project’s FERC license expires in 2027, and the Tolt Project’s FERC license expires in 2028. The
Cedar Falls Project is not subject to FERC licensing requirements

Approximate. The Department has a contract with BPA for its Slice product, which entitles the Department to
4.6676 percent of the actual output and costs of the Federal System. The Department has a contract for
239 average megawatts (“aMW?”) of the Block product. The Department’s contract extends through October
2011, and all parties are currently engaged in negotiating the terms of a new contract. See “Purchased Power
Arrangements—Bonneville Power Administration.”

The Department’s share of the Priest Rapids project.

Grand Coulee Project Hydroelectric Authority, the Department’s 50 percent share of installed capacity of five
hydroelectric plants, which have different FERC license expiration dates. The project is part of an irrigation project
and does not provide capacity in January.

The Department’s contract with British Columbia provides capacity from November through March in an amount
equal to 532 megawatts (“MW?”) minus the actual peak capability of the Ross Plant, which varies depending on
water conditions. The contract extends until 2066.

The project is part of an irrigation project and does not provide capacity in January.

Stateline Wind Project is not a hydroelectric project. Average output is based on contract terms.

The Department’s obligation to Public Utility District No. 1 of Pend Oreille County (“Pend Oreille PUD”) related
to the Boundary Project.

Source:  Seattle City Light, Power Production Division and Power Management Division
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TABLE 2
HISTORICAL ENERGY RESOURCES
(MWh) (UNAUDITED)

2003 2004 2005 2006 2007
Department-Owned Generation
Boundary Project 3,589,057 3,515,550 3,476,443 4,342,243 3,648,913
Skagit Hydroelectric Project
Gorge 930,783 923,815 777,054 872,070 1,076,525
Diablo 744,016 777,727 655,039 745,604 834,982
Ross 727,698 681,221 563,263 640,799 859,267
Cedar Falls/Newhalem 71,914 73,468 43,174 84,053 71,579
South Fork Tolt 49,000 60,696 45,102 53,823 56,106
Subtotal 6,112,468 6,032,477 5,560,075 6,738,592 6,547,372
Energy Purchases
Bonneville 4,713,124 4,661,054 4,332,240 5,479,386 5,723,841
Box Canyon 47 452 59,062 25,874 0 0
Priest Rapids 310,716 316,203 288,329 24,505 25,396
Columbia Storage Power Exchange 26,350 0 0 0 0
GCPHA Y 235,496 254,030 249,331 242,188 255,297
High Ross 315,246 305,246 310,246 316,044 313,903
Lucky Peak 292,348 275,248 226,256 407,209 273,137
Metro Cogeneration 14,333 6,027 0 0 0
Klamath Falls ©) 654,502 718,638 581,497 100,003 0
Stateline Wind Project 216,290 348,672 327,302 384,539 385,546
Seasonal Exchanges Received 145,946 108,696 108,696 39,432 360,996
Wholesale Market Purchases 1,218,705 2,389,071 1,034,211 1,333,979 947,937
Subtotal 8,190,508 9,441,947 7,483,982 8,327,285 8,286,053
Total Department Resources 14,302,976 15,474,424 13,044,057 15,065,877 14,833,425
Minus Offsetting Energy Sales:
Firm Energy Sales and Marketing Losses © 383,313 463,425 403,832 404,486 444249
Seasonal Exchange Delivered ® 124,480 90,580 90,580 90,580 363,663
Wholesale Market Sales 4,265,168 5,359,491 2,846,599 4,580,325 3,822,098
Total Net Energy Resources 9,530,015 9,560,928 9,703,046 9,990,486 10,203,415
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FOOTNOTES TO TABLE 2:

(1) Grand Coulee Project Hydroelectric Authority.

(2) The purchased power contract with King County for West Point cogeneration expired in 2005 and was not renewed.
(3) The purchased power contract with Klamath Falls expired in 2006.
(4

) The Northern California Power Agency (“NCPA”) was the primary counterparty with which power exchange
contracts existed through 2006. In 2007, contracts with several additional counterparties, such as Sacramento
Municipal Utility District and the Lucky Peak Project, took effect; thus there was more power exchange activity
during 2007.

(5) Purchases to compensate for low water conditions and to balance loads and resources.

(6) Energy provided to Pend Oreille PUD under the Boundary Project’s FERC license. Figures on this line also include
incremental losses due to expanded activity in the wholesale market.

Source:  Seattle City Light, Accounting Division

Table 3 provides actual payments related to owned and contracted resources and revenue, in the case of
Department sales to third parties. Production expenses are for operations and maintenance and do not
include capital or debt service. Department-owned resources are discussed in detail first, followed by contract
resources.

In 2005, low rainfall in the Pacific Northwest, approximately 75 percent of normal, resulted in less
hydroelectric output. Combined with high prices for natural gas, this resulted in higher market prices for
electricity in 2005 than the rest of the 2003-2007 period. Given the lower than normal water conditions, the
Department sold less power in 2005 than other years in the 2003-2007 period, and net revenue is the lowest
during this period. See “Wholesale Market Sales and Purchases.”

In 2006, the Department ended a contractual purchase from the Klamath Falls combustion turbine, and

replaced the purchase with lower-priced electricity from BPA. These two changes explain the decrease in the
average unit cost of power in 2006 and 2007.
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TABLE 3
COST OF POWER SUPPLY: 2003-2007
($000) (UNAUDITED)

2007 Average
2003 2004 2005 2006 2007 Unit Cost

Wholesale Market Purchases ) $ 24233 $§ 49714 $ 62214 $ 47,361 $ 33431 $35.27
Other Power Purchases:

Bonneville $ 157,088 $ 130,975 $ 131,517 $ 154,718 § 175,791

Box Canyon 1,278 1,501 421 0 0

Priest Rapids 2,614 2,450 2,589 1,348 1,361

Grand Coulee 4.830 5,679 3,307 5,964 3,531

High Ross 13,358 13,371 13,377 13,387 13,395

Lucky Peak 12,239 16,783 15,767 16,438 15,473

Metro Cogeneration 786 267 100 0 0

Klamath Falls 36,281 42,022 43,806 12,006 0

Stateline Wind Project 11,326 18,254 18,004 20,335 20,448

Integration of Wind Resources 1,551 0 0 0 0

Seasonal Exchanges Received @ 2,804 2,359 33 382 3,189

Booked-Out Long-Term Contra-Purchases ¥ 0 0 0 (11,261) (9,582)

Power-Related and Other® ) 13,204 (1,081) (354) 22,661 68,047

Bonneville Billing Credits (2,965) (3,047) (3,066) (3,078) (3,411)

Subtotal $ 254394 $§ 229,533 $ 225501 $ 232900 $ 288,242 $39.28
Production:

Hydro Projects ! $ 20211 $ 20,283 $ 18896 $ 19564 $ 24974

Control and Other 7,251 6,959 7,802 8,049 8,936

Subtortal $ 27462 $§ 27242 $§ 26,698 §$§ 27613 § 33910 $ 5.18
Total Power Supply Expense $ 306,089 $ 306,489 $ 314413 $ 307,874 $ 355,583
Minus Offsetting Power Revenue:

Wholesale Power Sales $ 137,651 $ 163,265 $ 149,650 $ 176,244 $ 161,154 $42.16

Other Power Sales ® 34,082 20,028 23,332 52,720 109,305

Subtotal $ 171,733 $§ 183293 $ 172982 § 228964 $ 270,459
Net Cost of Power $ 134356 $ 123,196 $ 141431 $ 78910 $ 85,124
Total Energy Requirement (MWh) 9,530,015 9,560,928 9,703,046 9,990,486 10,203,415
Average Unit Cost (Dollars/MWh) ) $ 1410 $ 1289 $ 1458 § 790 S 8.34
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FOOTNOTES TO TABLE 3:

(1)

(2)

3)

Source:

Purchases to compensate for low water conditions and to balance loads and resources. Excludes wheeling costs. The Department
experienced severe low water conditions in 2005. See “Wholesale Market Sales and Purchases.”

Beginning in 2006, non-monetary power exchange transactions were measured at fair value in accordance with a new accounting
standard. Previously, these transactions were valued at the blended weighted-average cost of power.

Effective December 2006, revenues and long-term purchased power are reported net of long-term purchased power booked out
against short-term sales that were not physically delivered. Amounts prior to 2006 have not been reclassified.

Includes power-related wholesale purchases less Boundary Project encroachment.

Non-monetary power exchange transactions have increased significantly in recent years and these transactions are recorded at fair value
effective in 2006, for both sales and purchases. These transactions include basis, shaping capacity, parking, related bookouts, and
other. Prior to 2006, non-monetary power exchange transactions were recorded at the weighted average cost of power.

Billing credits received from BPA for the Tolt Project.

2003 and 2004 exclude the effect of $100 million of amortized power costs. $300 million of power costs were deferred in 2001 and
amortized at $100 million per year over a three-year period from 2002 through 2004.

Includes operation and maintenance costs only.

Average cost of power supplied to service area customers after recognizing the net revenue or cost associated with wholesale power
sales and purchases. See “Wholesale Market Sales and Purchases.”

Seattle City Light, Accounting Division
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Department-Owned Resources

The Department owns and operates the Boundary Project on the Pend Oreille River in eastern Washington,
the Skagit Project on the Skagit River in western Washington, and three smaller hydroelectric plants in
western Washington: the Newhalem Project, the Cedar Falls Project and the Tolt Project.

Boundary Project. The Boundary Project is located on the Pend Oreille River in northeastern Washington
near the British Columbia and Idaho borders, approximately 250 miles from Seattle. The plant was placed in
service in 1967, and is a significant factor in the Department’s ability to meet its load requirements. It has a
nameplate peak capability of 1,070 MW and expected power output of 4.3 million MWh under average water
conditions. The Boundary Project is operated under a FERC license that expires on September 30, 2011.
The Department has started the process to relicense the Boundary Project, using FERC's Integrated License
Process. The Department plans to file its preliminary licensing proposal in April 2009 and the final license
application in September 2009. As of September 1, 2008, there were no competing proposals on file at
FERC.

The most recent FERC-mandated independent safety inspection in August 2005 concluded that the Boundary
Project facilities were in good condition.

The Boundary Project’s FERC license requires that up to 48 MW of the Boundary Project’s capacity be
assigned, at cost, to Pend Oreille PUD. Due to Pend Oreille PUD’s increasing loads and other contractual
requirements, the amount of Boundary Project power assigned to Pend Oreille PUD increased to the
maximum allowable amount of 48 MW in August 2005. The Department’s delivery obligation to Pend
Oreille PUD is expected to remain at this level through the term of the next FERC license for the Boundary
Project.

For a discussion of the impacts of fisheries issues on this facility, see “Environmental Matters—Endangered
Species Act Issues.” Encroachment of British Columbia Hydro and Power Authority’s (“B.C. Hydro”) Seven
Mile Project on the Boundary Project is discussed immediately below under “Skagit Project.”

Shayzit Project. The Ross, Diablo and Gorge hydroelectric plants, which comprise the Skagit Project, are
located on a ten-mile stretch of the Skagit River above Newhalem, Washington, approximately 80 miles
northeast of Seattle. Power is delivered to the Department’s service area via two double-circuit Department-
owned transmission lines. The Ross Plant, located upstream of the other two projects, has a reservoir with
usable storage capacity of 1,052,000 acre-feet. Because the Diablo Plant, with usable storage capacity of
50,000 acre-feet, and the Gorge Plant, with usable storage capacity of 6,600 acre-feet, are located downstream
from the Ross Dam, their operation is coordinated with water releases from the Ross Reservoir and the three
plants are operated as a single system. The combined nameplate capability of the three plants is 802 MW.
Expected power output under average water conditions is 2.7 million MWh.

The three plants that comprise the Skagit Project are licensed as a unit by FERC. FERC-required
independent inspections of the Skagit Project in 2007 revealed no deficiencies. In 1995, FERC issued a new
30-year license for operation of the Skagit Project. As a condition of the new license, the Department has
taken and will continue to take various mitigating actions relating to fisheries, wildlife, erosion control,
archeology, historic preservation, recreation, and visual quality issues.

Although the original plans for the Skagit Project included raising the height of Ross Dam by 122.5 feet to
maximize the hydroelectric potential of the plant, the Canadian province of British Columbia protested on
environmental and other grounds. After a protracted period of litigation and negotiation, an agreement (the
“High Ross Agreement”) was reached under which British Columbia agreed to provide the Department, for
80 years commencing in 1986, with power equivalent to the planned increase in the output of the Ross Plant
in lieu of the Department’s construction of the addition. The agreement is subject to review by the parties
every ten years. The most recent review concluded in 1998 and did not result in any changes to the
agreement. The Department is expected to recommend seeking a waiver of the pending 2008 review.
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The Department’s annual payments to British Columbia include a fixed charge of $21.8 million annually
through 2020, which represents the estimated debt service costs that would have been incurred had the
addition been constructed and financed with bonds. In 2000, the Department began amortizing the
remaining annual $21.8 million payments over the period through 2035. Payment of equivalent maintenance
and operation costs and certain other charges began in 1986 and will continue for 80 years. The power
delivered from B.C. Hydro under this agreement in 2007 amounted to 313,903 MWh. The Department’s
contract with British Columbia provides capacity from November through March in an amount equal to
532 MW minus the actual peak capability of the Ross Plant, which fluctuates with water conditions.

If British Columbia discontinues power deliveries, the High Ross Agreement authorizes the Department to
proceed with the originally proposed construction and obligates British Columbia to return to the
Department sufficient funds to permit the Department to increase the height of Ross Dam and make other
improvements as originally proposed. This obligation has been guaranteed by the government of Canada.

As authorized in the High Ross Agreement, B.C. Hydro increased the reservoir elevation of its Seven Mile
Project on the Pend Oreille River in the spring of 1988, thereby extending its reservoir across the
international border to the tail-race of the Boundary Project. An 80-year contract between the City and B.C.
Hydro was signed in 1989 to provide compensation to the Department for the encroachment of Seven Mile
Reservoir on the Boundary Project. In 2007, this encroachment amounted to 0.5 percent of the Boundary
Project’s electrical energy output.

Cedar Falls Project. 'The Cedar Falls Project, built in 1905, is located on the Cedar River, approximately 30
miles southeast of Seattle. The Cedar Falls Project was constructed before the adoption of the Federal Water
Power Act of 1920 and is not subject to licensing by FERC. Cedar Falls Project power is delivered through
an interconnection with Puget Sound Energy. The nameplate peak capability of the plant is 30 MW. Power
production in 2007 at the Cedar Falls Project was 66,298 MWh.

Newhalem Project. The Newhalem Creek Hydroelectric Project (the “Newhalem Project”) is located on
Newhalem Creek, a tributary of the Skagit River, and was built in 1921 to supply power for the construction
of the Skagit Project. The plant was rebuilt and modernized in 1970. It is operated under a FERC license
which expires January 31, 2027. The plant’s power is delivered over Department-owned transmission lines.
The nameplate peak capability of the plant is 2.3 MW. Power generation in 2007 was 5,281 MWh.

Tolt Project. 'The Tolt Project was placed in commercial operation in 1995. The Tolt Project operates under
a 40-year FERC license which expires in 2028. The nameplate peak capability of the installed unit is 16 MW.
Power production at the Tolt Project in 2007 was 56,106 MWh. To reduce its cost of power from the Tolt
Project, the Department entered into a Billing Credits Generation Agreement with BPA in 1993, under which
BPA makes payments to the Department that have the effect of making the cost of power from the Tolt
Project approximately equal to the cost of equivalent power from BPA. Payments to the Department under
the agreement commenced in 1996 and amounted to $3.4 million in 2007.

Purchased Power Arrangements

In 2007, the Department purchased approximately 46 percent of its total Department resources from other
utilities in the region, including BPA, under long-term purchase contracts. Some of these contracts provide
that the Department is obligated to pay its share of the costs of the generating facilities providing the power,
including debt service on bonds issued to finance construction, whether or not it receives any power. The
Department has covenanted to treat payment of such costs as part of its purchased power expense and includes
such costs in its operating and maintenance expenses.

The Department regularly purchases power under the WSPP Inc. (formerly Western Systems Power Pool)
Agreement and the Block and Slice Power Sales Agreement described immediately below. Some of those
agreements include an obligation on the part of the Department to post collateral contingent upon the
occurrence or nonoccurrence of certain future events within the control of the Department, such as future
credit ratings or payment defaults. The Department also has entered into, and may in the future enter into,
agreements that include an obligation on the part of the Department to make payments or post collateral
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contingent upon the occurrence or nonoccurrence of certain future events that are beyond the control of the
Department. Such contingent obligations are permitted to be characterized as maintenance and operation
charges, and thus would be payable from Gross Revenues of the Department prior to the payment of Parity
Bond debt service.

Bonneville Power Administration. BPA markets power from the Federal Columbia River Power System (the
“Federal System”), comprised of 31 federal hydroelectric projects, several non-federally-owned hydroelectric
and thermal projects in the Pacific Northwest region, and various contractual rights with installed generating
capacity of 22,000 MW and a firm power capability of approximately 8,600 aMW. Of this amount,
approximately 7,400 aMW is available for Tier 1 System Resources that can be sold to the Department.
These projects are built and operated by the United States Bureau of Reclamation (the “Bureau”) and the
United States Army Corps of Engineers (the “Corps”) and are located primarily in the Columbia River basin.
The Federal System currently produces approximately 33 percent of the region’s electrical energy
requirements. BPA’s transmission system includes over 15,000 circuit miles of transmission lines, provides
about 75 percent of the Pacific Northwest’s high-voltage bulk transmission capacity and serves as the main
power grid for the Pacific Northwest. Its service area covers over 300,000 square miles and has a population
of about ten million. BPA sells electric power at cost-based wholesale rates to more than 130 utility, industrial
and governmental customers in the Pacific Northwest. BPA is required by law to give preference to
government-owned utilities and to customers in the Pacific Northwest region in its wholesale power sales.

A Block and Slice Power Sales Agreement with BPA provides for purchases of power by the Department over
the ten-year period beginning October 1, 2001. Under the contract, power is delivered in two forms: a
shaped block product (“Block”) and a slice of the system product (“Slice”). Under the Block product, power
is delivered to the Department in monthly amounts approximately shaped to the Department’s monthly net
requirement, defined as the difference between the Department’s projected monthly load and the resources
available to serve that load under critical water conditions. The original contract provided for delivery of
163.8 aMW annually as a Block for the period from October 1, 2001, through September 30, 2006, and
278.2 aMW from October 1, 2006, through September 30, 2011.

The Department’s share of Block power has been gradually reduced by approximately 40.6 aMW to
237.6 aMW, due to the savings from energy efficiency programs. BPA pays some of the costs of the
Department’s programs, and BPA purchases some of the energy savings realized by the Department’s
conservation programs. The Department’s entitlement to Block power is reduced by the amount of conserved
energy savings purchased. In 2007, BPA’s payment was $5.7 million.

Under the Slice product, the Department receives a fixed 4.6676 percent of the actual output of the Federal
System and pays the same percentage of the actual costs of the system. Payments for the Slice product are
currently subject to an annual true-up adjustment to reflect actual costs. Power available under the Slice
product varies with water conditions, federal generating capabilities and fish and wildlife restoration
requirements. The Department may resell output from the Slice under specified conditions, and may use the
Slice to displace Department generation. Under critical water conditions, the Slice product provides
approximately 325 aMW of power annually.

Although the current Block and Slice Power Sales Agreement does not expire until September 30, 2011, the
Department has executed a new, 17-year Block and Slice Power Sales Agreement that will continue the
delivery of BPA power, starting on October 1, 2011. Under this contract, which BPA executed on
December 5, 2008, the Department is estimated to be able to purchase approximately 533.7 aMW, or
94 percent of the amount of power it is currently purchasing from BPA under similar pricing terms.
However, because BPA limited the portion of the Federal System available for the Slice product, the
Department’s portion of the Slice product will be reduced to an estimated 3.43167 percent of the actual
output of the Federal System. Based on this BPA allocation, the Department’s power from BPA will be
delivered in roughly equal Slice and Block components. Exact amounts of power eligible to be purchased by
the Department, together with the corresponding Block and Slice components, will be determined by BPA
based on the Department’s actual 2010 load, the BPA preference customer load and estimated future loads,
and through public processes run by BPA.
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Energy Nortlhwest. The City is a member of Energy Northwest, a municipal corporation and joint operating
agency organized under State law that currently has, as members, ten public utility districts and three
municipalities (including the City), all located within the State. Energy Northwest has the authority to
acquire, construct, and operate plants, works, and facilities for the generation and transmission of electric
power.

Energy Northwest was engaged in the construction of five nuclear generating facilities, of which one was
placed in commercial operation in 1984 and the others were terminated in the 1980s. Pursuant to separate
Net Billing Agreements with Energy Northwest and BPA with respect to certain of the projects (the “Net
Billed Projects™), the Department is obligated unconditionally to pay Energy Northwest its pro 7ata share of
the total annual costs of the Net Billed Projects, including debt service. Payment by BPA to Energy
Northwest of the Department’s share of its total annual cost of the Net Billed Projects is made by a crediting
arrangement whereby BPA credits against amounts that the Department owes BPA for the purchase of
wholesale power an amount equal to the Department’s share of the total annual cost of each Net Billed
Project. The Department’s share may be increased by not more than 25 percent upon default of other public
agency participants. To the extent the Department’s share of such annual costs exceeds amounts owed by the
Department to BPA, BPA is obligated, after certain assignment procedures, to pay the amount of such excess
to the Department as reimbursement or to Energy Northwest directly, but only from funds legally available
for that purpose.

Lucky Peak Project. 'The Lucky Peak Hydroelectric Power Plant (the “Lucky Peak Project”) was developed by
three Idaho irrigation districts and one Oregon irrigation district (the “Districts”) and began operation in
1988. Its FERC license expires in 2030. The plant is located on the Boise River, approximately ten miles
southeast of Boise, Idaho, at the Lucky Peak Dam and Reservoir. Power generation in 2007 was
273,137 MWh. The nameplate peak capacity is 113 MW, but the plant operates only during the irrigation
season, so it provides no peak capacity in the winter.

The Department entered into a 50-year power purchase and sales contract in 1984 with the Districts under
which the Department will purchase all power generated by the Lucky Peak Project, in exchange for payment
of costs associated with the plant and royalty payments to the Districts. The Department also signed a
transmission services agreement with Idaho Power Company (“Idaho Power”) to provide for transmission of
power from the Lucky Peak Project to a point of interconnection with the BPA transmission system.  In
2007 and 2008, the Department entered into separate one-year exchange agreements for the output of the
Lucky Peak Project.

Priest Rapids Project. Under two agreements effective through 2052, the Department purchases a portion of
the output of the Priest Rapids Project, which is owned and operated by Public Utility District No. 2 of Grant
County (“Grant PUD”). The Priest Rapids Project, which is comprised of two developments, Priest Rapids
and Wanapum, both located on the Columbia River, has an installed capacity of 1,893 MW. Through
October 2009, the Department is obligated to purchase 12.28 percent of the output of the Priest Rapids
development available after Grant PUD meets its retail load. Beginning in November 2009, the Department
is obligated to purchase 6.14 percent of the output of both the Priest Rapids development (855 MW total)
and the Wanapum development (1,038 MW total), available after Grant PUD meets its retail load. However,
because of Grant PUD?s rapidly increasing retail load, much of this contractually purchased power has been
recalled by Grant PUD, and the Department currently receives only about 2 aMW from these contracts.

Grand Coulee Project Hydroelectric Authority. The Department, in conjunction with the City of Tacoma,
Department of Public Utilities, Light Division (“Tacoma Power”), has power purchase agreements with three
Columbia Basin irrigation districts for acquisition of power from five hydroelectric plants under 40-year
contracts expiring between 2022 and 2027. These plants, which utilize water released during the irrigation
season, are located along irrigation canals in eastern Washington. The plants generate power only in the
summer and thus have no winter peak capability. Plant output and costs are shared equally between the
Department and Tacoma Power. In 2007, the Department received 255,297 MWh from the project.

Stateline Wind Project. An agreement with PacifiCorp Power Marketing, Inc. (now Iberdrola Renewables)
provides for the Department’s purchase of wind-generated power and associated renewable energy credits
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from the Stateline Wind Project in eastern Washington and Oregon. Through the end of the contract in
2021, the Department receives wind power with a maximum delivery rate of 175 MW per hour. Power
delivered under the contract is expected to average about 27 percent of the maximum delivery rate.

The Department also entered into a related ten-year agreement with PacifiCorp to purchase integration and
exchange services for up to 150 MW of the Stateline Wind Project output. Under this agreement, PacifiCorp
delivers the Department’s share of the Stateline Wind Project output to the Mid-Columbia market hub two
months after it is generated. The balance of the Department’s Stateline Wind Project output (25 MW) is
currently scheduled and delivered to the Department by Iberdrola Renewables. The integration and exchange
agreement with PacifiCorp terminates at the end of 2011. The Department received 385,546 MWh of wind-
generated power under the Stateline Wind Project purchase contract in 2007.

Seasonal Exchanges. The Northern California Power Agency (“NCPA”) exchange agreement provides for the
Department to deliver 60 MW of capacity and 90,580 MWh of power to NCPA in the summer. In return,
NCPA delivers 46 MW of capacity and 108,696 MWh of power to the Department in the winter. Deliveries
to NCPA started in 1995 and will continue until the agreement is terminated. Either party has the right to
terminate the agreement (upon seven years’ notice) after 2014.

In 2007, the Department began a seasonal exchange with the Sacramento Municipal Utility District
(“SMUD?), in which the Department provides scheduling and delivery services for up to 15 MW of power at
the California-Oregon border that SMUD purchased from a renewable resource in the Pacific Northwest, the
Sierra Pacific Industries Burlington Biomass Facility, which burns wood waste and produces electrical energy.
The Department receives up to 25 MW of winter energy in payment for such services, and purchases from
SMUD all of the renewable energy and environmental attributes associated with the resource in excess of
15 MW. The contract expires in 2018.

‘Wholesale Market Sales and Purchases

The Department has historically bought and sold power in wholesale power markets to balance its loads and
resources. The amount of wholesale power purchased or sold has varied with water conditions and with
changes in the Department’s firm resource base. With its current resource portfolio, the Department expects
to have surplus power available for sale in the wholesale market through 2011, even under adverse water
conditions.

In 2005, low rainfall in the Pacific Northwest, approximately 75 percent of normal, resulted in less
hydroelectric output. Combined with high prices for natural gas, this resulted in higher market prices for
electricity in 2005 than the rest of the period 2003 through 2007. In the same year, the Boundary Project’s
output was 82 percent of normal and the Skagit Project’s output was 69 percent of normal. The Department
had less surplus electricity to sell than under normal conditions, and net revenue was the lowest in 2005 of any
year in the 2003-2007 period. The average cost of the Department's wholesale purchases in 2005 was almost
$61 per MWh, compared to an average of $31 per MWh for the period 2003 through 2007. Given the lower
than normal water conditions, the Department sold less power in 2005 than in other years from 2003 to
2007, and net revenue was the lowest during this period.

Table 4 displays the Department's purchases and sales of power in the wholesale market over the period from
2003 through 2007.
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TABLE 4
WHOLESALE MARKET SALES AND PURCHASES

(UNAUDITED)
2003 2004 2005 2006 2007
Cost of Wholesale Purchases ($000)* $ 24233 $§ 49714 $§ 62214 $§ 47361 $ 33431
Wholesale Market Purchases (MWh) 1,218,705 2,389,071 1,034,211 1,333,979 947,937
Average Cost ($/MWh) $ 19.88 $ 20.81 $ 60.16 $ 3550 $ 35.27
Revenue from Sales ($000)* $ 137,651 $ 163,265 $ 149,650 $ 176,244 $ 161,154
Wholesale Market Sales (MWh) 4,265,168 5,359,491 2,846,599 4,580,325 3,822,098
Average Revenue ($/MWh) $ 3227 $ 3046 $ 5257 $ 3848 § 42.16
Net Revenue ($000) $ 113418 $ 113551 $ 87436 §$§ 128883 § 127,723
Sales Net of Purchases (MWh) 3,046,463 2,970,420 1,812,388 3,246,346 2,874,161

*  Effective in 2003, wholesale sales and purchases that are bookouts are reported on a net basis.

Source:

Seattle City Light, Accounting Division
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Energy Risk Management

The Department’s energy risk exposures are managed by the Power Management Division. Oversight of these
risk management activities is carried out by the Risk Oversight Division. A Risk Oversight Council (“ROC”),
consisting of the Department’s Chief Financial Officer, Power Supply and Environmental Affairs Officer,
Power Management Executive, and Director of Risk Management, meets at least twice per month to review
recent events in the wholesale power markets and review the Department’s market positions, exposures, risk
policy compliance, and portfolio balancing strategies and plans. To manage energy risk exposure and thereby
protect the interests of the ratepayers, the Department is authorized to buy or sell physical energy and
associated products in the wholesale energy market up to 18 months prior to, and all the way up to, the hour
of delivery. For longer term transactions, City Council approval is required. The Department's principal
objective is to ensure that the Department meets its retail customer demand obligation in a way that generates
additional value from its generation portfolio, with due consideration of risk. Risk tolerance levels are
documented in a Wholesale Energy Risk Management Policy approved by the Mayor and the City Council.

Market Risk. The Department executes transactions in the wholesale energy market to meet load during
periods of resource deficit, to dispose of energy that is surplus to the needs of the Department’s retail
customers, and to optimize the value of the Department’s hydroelectric resources by purchasing wholesale
energy in off-peak hours, when prices generally are low, and selling energy in the peak hours, when prices are
generally higher. The Department does not engage in speculative trading in the wholesale market.

Credit Risk. The Risk Oversight Division recommends credit limits to the Department’s Chief Financial
Officer based on its credit scoring and analysis. Credit exposures are calculated and monitored daily, and
reports are provided to the ROC weekly. Before the Department enters into power sales transactions with a
delivery period of one full month or more in the future, Risk Oversight Division staft determine whether the
counterparty has sufficient available credit.

Conservation

The Department has pursued a policy of managing energy demand through a significant energy efficiency
effort. As a result of the “Energy 1990 study, prepared in 1976, the City decided to pursue conservation,
known in most parts of the country as energy efficiency, as an alternative to participating in certain Energy
Northwest projects. During the 1980s, single-family residential measures dominated the Department’s
conservation program. Conservation incentive programs in the commercial, industrial and multifamily sectors
were added in the 1990s. Because commercial and industrial programs are more cost-effective than residential
programs, they now represent about 70 percent of the Department’s cumulative savings, while residential
accounts for the remaining 30 percent. In 2007, the Department achieved 7.57 aMW (66,312 MWh) of
energy savings. Total savings since the program’s inception amount to 119 aMW (1,044,000 MWh),
representing nearly 11 percent of the Department’s total energy needs in 2008.

The Department’s 2008 Integrated Resource Plan (“IRP”) calls for continued conservation of approximately
7.5 aMW per year and required additional study and effort to develop an accelerated conservation program
that would increase this number significantly. The Department has released a Five-Year Conservation Action
Plan that is expected to increase conservation savings to over 15 aMW (135,000 MWh savings in the first
year) by 2011.

The power sales contract with BPA that took effect on October 1, 2006, provides a credit of $0.50 per MWh
against the amounts payable under BPA’s rate schedules for investments in conservation and renewable
resources. In BPA’s fiscal year 2007, the Department received credits totaling $2.5 million on the
Department’s power bill. The Department expects to receive similar credits in BPA’s next two fiscal years.

A secondary power sales contract, the Conservation Acquisition Agreement, allows the Department to either
self-fund energy savings or to request funding from BPA for energy saving projects initiated after October 1,
2006. In 2007, the Department reported energy savings as self-funded, and no financial transactions have
transpired for projects initiated after October 1, 2006. As part of the Conservation Acquisition Agreement,
the Department is allowed to report energy savings from projects initiated prior to October 1, 2006. These
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energy savings fall under the terms and conditions of the previous agreement, the Conservation Augmentation
Agreement. In 2007, the Department reported energy savings of 15,261 MWh and received $1.9 million.

Integrated Resource Plan

The Department’s 2008 IRP identifies how much additional power the Department needs through 2027. It
considers options for the Department to meet growing resource demand, estimated at 1.3 percent per year on
an annual average basis before the effect of new conservation programs. The IRP combines options into
resource portfolios, and evaluates candidate resource portfolios against four criteria: reliability, cost,
environmental impact, and risk.

The recommended strategy identifies how the Department can meet expected customer needs through 2027.
The resource acquisition steps are:

(1) Accelerate the acquisition of cost-effective conservation;

(it) Institute cost-effective seasonal power exchanges designed to increase available winter energy,
beginning in 2009;

(i11) Exercise the Department’s preference rights to purchase power from BPA in a new contract
beginning in 2011;

(iv) Plan for the near- to mid-term purchase of output from low-cost renewable resources such as a small,

new landfill gas project; and

(v) Acquire output from other renewable resources such as geothermal, biomass and wind beginning in
2012, to meet resource adequacy requirements and comply with State requirements.

The recommended resource strategy is a continuation of the Department’s policy of obtaining low-cost power
with low environmental impacts for its ratepayers, while making the most of its existing resources.
Conservation is the first choice, followed by seasonal exchanges that help shape resources to load.

Renewable Portfolio Standards and 1-937

Initiative 937 (“1-937”) was approved by State voters in November 2006. Under 1-937, utilities with a retail
load of more than 25,000 customers, such as the Department, are required to use eligible renewable resources
or acquire equivalent renewable energy credits, or a combination of both, to serve three percent of their load
by January 1, 2012, nine percent by January 1, 2016, and 15 percent by January 1, 2020. 1-937 also requires
utilities to pursue all available conservation that is cost-effective, reliable and feasible, and imposes deadlines
for meeting conservation targets.

Under 1-937, existing hydropower is not considered a renewable resource, but incremental hydropower is
considered a renewable resource if it is produced as a result of efficiency improvements completed after
March 30, 1999, to hydroelectric projects owned by a qualifying utility or to hydroelectric generation in
irrigation pipes and canals located in the Pacific Northwest, where the additional generation does not result in
new water diversions or impoundments.

The City evaluated the impacts of 1-937 in its 2008 IRP and is evaluating the potential for cost effective,
reliable and feasible conservation measures that could be derived from more efficient energy use, production
and distribution within the Light System. The City does not anticipate having to acquire additional
renewable resources to meet 1-937’s requirements prior to 2016. To comply with the requirements due on
January 1, 2016, and beyond, the Department expects to acquire new renewable resources to serve its needs.

TRANSMISSION AND DISTRIBUTION

Department-Owned Transmission

The Department operates 657 miles of transmission facilities. The principal transmission line is a generation
interconnection line transmitting power from the Skagit Project to the Department’s service area.
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In 1994, the Department signed an agreement with BPA for the acquisition of ownership rights to 160 MW
of transmission capability over BPA’s share of the Third AC Intertie, which connects the Pacific Northwest
region with California and the Southwest. The benefits from this investment include avoidance of BPA’s
transmission charges associated with power sales and exchanges over the Intertie and the ability to enter into
long-term firm contracts with out-of-state utilities. The City’s contractual arrangement with BPA does not
allow Seattle to market excess transmission capabilities to third parties.

Transmission Contracts

Transmission Arvangements with BPA. The bulk of the Department’s remote generation and other market
transactions utilize BPA’s point-to-point (“PTP”) transmission service agreement. Contracts with BPA
provide the Department with 1,962 MW of transmission capacity under the PTP through 2025. The
Department uses this for delivery of power from remote generators to serve load and for short-term
transactions. BPA has announced that it will revise its transmission tariff in 2011, but the terms and
conditions are not yet known.

Power supplied to the Department by B.C. Hydro under the High Ross Agreement is transmitted over BPA’s
lines under a separate PTP transmission service agreement extending through 2035. This agreement has been
assigned to Powerex Corporation, a British Columbia corporation tasked with carrying out certain
responsibilities of B.C. Hydro with respect to the High Ross Agreement, including the delivery of High Ross
power. Under the provisions of the transmission assignment agreement, Powerex pays BPA directly for all
costs associated with the High Ross PTP contract.

Other Transmission Contracts. The Department also transmits power under contracts with Idaho Power for
the transmission of power from the Lucky Peak Project, with Avista and Grant PUD for transmission of
power from the Grand Coulee Project Hydroelectric Authority, with Puget Sound Energy for transmission of
power from the Cedar Falls Project and Tolt Project, and with other utilities. The Department also has a
contract with PacifiCorp for future transmission of power from the Stateline Wind Project.

The Department will require additional purchases of transmission in the future in order to accommodate the
delivery of additional renewable resource acquisitions to the Department’s retail customers. The Department
may purchase non-firm transmission for its sales of power in the wholesale market.

ColumbiaGrid

In 2006, a group of investor-owned and public utilities, including the Department, joined together with BPA
to form ColumbiaGrid. ColumbiaGrid is currently providing transmission planning services to the Pacific
Northwest and is considering additional transmission-related service offerings. ColumbiaGrid is not a
Regional Transmission Organization and provides services on a bilateral, contractual basis.

Open Access Transmission Services

The Department currently has no transmission customers, but is committed to offering comparable service
upon receiving a request for transmission services. The Department is finalizing an open access transmission
tarift, which will be publicly available on the Department’s website and will not be filed with FERC.

Retail Service

The Department owns, operates and maintains overhead and underground transmission and distribution
facilities within a 131-square-mile service territory. The distribution system consists of 1,692 miles of
overhead and 438 miles of underground wiring. The Department operates 18 unattended distribution
substations throughout the service area, which supply power to the distribution system’s primary feeders and
ultimately to the Department’s retail customers. Most of the distribution system is radial design, which means
that a single feeder provides electrical energy to customers; they would lose service if that feeder failed.
Customers in the downtown Seattle, University District and First Hill neighborhoods are served by a more
reliable, multiple-feeder network.
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Operation and Maintenance

The Department updates its Transmission and Distribution Capacity Plan as needed to track the changing
electrical power system loads. Through this plan, the Department makes provisions and recommendations for
capacity projects related to transmission, substation, communications, and distribution facilities to serve the
system loads. The budget submittal requests the funds and defines the scope of work to implement these
recommendations.

The Department’s System Control Center is staffed 24 hours a day, every day; it provides control over dam
operations and monitors delivery of power to the service area. Staft use an Energy Management System,
which is a real-time distributed computer system that provides information about loads and resources to the
power dispatchers so they can properly balance load and resources.

The Department is enhancing student outreach and apprenticeship programs. The Department’s goal is to
maintain an adequate number of skilled employees, as many of the Department’s current employees reach
retirement eligibility and begin to retire.

The Department is implementing an Outage Management System and Work Management System to
collectively improve customer service while making the most of the Department’s staff and other resources.
Formed in 2007, the Asset Management Division will complement the above technologies and programs by
incorporating a long-term, comprehensive perspective into asset repair or replacement decisions.

FINANCIAL INFORMATION

Historical Sales

Total sales of power to residential customers, which constituted 32.3 percent of the Department’s power sales
in 2007, increased slightly during the 2003-2007 period. A 0.9 percent average annual increase in the
number of customers and 0.3 percent average annual increase in consumption per customer led to a
1.3 percent average annual increase in residential sales.

Total sales of electrical power to non-residential customers, which constituted 67.7 percent of the
Department’s electrical power sales in 2007, increased 2.2 percent on an average annual basis during the
period 2003-2007. The total number of non-residential customers has increased at an average annual rate of
3.5 percent, but sales per customer have fallen by 1.3 percent on an average annual basis.

Power sales in the Department’s service area can be affected by variations in weather conditions. Annual peak
loads are typically experienced in the winter season. Colder than normal winter weather patterns can result in
higher consumption, due to the extensive use of electricity for heating. However, warmer than normal
conditions in summer months do not lead to increases in load of comparable magnitude because of the limited
use of residential air conditioning.

A record peak load of 2,060 MW was recorded in December 1990 due to unusually cold weather. The peak

load for the period 2003-2007 was 1,822 MW and occurred in 2006, during a period of cold temperatures
and record rainfall.
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TABLE 5
RETAIL CUSTOMERS, POWER SALES AND ENERGY REQUIREMENTS

(UNAUDITED)
2003 2004 2005 2006 2007

Average Number of Customers

Residential 330,979 333,560 336,364 339,640 343,542

Non-Residential 34,466 36,939 39,506 39,590 39,585

Total Customers 365,445 370,499 375,870 379,230 383,127
Energy Sales (MWh)

Residential 2,952,615 2,952,664 2,954,848 3,060,651 3,103,550

Non-Residential 5,953,329 6,067,861 6,206,617 6,393,854 6,496,361

Total Energy Sales 8,905,944 9,020,525 9,161,465 9,454,505 9,599.911
Peak Demand (MW) 1,646 1,799 1,714 1,822 1,768
Energy Requirements (MWh)

Total Energy Sales 8,905,944 9,020,525 9,161,465 9,454,505 9,599.911

Energy used in Operation 31,556 31,812 32,939 33,709 33,515

Energy for Public Lighting 72,357 0 0 0 0

System Losses *) 520,158 508,591 508,642 502,272 569,989

Total Energy Requirements 9,530,015 9,560,928 9,703,046 9,990,486 10,203,415

(1) From 2000 through 2003 (2000 through 2002 are not shown), the cost of streetlighting in the City was recovered through the rates charged to all City rate classes. Prior
to 2000 and after 2004, these costs were paid by the City’s General Fund, and the power imputed to streetlighting from 2004 through 2007 is included in the figure shown

for the Non-Residential rate class in Table 5.
(2) Includes transmission and distribution losses.

(3) Firm energy required in the Department’s service area.

Source:  Seattle City Light, Accounting Division
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Largest Customers

The Department’s ten largest customers in 2007, in order of their annual dollar amount billed, are shown in
Table 6.

TABLE 6
TOP TEN CUSTOMERS
% of

Annual $ Total Annual
Name Amt. Billed Revenue MWh
Nucor Corporation $ 17,878,166 3.30 402,633
City of Seattle* 15,632,676 2.88 194,545
University of Washington 14,666,376 2.70 315,491
Boeing Company 12,181,079 2.25 240,319
Sabey Corporation 7,954,939 1.47 161,617
King County 7,661,404 141 149,717
U.S. Government 5,751,579 1.06 109,883
Saint Gobain 5,100,667 0.94 112,143
Unico Properties/Union Square Ltd. 4,026,363 0.74 68,182
Ash Grove Cement 3,744,915 0.69 82,788
Total $ 94,598,164 17.44 1,837,318
Total Retail Revenue $ 542,363,032 100.00

*  Includes streetlighting, which covers both the costs to provide electricity to streetlights and the costs to install, service,
repair, and replace streetlights.

Financial Policies

The rate covenants in the Department’s Parity Bond ordinances do not require the Department to set rates
that achieve a specific level of debt service coverage on Parity Bonds. However, in both 2005 and 2006, the
City Council adopted resolutions establishing a financial policy that rates should be set to produce a debt
service coverage ratio of 2.0x on all Parity Bonds and Subordinate Lien Bonds. Coverage was 2.37x in 2006,
but it was 1.88x in 2007.

The Department’s current rates allow it to address other financial policies adopted by the City Council.
Resolutions adopted by the City Council require that the Department’s rates be set at levels that will ensure
that net revenue available to fund capital requirements in each calendar year will be positive with a probability
of at least 95 percent, taking into account the variability of cash flows resulting from the uncertainty of water
conditions, market prices and system load. For purposes of implementing this financial policy, net revenue
available to fund capital requirements is defined as the amount of revenue remaining after payment of
operating and maintenance costs, principal of and interest on outstanding debt, taxes, deposits to the Bond
Reserve Account, all other current obligations, and deposits to the Contingency Reserve Account.

City Council resolutions also established the Contingency Reserve Account, which was to reach and maintain
a balance of $25 million, and required that the Department target a minimum month-end operating cash
balance of $30 million to absorb fluctuations in its operating cash flow. In May 2005, the City funded the
Contingency Reserve Account with $25 million taken from the Bond Reserve Account and authorized the
Department to withdraw the funds from the Bond Reserve Account and meet the reserve requirement with a

surety bond.
The resolutions further required that the Department set rates to achieve a debt-to-capitalization ratio of

60 percent by year-end 2010. The debt-to-capitalization ratio is the total amount of debt outstanding divided
by the sum of the accumulated equity and debt outstanding.
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Taxation and Intergovernmental Payments

The Department pays a utility tax to the City equal to six percent of Gross Revenues from retail sales, less
certain adjustments. The proceeds of this tax are deposited into the City’s General Fund. The City Charter
does not permit the Department to pay taxes to the City’s General Fund “until ample provision has been made
for the servicing of the debts and obligations of the utility and for necessary betterments and replacements for
the current year.” A State public utility tax is paid at a rate of 3.873 percent of Gross Revenues from sales
within the State, less certain adjustments.

Certain contractual payments are made to Pend Oreille and Whatcom Counties, Washington, for services
rendered by these jurisdictions where the Department has generating facilities. In addition, under the terms of
franchise agreements with several suburban cities, the Department makes monthly payments to the Cities of
Shoreline, Burien, Lake Forest Park, SeaTac, and Tukwila in amounts ranging from 3.9051 percent to six
percent of the revenue from rates charged to customers residing in those cities. See “Retail Rates”
immediately below.

Retail Rates

Rate Setting. The City Council has exclusive jurisdiction with respect to establishing and revising the
Department’s retail rates. State law requires that rates must be fair, nondiscriminatory and fixed to produce
revenue that is adequate to pay operation and maintenance expenses of the Department and to meet all debt
service requirements payable from such revenue. In its retail rate-setting capacity, the City Council is not
subject to control by the Washington Utilities and Transportation Commission, but it is subject to certain
rate-making provisions of the Public Utility Regulatory Policies Act of 1978 (“PURPA”). The Department
never has been cited for failing to comply with PURPA, and believes that it is operating in compliance with
PURPA’s requirements.

Since 1980, the City Council has conducted periodic reviews of the Department’s rate levels and rate
structure, normally at intervals of two or three years. In the course of its rate reviews, the City Council holds
public meetings to consider the Department’s proposed operating budget, capital improvements plan, load
forecast, and resource plans. Based on these planning documents, as approved by the City Council, the
Department’s staff estimates the Department’s revenue requirements and develops a rate proposal that will
produce the required amount of revenue and that will allocate the revenue requirement among the various rate
classes in accordance with City policy. The City Council makes final decisions through passage of a rate
ordinance.

Rate Changes: 2004-2008. Over the last five years, the Department’s rates have decreased by about
12 percent. In April 2004 and November 2005, the Department passed through decreases in BPA power
rates resulting in Department rate decreases of about two percent each time. There were no rate changes in
2006. As of January 1, 2007, a general rate decrease of 8.4 percent was implemented. In the rate review
leading to that decrease, rates were set for the two-year period 2007-2008.

Current Rates.  See Table 7 for comparative rates and bills paid by the various customer classes, and Table 8
for a comparison of annual amounts paid by the Department’s customers and the customers of neighboring
utilities.

Rates for Customers Outside the City of Seattle. Rates for Department customers in suburban franchise cities
and unincorporated King County are higher than rates for customers located within the Seattle city limits. In
1998 and 1999, the Cities of Shoreline, Lake Forest Park, SeaTac, and Burien granted franchises to the
Department that recognized the right of the Department to set rates for customers located in those cities that
are higher than the rates charged to Seattle customers. In 2003, the City of Tukwila granted a similar
franchise to the Department. The rate ordinances that took effect in 1999 and thereafter have set rates for
customers in these cities and in unincorporated King County at the maximum level permitted under the
franchises. The power portion of rates for suburban customers is eight percent higher than the power portion
of rates for Department customers. The franchise agreements also allow for a differential of up to six percent
on the distribution portion of rates, but not all franchise cities have activated that aspect of the agreements.
Current distribution differentials are six percent for Tukwila and three percent for Shoreline.
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The franchise agreements also include provisions for payment for service levels that exceed the standard levels
normally provided by the Department. Within the last two years, the Department has completed two
underground distribution projects in the City of Shoreline that fall into this category. A charge equivalent to
a one percent rate increase for Shoreline customers became effective on January 1, 2008, to recover the cost of
the first project. A second charge, equivalent to a three percent rate increase for these customers, was
implemented as of June 1, 2008. These undergrounding charges will be in effect for approximately 25 years,
or until the Department has been reimbursed with interest for the capital cost of the projects.

Voluntary Green Power Program. Pursuant to State law, the Department provides residential customers the
option of paying additional monthly amounts of $3, $7 or $10 to fund renewable resources. Non-residential
customers also can elect to make voluntary payments in amounts ranging from $8 to $150 per month. The
proceeds of these voluntary payments are used by the Department to fund the acquisition of energy from
renewable resources, such as solar, wind, fuel cells, and landfill gas. As of December 31, 2007,
6,900 customers had elected to participate in the program.
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Residential
500 kWh per month
1,000 kWh per month
2,000 kWh per month

Small General Service
10,000 kWh per month (40kW)

Medium General Service
20,000 kWh per month (60kW)
200,000 kWh per month (500kW)

Large General Service
400,000 kWh per month (1,000kW)
1,800,000 kWh per month (5,000kW)

High Demand General Service
6,000,000 kWh per month (20,000kW)
18,000,000 kWh per month (60,000kW)

TABLE 7

AVERAGE RATE IN CENTS PER KWH AND MONTHLY BILLS
(UNAUDITED, AS OF JUNE 1, 2008)

Average Rate in Cents per kWh Average Monthly Bills
City City City of City City City of
Standard Network Suburban @ Tukwila Standard Network Suburban® Tukwila
5.7 5.8 6.1 $29 $29 $30
7.1 (2) 7.2 7.5 71 (2) 72 75
7.8 7.9 8.2 157 159 164
6.0 (2) 6.1 6.3 $600 (2) $611 $630
6.1 6.8 6.2 6.4 $1,224 $1,355 $1,246 $1,286
6.1 6.7 6.2 6.4 12,135 13,395 12,355 12,755
5.7 6.1 5.8 5.9 $22.671 $24.502 $23,094 $23,744
5.7 6.2 5.8 6.0 102,221 110,910 104,240 107,188
5.5 (3) (3) 6.0 $327,723 (3) (3) $359.529
5.5 6.0 1,006,925 1,077,262

(1) All franchise jurisdictions outside the City of Seattle, except the Cities of Shoreline and Tukwila.

(2) Residential and Small General Service customers receiving network service are charged City standard rates.

(3) All High Demand General Service customers are located in Seattle or Tukwila.

Source:  Seattle City Light, Finance Division
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TABLE 8
ANNUAL BILL COMPARISONS WITH OTHER PUGET SOUND UTILITIES

(UNAUDITED)

Monthly Use Seattle Puget Sound Snohomish Tacoma
kWh kW City Light Energy" County PUD® Power®
Residential

100 $ 80 $ 176 $ 162 $ 140

500 316 577 493 438

1,000 791 1,169 985 811

3,000 2,695 3,624 2,956 2,300
Small General Service

300 1 $ 198 $ 524 $ 377 $ 335

3,000 10 1,984 3,332 2,790 2,381

12,000 40 7,934 12,695 10,831 9,199
Medium General Service

150,000 500 $ 90,240 $ 157,824 $ 129,491 $ 93,844

200,000 500 118,260 197,116 164,665 113,482

360,000 900 212,868 354,324 295,382 203,825
Large General Service

300,000 1,000 $ 177,108 $ 294,618 $ 219,826 $ 187,136

1,000,000 5,000 606,208 1,101,908 790,647 737,100

2,500,000 7,500 1,467,973 2,363,634 1,802,939 1,784,129
High Demand General Service

6,000,000 20,000 $ 3,312,138 $ 4,525,164 $ 4,396,524 $ 3,732,240

18,000,000 60,000 9,936,413 13,575,492 13,189,572 11,195,616

24,000,000 60,000 13,057,679 17,309,376 16,891,380 13,552,104
Last Rate Change 01/01/2007 04/01/2008 04/04/2005 04/04/2005
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FOOTNOTES TO TABLE 8:

(1) Puget Sound Energy’s Primary General Service is compared to the Department’s Large General Service, and its
High Voltage General Service is compared to the Department’s High Demand General Service.

(2)  Snohomish PUD’s Large Primary Service is compared to the Department’s High Demand General Service, and its
General Service is compared to the Department’s Medium and Large General Service.

(3)  Tacoma Power’s Small General Service is compared to the Department’s Small General Service, and its General
Service is compared to the Department’s Medium, Large and High Demand General Service.

Source:  Seattle City Light, Finance Division

Billing and Collection Processes

The Department currently bills the majority of its residential customers and some small commercial customers
bi-monthly, and all other customers monthly. All bills are due within 21 days of receipt.

The Department has established various payment programs for its customers, including a levelized payment
program to allow for monthly payments, and an electronic funds transfer program. The majority of the
customers on the levelized payment program are billed bi-monthly with an option to pay one half of the
amount by the bill due date and the remainder in the following month. An exception is made when a
customer is enrolled in both the levelized payment plan and the Automatic Bill Payment program, in which
case all of the billed amount is drafted from the customer's bank account by the bill due date. Customers who
are on a monthly bill cycle are billed monthly.

Accounts receivable write-offs by the Department in 2007 were equal to 3.6 percent of retail electrical energy
sales revenue. This included a one-time write-oft totaling $14.3 million for older inactive accounts processed
by the billing system. If the one-time write-off were excluded, accounts receivable write-ofts would have been
one percent of retail electrical energy sales revenue. The Department’s collection policy provides for
disconnection of power for nonpayment of amounts due the Department.

Management Discussion of Historical Operating Results 2006-2007

This section provides a discussion of results of operations for the years 2006-2007 included in Table 9.
Information in this discussion is a summary of the Management Discussion and Analysis (“MD&A”) included
in Appendix C—2007 Audited Financial Statements of the Department.
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TABLE 9

SUMMARY OF HISTORICAL OPERATING RESULTS
(3000) (UNAUDITED)

Operating Revenues

Retail Energy Sales in Seattle Service Area
Residential
Non-Residential

Subtotal

Wholesale Power Sales V)
Power Exchanges and Other @
Transmission Revenues

Other Revenue

Total Revenue

Operating Expenses Before Debt Service
Wholesale Market Purchases

Long-Term Purchased Power Contracts
Power-Related Purchases

Production

Wheeling

Other Operating and Maintenance Expenses
Taxes (excluding City taxes)

Total Operating Expenses Before Debt Service
Net Operating Revenue

Add:

Amortization Included in Operating Expenses ®
Valuation on Exchange Power, Net
Gain on Sale of Property
Amortization of BPA Conservation Augmentation @
Interest
Non-Cash Expenses ©

Other

Revenue Available for Debt Service

2003 2004 2005 2006 2007

199392 $ 199,339 195,487 § 201,450 $ 196247
352,841 377,353 367,061 381,664 346,116
552,233 $ 576,692 562,548 § 583,114 $ 542,363
137,651 163,265 149,650 176,244 161,155
31,013 19,130 18,911 48,099 103,464
3,069 898 4,422 4,621 5,841
15,039 17,934 13,022 19,732 19,702
739,005 $§ 777919 748,553 $ 831,810 $ 832,525
24233 $ 49714 62,214 $ 47361 $ 33431
240,505 229,417 225,061 210,239 220,195
13,889 116 440 22,661 68,047
27,462 27,242 26,698 27,613 33,910
30,102 30,947 32,580 37,677 38,185
133,000 137,270 142,425 158,651 172,235
27,994 26,950 27,224 27,963 25,686
497185 $ 501,656 516,642 $ 532,165 $ 591,689
241,820 $ 276263 231911 $ 299645 $ 240,836
10,712 $ 11,678 12907 $ 12,940 $ 14,068
(460) 184 (311) (1,441) (3,797)
698 2,154 283 2,126 530
(3,442) (5,770) (5,285) (5,277) (5,688)
5,534 3,466 6,658 8,341 9,505
10,281 7,753 3,329 5,961 6,104
(661) (349) (576) (172) (5,136)

264482 $ 295379 248916 § 322,123 $ 256,422
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FOOTNOTES TO TABLE 9:

(1) Since 2003, wholesale power sales and purchases that are bookouts have been reported on a net basis in accordance
with accounting standards.

(2) Includes conservation and renewable credits under the power sales contract with BPA, the recognition of payments
from BPA for the purchase of conservation savings, revenue from the provision of integration and exchange services
related to the Stateline Wind Project, revenue from deliveries of power to Pend Oreille PUD pursuant to the
Boundary Project’s FERC license, and other energy credits. Also included is significant activity for the valuation of
energy delivered under seasonal exchanges, basis sales, and other power exchange contracts. These non-monetary
power-related contracts are being measured at fair value effective in 2006. Prior to 2006, these transactions were
measured at the blended weighted-average cost of power (see related note 5 below). Non-monetary power-related
contracts generally entail the valuation of power delivered (sales) and power received (expenses).

(3) Includes revenue from the rental of transmission facilities to BPA and Snohomish PUD and revenue from the sale of
transmission capacity.

(4) Includes certain non-cash amortization expenses. Non-cash expenses are not taken into account in determining the
amount of net revenue available for debt service. Net revenues therefore are adjusted to exclude these non-cash items.

(5) Prior to 2006, short-term and long-term power exchange contracts were recognized by the Department at the
blended weighted-average cost of power, in accordance with APB Opinion No. 29, Accounting for Non-Monetary
Exchanges. Effective January 1, 2006, the Department adopted SFAS No. 153, Exchanges of Nonmonetary Assets—An
Amendment. Under SFAS No. 153, these contracts are measured at fair value. Years prior to 2006 have not been
restated.

(6) Includes a portion of the claims expenses and capital project expenditures from prior years which were subsequently
determined not to be capital expenditures.

Source:  Seattle City Light, Accounting Division

Revenues—2007 Compared to 2006. Revenues from sales of power to retail customers decreased from
$583.1 million in 2006 to $542.4 million in 2007, due to an average system rate decrease of 8.4 percent.
Nonresidential revenues experienced the largest decrease in retail revenues, declining $35.6 million or eight
percent.

Sales of surplus power in the wholesale market yielded $161.1 million in revenue in 2007, a decrease of
$15.1 million from 2006. There was less overall power generation from the Department’s facilities, especially
at the Boundary Project, which experienced lower stream flows than normal because of lower precipitation in
the eastern Washington region. The lower sales of power were offset in part by a ten percent increase in the
average power sales price of $42.16 per MWh in 2007, compared to $38.48 per MWh in 2006.

Purchases of wholesale power decreased by $13.9 million in 2007. Power purchased in 2007 was 947,937
MWh, a decrease of 386,042 MWh or 28.9 percent from 2006. Average power purchase prices were nearly
unchanged at $35.27 per MWh in 2007 compared to $35.50 per MWh in 2006.

Power sales were 4.03 times the amount of power purchased during 2007. The higher ratio of sales to
purchases, along with higher average power prices during 2007, resulted in net revenues from wholesale
purchases and sales totaling $127.7 million in 2007, an incremental decrease of $1.2 million or 0.9 percent
from net revenues of $128.9 million in 2006.

Revenue in the other power-related category increased $55.4 million to $103.5 million in 2007. Effective in
2006, power exchanges derived from certain power contracts were valued at fair market in accordance with a
new accounting standard. During 2007, valuations for power exchanges increased considerably as the
Department expanded into additional ancillary services that included power exchange components.

Revenues from a variety of other sources remained unchanged from 2006 at $19.7 million.

Expenses—2007 Compared to 2006. Power-related expenses in 2007 totaled $321.7 million, a $41.4 million
increase from 2006. This increase was due to the $10 million increase in long-term purchased power

35



contracts with BPA and others, a $45.4 million increase in wholesale power-related purchases, and a
$13.9 million decrease in short-term wholesale market purchases. See “Revenues—2007 Compared to 2006.”

BPA long-term power expenses were higher by $12.1 million due primarily to contractual changes for the
Block, which increased power purchases by $13.6 million in 2007, along with a $7.5 million increase in the
annual true-up for the Slice. This increase was offset by an $11.1 million decline in other long-term
purchased power expenses, primarily due to the expiration of the purchased power contract with the City of
Klamath Falls in July 2006. The increase in power--related wholesale purchases was primarily due to the
recording of additional power exchanges and basis transactions at fair value.

The balance net increase of $4.6 million in power-related expenses was a result of the effect of higher fair
market valuations of NCPA-exchanged power delivered during 2007 ($2.8 million) and a lower valuation of
long-term purchased power bookouts resulting from short-term wholesale transactions ($1.7 million).

Production and wheeling costs totaled $72.1 million in 2007, a $6.8 million increase from 2006. The
increase was primarily due to a $3.6 million increase in structural and plant maintenance costs at Skagit,
Boundary, Diablo and Ross, along with a $1.6 million increase in FERC administrative fees to correct errors
in previous administrative charges. Other power costs related to system control, power marketing,
information technology support and system control and load dispatch activities increased $0.9 million.
Wheeling expenses increased $0.5 million for Lucky Peak, State Line wind energy, Columbia Grid and other
contracts.

Other operating and maintenance expenses increased from $158.7 million in 2006 to $172.2 million in 2007.
The increase was due in large part to an increase in administrative and general costs of $17.7 million to
$66.7 million in 2007 as a result of higher costs for administrative systems enhancements, pensions, benefits,
rents, and environmental clean-up of various Lower Duwamish Waterway superfund sites. The increase in
administrative and general costs was offset by a decrease of $2.2 million in transmission costs resulting from a
decrease in damage and repair costs compared to 2006.

Taxes paid to the State Department of Revenue decreased $2.3 million from 2006 on account of the lower
retail revenue base.

Nonoperating Income and Expense—2007 Compared to 2006. Although not included in Table 9, changes in
nonoperating income and expense provide additional information on the financial condition of the
Department.  Nonoperating income decreased from $12.0 million in 2006 to $5.6 million in 2007.
Investment income increased to $10.2 million in 2007 from $10.0 million in 2006. Other deductions were
$4.6 million in 2007, a $6.6 million unfavorable variance from 2006. A significant portion of this decrease
was due to reversal of costs that had been recorded as grant revenues in 2006 ($3.3 million).

Nonoperating expense decreased $3.2 million from $71.8 million in 2006 to $68.6 million in 2007. The
decrease is due primarily to lower interest expense on outstanding bonds, as bonds continued to be repaid
with no additional bonds issued in 2007.

Fees and grants increased to $46.1 million in 2007, an increase of $14.3 million from 2006. The majority of
this increase was the result of completed underground infrastructure improvements for Shoreline and Burien
totaling $12.4 million.

Historical Revenue Available for Debt Service and Debt Sevvice Coverage, 2003-2007. Table 10 presents detailed
information on operating results for the five-year period 2003-2007, along with revenue available for debt
service. Revenue available for debt service is then used in Table 10 to calculate the debt service coverage ratio
in each of those years. Debt service on Parity Bonds increased from $105.7 million in 2003 to $128.2 million
in 2007, reflecting the increase in Parity Bonds outstanding during that period as the result of issuing
$284.9 million of the Department’s Improvement and Refunding Revenue Bonds, Series 2004. Debt service
on Subordinate Lien Bonds increased from $4.6 million to $8.4 million in 2007, reflecting the timing of
principal repayment and increase in interest rates during the period.
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Revenue available for debt service in 2003 and 2004 is adjusted to reflect the deferral of $300 million in
excess power costs incurred in 2001 and authorized by the City Council to be amortized over the next three
years. At the same time, the City Council provided that retail rates would remain at levels consistent with the
amortization of the excess power costs in 2002, 2003 and 2004. If the deferral and amortization of power
costs is taken into account in computing debt service coverage, then coverage over the 2003-2007 period was
1.92x Parity Bond debt service and 1.82x debt service on Parity Bonds and Subordinate Lien Bonds. During
the past five years, coverage ranged from a high of 2.51x Parity Bond debt service in 2006 to a low of 1.56x
Parity Bond debt service in 2003. If the deferral and amortization of excess power costs is not taken into
account, then debt service coverage on Parity Bonds has been at or above 2.00x debt service in all years except
2005, ranging from a low of 1.96 in 2005 to a high of 2.51 in 2006. Under City Council Resolution 30761
and Resolution 30933, it is City policy to set electric rates at a level that would achieve coverage of 2.0x on
both Parity Bonds and Subordinate Lien Bonds. As depicted in Table 10, that policy goal was achieved only
in 2006.
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TABLE 10
HISTORICAL DEBT SERVICE COVERAGE
($000) (UNAUDITED)

2003 2004 2005 2006 2007

Revenue Available for Debt Service $ 264,482 $ 295379 § 248916 $ 322,123 $ 256,422
Deferral/(Amortization) of Power Costs " (100,000)  (100,000) 0 0 0
Adjusted Revenue Available for Debt Service $ 164,482 $ 195379 § 248916 $ 322,123 $ 256,422
Debt Service:

Parity Bonds $ 105,719 $ 123,373 $ 127,076 $ 128,230 $ 128,216

Subordinate Lien Bonds 4,590 5,192 6,452 7,613 8,397
Total Debt Service $ 110,309 $ 128,565 $ 133,528 $ 135,843 $ 136,613
Debt Service Ratios (giving effect to deferral/amortization of power costs) :

Times Covered - Parity Bonds *) 1.56 1.58 1.96 2.51 2.00

Times Covered - Parity and Subordinate Lien Bonds ®) 1.49 1.52 1.86 2.37 1.88

(1) Deferral of $300 million in excess power costs from 2001 to 2002 (not shown), 2003 and 2004 was authorized by the City Council.

(2) Adjusted Revenue Available for Debt Service divided by Parity Bond Debt Service.

(3) Adjusted Revenue Available for Debt Service divided by the sum of Parity Bond Debt Service and Subordinate Lien Bond Debt Service.

Source:  Seattle City Light, Accounting Division
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Total Department Debt Service Requirements

As of December 1, 2008, there were outstanding $1,299,755,000 in Parity Bonds and $71,975,000 in
Subordinate Lien Bonds (all of which are expected to be refunded by the Bonds).

Principal of and interest on the Parity Bonds and the Subordinate Lien Bonds are payable from the Gross
Revenues of the Light System, after payment of reasonable charges for maintenance and operation of the
Light System. Maintenance and operation charges include the unconditional obligation to make payments
under certain power purchase contracts.

Principal and interest payments due on the Department’s outstanding Parity Bonds and Subordinate Lien
Bonds are shown in Table 11.
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TABLE 11
DEBT SERVICE REQUIREMENTS*

Outstanding Parity Bonds The Bonds Total Parity Bonds

Year Principal Interest Total Principal Interest Total Principal Interest Total

2008 64,620,000 $§ 44,691,894 $ 109,311,894 0 $ 0 3 0 $ 64,620,000 $ 44,691,894 § 109,311,894
2009 67,990,000 60,230,933 128,220,933 6,360,000 10,219,589 16,579,589 74,350,000 70,450,522 144,800,522
2010 71,525,000 56,693,264 128,218,264 9,210,000 13,260,163 22,470,163 80,735,000 69,953,426 150,688,426
2011 66,995,000 53,281,733 120,276,733 12,680,000 12,712,913 25,392,913 79,675,000 65,994,645 145,669,645
2012 66,850,000 50,249,108 117,099,108 13,485,000 12,058,788 25,543,788 80,335,000 62,307,895 142,642,895
2013 69,585,000 46,710,226 116,295,226 14,500,000 11,359,163 25,859,163 84,085,000 58,069,389 142,154,389
2014 70,060,000 43,069,820 113,129,820 15,340,000 10,613,163 25,953,163 85,400,000 53,682,983 139,082,983
2015 70,515,000 39,389,795 109,904,795 16,335,000 9,800,869 26,135,869 86,850,000 49,190,664 136,040,664
2016 71,250,000 35,622,020 106,872,020 15,155,000 8,993,200 24,148,200 86,405,000 44,615,220 131,020,220
2017 71,410,000 31,804,033 103,214,033 10,460,000 8,352,825 18,812,825 81,870,000 40,156,858 122,026,858
2018 70,610,000 28,313,283 98,923,283 11,045,000 7,815,200 18,860,200 81,655,000 36,128,483 117,783,483
2019 67,640,000 24,651,676 92,291,676 10,020,000 7,276,050 17,296,050 77,660,000 31,927,726 109,587,726
2020 65,495,000 21,256,189 86,751,189 10,560,000 6,735,825 17,295,825 76,055,000 27,992,014 104,047,014
2021 63,605,000 17,989,444 81,594,444 11,145,000 6,152,138 17,297,138 74,750,000 24,141,581 98,891,581
2022 62,495,000 14,822,891 77,317,891 10,220,000 5,564,600 15,784,600 72,715,000 20,387,491 93,102,491
2023 62,235,000 11,596,849 73,831,849 10,810,000 4,972,763 15,782,763 73,045,000 16,569,612 89,614,612
2024 63,170,000 8,381,356 71,551,356 11,465,000 4,318,025 15,783,025 74,635,000 12,699,381 87,334,381
2025 47,625,000 5,255,548 52,880,548 12,175,000 3,608,825 15,783,825 59,800,000 8,864,373 68,664,373
2026 41,895,000 2,760,869 44,655,869 12,910,000 2,872,413 15,782,413 54,805,000 5,633,281 60,438,281
2027 12,340,000 1,412,950 13,752,950 13,675,000 2,108,094 15,783,094 26,015,000 3,521,044 29,536,044
2028 12,945,000 808,944 13,753,944 14,485,000 1,298,494 15,783,494 27,430,000 2,107,438 29,537,438
2029 3,790,000 175,288 3,965,288 15,340,000 441,025 15,781,025 19,130,000 616,313 19,746,313
Total  $ 1,264,645,000 $ 599,168,109 $ 1,863,813,109 $ 257,375,000 $ 150,534,121 $ 407,909,121 $ 1,522,020,000 § 749,702,230 $ 2,271,722,230

* Includes the refunding of the Refunded Bonds, as described under "Use of Proceeds-Refunding Plan."
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CAPITAL REQUIREMENTS

The sections below describe the Capital Improvement Program (“CIP”) and the Five-Year Conservation
Action Plan that the Department intends to implement over the 2009-2014 period.

Generation. 'The Department plans to spend $272 million on generation system improvements during the
period 2009-2014. Capital improvements at the Boundary Project are expected to cost $53 million, and a
preliminary estimate of costs to comply with a new license expected in 2011 is $68 million. Capital spending
at the Skagit Project is expected to be $122 million over the six-year period, and environmental mitigation
projects required under the terms of the license for the Skagit Project are an additional $2 million.

Transmission. Over the next six years, the Department expects to spend about $95 million for expansion and
replacement of transmission plant.

Substations. Substation expansion and improvements are projected to cost $180 million over the 2009-2014
period. Major expenditures are planned to acquire land for and construct a new North Downtown
Substation. Projects also include the replacement of existing substation equipment to maintain reliability and
to increase capacity to provide for load growth.

Distribution. 'The Department plans to spend $966 million over the 2009-2014 period on improvements and
additions to its distribution system. A major portion of these expenditures will be required to relocate
infrastructure and provide capacity related to a number of large local transportation projects, including the
development of a light rail system by Sound Transit and relocating facilities on or adjacent to the Alaskan Way
viaduct. The Department expects to be reimbursed for a portion of these costs. Other planned projects
include construction of a new North Downtown Network, improvements to the downtown network
distribution system, service connections, and capacity additions.

General Plant.  Programmed expenditures of $145 million will support general plant improvements over the
2009-2014 period. Improvements in communications systems are budgeted at $13 million. Information
technology projects include Department-wide software upgrades, an enterprise performance management
system, and an outage management system, among others. A new asset management system will cost
approximately $10 million. Replacement of mobile equipment, which has been delayed over the past several
years, will require the expenditure of $48 million. A total of $10 million is expected to be spent for security
enhancements in the Department’s facilities.

High Ross Payment Amortization. In setting rates for the 2000-2003 period, the City Council directed the
Department to amortize the $21.8 million capital portion of the annual payment to B.C. Hydro under the
High Ross Agreement through 2035. See “Power Resources and Cost of Power—Department-Owned
Resources—Skagit Project.” Each year from 2000 through the final capital payment in 2020, $9.1 million of
the annual payment will be deferred and $12.7 million will be recognized as an expense. From 2021 through
2035, the deferred costs will be amortized through annual charges of $9.1 million. The deferred portion of
the payments to B.C. Hydro is treated as a component of capital requirements.

Conservation. Capital requirements include $240 million for the Five-Year Conservation Action Plan and
other conservation measures. This level of expenditure is expected to enable the Department to meet its
annual targets for energy savings through 2013. See “Power Resources and Cost of Power—Conservation.”

Financing. Capital requirements of $2.0 billion from 2009 through 2014 are expected to be financed
through a combination of net revenues from operations, contributions in aid of construction, external funding
of conservation programs, and the proceeds of the Bonds, Future Parity Bonds and Subordinate Lien Bonds.
In 2009, capital financing will be provided from the proceeds of the Bonds, contributions in aid of
construction, and external conservation funding. From 2009 through 2014, net revenue available for capital
funding is expected to total $656 million, or 33 percent of capital requirements. Bond proceeds are expected
to furnish 58 percent of capital financing over that period. The remainder of capital funding is projected to be
provided by contributions in aid of construction, reimbursement of costs for transportation-related projects,
and external conservation funding.
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IN THE PREPARATION OF THE PROJECTIONS IN TABLE 12, THE CITY HAS MADE CERTAIN ASSUMPTIONS WITH
RESPECT TO FUTURE CONDITIONS. WHILE THE CITY BELIEVES THESE ASSUMPTIONS ARE REASONABLE FOR
THE PURPOSE OF THE PROJECTIONS, ACTUAL RESULTS DEPEND UPON FUTURE CONDITIONS THAT MAY
DIFFER FROM THOSE ASSUMPTIONS. THE CITY DOES NOT REPRESENT OR GUARANTEE THAT ACTUAL
RESULTS WILL REPLICATE SUCH PROJECTIONS. THE ELECTRIC INDUSTRY HAS UNDERGONE SIGNIFICANT
CHANGES, AS DISCUSSED IN THIS OFFICIAL STATEMENT. POTENTIAL PURCHASERS OF THE BONDS SHOULD
NOT RELY ON THE PROJECTIONS IN THIS OFFICIAL STATEMENT AS STATEMENTS OF FACT. THE CITY HAS NOT
COMMITTED TO PROVIDE INVESTORS WITH UPDATED FORECASTS OR PROJECTIONS.

NEITHER THE DEPARTMENT’S INDEPENDENT AUDITORS, NOR ANY OTHER INDEPENDENT ACCOUNTANTS,
HAVE COMPILED, EXAMINED OR PERFORMED ANY PROCEDURES WITH RESPECT TO THE PROSPECTIVE
FINANCIAL INFORMATION CONTAINED HEREIN, NOR HAVE THEY EXPRESSED ANY OPINION OR ANY OTHER
FORM OF ASSURANCE ON SUCH INFORMATION OR ITS ACHIEVABILITY, AND ASSUME NO RESPONSIBILITY FOR,
AND DISCLAIM ANY ASSOCIATION WITH, THE PROSPECTIVE FINANCIAL INFORMATION.
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Generation

Skagit Plant Improvements
Boundary Plant Improvments
Environmental Mitigation
Other Generation

Total Generation

Transmission

Substation
North Downtown Substation
Other Substation

Total Substation

Distribution
Overhead Equipment
Regional Transit
Street and Floodlights
26 kV Conversion
Suburban Customers
Alaskan Way Viaduct

Pole

Replacements

Other Distribution

Network Additions and Services
Underground Projects

North Downtown Network
Capacity Additions

Service Connections

Total Distribution

General Plant

Emergency Operations Center
Security

Asset Management
Communications

Other General Plant
Information Technology
Vehicle Replacement

Total General Plant

Conservation
Deferred High Ross @
Deferred Relicensing Costs

Total Expenditure

Sources of Funds
Revenue Available for Debt Service

Less
Less
Less
Less
Less

Revenue Available for Capital Projects

Proceeds from Contributions

: Debt Service

: City Taxes

: Bond Reserve Deposits

: Contingency Reserve Deposits
: Other Funds Required

(2)

Funding from Bond Proceeds

Total Funding for Capital Projects

TABLE 12
ADOPTED CAPITAL IMPROVEMENT AND CONSERVATION PROGRAMS 2009-2014

(000S)
2009 2010 2011 2012 2013 2014 Total
$ 15759 § 7923 $§ 7084 $ 42530 41,046 $ 7,956 122,297
5,062 14,484 10,629 7,859 5,156 9,775 52,964
1,331 1,250 1,256 8,702 31,164 31,868 75,570
3,144 3,467 4575 3,944 2,484 3,748 21,361
25295 $ 27,124 $ 23543 S 63,035 79.850 S$ 53,346 272,192
5239 S8 6,583 9415 § 28,801 29292 $ 15551 94,881
$ 35346 S 15108 $§ 2150 $ 11914 19,889 $ 16,188 100,595
11,927 16,145 16,630 15,012 10,346 9,166 79,225
$ 47273 $ 31253 $ 18780 $ 26,926 30235 $§ 25353 179,820
$ 752 ¢ 771§ 1023 $ 1,034 1,058 $ 1,138 5,776
4,375 2,559 1,244 517 0 0 8,695
3,500 3,499 2,624 2,624 2,663 2,969 17,879
2,967 3,517 3,790 3,875 3,962 3,104 21214
5,397 6,881 6,605 2,458 0 0 21,342
5,145 5,080 3,827 3913 3,786 3,871 25,622
3,466 3,460 6,194 6,334 6,476 6,621 32,551
14,143 11,551 11,435 11,906 15,519 18,965 83,519
15,390 20,272 18,195 18,603 19,021 19,501 110,982
14,114 17,232 26,647 20,818 15,163 17,203 111,177
1,111 3,504 29,428 31,118 37,966 44,532 147,659
28,556 30,376 30,503 27,278 27,240 35,813 179,767
18,654 24,587 36,631 44927 46,424 28,243 199,466
$ 117,571 $ 133,290 §$ 178,144 $ 175406 179,278 $ 181,961 965,650
$ 503 $ 0 $ 0 $ 0 0 S 0 503
4,586 1,729 2,137 649 642 466 10,209
3,935 4778 1,665 41 42 0 10,461
2,068 2,222 2219 2276 2,327 2276 13,386
7,274 5,768 5,368 4338 5,165 2,781 30,694
9,711 8,114 4,478 2,903 2,968 3,035 31211
7,191 6,457 8,269 8,736 8,932 8,750 48,335
$ 35267 S 29068 $ 24137 $ 18,944 20,076 $ 17,308 144,799
$ 29547 $§ 36876 $ 40934 $ 42276 44421 $ 45467 239,521
9,103 9,103 9,103 9,103 9,103 9,103 54,620
13,888 9,163 8,197 1216 1,110 1,131 34,705
$ 283182 § 282461 $ 312,253 S 365,706 $ 393,365 $ 349,222 1,986,189
$ 245878 $ 309,954 $ 305243 $ 325022 $ 358,196 $ 389,121 1,933,416
$ 145,637 § 152,623 § 152,622 §$ 162,511 179,098 $ 194,560 987,051
34,404 38,706 40,820 42,717 44712 45,809 247,168
0 0 0 0 0 0 0
0 0 0 0 0 0 0
2,037 13,799 7,594 7,538 7,937 4786 43,691
$ 63,800 $ 104,826 $ 104,207 $ 112256 126,449 $ 143,965 655,504
39,636 41,487 37,213 27,503 21,759 16,495 184,093
179,746 136,148 170,833 225947 245,156 188,761 1,146,591
$ 283,182 $ 282461 $ 312253 S 365,706 $ 393365 $ 349222 1,986,189
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FOOTNOTES TO TABLE 12:

(1) The City Council has directed the Department to defer and amortize the capital portion of annual payments to B.C.
Hydro under the High Ross Agreement over a period extending through 2035. From 2000 until the final capital
payment is made in 2020, the Department will defer $9.1 million in High Ross costs. See “Power Resources and
Cost of Power—Department-Owned Resources.”

(2) Includes contributions in aid of construction and customer payments for conservation. Also included are payments
received from BPA to purchase conservation savings. See “Power Resources and Cost of Power—Conservation.”

Source:  Seattle City Light, Finance Division

ENVIRONMENTAL MATTERS

Impact of Environmental Matters

Environmental responsibility and stewardship are identified as corporate values in the Department’s mission,
strategic and business planning efforts. The Department manages its legal obligations for environmental
protection through programs that are expected to produce compliance with regulations. Although the
Department cannot predict the outcome or effect of the matters described in this section, the Department
does not expect that any of these matters will affect adversely its ability to pay the principal of and interest on
the Bonds.

Waste Management and Disposal Issues

Routine operations in connection with the generation and delivery of electric power are regulated by federal,
state and local laws that prescribe standards, work practices and training requirements and require extensive
documentation to ensure the protection of the environment and human health. Noncompliance creates the
potential for violations that can result in civil and criminal penalties and substantial fines. Some of these laws
also impose strict liability for environmentally damaging releases, including costs of investigation and cleanup,
damages, restoration, and the costs of agency oversight and enforcement.

Department operations generate a variety of wastes including hazardous wastes. However, the Department’s
efforts have reduced hazardous waste generation and disposal costs and the Department maintains those
reduced levels. The Department promotes compliance with federal and State hazardous waste regulations
through use of operations manuals, staff training and periodic internal inspections or audits. During internal
inspections, compliance with other laws, including the Toxic Substances Control Act, Clean Water Act and
Underground Storage Tank regulations, is monitored.

Contaminated Site Liability

In 2001, the United States Environmental Protection Agency listed the Lower Duwamish Waterway as a
Superfund site. In anticipation of this listing, the City (through the Department and Seattle Public Utilities),
King County, the Port of Seattle, and the Boeing Company entered into a voluntary administrative consent
order with the EPA and the State Department of Ecology to perform a remedial investigation and feasibility
study (“RI/FS”) along the Lower Duwamish Waterway. As of December 31, 2007, the Department had
recorded a $5.6 million environmental liability for its share of actual and estimated future costs associated with
the RI/FS. This amount will be evaluated annually and is subject to adjustment based on future
developments. It is likely that the Department will be liable for a portion of the costs of future remediation of
the Lower Duwamish site. The Department will be liable for some costs of remediation of an area known as
Slip 4, due to the Department’s ownership and operation of the Georgetown Steam Plant, which was
decommissioned in 1980. The City is taking the lead role in further investigation of contamination at Slip 4.
A preliminary estimate of the total cost of investigating and remediating Slip 4 sediments is $10 million to
$15 million. The Department also will be liable for some of the costs of remediating sediments in an area
known as Terminal 117, adjacent to a former asphalt plant. The Port of Seattle has taken the lead role in
further investigation of Terminal 117. A preliminary estimate of the total cost of investigating and
remediating Terminal 117 sediments, upland and streets is $28 million to $38 million. The City has executed
a settlement with the Port of Seattle and with the former owner-operators of the asphalt plant. In the

44



settlement, the Port of Seattle agreed to pay 60 percent and the City agreed to pay 40 percent of future costs
for most of the site. The City agreed to pay all future costs for removal of contamination that was conveyed
from the site into City streets by vehicles. The Department expects to share the costs of investigating and
remediating contamination of Slip 4 and Terminal 117 with other responsible parties; however, the extent of
such sharing or later recovery of costs is not known at this time. The Boeing Company has discovered PCB
contamination on its Plant IT property, some of which Boeing attributes to a substation operated by the
Department. The Department has investigated and believes it is unlikely that the PCBs came from the
substation; however, work to determine the source and the extent of the contamination is ongoing. If the
substation is determined to be a source of the contamination, then the Department may be liable for some of
the costs of investigation and remediation.

No assurances can be given that other contaminated sites do not exist or will not be discovered in the future.
The Department’s policy has been to undertake voluntary cleanup action when contamination is discovered
during maintenance and construction.

Endangered Species Act Issues

A number of fish species inhabit the waters where hydroelectric projects are owned by the Department, or
from which the Department purchases power. Three species have been listed under the Endangered Species
Act (“ESA”) as either “threatened” or “endangered.” Additional species may be listed in the future. The
overall long-run implications of these listings are difficult to assess. Two legal mechanisms that typically come
into play and that could affect the Department’s operations are the Section 7 “consultation” requirement and
the Section 9 “take” prohibition. Where an activity that may affect a listed species has a federal “nexus”—that
is, where an activity is undertaken, permitted or funded by a federal agency—that agency is required to consult
with either the National Oceanic and Atmospheric Administration (“NOAA Fisheries,” formerly the National
Marine Fisheries Service) for salmon and steelhead or the U.S. Fish and Wildlife Service (“USFWS”) for
freshwater species including bull trout. The purpose of the consultation is to ensure that the activity will not
“jeopardize” the continued existence of the species or adversely modify its critical habitat. Biological Opinions
are prepared, in appropriate cases, and mandatory conditions may be placed on the conduct of the activity or
project in order to avoid causing jeopardy. A FERC decision to issue a hydroelectric project license, or license
amendment, has a nexus with ESA and triggers Section 7 consultation. Section 7 consultation can also be
triggered through maintenance actions requiring permits with the Corps and through new information in
species impacts identified by NOAA Fisheries, USFWS, the licensee, or third parties.

Columbin and Snake River Anadromous Fish Issues. There are three federal “action agencies” responsible for
the operation of the Federal System: the Corps, the Bureau of Reclamation, and BPA. These agencies have
been engaged in consultation for a number of years, and NOAA Fisheries has been required as a result of
litigation to develop a series of Biological Opinions relating to the Columbia and Snake River fisheries. In
1995, NOAA Fisheries developed a broad species recovery plan, including recommendations for upstream
and downstream passage requirements. These requirements include minimum flow targets for the entire
Columbia Basin designed to maximize the survival of downstream migrating juvenile salmon and steelhead
and upstream migrating adult salmon and steelhead. NOAA Fisheries and USFWS developed supplemental
recovery plans in 1998 and 2000 that identified reasonable and prudent alternatives to protect and recover not
only listed salmon and steelhead but also bull trout and sturgeon, which have been listed under the ESA in the
Columbia River Basin. Final Biological Opinions for the Columbia-Snake River Basin were released by
NOAA Fisheries on May 8, 2008. Two of these Biological Opinions govern the federal operation of
14 hydropower dams in the Columbia River system, while the third governs salmon harvest by the states and
tribes. These final Biological Opinions are expected to remain in effect until at least 2018.

The Department’s power generation at the Boundary Project has been affected by the salmon and steelhead
recovery plans and the Biological Opinions on which they were based. Specifically, the Biological Opinions
require reservoirs upstream from the Boundary Project to store more water during the winter for release in the
spring and summer when it is needed for downstream juvenile fish migration. Generation at the Boundary
Project therefore is reduced in the fall and winter, when the region experiences its highest sustained energy
demand. Due to the recommendations of the Biological Opinions, the water not released in the fall and
winter on the Pend Oreille River is released in the spring and summer, when it is sometimes spilled because
the Boundary Project does not have sufficient hydraulic capacity to use all the available water for generation.
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This results in a reduction in the Boundary Project’s firm capability under the terms of the Coordination
Agreement. See “Power Resources and Cost of Power—Overview of Resources.” New Biological Opinions
to support recovery plans are expected to result in changes in flows that could have an impact on the
Boundary Project.  Such Biological Opinions may have similar effects on the amounts the Department
receives under contracts with Grant PUD and BPA.

Other Endangered Species Issues.  Other ESA fish listings that may affect Department operations include bull
trout, chinook salmon and steelhead in Puget Sound. Bull trout, which were listed as threatened species in
1999 by the USEFWS, have a wide geographic range in the Pacific Northwest, and populations are present in
most of the reservoirs and all of the rivers where the Department’s hydroelectric generation facilities are
located, including all three reservoirs of the Skagit Project. The Skagit River populations are recognized as
being among the healthiest in the United States due to excellent habitat conditions, cold water temperatures
and an abundant food supply. Bull trout are also found in the Chester Morse Lake and the Cedar River in the
vicinity of the Cedar Falls Project. This species is also occasionally observed in the South Fork Tolt River,
downstream of the Tolt Project. The Skagit River downstream of the Skagit Project was listed as Critical
Habitat for bull trout by the USFWS, as were the major tributaries to the three project reservoirs. The Skagit,
Cedar and Tolt reservoirs were excluded from the Critical Habitat designation.

Chinook salmon were listed as threatened by NOAA Fisheries in 1999, and are present in the Skagit, Cedar
and Tolt Rivers downstream of the Department’s hydroelectric facilities. Chinook salmon populations
increased to 25-year-high levels on the Skagit River from 2004 through 2006. The Skagit River downstream
of the Skagit Project continues to sustain the largest native population of chinook salmon in the Puget Sound
region. The Skagit, Cedar and Tolt Rivers downstream of the Department’s hydroelectric facilities were
designated as Critical Habitat for chinook salmon by NOAA Fisheries. The Department’s hydroelectric
facilities on the Skagit and Tolt Rivers are located above natural passage barriers to salmon and steelhead.

Steelhead were listed as threatened by NOAA Fisheries in 2007. Steelhead are located in the Skagit, Cedar
and Tolt Rivers downstream of the Department’s hydroelectric facilities. Steelhead populations have declined
to 25-year-low levels in most Puget Sound rivers.

While it is unclear how these listings might affect operations, actions already taken by the Department may
mitigate the potential adverse impacts on its operations. On the Cedar River, the Department’s activities are
covered by a Habitat Conservation Plan that authorizes operations with regard to all listed species of the
Cedar Falls Project and by an incidental take permit. Both the Skagit Project and the Tolt Project were
licensed through a collaborative process involving State and federal regulatory agencies, including NOAA
Fisheries and USFWS, and tribes. These agreements include extensive measures to protect fish, including
complex flow controls and non-flow measures such as habitat restoration and research and monitoring. In
addition, the Department is continuing an ESA Early Action program that is supporting the recovery of bull
trout, chinook salmon and steelhead populations in the Skagit and Tolt watersheds. This program has funded
several major habitat restoration projects for the three listed fish species in the Skagit and Tolt watersheds.
The Department has also acquired over 2,000 acres of high quality habitat for listed species in these
watersheds for permanent conservation protections. Monitoring studies by the Department are continuing in
partnership with the State Department of Fish and Wildlife, the Skagit River System Co-op, and the
University of Washington to determine the population status and any potential impacts of the hydroelectric
projects on bull trout, chinook salmon and steelhead downstream of the Skagit Project and its reservoirs.
These studies will be used to develop management plans and mitigation procedures in cooperation with State
and federal agencies to reduce or eliminate the impacts of project operations on these listed species.

Bull trout are also found in the vicinity of the Boundary Project. The license for the Boundary Project expires
in 2011 and the Department is currently preparing for the relicensing process. Bull trout studies are being
conducted in support of relicensing, but it is too early to know if and to what extent bull trout protection
measures will be necessary or how they could affect power generation.

Clean Water Act Issues

ection of the federal Clean Water Act requires states to provide a “water quality certification” regardin
Section 401 of the federal Clean Water Act req tates to provide a “water qual tifi ” regarding

compliance of discharges with State water quality requirements as a precondition for federal actions including
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licensing of hydroelectric projects. The purpose of the certification is to ensure that the project complies with
State water quality standards. These standards address various physical and chemical parameters, and
Section 401 also has been interpreted to authorize states to condition their certification on maintenance of a
minimum stream flow determined to be necessary to protect fish.

An agreement with State and federal agencies was reached on minimum flows for the Newhalem Project, and
incorporated into the FERC license issued in 1997. These minimum flows were a condition of the
Section 401 certification issued in 1996. The State Department of Ecology implemented new water quality
standards for the State in 2007. The new standards are intended to protect aquatic uses, including federally-
listed fish species such as bull trout, chinook salmon and steelhead. Water quality studies at the Boundary
Project are currently underway in support of the relicensing process. The Department also participates in
other water quality regulatory processes. It is unknown to what extent these issues may affect power
generation capability pursuant to a new license.

Renewable Energy and Carbon Dioxide Mitigation

The City Council has passed resolutions committing the Department to acquire new renewable resources,
setting a goal of meeting the incremental electric energy needs of the City with no net greenhouse gas
emissions. In response, the Department has signed contracts to acquire greenhouse gas offsets (i.e., a
reduction in greenhouse gas emissions at one location to compensate for emissions at another location) and
has purchased output and associated environmental attributes from the Stateline Wind Project in eastern
Washington and Oregon and the Sierra Pacific Industries Burlington Biomass Facility in northwest
Washington. See “Power Resources and Cost of Power—Purchased Power Arrangements—Stateline Wind
Project.”

The Department’s GreenUp program offers customers the opportunity to support the acquisition of
additional renewable resources, as required by State law. See “Financial Information—Retail Rates—
Voluntary Green Power Program.” The Department uses funding from the GreenUp program to purchase
renewable energy credits to promote the development of new renewable energy sources. See “Power
Resources and Cost of Power—Integrated Resource Plan” and “—Renewable Portfolio Standards and 1-937.”

DEVELOPMENTS AFFECTING THE ELECTRIC UTILITY INDUSTRY

General

The electric utility industry in the United States is in a period of significant change, resulting in part from
actions taken by legislative and regulatory bodies at the national, regional, state and local levels. The industry
also is being affected by a variety of other factors that can have an impact on the financial condition of electric
utilities, including the effects of increased competition in certain sectors of the industry, such as the wholesale
electric energy markets; changes in the availability and cost of fuels such as natural gas; changes in the
availability of and demand for electric energy generally, as a result of economic, demographic, regulatory,
weather and other factors; regional electric energy shortages; climate change; reliability standards; and the
costs and operational impacts of endangered species, environmental, safety, licensing and other federal, state
and local laws and regulations.

The Department cannot predict what effects such factors will have on its operations and financial condition,
but the effects could be significant. The following is a brief discussion of certain of these factors. However,
this discussion does not purport to be comprehensive or definitive, and these matters are subject to change
subsequent to the date hereof. Extensive information on the electric utility industry is available from the
various regulatory bodies and other sources in the public domain.

Climate Change

Greenhouse Gas Emissions.  'The Department’s resource mix is more than 90 percent hydro-based generation,
and has only a small amount of thermal generation in its portfolio. The Department is studying how the
predicted impacts of climate change may affect snowpack and rainfall in the region and thus output from its
hydro-based generation.
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Federal legislation has been proposed that allocates allowances for greenhouse gas emissions by electric
utilities based primarily on historic emissions. Such proposals may result in the Department and its ratepayers
shouldering the burden for reducing emissions (through investment in conservation and environmental
mitigation for hydro-based generation resources) without receiving future allowances. The Department
anticipates that the State will join other western states in developing a region-wide greenhouse gas emission
trading program through the Western Climate Initiative, with or without federal legislation.

Recent Federal Regulations

Mandatory Relinbility Standards. The Energy Policy Act of 2005 (“EPAct”) made fundamental changes in
the federal regulation of the electric utility industry, particularly with regard to transmission access, market
behavior, mandatory reliability standards, and the application of these standards to municipal utilities,
including the Department. EPAct authorized FERC to certify and oversee an Electric Reliability
Organization (“ERO”) to set and enforce mandatory reliability standards in North America. FERC has
certified the North American Electric Reliability Corporation (“NERC”) as the ERO. The ERO can delegate
enforcement authority to regional reliability organizations (“RROs”). The Western Electricity Coordinating
Council (“WECC”) is the RRO for the western interconnect, which extends from Canada to Mexico and
includes the Department’s service area.

Prohibition on Market Manipulation. EPAct prohibits entities, including municipal utilities such as the
Department, from using any manipulative or deceptive device or contrivance, in connection with the purchase
or sale of electric energy or the purchase or sale of transmission. In 2006, FERC issued a final rule that makes
it unlawful for any entity, directly or indirectly, in connection with transactions subject to FERC jurisdiction:
(1) to defraud using any device, scheme or artifice; (ii) to make any untrue statement of material fact or omit a
material fact; or (ili) to engage in any act, practice or course of business that operates or would operate as a
fraud or deceit.

Compliance. With respect to reliability standards, the Department recently underwent a compliance audit.
The WECC’s audit report indicates four “possible violations” by the Department out of approximately
540 requirements examined by the auditors. Because the WECC has not issued an official Notice of Alleged
Violations, the Department’s liability is unknown at this time. With respect to anti-manipulation
requirements, the Department has established a biennial training program for all affected employees. In
addition, the Department has a Chief Compliance Officer who is responsible for federal regulatory compliance
matters, including NERC reliability standards and anti-manipulation rules.

THE CITY OF SEATTLE

The following provides general information about the City.

Municipal Government

Incorporated in 1869, the City is the largest city in the Pacific Northwest and is the seat of King County. The
City’s elected officials include a mayor, nine City Council members and a city attorney. These officials are
elected at large to four-year terms. The City provides four utility services funded by rates and charges:
clectricity, water, drainage and wastewater, and solid waste.

Financial Management

City financial management functions are provided by the Department of Finance and the Department of
Executive Administration. Dwight D. Dively is the Director of Finance. Mr. Dively is a graduate of Rose-
Hulman Institute of Technology, holds a master’s degree from Princeton University in public affairs and is a
Ph.C. in civil engineering at the University of Washington.

Accounting. The accounting and reporting policies of the City conform to generally accepted accounting

principles for municipal governments and are regulated by the State Auditor’s Office, which maintains a

resident staft at the City to perform a continual current audit as well as the annual post-fiscal year audit of City
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financial operations. The Department of Finance maintains general supervision over the financial affairs of the

City.

Auditing. The State Auditor is required to examine the affairs of all local governments at least once every
three years; the City is audited annually. The examination must include, among other things, the financial
condition and resources of the City, compliance with the laws and Constitution of the State, 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 Department of Finance. In addition, the City’s utilities are
audited annually by an external auditor.

Municipal Budget. City operations are guided by a budget prepared under the direction of the Mayor by the
Department of Finance pursuant to State statute (chapter 35.32A RCW). The proposed budget is submitted
to the City Council by the Mayor each year not later than 90 days prior to the beginning of the next fiscal
year. Currently the fiscal year of the City is from January 1 through December 31. The City Council
considers the proposed budget, holds public hearings on its contents and may alter and revise the budget at its
discretion, subject to the State requirement that budgeted revenues must at least equal expenditures. The City
Council is required to adopt the budget at least 30 days before the beginning of the next fiscal year; the 2008
budget was adopted on November 19, 2007.

Investments. The information in this section does not pertain to pension funds, which are administered by
the Seattle City Employees’ Retirement System (see “Pension System”), and the proceeds of certain debt that
are administered by trustee service providers.

All cash-related transactions for the City, including its utilities, are administered by the Treasury Division of
the Department of Executive Administration. City cash is deposited into a single bank account and cash
expenditures are paid from a consolidated disbursement account. Investments of temporarily idle cash may be
made, according to existing City Council-approved policies, by the Treasury Division in the following
securities:

(1) U.S. Treasury and agency issues;

(it) bankers’ acceptances sold on the secondary market;

(iii) repurchase and reverse repurchase agreements, when structured with securities eligible for purchase
and when executed under an approved Master Repurchase Agreement with selected primary dealers;
and

(iv) commercial paper purchased in the secondary market which has received the highest ratings of at least

two nationally recognized rating agencies.

State statutes, City ordinances and Department of Executive Administration policies require the City to
minimize market risks by safekeeping all purchased securities according to governmental standards for public
institutions and by maintaining safety and liquidity above consideration for returns. Under its current policy,
the City may hold up to 25 percent of its portfolio in commercial paper. Most of the City's current
commercial paper investments are asset-backed. The three primary rating agencies have not downgraded any
of the commercial paper investments currently held within the investment portfolio since their acquisition.
Current City investment policies require periodic reporting on the City’s investment portfolio to the Mayor
and the City Council. The City’s investment operations are reviewed by the City Auditor and by the State
Auditor.

As of September 30, 2008, the combined investment portfolios of the City totaled $995.5 million at book
value. The City’s cash pool is constituted solely of City funds. The City does not invest any funds in other
pools, with the exception of tax collection receipts initially held by the County. For 2007, the yield on the
City’s consolidated pool of investments was 5.1 percent. As of September 30, 2008, the average maturity date
of the portfolio was August 29, 2010. Approximately 30.3 percent, or $301.8 million, was invested in
securities with maturities of three months or less. The City held no securities with maturities longer than
15 years.
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Investments were allocated as follows:

Government-Sponsored Enterprises 78.9%
Commercial Paper 12.0
Repurchase Agreements 7.5
U.S. Treasuries 1.6

Interfund Loans.  City ordinances authorize the Director of Finance to approve interfund loans for a duration
of up to 90 days and to establish a rate of interest on such loans. Extension or renewal of interfund loans
requires City Council approval by ordinance. The Director of Finance also is authorized by City ordinance to
make loans to individual funds participating in a common investment portfolio by carrying funds in a negative
cash position for a period of up to 90 days, or for a longer period upon approval by ordinance, to the extent
that such loans can be supported prudently by the common investment portfolio and the borrowing fund is
reasonably expected to be able to repay the loan. Loans of this type bear interest at the common investment
portfolio’s rate of return.

Risk Management

The City purchases excess liability insurance to address general, automobile, operational, third-party claims,
professional, public official, employment practices, and other exposures common to a public entity. The
policies provide $30 million limits above a $5 million self-insured retention per occurrence. The City
purchases all risk property insurance, including earthquake and flood, that provides up to $500 million in
limits subject to a schedule of deductibles and sublimits.

The City also purchases insurance for fiduciary, crime liability, inland marine, volunteers, workers
compensation, foreign and domestic travel for employees, several accidental death and dismemberment
policies, and other exposures. Bonds are purchased for public officials, notaries public and pension exposures.

The Department and Seattle Public Utilities are included in all of these programs, and insured in the same
manner as all departments and functions. The notable exclusions for the Department are failure to supply
power, downstream exposure from hydroelectric dams, and property coverage for the dam structures.

Pension System

City employees are covered by one of the following defined benefit pension plans: Seattle City Employees’
Retirement System (“SCERS”), Firemen’s Pension Fund, Police Relief and Pension Fund, and Law
Enforcement Officers’ and Fire Fighters® Retirement System (“LEOFF”). The first three are administered by
the City; the State administers LEOFF through the Department of Retirement Systems. Information about
LEOFF is available from the State by calling (800) 547-6657.

Nearly all permanent non-uniformed City employees participate in SCERS, a single-employer, defined-benefit
retirement system. The payroll for City employees covered by SCERS for the year ended December 31,
2007, was $534.7 million; total City payroll was $762.3 million. Participating City employees are required to
contribute 8.03 percent of their annual base salary to SCERS, which is matched by a comparable City
contribution.  Combined employee and employer contributions to SCERS totaled approximately
$80.8 million for the year ended December 31, 2007. The latest actuarial evaluation of SCERS was
conducted by Milliman as of January 1, 2008. This showed the actuarial value of net assets available for
benefits was $2.119 billion and the actuarial value for accrued liabilities was $2.295 billion, leaving an
unfunded accrued actuarial liability of approximately $175 million. The resulting funding ratio was
92 .4 percent.

The Firemen’s Pension Fund and the Police Relief and Pension Fund are single-employer pension plans that
were established by the City in compliance with State law. Since the effective date of LEOFF in 1970, no
payroll for employees was covered under these City plans, and the primary liability for pension benefits for
these City plans shifted from the City to the State. However, the City was still liable for all benefits of
employees in service at that time plus certain future benefits. The City's contribution to these City plans and
for medical benefits associated with these plans in 2007 was $34.1 million; there were no current member
contributions. The City has been pre-funding future pension obligations in the Firemen’s Pension Fund.
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Post-Employment Retirement Benefits

The City’s liability for other post-employment benefits (“OPEB”) is limited to the implicit rate subsidy for
retiree health benefits, which is the difference between (i) what retirees pay for their health insurance as a
result of their inclusion with active employees for rate-setting purposes, and (ii) the estimated required
premiums if their rates were set based on claims experience of the retirees as a separate group. The City is
assessing its OPEB liability to satisty the expanded reporting requirements specified by the Governmental
Accounting Standards Board Statement No. 45 (“GASB 45”). While GASB 45 requires reporting and
disclosure of the unfunded OPEB liability, it does not require that it be funded. In conformance with
GASB 45 requirements, the City began reporting its OPEB liability beginning with the fiscal year ended
December 31, 2007.

The City engaged Aon Consulting to prepare an actuarial study quantifying the City’s OPEB liability. The
study was completed on July 5, 2006, and concluded that as of the actuarial valuation date of January 1, 2006,
the City’s unfunded actuarial accrued liability, under its current pay-as-you-go policy, was equal to
$84.3 million. In fiscal year 2007, the City contributed approximately $1.4 million for these benefits on a
pay-as-you-go basis. According to the actuarial study, the City’s annual required contribution in fiscal year
2007 to tund this liability was $9.3 million.

Labor Relations

The City has 35 separate departments and offices with approximately 12,000 regular and temporary
employees. Twenty-five different unions and 45 bargaining units represent approximately 83 percent of the
City’s regular employees. In April 2008, the City reached an agreement with the Seattle Police Officers’
Guild. Negotiations are underway with Firefighters Local 27, Fire Chiefs Local 2898, and the Seattle Police
Management Association for contracts that expire in December 2008. The City has reached an agreement
with the International Brotherhood of Electrical Workers for a new contract that would begin in January
2009. The City has finalized most of its contracts with represented general employees through December 31,
2010.

INITIATIVE AND REFERENDUM

Under the State Constitution, Washington voters may initiate legislation (either directly to the voters, or to the
Legislature and then, if not enacted, to the voters) and require the Legislature to refer legislation to the voters
through the powers of initiative and referendum, respectively. Any law approved in this manner by a majority
of the voters may not be amended or repealed by the Legislature within a period of two years following
enactment, except by a vote of two-thirds of all the members elected to each house of the Legislature. After
two years, the law is subject to amendment or repeal by the Legislature in the same manner as other laws.
The Washington State Constitution may not be amended by initiative.

Initiatives and referenda are submitted to the voters upon receipt of a petition signed by at least eight percent
(initiative) and four percent (referenda) of the number of voters registered and voting for the office of Governor
at the preceding regular gubernatorial election.

In recent years, several state-wide initiative petitions to repeal or reduce the growth of taxes and fees, including
City taxes, have garnered sufficient signatures to reach the ballot. Some of those tax and fee initiative measures
have been approved by the voters and, of those, some remain in effect while others have been invalidated by the
courts. Tax and fee initiative measures continue to be filed, but it cannot be predicted whether any more such
initiatives might gain sufficient signatures to qualify for submission to the Legislature and/or the voters or, if
submitted, whether they ultimately would become law.

A ballot initiative known as Initiative 937 (“I-937”) was approved by State voters in November 2006. Under I-

937, utilities with a retail load of more than 25,000 customers, such as the Department, are required to use
eligible renewable resources or acquire equivalent renewable energy credits, or a combination of both, to serve a
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certain portion of their load. See “Power Resources and Cost of Power—Renewable Portfolio Standards and I-
9377

Under the City Charter, Seattle voters may initiate City Charter amendments and local legislation, including
modifications to existing legislation, and through referendum may prevent legislation passed by the City Council
from becoming law.

LEGAL AND TAX INFORMATION

Bond Litigation

There is no litigation pending with process properly served on the City questioning the validity of the Bonds
or the power and authority of the City to issue the Bonds.

Approval of Counsel

Legal matters incident to the authorization, issuance and sale of the Bonds by the City are subject to the
approving legal opinion of Foster Pepper PLLC, Bond Counsel. A form of the opinion of such firm with
respect to the Bonds is attached hereto as Appendix B. The opinion of Bond Counsel is given based on
factual representations made to Bond Counsel and under existing law as of the date of initial delivery of the
Bonds, and Bond Counsel assumes no obligation to revise or supplement its opinion to reflect any facts or
circumstances that may thereafter come to its attention, or any changes in law that may thereafter occur. The
opinion of Bond Counsel is an expression of professional judgment on the matters expressly addressed in such
opinion and does not constitute a guarantee of result. Bond Counsel will be compensated only upon the
issuance and sale of the Bonds.

Tax Exemption

Exclusion from Gross Income. In the opinion of Bond Counsel, under existing federal law and assuming
compliance with applicable requirements of the Internal Revenue Code of 1986, as amended (the “Code”),
that must be satisfied subsequent to the issue date of the Bonds, interest on the Bonds will be excluded from
gross income for federal income tax purposes and is not an item of tax preference for purposes of the
alternative minimum tax applicable to individuals.

Continuing Requivements. The City is required to comply with certain requirements of the Code after the
date of issuance of the Bonds in order to maintain the exclusion of the interest on the Bonds from gross
income for federal income tax purposes, including, without limitation, requirements concerning the qualified
use of Bond proceeds and the facilities financed or refinanced with Bond proceeds, limitations on investing
gross proceeds of the Bonds in higher yielding investments in certain circumstances, and the requirement to
comply with the arbitrage rebate requirement to the extent applicable to the Bonds. The City has covenanted
in the Bond Ordinance to comply with those requirements, but if the City fails to comply with those
requirements, interest on the Bonds could become taxable retroactive to the date of issuance of the Bonds.
Bond Counsel has not undertaken and does not undertake to monitor the City’s compliance with such
requirements.

Corporate Alternative Minimum Tax. While interest on the Bonds also is not an item of tax preference for
purposes of the alternative minimum tax applicable to corporations, under Section 55 of the Code, tax-exempt
interest, including interest on the Bonds, received by corporations is taken into account in the computation of
adjusted current earnings for purposes of the alternative minimum tax applicable to corporations (as defined
for federal income tax purposes). Under the Code, alternative minimum taxable income of a corporation will
be increased by 75 percent of the excess of the corporation’s adjusted current earnings (including any tax-
exempt interest) over the corporation’s alternative minimum taxable income determined without regard to
such increase. A corporation’s alternative minimum taxable income, so computed, that is in excess of an
exemption of $40,000, which exemption will be reduced (but not below zero) by 25 percent of the amount
by which the corporation’s alternative minimum taxable income exceeds $150,000, is then subject to a
20 percent minimum tax.
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A small business corporation is exempt from the corporate alternative minimum tax for any taxable year beginning
after December 31, 1997, if its average annual gross receipts during the three-taxable-year period beginning after
December 31, 1993, did not exceed $5,000,000, and its average annual gross receipts during each successive
three-taxable-year period thereafter ending before the relevant taxable year did not exceed $7,500,000.

Tax on Certain Passive Investment Income of S Corporations. Under Section 1375 of the Code, certain excess
net passive investment income, including interest on the Bonds, received by an S corporation (a corporation
treated as a partnership for most federal tax purposes) that has Subchapter C earnings and profits at the close
of the taxable year may be subject to federal income taxation at the highest rate applicable to corporations if
more than 25 percent of the gross receipts of such S corporation is passive investment income.

Foreign Branch Profits Tax. Interest on the Bonds may be subject to the foreign branch profits tax imposed
by Section 884 of the Code when the Bonds are owned by, and effectively connected with a trade or business
of, a United States branch of a foreign corporation.

Possible Consequences of Tax Compliance Audit. The Internal Revenue Service (the “IRS”) has established a general
audit program to determine whether issuers of tax-exempt obligations, such as the Bonds, are in compliance with
requirements of the Code that must be satisfied in order for interest on those obligations to be, and continue to
be, excluded from gross income for federal income tax purposes. Bond Counsel cannot predict whether the IRS
would commence an audit of the Bonds. Depending on all the facts and circumstances and the type of audit
involved, it is possible that commencement of an audit of the Bonds could adversely affect the market value and
liquidity of the Bonds until the audit is concluded, regardless of its ultimate outcome.

Original Issue Discount. 'The Bonds maturing on April 1 in the years 2018 and 2020 through and including
2023, and the Term Bonds maturing on April 1, 2025, and April 1, 2029, have been sold at prices reflecting
original issue discount (“Discount Bonds™). Under existing law, the original issue discount in the selling price
of each Discount Bond, to the extent properly allocable to each owner of such Discount Bond, is excluded
from gross income for federal income tax purposes with respect to such owner. The original issue discount is
the excess of the stated redemption price at maturity of such Discount Bond over the initial offering price to
the public, excluding underwriters and other intermediaries, at which price a substantial amount of the
Discount Bonds of such maturity were sold.

Under Section 1288 of the Code, original issue discount on tax-exempt bonds accrues on a compound basis.
The amount of original issue discount that accrues to an owner of a Discount Bond during any accrual period
generally equals (i) the issue price of such Discount Bond plus the amount of original issue discount accrued
in all prior accrual periods, multiplied by (ii) the yield to maturity of such Discount Bond (determined on the
basis of compounding at the close of each accrual period and properly adjusted for the length of the accrual
period), less (iii) any interest payable on such Discount Bond during such accrual period. The amount of
original issue discount so accrued in a particular accrual period will be considered to be received ratably on
each day of the accrual period, will be excluded from gross income for federal income tax purposes, and will
increase the owner’s tax basis in such Discount Bond. Any gain realized by an owner from a sale, exchange,
payment, or redemption of a Discount Bond will be treated as gain from the sale or exchange of such
Discount Bond.

The portion of original issue discount that accrues in each year to an owner of a Discount Bond may result in
certain collateral federal income tax consequences. The accrual of such portion of the original issue discount
will be included in the calculation of alternative minimum tax liability as described above, and may result in an
alternative minimum tax liability even though the owner of such Discount Bond will not receive a
corresponding cash payment until a later year.

Owners who purchase Discount Bonds in the initial public offering but at a price different from the first
offering price at which a substantial amount of those Discount Bonds were sold to the public, or who do not
purchase Discount Bonds in the initial public offering, should consult their own tax advisors with respect to
the tax consequences of the ownership of such Discount Bonds. Owners of Discount Bonds who sell or
otherwise dispose of such Discount Bonds prior to maturity should consult their own tax advisors with respect
to the amount of original issue discount accrued over the period such Discount Bonds have been held and the
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amount of taxable gain or loss to be recognized upon that sale or other disposition of Discount Bonds.
Owners of Discount Bonds also should consult their own tax advisors with respect to state and local tax
consequences of owning such Discount Bonds.

Original Issue Premium. The Bonds maturing on April 1 in the years 2009 through and including 2017 (the
“Premium Bonds™) have been sold at prices reflecting original issue premium. An amount equal to the excess
of the purchase price of a Premium Bond over its stated redemption price at maturity constitutes premium on
such Premium Bond. A purchaser of a Premium Bond must amortize any premium over such Premium
Bond’s term using constant yield principles, based on the purchaser’s yield to maturity. The amount of
amortizable premium allocable to an interest accrual period for a Premium Bond will offset a like amount of
qualified stated interest on such Premium Bond allocable to that accrual period, and may affect the calculation
of alternative minimum tax liability described above. As premium is amortized, the purchaser’s basis in such
Premium Bond is reduced by a corresponding amount, resulting in an increase in the gain (or decrease in the
loss) to be recognized for federal income tax purposes upon a sale or disposition of such Premium Bond prior
to its maturity. Even though the purchaser’s basis is reduced, no federal income tax deduction is allowed.
Purchasers of Premium Bonds, whether at the time of initial issuance or subsequent thereto, should consult
with their own tax advisors with respect to the determination and treatment of premium for federal income
tax purposes and with respect to state and local tax consequences of owning such Premium Bonds.

Certain Other Federal Tax Consequences

Bonds Not “Qualified Tax-Exempt Obligations” for Financial Institutions.  Section 265 of the Code provides that
100 percent of any interest expense incurred by banks and other financial institutions for interest allocable to
tax-exempt obligations acquired after August 7, 1986, will be disallowed as a tax deduction. However, if the
tax-exempt obligations are obligations other than private activity bonds, are issued by a governmental unit
that, together with all entities subordinate to it, does not reasonably anticipate issuing more than $10,000,000
of tax-exempt obligations (other than private activity bonds and other obligations not required to be included
in such calculation) in the current calendar year, and are designated by the governmental unit as “qualified tax-
exempt obligations,” only 20 percent of any interest expense deduction allocable to those obligations will be
disallowed.

The City is a governmental unit that, together with its subordinate entities, reasonably anticipates issuing
more than $10,000,000 of tax-exempt obligations (other than private activity bonds and other obligations not
required to be included in such calculation) during the current calendar year and has not designated the Bonds
as “qualified tax-exempt obligations” for purposes of the 80 percent financial institution interest expense
deduction. Therefore, no interest expense of a financial institution allocable to the Bonds is deductible for
federal income tax purposes.

Reduction of Loss Reserve Deductions for Property and Casualty Insurance Companies. Under Section 832 of the
Code, interest on the Bonds received by property and casualty insurance companies will reduce tax deductions
for loss reserves otherwise available to such companies by an amount equal to 15 percent of tax-exempt
interest received during the taxable year.

Effect on Certain Social Security and Retivement Benefits.  Section 86 of the Code requires recipients of certain
Social Security and certain Railroad Retirement benefits to take receipts or accruals of interest on the Bonds
into account in determining gross income.

Other Possible Federal Tax Consequences. Receipt of interest on the Bonds may have other federal tax
consequences as to which prospective purchasers of the Bonds may wish to consult their own tax advisors.

Continuing Disclosure Undertaking

Undertaking to Provide Notice of Material Events. To meet the requirements of United States Securities and
Exchange Commission (“SEC”) Rule 15¢2-12(b)(5) (the “Rule”), as applicable to a participating underwriter
for the Bonds, the City will undertake in the Bond Resolution (the “Undertaking”) for the benefit of holders
of the Bonds, as follows.
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Annual Financial Information. The City agrees to provide or cause to be provided to each nationally
recognized municipal securities information repository designated by the SEC in accordance with the Rule
(each “NRMSIR”) and to a state information depository, if one is established in the State of Washington and
recognized by the SEC (the “SID”), annual financial information and operating data regarding the Light
System of the type included in this Official Statement as generally described below (“annual financial
information”):

(1) annual financial statements of the Light System prepared in accordance with generally accepted
accounting principles applicable to governmental units (except as otherwise noted therein), as such
principles may be changed from time to time and as permitted by State law; which financial
statements will not be audited, except that if and when audited financial statements are otherwise

prepared and available to the City they will be provided;

(i) a statement of authorized, issued and outstanding bonded debt secured by Gross Revenues of the
Light System;

(iii) debt service coverage ratios;

(iv) sources of Light System power and the cost thereof;

(v) general customer statistics, such as number and type of customer and power consumed, and revenues

by customer class; and

(vi) average revenue per kWh of sales for each customer class.

Annual financial information described above will be provided to each NRMSIR or the Municipal Securities
Rulemaking Board (“MSRB”) and the SID, not later than the last day of the ninth month after the end of
each fiscal year of the City, as such fiscal year may be changed as required or permitted by State law,
commencing with the City’s fiscal year ending December 31, 2008. The annual financial information may be
provided in a single or multiple documents, and may be incorporated by reference from other documents,
including official statements of debt issues with respect to which the City is an obligated person as defined by
the Rule, which documents have been filed with each NRMSIR and the SID. If the document incorporated
is a “final official statement™ (as defined by the Rule) with respect to which the City is an obligated person, it
must be available from the MSRB.

The City also will provide or cause to be provided to each NRMSIR or the MSRB, and to the SID, timely
notice of a failure by the City to provide the required annual financial information on or before the date
specified above.

At its option, the City may make any filing under this Undertaking solely by transmitting such filing to the
Texas Municipal Advisory Council (the “MAC”), as provided at http:/fwww.disclosureusa.org, unless the SEC
has withdrawn the interpretive advice in its letter to the MAC dated September 7, 2004.

Material Events. 'The City further will provide or cause to be provided to each NRMSIR or the MSRB and
the SID, timely notice of the occurrence of any of the following events with respect to the Bonds, if material:

(1) principal and interest payment delinquencies;

(i1) non-payment related defaults;

(ii1) unscheduled draws on debt service reserves reflecting financial difficulties;
(iv) unscheduled draws on credit enhancements reflecting financial difficulties;
(V) substitution of credit or liquidity providers, or their failure to perform;

(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds;

(vil)  modifications to the rights of the holders of the Bonds;
(viii)  Bond calls (other than scheduled mandatory redemption of Term Bonds);

(ix) defeasances;
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(x) release, substitution, or sale of property securing repayment of the Bonds; and

(x1) rating changes.

For purposes of this section, “Continuing Disclosure Undertaking,” the term “holders of the Bonds” shall
have the meaning intended for such term under the Rule.

Amendment of Undertaking. The Undertaking is subject to amendment after the primary offering of the
Bonds without the consent of any holder of any Bond, or any broker, dealer, municipal securities dealer,
participating underwriter, rating agency, NRMSIR, the SID or the MSRB, under the circumstances and in
the manner permitted by the Rule.

The City will give notice to each NRMSIR or the MSRB, and the SID, of the substance (or provide a copy)
of any amendment to the Undertaking and a brief statement of the reasons for the amendment. If the
amendment changes the type of annual financial information to be provided, the annual financial information
containing the amended financial information will include a narrative explanation of the effect of that change
on the type of information to be provided.

Termination of Undertaking. The City’s obligations under the Undertaking to provide annual financial
information and notices of certain events will terminate upon the legal defeasance, prior redemption or
payment in full of all of the then outstanding Bonds. In addition, the Undertaking, or any provision thereof,
will be null and void if the City (i) obtains an opinion of nationally recognized bond counsel or other counsel
familiar with the federal securities laws to the effect that those portions of the Rule which require the
Undertaking, or any such provision, are invalid, have been repealed retroactively or otherwise do not apply to
the Bonds; and (ii) notifies the SID and either the MSRB or each then existing NRMSIR of such termination.

Remedy for Failuve to Comply with Undertaking. If the City fails to comply with the Undertaking, the City will
proceed with due diligence to cause such noncompliance to be corrected as soon as practicable after the City
learns of that failure.

No failure by the City or other obligated person to comply with the Undertaking will constitute a default in
respect of the Bonds. The sole remedy of any holder of a Bond will be to take such actions as that holder
deems necessary and appropriate to compel the City or other obligated person to comply with the
Undertaking. The Undertaking will inure to the benefit of the City and any holder of the Bonds, and will not
inure to the benefit of or create any rights in any other person.

Other Continuing Disclosure Undertakings of the City. The City has entered into undertakings to provide
annual information and the notice of the occurrence of certain events with respect to all bonds issued by the
City on or after July 3, 1995, subject to the Rule. The City is in compliance with all such undertakings.

OTHER BOND INFORMATION

Ratings on the Bonds

The Bonds have been rated “Aa2” and “AA-” by Moody’s Investors Service and Standard & Poor’s Ratings
Services, a Division of The McGraw Hill Companies, Inc., respectively. The ratings reflect only the views of
the rating agencies, and an explanation of the significance of the ratings may be obtained from each rating
agency. No application was made to any other rating agency for the purpose of obtaining an additional rating
on the Bonds. There is no assurance that the ratings will be retained for any given period of time or that the
ratings will not be revised downward or withdrawn entirely by the rating agencies if, in their judgment,
circumstances so warrant. Any such downward revision or withdrawal of the ratings will be likely to have an
adverse effect on the market price of the Bonds.

Purchaser of the Bonds

The Bonds are being purchased by Merrill Lynch & Co. (the “Purchaser”) at a price of $257,267,018.15 and
reoffered at a price of $260,618,923.45, which reflects the prices corresponding to the yields set forth on the
56



cover of this Official Statement. The Purchaser may offer and sell the Bonds to certain dealers (including
dealers depositing Bonds into investment trusts) and others at prices lower than the initial offering prices set
forth on the inside of the cover hereof, and such initial offering prices may be changed from time to time by
the purchaser. After the initial public offering, the public offering prices may be varied from time to time
without prior notice to any person.

Official Statement

So far as any statements are made in this Official Statement involving matters of opinion or of estimates,
whether or not so expressly stated, they are set forth as such and not as representations of fact, and no
representation is made that any of the estimates will be realized. Information concerning the City, the
Department and the Light System contained in this Official Statement has been furnished by the City.
Neither this Official Statement nor any statement which may have been made orally or in writing is to be
construed as a contract with the owners of any of the Bonds.

Neither the delivery of this Official Statement nor any sale of the Bonds will, under any circumstances, create
any implication that there has been no change in the affairs of the Department since the date hereof. The City
specifically disclaims any obligations to update any forward-looking statements to reflect occurrences or
unanticipated events or circumstances after the date of this Official Statement, except as otherwise expressly
provided under “Legal and Tax Information—Continuing Disclosure Undertaking.”

The execution and delivery of this Official Statement have been duly authorized by the City.

THE CITY OF SEATTLE, WASHINGTON

s/

Director of Finance
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APPENDIX A

BOND ORDINANCE
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