NEW ISSUE FULL BOOK-ENTRY

In the opinion of Bond Counsel, under existing statutes and court decisions and assuming compliance with the tax covenants
described herein, and the accuracy of certain representations and certifications made by the District, interest on the 2011 Series
A Bonds is excluded from gross income of the owners thereof for federal income tax purposes under Section 103 of the Internal
Revenue Code of 1986, as amended (the “Code”). In the further opinion of Bond Counsel, interest on the 2011 Series A Bonds
is not treated as a preference item in calculating the alternative minimum tax imposed under the Code with respect to individuals
and corporations; such interest, however is included in adjusted current earnings in calculating alternative minimum taxable
income for purposes of the alternative minimum tax imposed under the Code on certain corporations. In the opinion of Bond
Counsel, interest on the 2011 Series A Bonds is exempt from income taxes imposed by the State of Arizona. See “TAX
MATTERS” herein regarding certain other tax considerations.
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The Salt River Project Electric System Refunding Revenue Bonds, 2011 Series A (the “2011 Series A Bonds™) are being
issued pursuant to the Supplemental Resolution Dated September 10, 2001, authorizing an Amended and Restated Resolution
Concerning Revenue Bonds, which became effective January 11, 2003, as amended and supplemented (the “Resolution”). The
2011 Series A Bonds, together with heretofore and hereafter issued Revenue Bonds, are payable from and secured by a pledge of
and lien on all Revenues of the District from the ownership and operation of the Electric System after the payment of Operating
Expenses.

The 2011 Series A Bonds will be issued in fully registered form and, when issued, will be registered in the name of Cede &
Co., as nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities depository for
the 2011 Series A Bonds. Individual purchases of interests in the 2011 Series A Bonds may be made in book-entry form only, in
the principal amount of $5,000 or any integral multiple thereof. Purchasers of such interests will not receive certificates
representing their interests in the 2011 Series A Bonds. Interest with respect to the 2011 Series A Bonds is payable December 1
and June 1 of each year, commencing December 1, 2011.

The principal of, redemption price, if any, and interest on the 2011 Series A Bonds are payable by U.S. Bank National
Association, as Trustee, and interest will be payable by check mailed by the Trustee to the registered owner of each 2011 Series
A Bond as of the immediately preceding November 15 or May 15. So long as Cede & Co. is the registered owner, the Trustee
will pay such principal and redemption price, if any, of and interest on the 2011 Series A Bonds to DTC, which will remit such
principal, redemption price, if any, and interest to its Direct Participants for subsequent disbursement to the Beneficial Owners of
the 2011 Series A Bonds. The 2011 Series A Bonds are subject to optional redemption as described herein. See “THE 2011
SERIES A BONDS — Redemption” herein.

The 2011 Series A Bonds do not constitute general obligations of the District or obligations of the State of Arizona,
and no holder of any of the 2011 Series A Bonds has the right to compel the exercise of the taxing powers of the District to
pay the 2011 Series A Bonds or the interest thereon.

This cover page contains certain information for quick reference only. It is not intended to be a summary of all factors
relating to an investment in the 2011 Series A Bonds. Investors should read this Official Statement in its entirety before making
an investment decision.

The 2011 Series A Bonds are offered when, as and if issued, and subject to the approval of legality by Drinker Biddle &
Reath LLP, Bond Counsel. Certain legal matters will be passed upon for the Underwriters by Winston & Strawn LLP. It is
expected that the 2011 Series A Bonds will be available for delivery to DTC in New York, New York, on or about October 4,
2011.

Citigroup
BofA Merrill Lynch Goldman, Sachs & Co. J.P. Morgan Morgan Stanley  Ramirez & Co., Inc.
Dated: September 22, 2011



SALT RIVER PROJECT ELECTRIC SYSTEM REFUNDING REVENUE BONDS, 2011 SERIES A

Serial Bonds
Maturity Principal Interest CUsIP
(December 1) Amount Rate Yield Number**
2012 $25,250,000 2.000% 0.250% 79575DL99
2013 3,775,000 2.000% 0.400% 79575DM23
2013 19,835,000 3.000% 0.400% 79575DP20
2014 1,310,000 2.000% 0.570% 79575DM31
2014 815,000 3.000% 0.570% 79575DP38
2014 18,600,000 4.000% 0.570% 79575DP95
2015 2,250,000 3.000% 0.790% 79575DN97
2016 1,790,000 3.000% 1.120% 79575DM49
2017 1,550,000 3.000% 1.420% 79575DM56
2017 7,720,000 4.000% 1.420% 79575DP46
2018 1,450,000 4.000% 1.740% 79575DM64
2018 23,545,000 5.000% 1.740% 79575DP53
2020 6,935,000 4.000% 2.280% 79575DM72
2020 5,380,000 5.000% 2.280% 79575DP61
2022 5,075,000 4.000% 2.640%* 79575DM80
2022 24,970,000 5.000% 2.640%* 79575DP79
2023 45,650,000 5.000% 2.830%* 79575DN71
2024 63,020,000 5.000% 3.020%* 79575DN89
2025 39,920,000 5.000% 3.160%* 79575DM98
2026 39,480,000 5.000% 3.290%* 79575DN22
2027 35,840,000 5.000% 3.390%* 79575DN30
2028 57,280,000 5.000% 3.490%* 79575DN48
2029 6,440,000 5.000% 3.580%* 79575DN55
2030 185,000 4.000% 3.680%* 79575DN63
2030 3,435,000 5.000% 3.680%* 79575DP87

* Priced to first optional redemption date of December 1, 2021.

** The CUSIP numbers shown above have been assigned to this issue by an organization not affiliated with the District and are included for
the convenience of the holders of the 2011 Series A Bonds only. The District is not responsible for the selection of CUSIP numbers, nor is
any representation made as to their correctness on the 2011 Series A Bonds or as indicated herein.
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This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy the 2011
Series A Bonds described herein in any jurisdiction to any person to whom it is unlawful to make such an
offer. No dealer, broker, salesman or other person has been authorized by the Salt River Project
Agricultural Improvement and Power District (the “District”) or the Underwriters to give any information or
to make any representations with respect to the 2011 Series A Bonds other than those contained in this
Official Statement and, if given or made, such other information or representations must not be relied upon
as having been authorized by the District or the Underwriters.

The information set forth herein has been furnished by the District and other sources which are believed to be
reliable. The information and expressions of opinion contained herein are subject to change without notice and
neither the delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create
any implication that there has been no change in the affairs of the District or the Electric System since the date
hereof.

THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS OFFICIAL
STATEMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

IN CONNECTION WITH THE OFFERING OF THE 2011 SERIES A BONDS, THE UNDERWRITERS MAY
OVERALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF
THE 2011 SERIES A BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE
OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME
WITHOUT PRIOR NOTICE. THE UNDERWRITERS MAY OFFER AND SELL THE 2011 SERIES A BONDS
TO CERTAIN DEALERS AT PRICES LOWER THAN THE PUBLIC OFFERING PRICES STATED ON THE
COVER PAGE HEREOF AND SAID PUBLIC OFFERING PRICES MAY BE CHANGED FROM TIME TO
TIME BY THE UNDERWRITERS.

This Official Statement contains forward-looking statements within the meaning of the federal securities laws.
Such statements are based on currently available information, expectations, estimates, assumptions and projections,
and management’s judgment about the power utility industry and general economic conditions. Such words as
expects, intends, plans, believes, estimates, anticipates or variations of such words or similar expressions are
intended to identify forward-looking statements. The forward-looking statements are not guarantees of future
performance. Actual results may vary materially from what is contained in a forward-looking statement. Factors
which may cause a result different from those expected or anticipated include, among other things, new legislation,
increases in suppliers’ prices, particularly prices for fuel in connection with the operation of the Electric System,
changes in environmental compliance requirements, acquisitions, changes in customer power use patterns, natural
disasters and the impact of weather on operating results. The District assumes no obligation to provide public
updates of forward-looking statements.

The Underwriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Official Statement in accordance with, and as part of,
their responsibilities to investors under the federal securities laws as they apply to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness of
such information.



SUMMARY STATEMENT

THIS SUMMARY STATEMENT IS SUBJECT IN ALL RESPECTS TO THE MORE COMPLETE
INFORMATION CONTAINED IN THIS OFFICIAL STATEMENT AND SHOULD NOT BE
CONSIDERED A COMPLETE STATEMENT OF THE FACTS MATERIAL TO MAKING AN
INVESTMENT DECISION. THE OFFERING OF THE 2011 SERIES A BONDS TO POTENTIAL
INVESTORS IS MADE ONLY BY MEANS OF THE ENTIRE OFFICIAL STATEMENT. CERTAIN
TERMS USED HEREIN ARE DEFINED IN THIS OFFICIAL STATEMENT.

District: The Salt River Project Agricultural Improvement and Power
District (the “District”) is an agricultural improvement district,
organized under the laws of the State of Arizona, which provides
electric service in a 2,900 square mile service territory in parts of
Maricopa, Gila and Pinal Counties in Arizona, plus mine loads in
an adjacent 2,400 square mile area in Gila and Pinal Counties.

The 2011 Series A Bonds: The 2011 Series A Bonds are being offered in the principal amount
per maturity and bearing interest at the rates set forth on the inside
cover page of this Official Statement. The 2011 Series A Bonds
are authorized pursuant to the Constitution and laws of the State of
Arizona and in particular Title 48, Chapter 17, Article 7, Arizona
Revised Statutes (the “Act”) and the Supplemental Resolution
dated September 10, 2001, authorizing an Amended and Restated
Resolution Concerning Revenue Bonds, which became effective
January 11, 2003, as amended and supplemented (the
“Resolution”).

Purpose of the 2011 Series A Bonds: The 2011 Series A Bonds are being issued to refund certain
outstanding Revenue Bonds of the District and to pay costs of
issuing the 2011 Series A Bonds. See “PLAN OF FINANCE” and
“SOURCES AND USES OF PROCEEDS” herein.

Security for the 2011 Series A Bonds: The District has covenanted in the Resolution not to issue any
bonds or other obligations or create any additional indebtedness,
which will have priority over the charge and lien on the Revenues
pledged to the Revenue Bonds, except for United States
Government Loans hereafter incurred. The District currently has
no United States Government Loans outstanding.

The District has covenanted in the Resolution to maintain the Debt
Reserve Account at the Debt Reserve Requirement. At April 30,
2011 the balance in the Debt Reserve Account was approximately
$81 million, which exceeded the Debt Reserve Requirement.
Upon the issuance of the 2011 Series A Bonds, the Debt Reserve
Account will continue to exceed the Debt Reserve Requirement.

The District has covenanted in the Resolution that, among other
things, it will at all times maintain rates, fees or charges sufficient
for the payment of Operating Expenses of the District and to pay
the Debt Service on all Revenue Bonds.

The financial statements of the District and the Salt River Valley
Water Users’ Association (the “Association”) (together “SRP”) are
presented on a combined basis due to the relationship between the
two. The District’s revenues support the operations of the water
and irrigation system. See “THE DISTRICT — General” and “—
History” and “INDEPENDENT ACCOUNTANTS” for a further
discussion of the relationship between the District and the
Association.



Outstanding Indebtedness:

Limitation on Additional Indebtedness:

Authority to Set Electric Prices:

Service Area:

Transmission and Distribution Facilities:

Power Supply Resources:

The 2011 Series A Bonds do not constitute general obligations of
the District or obligations of the State of Arizona, and no holder of
any of the 2011 Series A Bonds has the right to compel the
exercise of the taxing powers of the District to pay the 2011 Series
A Bonds or the interest thereon. See “SECURITY FOR 2011
SERIES A BONDS” herein.

As of April 30, 2011, the District had a total of $4,447,105,000 in
outstanding debt, computed without deducting the unamortized
bond discount/premium, consisting of $4,201,260,000 in Revenue
Bonds and general fund debt of $245,845,000 consisting of
$50,000,000 in promissory notes sold in the tax-exempt
commercial paper market and rental payments totaling
$195,845,000, plus interest, to be made by the District pursuant to
a Lease Purchase Agreement with Desert Basin Independent Trust.
The promissory notes and the rental payments are payable from the
District’s general funds and do not have a lien on Revenues of the
Electric System. See “SELECTED OPERATIONAL AND
FINANCIAL DATA — Additional Financial Matters” herein.

The District is authorized to issue parity Revenue Bonds upon
compliance with the provisions of the Resolution. See “Appendix
B — Summary of the Resolution” attached hereto. The District
may also issue at any time, or from time to time, evidences of
indebtedness, which are payable out of Revenues and which may
be secured by a pledge of Revenues, provided, however, that such
pledge shall be, and shall be expressed to be, subordinate in all
respects to the pledge of the Revenues created by the Resolution.

Under Arizona law, the District is authorized to set electric rates
(“prices”).  Although the Articles of Incorporation of the
Association provide that the Secretary of the Interior may revise
such prices, the Secretary of the Interior has never requested any
such revision. See “ELECTRIC PRICES” herein.

The District’s service area includes the major populated sections of
Maricopa County, as well as portions of Pinal and Gila Counties.
The District serves approximately 53% of the population living in
the Phoenix-Mesa-Glendale Metropolitan Statistical Area (the
“Phoenix-Mesa-Glendale MSA™) and reached a peak load of
approximately 7,138 MW in fiscal year 2010. Approximately
48.6% of fiscal year 2011 retail electric revenues were received
from residential customers.

The District owns transmission and distribution systems in order to
deliver electricity. These systems include both overhead and
underground lines with voltage levels ranging from 12kV to
500kV. In addition, the District also has acquired rights on
transmission systems owned by others. See “THE ELECTRIC
SYSTEM — Existing and Future Resources” herein.

The District’s power supply resources are diversified and include
generating facilities owned solely by the District, generating
facilities in which the District has an ownership interest, and
various power purchase contracts. See “THE ELECTRIC
SYSTEM — Existing and Future Resources” herein.



Retail Competition:

Continuing Disclosure:

In 2000, the District opened its entire service area to competition in
the areas of generation, billing, metering and meter reading by
electricity suppliers who had been approved by the Arizona
Corporation Commission (“ACC”). There has been no material
adverse effect on the District as a result of such actions and there is
no active retail competition within the District’s service territory at
this time. See “CERTAIN FACTORS AFFECTING THE
ELECTRIC UTILITY INDUSTRY — Competition in Arizona —
The Arizona Corporation Commission” herein.

The District has covenanted in the Resolution to provide certain
financial information and operating data relating to the Electric
System and to provide notices of certain occurrences of certain
enumerated events, if material, pursuant to the Continuing
Disclosure Agreement. See “CONTINUING DISCLOSURE”
herein and “Appendix D — Form of Continuing Disclosure
Agreement” attached hereto.
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SALT RIVER PROJECT AGRICULTURAL
IMPROVEMENT AND POWER DISTRICT, ARIZONA

OFFICIAL STATEMENT
RELATING TO
$441,500,000

SALT RIVER PROJECT ELECTRIC SYSTEM REFUNDING REVENUE BONDS, 2011 SERIES A

INTRODUCTION
General

The purpose of this Official Statement, which includes the cover page and the Appendices hereto, is to furnish
certain information with respect to the Salt River Project Agricultural Improvement and Power District (the
“District”) and its Salt River Project Electric System Refunding Revenue Bonds, 2011 Series A to be issued by the
District. The mailing address of the District’s administrative offices is The Office of the Secretary, PAB215, Post
Office Box 52025, Phoenix, Arizona 85072-2025 (telephone number 602-236-5900).

The following material is qualified in its entirety by the detailed information and financial statements appearing
elsewhere in this Official Statement and the Appendices hereto. Capitalized terms not defined in this introduction
have the meaning ascribed thereto herein.

Authorization

Revenue Bonds, which include the 2011 Series A Bonds, are authorized pursuant to the Constitution and laws of
the State of Arizona and, in particular, Title 48, Chapter 17, Article 7, Arizona Revised Statutes (the “Act”) and the
Amended and Restated Resolution Concerning Revenue Bonds, dated as of September 10, 2001, which became
effective January 11, 2003, as amended and supplemented (the “Resolution”). Prior to the delivery of the 2011
Series A Bonds, the District’s Board will have authorized the issuance of the 2011 Series A Bonds and the District’s
Council will have ratified and confirmed the District's action. See “THE 2011 SERIES A BONDS” herein and
“Appendix B — Summary of the Resolution” attached hereto.

The purchasers of the 2011 Series A Bonds, by virtue of their purchase of the 2011 Series A Bonds, will
consent to certain amendments to the Resolution. See “SECURITY FOR 2011 SERIES A BONDS - Consent to
Amendments to Resolution.”

PLAN OF FINANCE

The District will issue the 2011 Series A Bonds to refund certain of the District's outstanding Revenue Bonds
listed in Appendix F (collectively the “Refunded Bonds”). The Refunded Bonds will be redeemed on the
redemption dates and at the redemption prices, as shown in Appendix F attached hereto. Proceeds of the 2011
Series A Bonds also will be used to pay a portion of the costs of issuance of the 2011 Series A Bonds. The 2011
Series A Bonds will be issued under the Resolution. See “Appendix B — Summary of the Resolution” attached
hereto. See “SOURCES AND USES OF PROCEEDS” herein.



THE 2011 SERIES A BONDS
General

The 2011 Series A Bonds will be issued in the principal amount of $441,500,000 and will be dated and bear
interest from the date of delivery. The 2011 Series A Bonds will mature on the dates and in the principal amounts,
and bear interest, payable on June 1 and December 1 of each year, commencing December 1, 2011, at the respective
rates, as shown on the inside cover page of this Official Statement. The principal of, redemption price, if any, and
interest on the 2011 Series A Bonds are payable by the Trustee, and interest thereon will be payable by check mailed
by the Trustee to the registered owner of each 2011 Series A Bond as of the immediately preceding May 15 or
November 15.

Book-Entry Only System

The 2011 Series A Bonds will be issued in fully registered form and, when issued, will be registered in the name
of Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as
securities depository for the 2011 Series A Bonds. Individual purchases of interests in the 2011 Series A Bonds will
be made in book-entry form only, in the principal amount of $5,000 or any integral multiple thereof. Purchasers of
such interests will not receive certificates representing their interests in the 2011 Series A Bonds. So long as Cede
& Co. is the registered owner of the 2011 Series A Bonds, the Trustee will make payments of principal and
redemption price, if any, of and interest on the 2011 Series A Bonds directly to DTC, which will remit such
principal, redemption price, if any, of and interest to the Beneficial Owners (as hereinafter defined in “Appendix D
— Form of Continuing Disclosure Agreement”) of the 2011 Series A Bonds, as described herein. See “Appendix E
— Book-Entry Only System” attached hereto.

Redemption
2011 Series A Bonds

Optional Redemption. The 2011 Series A Bonds maturing on or after December 1, 2022 are subject to
redemption prior to their stated maturity, at the election of the District, in whole or in part, by random selection
within a maturity with the same coupon by the Trustee from maturities selected by the District, at any time on or
after December 1, 2021 at the redemption price of 100% of the principal amount of the 2011 Series A Bonds, or
portion thereof to be redeemed, together with accrued interest on, but not including the redemption date.

For so long as book-entry only system of registration is in effect with respect to the 2011 Series A Bonds, if less
than all of the 2011 Series A Bonds of a particular maturity (and, if applicable, interest rate within a maturity) is to
be redeemed, the particular Beneficial Owner(s) (as defined in Appendix E hereto) to receive payment of the
redemption price with respect to beneficial ownership interests in such 2011 Series A Bonds shall be selected by
DTC and the Direct Participants and/or the Indirect Participants (as defined in Appendix E hereto). See “Book-
Entry Only System” in Appendix E hereto.

Notice of Redemption. Notice of redemption will be given to the Bondholders by mail to the registered owners
as of the date of the notice of the 2011 Series A Bonds to be redeemed, postage prepaid, not less than 25 days nor
more than 50 days prior to the redemption date. Notice having been given in the manner provided in the Resolution,
on the redemption dates so designated, then the District’s 2011 Series A Bonds or portions thereof so called for
redemption shall become due and payable on such redemption date at the redemption price, plus interest accrued and
unpaid to, but not including, the redemption date.

Any notice of optional redemption given pursuant to the Resolution may state that it is conditional upon receipt
by the Trustee of monies sufficient to pay the redemption price of the 2011 Series A Bonds or upon the satisfaction
of any other condition, or that it may be rescinded upon the occurrence of any other event, and any conditional
notice so given may be rescinded at any time before payment of such redemption price if any condition so specified
is not satisfied or if any such other event occurs. Notice of such rescission shall be given by the Trustee to the
registered owners of any 2011 Series A Bonds so affected as promptly as practicable upon the failure of such



condition or the occurrence of such event. Failure to give notice of redemption by mail, or any defect in such notice,
will not affect the validity of the proceedings for the redemption of any other Electric System Revenue Bonds.

Registration and Transfer upon Discontinuation of Book-Entry Only System

U.S. Bank National Association will act as bond registrar (“Bond Registrar”) and transfer and paying agent for
the 2011 Series A Bonds. If the book-entry only system were discontinued, the following provisions would apply.
A 2011 Series A Bond may be transferred on the bond register maintained by the Bond Registrar upon surrender of
the 2011 Series A Bond at the principal corporate trust office of the Bond Registrar, accompanied by a written
instrument of transfer, in form satisfactory to the Bond Registrar, signed by the registered owner or a duly
authorized attorney for the registered owner. Upon surrender for transfer at the principal corporate trust office of the
Bond Registrar, any 2011 Series A Bond may be exchanged for like 2011 Series A Bonds of the same aggregate
principal amount, maturity date and interest rate, of any authorized denomination. The Bond Registrar will not be
obligated to transfer or exchange any 2011 Series A Bonds during the 15 days preceding the date on which notice of
redemption of a 2011 Series A Bond is to be mailed or any 2011 Series A Bond that has been called for redemption
except the unredeemed portion of any 2011 Series A Bond being redeemed in part.

SOURCES AND USES OF PROCEEDS

The sources and uses of funds with respect to the 2011 Series A Bonds are as follows:

Sources of Funds

Principal Amount of 2011 Series A BONGS........ccccoeiieiviiie e $441,500,000.00
Original ISSUE PrEMIUM .....oviiiiiiiiiiiieeest s 64,008,525.55
TOtal SOUICES OF FUNUS .....oviiiiiiieieee e st nee s $505,508,525.55
Uses of Funds
DepOoSit t0 ESCIOW FUNG..........coviiiciiie ettt $503,864,261.64
Cost of Issuance (including Underwriters’ DiSCOUNL)..........coovviriiiiniensinenecseeens 1,644,263.91
Total USES OF FUNGS .....oviiiiieiieee e $505,508,525.55

SECURITY FOR 2011 SERIES A BONDS
General

The Revenue Bonds, including the 2011 Series A Bonds, are payable from and secured by a pledge of and lien
on Revenues. Revenues are defined in the Resolution as (i) all revenues, income, rents and receipts derived by the
District from the ownership and operation of the Electric System and the proceeds of any insurance covering
business interruption loss relating to the Electric System and (ii) interest received on any moneys or securities (other
than in the Construction Fund) held pursuant to the Resolution and paid into the Revenue Fund, but not including
any such income or receipts attributable directly or indirectly to the ownership or operation of any Separately
Financed Project and not including any federal or state grant monies the receipt of which is conditioned upon their
expenditure for a particular purpose.

In addition, the Revenue Bonds, including the 2011 Series A Bonds, are also secured by all funds held under the
Resolution. Such pledge created by the Resolution is subject only to the provisions of the Resolution permitting the
application of Revenues for the purposes and upon the terms and conditions set forth in the Resolution.

The 2011 Series A Bonds will not constitute general obligations of the District or obligations of the State of
Avrizona, and no holder of Revenue Bonds, including the 2011 Series A Bonds, will ever have the right to compel
any exercise of the taxing powers of the District to pay the Revenue Bonds or the interest thereon.

SRP’s financial statements are presented on a combined basis. Management believes the financial information
presented is not materially different from the presentation of the District on a stand-alone basis.



Consent to Amendments to Resolution

The purchasers of the 2011 Series A Bonds, by virtue of their purchase of the 2011 Series A Bonds, will consent
to certain amendments to the Resolution (the “Proposed Amendments”). Such amendments are described in bold
italic font herein under “SECURITY FOR 2011 SERIES A BONDS - Debt Reserve Account,” “~ Rate Covenant”
and “— Limitations on Additional Indebtedness” and in “APPENDIX B — Summary of the Resolution.” The
Proposed Amendments will become effective when the written consents of the Holders of at least two-thirds of the
Bonds Outstanding have been filed with the Trustee as provided in the Resolution. Preceding the issuance of the
2011 Series A Bonds, there will be outstanding $4,201,260,000 of Revenue Bonds of which $716,785,000 will have
consented to the Proposed Amendments.

Debt Reserve Account

The Debt Reserve Account is a reserve fund for the equal benefit of all Revenue Bonds Outstanding under the
Resolution. Monies in the Debt Reserve Account (except any excess over the Debt Reserve Requirement that the
District may allocate and apply in the same manner as Revenues) will be used solely for the purpose of curing any
deficiency in the Debt Service Fund for the payment of principal, interest or Sinking Fund Installments pursuant to
the Resolution.

In the past, the District has followed the practice of depositing moneys into the Debt Reserve Account at the time
of issuance of additional Revenue Bonds to equal the Debt Reserve Requirement. At April 30, 2011, the balance in
the Debt Reserve Account was approximately $81 million, which exceeded the Debt Reserve Requirement. Upon
issuance of the 2011 Series A Bonds, the account will continue to exceed the Debt Reserve Requirement.

For purposes of calculating the Debt Reserve Requirement specified in this section, any calculation of interest
on all Outstanding Bonds for any period of time shall be reduced by the amount of any Federal Subsidy that the
District receives or expects to receive during such period of time relating to or in connection with such
Outstanding Bonds.

Rate Covenant

The District covenants in the Resolution that it will charge and collect rates, fees and other charges for the sale of
electric power and energy and other services, facilities and commodities of the Electric System as shall be required
to provide revenues and income (including investment income) at least sufficient in each fiscal year for the payment
of the sum of (i) Operating Expenses during such fiscal year, including reserves, if any, provided therefor in the
Annual Budget for such year; (ii) an amount equal to the Aggregate Debt Service for such fiscal year; (iii) the
amount, if any, to be paid during such fiscal year into the Debt Reserve Account in the Debt Service Fund; and (iv)
all other charges or liens whatsoever payable out of revenues and income during such fiscal year and, to the extent
not otherwise provided for, all amounts payable on Subordinated Indebtedness. See “ELECTRIC PRICES” herein.

For purposes of the calculations specified in this section: (i) any calculation of Debt Service on Qutstanding
Bonds for any period of time shall be reduced by the amount of any Federal Subsidy that the District receives or
expects to receive during such period of time relating to or in connection with such Outstanding Bonds; and (ii)
to the extent the calculation of Debt Service on Outstanding Bonds is reduced by the Federal Subsidy as provided
in clause (i) of this paragraph, any calculation of Revenues for any period of time shall be reduced by the amount
of any Federal Subsidy received or expected to be received by the District with respect to or in connection with
such Outstanding Bonds during such period of time.

Limitations on Additional Indebtedness

The District has covenanted in the Resolution not to issue any bonds or other obligations or create any additional
indebtedness, which would have priority over the charge and lien on the Revenues pledged to the Revenue Bonds
except for U.S. Government Loans hereafter incurred. The Resolution does not restrict the amount of U.S.
Government Loans the District may incur, which would have a prior lien on Revenues. There are no outstanding
U.S. Government Loans.



The District may issue additional parity Revenue Bonds in compliance with the Resolution if, among other
things, (i) Revenues Available for Debt Service, as the same may be adjusted, of any 12 consecutive calendar
months out of the 24 calendar months next preceding the issuance of such additional Revenue Bonds are not less
than 1.10 times the maximum total Debt Service for any succeeding fiscal year on all Revenue Bonds that will be
outstanding immediately prior to the issuance of the additional Revenue Bonds, and (ii) estimated Revenues
Available for Debt Service, as the same may be adjusted, for each of the five fiscal years immediately following the
issuance of such additional Revenue Bonds are not less than 1.10 times the total Debt Service for each such
respective fiscal year on all Revenue Bonds outstanding immediately subsequent to the issuance of such additional
Revenue Bonds.

For purposes of the calculations specified in this section: (i) any calculation of Debt Service on Qutstanding
Bonds for any period of time shall be reduced by the amount of any Federal Subsidy that the District receives or
expects to receive during such period of time relating to or in connection with such Outstanding Bonds; and (ii)
to the extent the calculation of Debt Service on Outstanding Bonds is reduced by the Federal Subsidy as provided
in clause (i) of this paragraph, any calculation of Revenues for any period of time shall be reduced by the amount
of any Federal Subsidy received or expected to be received by the District with respect to or in connection with
such Outstanding Bonds during such period of time.

Subordinated Indebtedness

The District may, at any time, or from time to time, issue evidences of indebtedness which are payable out of
Revenues and which may be secured by a pledge of Revenues provided; however, that such pledge shall be, and
shall be expressed to be, subordinate in all respects to the pledge of the Revenues, monies, securities and funds
created by the Resolution. See “Appendix B — Summary of the Resolution” attached hereto.

Other Covenants

In addition to the rate covenant described above, the Resolution includes covenants by the District with respect
to the sale and/or lease of the Electric System, the operation and maintenance of the Electric System, and certain
other matters. See “Appendix B — Summary of the Resolution” attached hereto.

THE DISTRICT
General

The District is an agricultural improvement district organized in 1937 under the laws of the State of Arizona. It
operates the Salt River Project (the “Project”), a federal reclamation project, under contracts with the Salt River
Valley Water Users’ Association (the “Association”), by which it assumed the obligations and assets of the
Association, including its obligations to the United States of America for the care, operation and maintenance of the
Project. The District owns and operates an electric system (hereinafter described) that generates, purchases,
transmits and distributes electric power and energy, and provides electric service to residential, commercial,
industrial and agricultural power users in a 2,900 square mile service territory in parts of Maricopa, Gila and Pinal
Counties, plus mine loads in an adjacent 2,400 square mile area in Gila and Pinal Counties. The Association
operates an irrigation system as the District’s agent.

History

The Association, predecessor of the District, was incorporated under the laws of the Territory of Arizona in
February 1903 to represent the owners and occupants of lands to be benefited by the Project, which was one of the
first projects authorized under the Federal Reclamation Act of 1902. In 1904, the Association and the United States
entered into a contract in which the United States agreed to construct and operate dams, power plants and other
facilities incident to the operation of irrigation and power works and improvements, and the Association agreed to
repay the cost thereof. Initially, the United States constructed, operated and maintained Roosevelt Dam and Granite
Reef Dam, which diverted impounded water into a canal system to supply irrigation water to the irrigable lands
within the Project. In 1917, the Association entered into a contract with the United States to assume the care,
operation and maintenance of the Project (the “1917 Agreement”).



On January 25, 1937, the District was formed to secure for the Project the rights, privileges and exemptions
granted to political subdivisions of the State of Arizona. Pursuant to a contract approved by the Secretary of Interior
in 1937 (the “1937 Agreement”), the Association transferred all of its right, title and interest in and to the works and
facilities of the Project to the District. The District agreed to assume the debt of the Association and to issue District
bonds to finance capital improvements. The Association agreed to continue to operate and maintain the water
supply and irrigation system and the Electric System. In 1949, the 1937 Agreement was amended to provide that the
District would assume responsibility for the construction, operation and maintenance of the Electric System and the
irrigation and water supply system. The District delegated to the Association, as agent of the District, the direct
operation and maintenance of the irrigation system of the Project.

The United States retains a paramount right or claim in the Project that arises from the original construction and
operation of certain of the Project’s electric and water facilities as a federal reclamation project. Although title to a
substantial portion of the District’s property, including those properties acquired pursuant to the 1917 Agreement,
resides in the United States, the District possesses contractual rights to the use, possession and revenues of these
properties through its agreement with the Association, the 1917 Agreement, subsequent contractual arrangements
with the United States, and applicable federal reclamation law. From time to time, the Department of Interior
performs audits of the Project. In addition, the District seeks approval from the Department of Interior for certain
transactions such as the issuance of revenue bonds and the payment of in-lieu taxes.

Generation and sale of electrical power and energy represent the major portion of the District’s investment and
revenues. Following a long-standing reclamation principle, a portion of electric revenues available after the
payment of Operating Expenses and Debt Service required under the Resolution is used to provide partial support
for water and irrigation operations, thereby keeping water storage, distribution and delivery charges at reasonable
levels.

Organization, Management and Employees

The District and the Association are each governed by a Board and a Council. The Boards establish the policies
for management and the conduct of the business affairs of the District and the Association. The Councils enact and
amend by-laws relating to management and act as a liaison with the landowners. The General Manager of the
District has management responsibilities for both the District and the Association.

The Board of Governors of the Association, elected from among the shareholders (landowners), consists of the
President and ten other members, half being elected biennially for four-year terms. The Board of Directors of the
District, elected from among the electors (landowners) for four-year terms, consists of the President and fourteen
other members, half being elected biennially for four-year terms. The President and Vice President are elected at
large by electors of the District. Ten of the District’s Board members, the President, and the Vice President are
elected by votes weighted in proportion to the amount of land owned by each elector. The remaining four Board
members are elected at large, with each elector (landowner) being entitled to one vote.

The Councils for the Association and the District each consist of thirty members. Three Council members from
each of the ten district areas of the Association, and three Council members from each of the ten division areas of
the District, are elected biennially for four-year terms. One half of each of the Association and the District Councils
are elected biennially. All Council members are elected by votes weighted in proportion to the amount of land
owned by each shareholder (Association) or elector (District).

As of April 30, 2011, District and Association full-time employees (full-time equivalent) totaled approximately
4,322, including approximately 1,809 hourly employees represented by the International Brotherhood of Electrical
Workers, Local 266. The present labor contracts expire on November 15, 2012.

Economic and Customer Growth in the District’s Service Area
The District serves approximately 53% of the population living in the Phoenix-Mesa-Glendale Metropolitan

Statistical Area (“Phoenix-Mesa-Glendale MSA”). As the governmental and economic center of Arizona, the
Phoenix-Mesa-Glendale MSA possesses the largest percentage of the state’s residents, businesses, and income. It



contains approximately 66% of the state’s population, and more than two-thirds of its total employment and total
personal income.

Although the Phoenix-Mesa-Glendale MSA experienced strong economic growth from the early 1990’s through
2007, the 2007 through 2009 Recession had a significant impact on the local economy. The U.S. Census Bureau
reported that the metropolitan area added about 941,000 people from April 2000 through April 2010, a compound
annual growth rate of approximately 2.2%.

After growing by 5.4% and 1.7% in 2006 and 2007, respectively, total non-farm employment in the Phoenix-
Mesa-Glendale MSA decreased by 2.5% in 2008. In 2009, when the recession was at its worst, the metropolitan
area’s employment base shrank by another 7.9%. While employment losses slowed in 2010, the metropolitan area
experienced a decline of 2.1%. Local employment was growing again when 2011 began and increased by 0.4% on a
year-over-year basis in May 2011. The manufacturing sector added 1,500 jobs in the first five months of this
calendar year. Although this recession was the deepest observed in several decades, the Phoenix-Mesa-Glendale
MSA is projected to return to a trend of long-term growth in the years ahead.

Table 1 summarizes several key economic statistics over recent years.

TABLE 1 — Historical Growth Statistics

Phx-Mesa-
Phx-Mesa- Glendale MSA Phx-Mesa-
Glendale Non-Agricultural Glendale Phx-Mesa-
State of Arizona MSA Wage & Salary MSA Glendale MSA
Population Population Employment Residential Personal Income
Year (thousands)® (thousands)® (thousands)® Permits® ($ billions)®
2004 ... 5,726 3,686 1,685 65,259 118.7
2005 ... 5,924 3,827 1,790 62,617 131.6
2006 .....eiiieieeee e 6,116 3,969 1,887 44,280 1455
2007 oo 6,275 4,087 1,918 37,272 153.1
2008 ..ot 6,369 4,167 1,870 18,533 155.1
2009 ... 6,389 4,186 1,722 9,272 150.4
2010 i 6,402 4,200 1,687 8,300 NA

@ Arizona Department of Administration, Office of Employment and Population Statistics; revised July 2011; numbers are estimates as
of July 1* each year.

@ Arizona Department of Administration, Office of Employment and Population Statistics; revised March 2011.

® U.S. Census Bureau, “Housing Units Authorized by Building Permits”; 2010 preliminary.

) U.S. Bureau of Economic Analysis; 2009 preliminary.

While the slowdown in the metropolitan Phoenix area was most pronounced in construction and real estate, the
weakness is spread across most sectors. The Phoenix-Mesa-Glendale MSA historically outperformed the national
economy, but the 2007-2009 Recession was deeper locally than for the nation as a whole and the economic recovery
has taken longer to gain momentum. Through May 2011, employment in the Phoenix-Mesa-Glendale MSA
increased 0.4% on a year-over-year basis, a net gain of 6,100 jobs.

The Phoenix-Mesa-Glendale MSA’s unemployment rate was 8.0% in May 2011. Unemployment rates for the
Phoenix-Mesa-Glendale MSA, Arizona, and the United States are listed below:

Comparative Unemployment Rates

May 2011 May 2010 May 2009
Phoenix-Mesa-Glendale MSA.............. 8.0% 8.9% 8.7%
ATIZONA ..o 9.1% 10.0% 9.6%
United States .......cceevveeceeeieecriccreeenen, 9.1% 9.6% 9.4%

Source: US Department of Labor, Bureau of Labor Statistics and Arizona Department of Administration, Office of Employment and
Population Statistics. Rates are seasonally adjusted except for the Phoenix-Mesa-Glendale MSA.



While professional and business services, trade, transportation, utilities, and government make up the majority of
local employment, construction and financial activities accounted for a large percent of job growth during the real
estate boom the last decade. From 2007 through the first half of 2010, this trend reversed, with job losses posted
across a broad range of industries. The District expects to see continued weakness in construction and real estate,
with gradual improvement in the manufacturing, financial, and business service sectors.

Phoenix-Mesa-Glendale MSA Employment

(thousands)
Trade,
Natural Resources Transportation Financial
Year & Mining Construction  Manufacturing & Utilities Information  Activities
2004 ... 2.1 141.6 131.9 340.6 34.6 138.7
2005.....ccceiene 2.2 163.9 136.5 362.1 33.3 147.0
2006.......cceenen 2.7 180.1 139.9 379.5 324 153.4
2007 ..o 3.2 169.4 137.2 391.7 31.2 153.6
2008......ccovene 3.8 139.4 129.7 383.7 31.2 147.3
2009.....cccevine. 3.1 96.0 114.9 354.3 289 139.6
2010, 3.0 82.2 110.1 347.8 275 136.1
Professional & Education & Leisure &
Year Business Services  Health Services Hospitality Other Services  Government
2004 .....ocevnen. 273.8 175.4 161.9 64.2 220.8
2005.....ccceiene 296.8 186.0 170.4 66.0 2255
2006.......ccvnenen 319.2 198.8 180.5 71.0 229.2
2007 ..o 325.3 206.2 186.2 72.1 238.7
2008......ccovene 309.5 221.2 184.6 73.4 246.0
2009.....ccceiinen 275.0 228.6 174.5 68.2 239.2
2010 269.9 2385 172.3 64.4 235.0

Source: Arizona Department of Administration, Office of Employment and Population Statistics.

The Phoenix-Mesa-Glendale MSA is home to several corporate headquarters: US Airways Group, Inc., Republic
Services Inc., AVNET, Best Western International, Insight Enterprises, PetSmart, Freeport-McMoRan, U-Haul,
First Solar, and Viad. In addition, The Prudential Insurance Company of America, State Farm Mutual, Sentry
Insurance Co. and Southwest Airlines have regional offices in the Phoenix-Mesa-Glendale MSA.

While strong population growth has been the traditional driver for the commercial real estate market, the
slowdown in population growth has led to increased vacancy rates. Retail construction and net absorption slowed
significantly from 2008 through 2010. The retail space vacancy rates increased to 12.6% in the second quarter of
2011. The recession’s effects raised the office vacancy rate in the metropolitan area to 26.0% in the second quarter
of 2011. Industrial real estate activity, which was strong in recent years, slumped along with the decline in demand
for distribution space during the recession. More recently, the industrial vacancy rate dropped for the fifth
consecutive quarter and stood at 13.9% in the second quarter of 2011.

The real estate market in the Phoenix-Mesa-Glendale MSA was a large driver of economic activity in the years
before the deep recession took hold. Permits for new homes hit a peak in 2004, and have retreated since then as
builders cut production. Foreclosures accelerated in the region from 2008 through 2010 but trended downward in
recent months. Home prices appeared to be stabilizing in 2011’s second quarter.

See “SELECTED OPERATIONAL AND FINANCIAL DATA — Customers, Sales, Revenues and Expenses”
herein.



Irrigation and Water Supply System

An historic and continuing justification of the Project lies in providing a stable and economic water supply.
Agriculture in the plains and valleys of south-central Arizona almost wholly depends upon irrigation due to the low
annual rainfall.

The Project provides the water supply for an area of approximately 248,200 acres located within the major
portions of the Cities of Phoenix, Avondale, Glendale, Mesa, Tempe, Chandler, Gilbert, Peoria, Scottsdale and
Tolleson.

The water supply for the Association’s water service area of the Project is primarily runoff from a watershed
consisting of 13,000 square miles which is stored in seven reservoirs, four of which are located on the Salt River and
two on the Verde River and one on East Clear Creek. Additional water is provided by the Association’s deep-well
pumps located within the boundaries of the Project’s water service area.

The Project’s seventh reservoir, the Blue Ridge Reservoir (renamed C. C. Cragin Reservoir) was acquired from
Phelps Dodge Corporation (now Freeport McMoRan) in 2005, and immediately transferred ownership of the dam to
the Bureau of Reclamation, thereby making it part of the Project’s Reservoir System. Water from this relatively
small 16,000 acre foot reservoir on the East Clear Creek Watershed is pumped to the Mogollon Rim where it then
flows by gravity into the Verde River System. SRP intends to use the water rights associated with this reservoir to
supplement Project water resources and to resolve several water supply and rights disputes with communities in the
Verde River Watershed.

The available water supply is important due to its influence on the economy in the area. Since the construction
of the dam and reservoir system, the Project has always had sufficient water supply to meet the demands for urban,
industrial and agricultural uses within its boundaries. The District’s management believes that under established
water rights relating to water use and assuming a continuation of historical precipitation and usage patterns, and
responsible operation of the reservoir system, the area within the Project water service boundaries has a dependable
and assured water supply.

The Southwest is an arid climate prone to natural variability in surface water supply. The Project’s network of
seven reservoirs and 250 wells has been developed and is managed to maintain a reliable water supply, even in dry
times. For some periods over the past several years, the Southwest, including the Project’s watershed, has
experienced serious drought conditions, but these have been mitigated by contingency management plans resulting
in minimal impact to end users. In response to reduced reservoir inflow, the Association has utilized increased
groundwater pumping, reductions in water allocations and supplemental water supplies from the Central Arizona
Project, which has been available for purchase or exchange. The true value of the Association’s management of
water supplies and infrastructure, however, has been demonstrated the past several years as surface water runoff has
fluctuated. Due to the severity of drought in 2003 and 2004, the Association reduced the allocation of water to its
shareholders and to the valley cities by one-third, only the second time in the Project’s long history that allocations
have been reduced for consecutive years. In 2005, abundant winter watershed precipitation and runoff refilled
reservoirs sufficiently to allow the Association to make full surface water-only deliveries to its shareholders. Winter
rain and snow failed to materialize in the winter of 2006 and 2007, suggesting that drought conditions were
continuing as anticipated; however, the winters of 2008 and 2009 provided abundant rain and snow which resulted
in full surface water storage and deliveries to Association shareholders once again. The winter of 2010 again
reinforced the fact that drought is always a factor in a desert environment. Total inflow to the reservoirs proved to
be just one-sixth of the previous winter season and resulted in the 13" driest runoff season on record. Even so,
deliveries to shareholders have not been curtailed as the Association is able to balance the peaks and valleys of
natural water supply conditions through the conjunctive management of the Project’s reservoirs and wells.

See “LITIGATION — Water Rights — Verde River” for discussion of the dispute with respect to plans of the
City of Prescott and the Town of Prescott Valley to withdraw groundwater from the Big Chino Groundwater Sub-
Basin.



The Association also operates about 250 wells under a permit issued by the Arizona Department of
Environmental Quality (“ADEQ”) pursuant to the permit program for the Arizona Pollutant Discharge Elimination
System. The permit restricts the use of wells having chemical contamination above the permit levels. The number
of restricted wells may vary by two or three each year as contamination plumes move or new contamination is
discovered. Eleven of the 250 Association wells are not in operation for various reasons, including permit
restrictions, and pursuant to a voluntary agreement to cease pumping to facilitate the study and remediation of
contaminated groundwater in the area.

See “LITIGATION — Water Rights” for a discussion of additional matters relating to irrigation and water
supply.

Telecommunication Facilities

The District has installed approximately 53,000 strand-miles of fiber optic cable to support communication
activities for its water and electric utility operations. Approximately 60% of the available capacity in this system is
surplus to its needs. The District has also acquired, through exchanges with other utilities and telecommunications
carriers, other fiber optic capacity and has entered into license agreements with telecommunications carriers, such as
CenturyLink, Integra Telecom, AT&T, Level 3 and AboveNet, among others, as well as with certain enterprise
customers to market this excess capacity, and receives approximately $8.2 million per year in revenue from this
activity.

Additionally, the District makes available certain electric facilities for the purpose of co-locating wireless
antenna systems of commercial wireless communications service providers. The District also provides a number of
related services to such service providers in conjunction with this activity. The District generated approximately
$8.3 million in revenue from this activity during fiscal year 2011.

Papago Park Center

Papago Park Center is a mixed-use commercial development located on land owned by the District adjacent to
its administrative offices. The District has entered into a 100-year lease of most portions of the development with
Papago Park Center, Inc. (“PPCI”), a wholly-owned, incorporated, and taxable subsidiary of the District. Most of
the land in Papago Park Center has been developed. Lease payments to the District were $2.37 million and $2.24
million in fiscal years 2011 and 2010, respectively.

New West Energy Corporation

In 1997, the District established a wholly-owned, taxable subsidiary, New West Energy Corporation (“New West
Energy”), to market, at retail, energy available to the District that was surplus to the needs of its retail customers,
and energy that might have been rendered surplus in Arizona by retail competition in the supply of generation.
However, as a result of the turmoil in the western energy markets, New West Energy discontinued marketing excess
energy in 2001, and is now largely inactive.

THE ELECTRIC SYSTEM
Area Served

The District provides electrical service to major populated sections of Maricopa County, as well as portions of
Pinal and Gila Counties. Except the City of Mesa, which operates its own system, all of the cities within the
District’s service areas are served in part by the District and in part by Arizona Public Service Company (“APS”).
By agreement between the District and APS, the urban areas and the adjacent suburban areas now served by the
District’s distribution system will continue to be so served even though the latter may be annexed to a city in the
future. The District also provides power directly for mining load requirements, principally in Pinal and Gila
Counties.
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See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Competition in Arizona”
herein for a discussion of legislation permitting competition in generation service, billing, metering, and meter
reading.

Projected Peak Loads and Resources

The District annually estimates its future sales of energy by taking into account customer growth, changes in
customer usage patterns and historic, as well as projected, weather data. The resource portfolio is examined to
determine the expected sources of power and energy that may be used to supply the estimated system requirements.

The projections in Table 2 represent the District’s estimate of the most probable components of system peak
loads and resources for fiscal years 2012 through 2017. The projections reflected therein are consistent with
industry-wide experience and provide the basis for the District’s current year operating budget, May 2011 through
April 2012. However, they are based on certain assumptions that, if not realized, may adversely affect such
projections. These projections are reassessed annually during the winter, as part of the District’s annual budget
process. If projections of economic and customer growth were to decline as a result of the current weakness in the
economies of the nation or in the Phoenix-Mesa-Glendale MSA, the projections in Table 2 would be revised
downward. See “THE DISTRICT — Economic and Customer Growth in the District’s Service Area.”
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The projections shown in Table 2 do not reflect any sales of excess capacity other than sales pursuant to existing
agreements. The resources in excess of peak load are expected to be generally gas and oil fired resources, which are
the District’s most expensive resources to operate.

TABLE 2 — Projected Peak Loads and Resources (MW)

2012 2013 2014 2015 2016 2017

Annual Peak:(MW)®®@

Service Territory System Requirements®®@® i, 6,755 6,885 7,028 7,179 7,340 7,517
Sales for Resale.........cocccvvecieiiiiciece e, 146 140 140 176 176 167
Demand-Side Resources®....... (423)  (483)  (547)  (602)  (659)  (703)
Total Peak Load®..........cc..coocvvervveerieeeeeees e 6,478 6,542 6621 6,753 6,857 6,981
Resources:
Thermal:

2,827 2,827 2,827 2,827 2,845 2,845
.. 2203 2191 2194 2191 2,191 2,039
NUCIBAT ...t 688 688 688 688 688 688

RENEWADBIES). ... 274 274 274 276 276 276
Future Peaking/Intermediate Resources 0 0 0 0 0 91
Future Distributed Generation 5 10 15 22 28 33
Purchased:

CAWCD/Navajo SUrplus® ..........ccc.ccovvevveereereseeeeeesee e 703 300 300 300 300 300
TEP — Tucson Electric Power Company (“TEP”) ... 100 100 100 100 100 0
Tri-State — Tri-State Generation and Transmission Association,

Ine. (“Tri-State™) 1 . oo 100 100 100 100 100 100
Coolidge Generating Station™ .............ccoovoveieeeesreeceneese e, 512 512 512 512 512 512
Renewable PUFChases®? ..o, 222 217 217 167 149 149
Future Renewable Purchases 14 78 147 280 280 280
Other EXISING ......veveveeeeisieisieeeiissisie et 259 108 33 33 33 33
FULUIE PUICNASES ......vviivie ettt 32 75 123 168 242 567

Total Resources 7,939 7,480 7,530 7,664 7,744 7,913
Total Resources in Excess of Total Peak Load.............cccoeevveviviveennnen. 1,461 938 909 911 887 932
Planned Reserve Percentage™...........cooovveieieireceeieeeseseeeeeseniesnens 22.8 14.0 13.1 12.7 121 12.3

(1
@

The forecast was updated in February 2011.

Peak normally occurs in the June through September months of the prior calendar year (the beginning months of the fiscal year).

® Arizona law requires the District to meet all distribution area loads under 100,000 kWh, even if some retail customers elect to be
served by others. No District retail customers are being served by others.

Projected peak demand for electricity for retail customers does not take into account the impact of demand-side resources that
would reduce demand.

® Demand-side resources are programs or price plans which incent behavior that results in a reduction of the expected peak demand
for electricity of retail customers. Also includes the projected reduction of peak demand due to federal efficiency codes and
standards for lighting and HVAC equipment, as well as customer-owned distributed generation that is already installed.

Projected peak load for retail customers reduced by the impact of demand-side resources and increased by firm wholesale
obligations (sales for resale).

Renewables include owned hydro-electric generation, among other resources.

® Navajo Surplus is electrical capacity and energy made available to the District from the entitlement in Navajo Generating Station
that the United States Bureau of Reclamation holds for the purpose of supplying the power requirements of the Central Arizona
Project when such amount is surplus. The contract term extends through September 30, 2011. A new long-term contract for 300
MW has been executed that will extend the contract 20 years. The 300 MW contract extension is included in the forecast shown.
An agreement is in place with TEP to extend the 100 MW long-term contract to May 31, 2016. The 100 MW contract extension is
included in the forecast shown.

The District has a 30-year agreement with Tri-State to purchase 100 MW of capacity from Springerville Unit 3. Commercial
operation of Unit 3 began on September 1, 2006.

The District has a 20-year agreement with Coolidge Power LLC to purchase approximately 551 MW of nominal capacity from the
Coolidge Generating Station. Commercial operation began May 1, 2011. The District has an option for a 10-year extension of the
agreement.

Renewable purchases include SRP's federal hydro-power.

Cannot be derived solely from the information set forth in Table 2.

(4,

®

@

@

(10)

(11

(12)
13)
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Reserve Targets

The District plans the addition of new generation based on a 12% reserve target. Because of the restructuring of
the electric utility industry and the significant financial exposure associated with carrying excess reserves, the
District has decided that a 12% reserve target represents an optimal planning target that balances both economics
and reliability.

Existing and Future Resources

The District has various resources available to it to provide electricity in its service area. The resources include
the generating facilities owned solely by the District, generating facilities in which the District has an ownership
interest, and the District’s ability to enter into agreements with others to purchase power.

Economic Viability of Existing Generation Assets. The existing generation assets have been, and will continue
to be, an integral part of the District’s long-term resource plans. These generating stations historically have
achieved high availability and low forced outage rates as compared to industry averages. This performance can
largely be attributed to prudent operational and maintenance practices. Sustaining and improving this performance
will be achieved by continuing a focused effort on preventive, predictive and corrective maintenance activities. By
combining these practices with the ongoing application of engineering and technology improvements the District
will ensure that the future economic and operational value of existing assets is maintained.

Summary of Existing Power Sources during the fiscal year ended April 30, 2011. The District’s largest source
of energy during the fiscal year ended April 30, 2011 was thermal generating facilities, which supplied
approximately 68.5% of the District’s total production. Hydroelectric generation provided approximately 4.9% of
production with 3.2% coming from the District’s own hydroelectric plants and 1.7% coming from purchases from
the Arizona Power Authority (“APA”) and the United States Department of Energy, Western Area Power
Administration (“WAPA”). The remaining 26.6% came from various other purchases and renewable resources.
Table 3 provides more detail on District power sources.
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TABLE 3 — Fiscal Year 2011 District Power Sources

Net Production

Capability % of Amount % of
Mw)® Total (MWh)® Total
District Generation:
One Hundred Percent Entitlement — Renewable Hydroelectric
& Other:
ROOSEVEIE DAM ....oviiiiiieieiec e 36 0.42% 69,774 0.21%
Mormon Flat Dam... 10 0.12 38,060 0.11
HOrse MeSa Dam.......ccooveieiiiiieiciiesecee e 30 0.35 74,886 0.22
Stewart Mountain Dam ........occevivieiee i 13 0.15 26,502 0.08
Canal Plant (CrossCut)..........cccceeervereeeeenuenee 3 0.04 4,086 0.01
Canal Plant (South Consolidated) .................. 1 0.01 2,547 0.01
Arizona FallS ... 1 0.01 1,306 0.01
Subtotal Renewable Hydroelectric....... 94 1.10 217,161 0.64
Mormon Flat Dam Pumped Storage........... 57 0.67 52,116 0.15
Horse Mesa Dam Pumped Storage............... 119 1.40 97,552 0.29
Subtotal Pumped Storage Hydroelectric 176 2.07 149,668 0.44
ST PSS 1 0.00 4,122 0.01
FUBL CEIIS ..o oW 0.00 955 0.00
Alternative Fuels — Tri-cities Landfill 4 0.05 28,154 0.08
{0 o) 0] - I @] 1Y O TOR 5 0.06 33,231 0.10
One Hundred Percent Entitlement — Thermal
Kyrene (Steam) ......cccocevvverenecreenerenens 106 1.25 (624) 0.00
Kyrene (Gas Turbing).........cccecvveerierircennnn 165 1.94 579 0.00
Kyrene (Combined Cycle) 250 2.94 386,037 1.14
Agua Fria (Steam) ......ccccovvervvreereneceeenne 407 4.78 18,466 0.05
Agua Fria (Gas TUrDINE) .....ccccvvereiieeecceee e 219 2.57 1,595 0.00
Santan Combined CYCIE ......c.cceiiiircicece e 1,227 14.41 1,739,857 5.12
Desert Basin Combined Cycle 577 6.78 1,038,093 3.06
Coolidge (Gas Turbing).........cccoevreevreereennas 0 0.00 64,308 0.19
Coronado Generating Station ...........c.cceceennae 773 9.08 5,948,054 17.51
Springerville Unit 4 400 4.70 2,955,941 8.07
SUBLOTAL ... 4,124 48.45 12,152,306 35.77
Participation Plants
Navajo Generating Station ..........cccccvevererieiiniencse e 489 5.74 3,788,953 11.15
Four Corners Generating Station Units 4 &5 ......ccccccevvvveennnene 154 1.81 1,121,827 3.30
Hayden Generating Station ...........cccoevereinienineneneceescee 1.54 936,372 2.76
Craig Generating Station..........c.c.ccevveierienns 291 1,795,837 5.29
Palo Verde Nuclear Generating Station 8.08 5,500,185 16.19
SUBLOTAL ... 20.09 13,143,174 38.69
Purchases and Receipts'”:
Federal Hydropower — Renewable
APA — Arizona Power AUthOTIY ............c.ccecevevevirivereiiinieieenns 420 0.49 102,243 0.30
WAPA — Colorado River Storage Project............ccc.cceeeereenneee. 749 0.87 270,883 0.80
WAPA — Parker-Davis DamS .........coueeeeeeeeeeeeeeeeeeseeeeesreenens 321 0.38 147,848 0.44
WAPA — CAWCD/Navajo SUIPIUS......c.cccevreirrinieenesiecseenenne 686 8.06 1,804,616 5.31
AEPCO — Arizona Electric Power Cooperative .............cccoeenee. 100 1.17 310,891 0.92
TEP — Tucson Electric Power Company ..........ccoccoeveveinenennenn 100 1.17 654,967 1.93
TSGT — Tri-State Generation & TranSmMisSioN..........ccceeevvevuvenne. 100 1.17 607,712 1.79
Renewable — SWMP — Snowflake White Mountain Power
(BIOMASS) ) ... 10 0.12 24,918 0.07
Renewables — Wind Power Dry Lake | & Il.........ccooeviiiinicnnnn 0 0.00 191,338 0.58
Renewables — Other Wind POWET............cocvevvviieiiiiec e 50 0.59 61,600 0.18
(@131 SRR 1,209 14.20 4,093,897 12.05
SUBLOTAL ... 2,403 28.23 8,277,913 24.37
TOTALYY ettt e st neeeen 8,512 1100.00 33,973,453 1100.00

@ Load capability during summer system peak. Winter capability may be greater.

@ Actual net production during the fiscal year ended April 30, 2011. Energy for pumped storage is not deducted.

® Fuel cell capacity is 250 kW.

@ purchase and receipt capabilities vary month to month. Listed are the capabilities for the peak month.
® Includes 10 MW wheeled for certain electrical/irrigation districts.

® Includes 19 MW wheeled for certain electrical/irrigation districts.

™ Includes 1 MW wheeled for the City of Gilbert.

@ Net of CAWCD pumping load and losses totaling 53 MW that occurred coincident with system peak.

© Terminated as of August 31, 2010. See “THE ELECTRIC SYSTEM — Existing and Future Resources — Purchased Power” for a discussion.

(9 gshort term purchases excluding 0 MW and 1,084,151 MWh of book-outs.
Totals may not add correctly due to rounding.
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Desert Basin Generating Station. The District had a ten-year Power Purchase Agreement (“DBPPA”) that
commenced on or about November 2001 with Reliant Energy Desert Basin, LLC (“Reliant”) for the purchase of 575
MW of capacity produced at the Desert Basin Generating Station (“Desert Basin”) located in central Arizona. In
2003, the District acquired Desert Basin and transferred title to Desert Basin Independent Trust (“DBIT”), a
Delaware statutory trust, pursuant to a Lease Purchase Agreement (the “Lease Purchase Agreement”) to provide a
portion of the permanent financing for Desert Basin. In a concurrent transaction, DBIT issued $282,680,000
aggregate principal amount of Certificates of Participation (“Certificates”) evidencing direct undivided interests in
rental payments made by the District pursuant to the Lease Purchase Agreement. A portion of the proceeds from the
sale of the Certificates was used to satisfy the bridge loan used to acquire Desert Basin. The acquisition of Desert
Basin resulted in the cancellation of the DBPPA and the District operates Desert Basin consistent with its other
thermal resources. See “SELECTED OPERATIONAL AND FINANCIAL DATA — Additional Financial Matters”
for further discussion of the financing of Desert Basin.

Santan Generating Station. In 2001, the Arizona Corporation Commission (“ACC”) approved a certificate of
environmental compatibility (“CEC”) for a proposed expansion of the District’s Santan Generating Station in the
Town of Gilbert. The first of the two additional units was placed into commercial operation on April 1, 2005, and
the second unit became commercial on March 1, 2006. The total combined capability of these units is a nominal
825 MW.

Jointly Owned Generation Facilities. The District has an ownership interest in six jointly owned generating
facilities. However, one of the facilities, the Mohave Generating Station, is being decommissioned and no longer
produces generation. The percent participation of the District and the other participants in the producing facilities is
set forth in Table 4. Additional information about each facility follows Table 4. See “THE ELECTRIC SYSTEM
— Existing and Future Resources — Mohave Generating Station” for a discussion of the status of the Mohave
Generating Station.
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TABLE 4 — District Participation Interests in Existing Generating Facilities™

Four
Corners Hayden Craig Palo Verde
Navajo Generating Generating Generating Nuclear
Generating Station Station Station Generating
Station Units4 &5 Unit 2 Units 1 & 2 Station

Project Capabilities
Total Continuous Load Capabilities

LY AT N 2,250 1,570@ 262 856 3,937
Project Participants
DISHACE. ..ot 21.7 10.0 50.0 29.0 175
APS 14.0 15.0 — — 29.1
Department of Water & Power, Los

Angeles (“LADWP”) ...ccooeiiiiiiiiieen, 21.2 — — — 5.7
El Paso Electric Company (“El Paso”)........ — 7.0 — — 15.8
Nevada Power Company (“NPC”) .............. 11.3 — — — —
Platte River Power Authority — — — 18.0 —
PacifiCorp .....oovveriiiieeeee e — — 12.6 19.3 —
Public Service Company of Colorado

(“PSCO™) cuviiiiieieieeieee e — — 374 9.7 —
Public Service Company of New

MeXico (“PNM”)..cccciiniiiiicniinieiesiee — 13.0 — — 10.2
Southern California Edison Company

(“SCE”) ittt — 48.0 — — 15.8
Southern California Public Power

Authority (“SCPPA”).... — — — — 5.9
Tri-State ..o, — — — 24.0 —
TEP e 7.5 7.0 — — —
U.S. Bureau of Reclamation (“USBR”) ...... 24.39 — — — —
Total Percentage.........cccovevvevveieicniciiennas 100.0% 100.0% 100.0% 100.0% 100.0%

@ Generally, if a default by any participant in the payment or performance of an obligation under a participation agreement continues
without having been cured or without the participant having commenced and continued to cure the default, then the non-defaulting
participants may suspend the right of the defaulting participant to receive its capacity entitlement. In case of default, (1) each non-
defaulting participant will bear a portion of the operation and maintenance costs otherwise payable by the defaulting participant in the
ratio of the non-defaulting participant’s respective capacity entitlement to the total capacity entitlement of all non-defaulting
participants, and (2) the defaulting participant will be liable to the non-defaulting participants for all costs incurred by the non-
defaulting participants pursuant to (1) and for all costs in operating the project at a reduced level of generation brought about by the
reduction of the capacity entitlement of the defaulting participant. USBR’s participation interest in the Navajo Generating Station is
not subject to these suspension procedures, but USBR is obligated to bear its proportionate share of the operation and maintenance
costs of any defaulting participant in the Navajo Generating Station. Currently there are no defaulting participants.

@ Amount shown is maximum capability. Normal continuous load capability is 1,500 MW.

© Amount shown is maximum dependable capability. Except during summer, normal continuous load capability will usually exceed
3,937 MW, MDC net (Maximum Dependable Capacity, net).

“ The District holds legal title to this percentage of the Navajo Generating Station for the use and benefit of USBR.

Craig Generating Station Units 1 and 2. The District owns 29% of Craig Generating Station Units 1 and 2,
which are operated by Tri-State. The two 428 MW coal-fired generating units commenced commercial operations
in 1981 and 1979, respectively. The Craig Generating Station Units 1 and 2 are located in the Yampa Valley near
the City of Craig in northwestern Colorado. The District’s entitlement to power and energy from Craig Generating
Station Units 1 and 2, like the power and energy from Four Corners Generating Station Units 4 and 5 (“Four
Corners”) and Hayden Generating Station Unit 2, is subject to a displacement arrangement with WAPA. Power and
energy is delivered to WAPA and used for WAPA’s customers located in Colorado, New Mexico, Utah and
Wyoming. WAPA delivers a similar amount of power and energy to the District from the Glen Canyon
Hydroelectric Generating Station. This is a displacement arrangement that reduces transmission investment,
operating expenses and energy losses both for WAPA and for the District.

See “THE ELECTRIC SYSTEM — Existing and Future Resources — Coal” for comments relating to the coal
supply for the Craig Generating Station Units 1 and 2.
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See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Environmental” for
discussion concerning the determination by the State of Colorado of the Best Available Retrofit Technology
(“BART”) for the Craig Generating Station.

Four Corners Generating Station Units 4 and 5. The Four Corners Generating Station Units 4 and 5, operated
by APS, are located on the Navajo Indian Reservation near Farmington, New Mexico. The District owns 10% of
Units 4 and 5, two 785 MW (maximum capability) coal-fired generating units, which commenced commercial
operations in 1969 and 1970, respectively. Coal comes from the Navajo Mine located 11 miles away on the Navajo
Indian Reservation.

SCE, which owns 48% of Units 4 and 5, announced in March 2010 that it plans to divest its interest in Four
Corners by 2016, when the participation agreement expires. On November 8, 2010, APS and SCE entered into an
asset purchase agreement providing for the purchase by APS of SCE’s 48% interest in each of Units 4 and 5 of Four
Corners. Completion of the purchase by APS, which is expected to occur in the second half of 2012, is conditioned
upon the receipt of regulatory approvals and other closing conditions.

See “LITIGATION — Environmental Issues — New Source Review” for discussion of the national enforcement
initiative of the Environmental Protection Agency (the “EPA”) under the New Source Review Provisions of the
Clean Air Act (the “CAA”).

See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITITY INDUSTRY — Environmental —
California” for comments related to investments in coal-fired generating stations by California utilities.

See “THE ELECTRIC SYSTEM — Existing and Future Resources — Coal ” for comments relating to the coal
supply for the Four Corners Generating Station Units 4 and 5.

See “THE ELECTRIC SYSTEM — Environmental Matters — Navajo Generating Station and Four Corners
Generating Station Units 4 and 5 for a discussion of administration of federal environmental laws by Indian tribes.

See “LITIGATION — Environmental Issues” for a discussion of certain Navajo environmental laws.

Hayden Generating Station Unit 2. The District owns 50% of Hayden Generating Station Unit 2, a 262 MW
coal-fired generating unit, which commenced commercial operations in 1976 and is located in Hayden, Colorado.
Public Service Company of Colorado (“PSCo”) is the operating agent. PSCo is an operating company within Xcel
Energy.

See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Environmental” for
discussion concerning the determination by the State of Colorado of the BART for the Hayden Generating Station.

See “THE ELECTRIC SYSTEM — Existing and Future Resources — Coal ” for comments relating to the coal
supply for the Hayden Generating Station Unit 2.

Navajo Generating Station. The Navajo Generating Station (“NGS”), located on the Navajo Indian Reservation
near Page in Northern Arizona, consists of three 750 MW coal-fired generating units. The units commenced
commercial operations in 1974, 1975 and 1976, respectively. The facility also includes an electric railroad for fuel
delivery and 500 kV transmission lines and switching stations to deliver the power and energy to the various
participants. The District owns 21.7% of NGS and is the operating agent of the generating station and the railroad.
The NGS coal supply is surface-mined and delivered from the Kayenta Mine, which is located on the Navajo and
Hopi Indian Reservations in Northern Arizona. Peabody Western Coal Company (‘“Peabody”) operates the mine
under leases with both tribes.

The Department of Water and Power for the City of Los Angeles (“LADWP”), a participant in NGS, has
announced that it will replace its coal-fired generation with generation from renewable energy sources by 2020.
Further, although LADWP’s contract for NGS does not expire until 2019, it announced in August 2010 its intent to
sell its interest in NGS.
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The initial term of the Indenture of Lease for NGS Units 1, 2 and 3 (the “Lease”) runs through 2019 with a right
by the owners to extend the Lease for up to an additional 25 years. The Grant of Federal Rights-of-Way and
Easements from the U.S. Department of Interior for the plant site runs through 2019 as does the coal supply
agreement with Peabody. A variety of other agreements and grants necessary to the continued operation of NGS
expire at various dates as well and will need to be renewed to continue the operation of NGS beyond 2019. The
owners of NGS also may be required to make substantial expenditures once the pending EPA determination of
BART is finalized and compliance with other EPA rules is implemented. The District and the other Participants are
evaluating future options for NGS in light of these and other developments.

See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY - Environmental” for
discussion of the EPA’s pending determination of BART at NGS under the EPA’s Regional Haze Rule.

See “THE ELECTRIC SYSTEM — Environmental Matters — Navajo Generating Station and Four Corners
Generating Station Units 4 and 5” for a discussion of environmental considerations with respect to NGS, and
administration of federal environmental laws by Indian tribes.

See “THE ELECTRIC SYSTEM — Existing and Future Resources — Coal” and “LITIGATION — Coal
Supply” for discussions relating to the NGS coal supply, and “LITIGATION — Environmental Issues” for a
discussion of certain Navajo environmental laws.

Mohave Generating Station. The District owns 20% of the Mohave Generating Station (“Mohave”), which
consists of two 790 MW coal-fired units. Mohave commenced commercial operations in 1971 and is located in
Clark County, Nevada, on the Colorado River. SCE is the operating agent. However, the plant suspended
operations in 2005 and the participants have begun decommissioning it.

The District has replaced its share of output from Mohave with a combination of sources, including Unit 4 of the
Springerville Generating Station, a 400 MW coal-fired power plant that was placed in service in December 2009.

In fiscal year 2003, the Board authorized the recovery of the balance of the District’s investment in Mohave in
its revenue requirements prior to the closure of the plant. In accordance with the Accounting Standards Codification
Topic 980 (“ASC 980”) for rate-regulated enterprises, a regulatory asset for Mohave was established for $78.0
million during the fiscal years ended April 30, 2003, 2004 and 2005, and is being recovered over a ten-year period
which began in fiscal year 2006. On April 30, 2011, the net regulatory asset for Mohave was $36.4 million.

See “LITIGATION — Coal Supply” for a discussion of the other pending issues.

Palo Verde Nuclear Generating Station. The District owns 17.49% of the Palo Verde Nuclear Generating
Station (“PVNGS”), located near Wintersburg, Arizona. APS is the project manager and operating agent. PVNGS
Units 1, 2 and 3 commenced commercial operation in 1986, 1986, and 1988, respectively. In April 2011, the U.S.
Nuclear Regulatory Commission (the “NRC”) issued Renewed Facility Operating Licenses for the three PVNGS
Units to 2045, 2046 and 2047, respectively.

PVNGS originally consisted of three nominally sized 1,270 MW pressurized water nuclear generating units. The
steam generators and low pressure turbine rotors have been replaced in all three units resulting in an increase of 65
to 71 MW net output (11 to 12 MW as the District share) in each unit. Reactor vessel heads have been replaced in
all three units. This replacement eliminated industry issues regarding alloy 600 nozzle corrosion cracking in the
reactor vessel head.

See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Nuclear Plant Matters”
for a discussion of liability issues.

Purchased Power. The District supplies a portion of its energy and demand requirements with purchased power
from several sources as shown in Table 3. In fiscal year 2011, approximately 14.0% of the District’s energy
requirements were met with long-term power purchases and an additional 14.2% were met with short-term
purchases.
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The District has multiple long-term contracts to purchase power from WAPA including a new contract executed
September 28, 2007, to purchase Navajo Surplus Power with deliveries to begin June 1, 2012. Navajo Surplus
Power is electrical capacity and energy made available from the entitlement in the Navajo Project which the United
States Bureau of Reclamation holds for the purpose of supplying the power requirements of the Central Arizona
Project when such amount is surplus. This purchase is for 300 MW during the eight super-peak hours of every day,
June through August, and the term runs through September 30, 2031. This purchased power agreement is included
in the “Purchased: CAWCD/Navajo Surplus” category of Table 2. The expiration dates of these contracts span the
period from September 30, 2011 to September 30, 2031. In fiscal year 2011, a total of 834 MW peak capacity was
available under various contracts with APA, the Colorado River Storage Project (“CRSP”), the Parker-Davis
Project, and the Central Arizona Water Conservation District (“CAWCD”).

The District also has a long-term power purchase contract with TEP that provides for the District to purchase
100 MW of firm power. This contract will expire in fiscal year 2017.

The District entered into a 20-year power purchase agreement with Transcanada, Coolidge Power LLC for the
development, construction, and operation of a simple cycle combustion turbine electric peaking plant near
Randolph, Arizona with a nominal capacity rating of approximately 551 MW. The agreement, effective May 8,
2008, is for the purchase of all the electrical capacity, energy and ancillary services available from Coolidge
Generating Station, which is located in Pinal County and began commercial operation in May 2011. The District
has an option for a 10-year extension of the agreement.

In addition, the District has entered into various long-term purchase power agreements with developing renewable
energy generation facilities that extend for periods of 20 to 30 years as reflected in the table below. Two of the facilities,
with capacities of approximately 64 MW and 63 MW, began commercial operation in fiscal years 2011 and 2009,
respectively. The District is receiving the power and renewable energy credits from both facilities and the amounts that
the District paid to these projects were $17.5 million and $6.4 million for fiscal years 2011 and 2010, respectively. The
remaining facilities are expected to begin commercial operation between fiscal years 2012 and 2014. The expected
capacity of all the facilities combined, once in operation, is approximately 365 MW. The District is only obligated to
pay for actual energy delivered and will have no obligation with respect to any facilities that do not start commercial
operations. There are no minimum payment obligations under these agreements.

Capacity Commercial Term
Project Counterparty (MW) Fuel Operation | (End Date) Location
Dry Lake | Dry Lake Wind Power, 63 Wind FY2009 FY2030 Holbrook, AZ
LLC
Dry Lake Il Dry Lake Wind Power, 64 Wind FY?2011 FY2031 Holbrook, AZ
LLC
Copper Crossing | Copper Crossing, LLC 20 Solar PV FY2012 FY2037 Florence, AZ
(expected)
Hudson Ranch | | Hudson Ranch Power I, 50 Geothermal FY2012 FY2042 Imperial Valley, CA
LLC (expected)
Lightning Dock | Geothermal HI-01, LLC 50 Geothermal FY2014 FY2032 Animas Valley, NM
(expected)
Yavapai Wind Yavapai Wind, LLC 99 Wind FY2013 FY2037 Yavapai County, AZ
(expected)
Siete Solar Siete Solar LLC 19 Solar PV FY2013 FY2033 Queen Creek, AZ
(expected)

See “LITIGATION — Gas Supply” for a discussion of fuel supply issues.

Future Resources. The District evaluates its options for obtaining reliable resources on a lowest possible cost
basis. In addition to the potential future resource options described below, the District balances short-term and long-
term energy purchases, refinements to its conservation programs, building its own new generation and ventures with
other plant developers to acquire the output from other plants being constructed. Arizona and many other western
states have either deferred or re-examined the implementation of deregulation of the electric industry. As a result,
certain merchant generators are seeking buyers for sales of power from, or purchases of, their plants, both in
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operation or under construction. Consistent with its acquisition of the Desert Basin Project, the District continues to
evaluate these developments, which could include the acquisition of other existing generation facilities.

Springerville Generating Station. In 2001 the District entered into an agreement with UniSource Energy
Development Company (“UniSource”) for the joint development of two additional coal-fired generating units (Units
3 and 4), approximately 400 MW each in size, to be located at the existing Springerville (Arizona) Generating
Station. Under an amendment to the agreement, dated October 20, 2003, the District entered into a 30-year power
purchase agreement (the “PPA”) to purchase 100 MW of capacity from Unit 3, which was developed by Tri-State
and placed in service in September, 2006, beginning the 30-year term of the PPA. Springerville Unit 4 began
commercial operation in December 2009.

Peaking Generation Siting. The District purchased property for a natural gas peaking facility, called the Copper
Crossing Site (formerly called the Abel Site), adjacent to the Abel Substation in northwest Florence (Arizona). The
District plans to construct a simple-cycle peaking-power plant that would provide approximately 900 MW of
summer capacity. The generating facility would become operational in stages, beginning in fiscal year 2017. If the
economy recovers more slowly or more quickly than anticipated, the plans can be scaled in terms of size and timing
to better meet the District’s needs.

In addition to this facility in Florence, the District is also considering power-purchase agreements and ownership
interests in existing or new intermediate generation facilities to meet its needs.

Transmission. Electricity from the District’s diversified generation resource mix is delivered to customers over
a complex and reliable transmission system, which is integrated into the grid that connects transmission lines in the
West. The District owns transmission systems that deliver electricity from its generating resources to its loads.
However, whenever it was not prudent to build a new transmission system, the District acquired contract rights on
transmission systems owned by others. In addition to utilizing its transmission system to deliver electricity from its
generating resources, the District uses its transmission system to access generation resources produced by others and
to transmit energy for others when surplus transmission capacity is available.

In February 2006, the District entered into an agreement with various electrical districts in Pinal County,
Southwest Transmission Cooperative, Inc., an Arizona non-profit rural electric cooperative and TEP (collectively
the “Project Participants”) to develop a 150-mile 500kV transmission line and up to four new substations to serve
the growing load in the respective service areas of the Project Participants. The new 500kV transmission line
originates at the Hassayampa Switchyard near PVNGS and terminates at the District’s Browning Substation. The
anticipated cost of the project is approximately $380 million, of which the District’s share is approximately $254
million. The first 50 miles of 500kV transmission was placed in service in 2008. An additional 47 miles was placed
in service in May 2011 but this section was initially energized at 230kV to accommodate the addition of generation
resources. The final 500kV segment will be placed in service in 2014 and the section energized at 230kV will also
be energized at 500kV in 2014.

In December 2009, the District entered into an agreement with APS for the development of a 27-mile 500kV
transmission line and two new substations to serve growing load in the Phoenix-Mesa-Glendale MSA. APS included
230kV transmission and substations as part of the project without participation by the District. The new 500kV and
230KV transmission lines originate at the new Morgan Substation near Lake Pleasant and terminate at the existing
Pinnacle Peak Substation complex in north Scottsdale. The anticipated cost of the 500kV portion of the project is
$192 million, of which the District’s share is approximately $96M. The 500kV transmission line was placed in
service in November 2010. The project is anticipated to be fully complete with all components by December 2012.

Fuel Supply. The District’s projected use of fuel and other energy sources by type is shown on the following

table, which summarizes the District’s various sources of energy assuming the most efficient utilization of the
facilities expected to be available for the dates indicated.
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TABLE 5 — Summary of Projected Energy Sources
(expressed as a percentage of total sources)

Fiscal Year Hydro/ Renewables/ Long-Term

Ending April 30, Sustainable®  Gas/Qil Coal Nuclear Sustainable® Purchases Other
2012, 3.2% 8.7% 53.7% 18.4% 5.7% 6.8% 3.5%
2013 2.9% 11.4% 53.2% 18.3% 7.8% 4.6% 1.8%
2014 2.8% 12.1% 52.5% 17.9% 9.9% 4.2% 0.6%
2015 s 2.8% 11.5% 51.6% 17.7% 11.8% 4.2% 0.4%
2016, 2.7% 12.0% 50.5% 17.2% 12.3% 4.5% 0.8%
2017 i, 2.7% 15.3% 47.6% 16.8% 12.9% 3.8% 0.9%

@ Includes federal hydro purchases; hydro resources are included in SRP’s Sustainable Portfolio.
@ Includes renewable energy purchases, renewable resources, and energy efficiency.

Coal. Hayden Generating Station Unit 2, NGS, Four Corners, and Craig Generating Station Units 1 and 2 are
coal-fired generating units. The coal supply contract for Four Corners has been extended to July 2016. The coal
supply contract for NGS has been extended to December 22, 2019. The coal supply contract for Hayden Generating
Station will expire in December 2011. The District expects to enter into a new coal supply agreement for the
Hayden Generating Station beyond 2011. The two coal supply contracts for the Craig Generating Station expire
July 1, 2014 and December 31, 2017. In the past, approximately 30% of the coal supply for Craig was purchased
through annual spot market solicitations. This portion of the supply of coal for Craig has been acquired through a
contract that will expire in December 2020. The District believes it will be able to obtain coal for the remainder of

the depreciable life of each plant.

For calendar years 2007 through 2015, Cloud Peak Energy Resources LLC, formerly known as Rio Tinto Sage
LLC, successor in interest to Rio Tinto Energy America, Inc., successor in interest to Kennecott Energy and Coal
Company, will provide the coal required by the Coronado Generating Station (“CGS”), up to an 81% capacity factor
for running the plant, with anything above that being obtained from the spot market. The District believes it can
continue to meet the coal requirements for CGS.

Cloud Peak Energy Resources will also supply the coal requirements for building inventory, testing, and for
commercial operation of Springerville 4 through 2012. The District expects to enter into a new agreement(s) for
Springerville Unit 4 coal requirements beyond 2012.

The stockpiles of coal for all coal-fired generating stations are at or above acceptable levels for normal
operations.

There are a number of disputes involving coal supplies for NGS and other plants in which the District has an
interest. The District does not believe that these disputes will have material adverse effects on its operations or
financial condition. However, final resolution of any of these disputes cannot be predicted at this time. See
“LITIGATION — Coal Supply” for additional discussion of coal supply matters.

Natural Gas. The District utilizes natural gas almost exclusively to fuel its oil or gas-fired units in the Phoenix-
Mesa-Glendale MSA and plans to continue to do so as long as natural gas remains available at costs that are
economically favorable over other alternatives. The District purchases natural gas pursuant to energy risk
management policies and trading strategies designed to minimize financial and operational risk while ensuring that
sufficient gas is available to serve the customers of the District.

Natural gas price hedging is primarily accomplished through the use of financial instruments such as exchange-
traded futures and options contracts and “over the counter” swaps and options contracts. Hedging activities focus on
a rolling six year period into the future relative to the District’s retail customer demand. See “CERTAIN FACTORS

AFFECTING THE ELECTRIC UTILITY INDUSTRY — Competition in Arizona — Energy Risk Management
Program” herein, for a discussion of the District’s Risk Management Program.

Natural gas storage contracts are utilized to balance supply and demand as well as help manage price risk and
ensure reliable delivery. Natural gas is delivered to the District’s generating facilities via transportation contracts
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with El Paso Natural Gas Company and Transwestern Pipeline Company. Additionally, the District encourages
parties to consider development of natural gas storage fields in Southern Arizona.

In October 2007, the District entered into a 30-year gas purchase agreement with the Salt Verde Financial
Corporation (“SVFC”), an Arizona nonprofit corporation, to purchase approximately 20% of its projected natural
gas requirements needed to serve retail customers. The District is obligated to pay only for the gas delivered under
this contract. To fulfill its obligation, SVFC entered into a 30-year prepaid gas agreement with Citigroup Energy
Inc. SVFC financed the purchase by the issuance of its special obligation gas revenue bonds (“Gas Revenue
Bonds”). The Gas Revenue Bonds do not constitute a debt, liability or obligation of the District.

Nuclear. The nuclear fuel cycle for PVNGS is comprised of the following stages: the mining and milling of
uranium ore to produce uranium concentrates; the conversion of uranium concentrates to uranium hexafluoride; the
enrichment of uranium hexafluoride; the fabrication of fuel assemblies; the utilization of fuel assemblies in reactors;
and the storage and disposal of spent fuel. APS, on behalf of APS, the District, EPE, SCE, PNM, SCPPA, and
LADWP (the “Palo Verde Participants”), has procured under contract 100% of the materials and services required to
provide uranium concentrates through the year 2011, 95% in years 2012 through 2017, , 80% in 2018, and 45%
through 2025, 100% of the requirements for conversion services through 2018 and 45% through 2025, 100% of the
requirements for the enrichment services through 2020 and 20% through 2025, and 100% of the requirements for
fabrication services through 2016. APS is examining uranium supplies along with fuel conversion, enrichment, and
fabrication services to reduce risks associated with any single component of the supply chain and to better position
the Palo Verde Participants when the existing contracts begin to expire.

See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Nuclear Plant Matters”
herein, which includes further discussion on spent nuclear fuel.

Sustainable Resource Portfolio

As the nation’s oldest multi-purpose federal reclamation project, the Salt River Project was founded on the
principles of resource stewardship. The District acknowledges the environmental challenges associated with
supplying reasonably-priced power to a growing customer base and recognizes that environmental stewardship,
resource conservation and efficiency create effective partnerships with its customers. The District believes that it
must pursue a portfolio of initiatives to meet current and future goals and has invested heavily in research and
development.

These investments include a study of technologies for capturing carbon emissions via a chilled ammonia process,
a program to commercially deploy six hyper-efficient appliances and testing the means by which to enhance
efficiencies of the District’s transmission and distribution grid. The District has partnered with its customers to
reduce greenhouse gas (“GHG”) emissions and invest in renewable energy. The District offers a green pricing
program called EarthWise Energy that thousands of the District’s customers use to support renewable energy. The
EarthWise Energy Program provides incentives for customers to install solar photovoltaic hot water systems, and the
District also has a Trees for Change Program which allows customers to support tree planting.

Evidence of the District’s portfolio approach is the adoption by the Board of a Sustainable Portfolio Plan
(“SPP”). The SPP, adopted in 2004 and amended in 2006 and 2011, targets meeting 9% of expected retail energy
requirements with sustainable resources by fiscal year 2012, increasing to 20% by fiscal year 2020. Sustainable
resources are defined as all supply-side and demand-side resources that reduce reliance on traditional fossil fuels.
This includes generation from renewable resources, including hydro-electric generation, as well as conservation,
energy efficiency and pricing measures. The Sustainable Portfolio does not include nuclear power, but when
nuclear is included, about 20% of the electricity currently provided by the District is produced without creating any
GHG. The District is pursuing the acquisition of additional, cost-effective renewable resources and is evaluating all
options including nuclear.

In addition to supply-side resources, the District has increased its investment in energy efficiency and demand
response programs. Through fiscal year 2014, the District has increased its planned investment in energy efficiency
by over $200 million. Examples include incentives for the construction of energy efficient homes and commercial
buildings, retail partnerships to discount the cost of energy efficient appliances, an appliance recycling program that
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pays customers for the pick-up and recycling of inefficient refrigerators/freezers (the first of its kind in Arizona) and
new commercial programs that provide incentives for standard and customized efforts to install efficient lighting and
equipment.

The District’s award-winning M-Power® Pre-Pay Program has received national acclaim for its conservation
effect and its use of real time technology to display usage information to customers inside the home. Approximately
120,000 customers participate in the program, making it the largest pre-pay program in North America. Studies
have consistently demonstrated an average 12% reduction in energy usage for customers who switch to the program;
an added benefit is that over 90% of customers on the program are satisfied/very satisfied with the District.

Augmenting programs that conserve energy, the District is adding to its portfolio of programs that shift peak
demand. The District’s time-of-use (“TOU”) pricing plan is one of the largest in the nation. The District Board has
introduced a new pricing plan (EZ-3) designed to reduce customer load during the summer hours between 3:00 p.m.
and 6:00 pm. Initial results from the program are extremely encouraging — customers who have switched from both
the standard and the TOU plan have consistently reduced energy demand during on-peak hours, with minimal
offsetting effects seen in the pre- and post-peak hours. The District plans to expand this program, and is also
looking at launching a commercial customer demand response program. See “ELECTRIC PRICES” for further
discussion of the District’s TOU and M-Power® Programs.

The portfolio of initiatives referenced above, coupled with many other activities and partnerships, will help meet
the District’s electrical needs while addressing some of the environmental issues facing the industry. See
“CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Environmental” for further
discussion.

Insurance and Liability Matters

The liability exposure of electric utilities has generally increased over time as the diversity and number of claims
and resulting awards has increased. Electric utility insurance needs have increased accordingly in the areas of
coverage and policy limits. In general, over the long-term, the commercial insurance market has not satisfied these
increased needs. The commercial insurance market is highly cyclical, with cycles characterized by periods of
increasing limits and coverage with lower deductibles, followed by periods of coverage and limit restrictions, higher
deductibles and, in some cases, non-renewals or cancellations. As a result, several industry mutual companies have
been formed to serve the coverage and limit requirements of the industry, and the District has placed a majority of
its liability and directors and officers insurance with such mutual carriers to ensure long-term stability of its
insurance programs. The District does continue to place some liability coverages in the commercial market.
Additionally, in 2004 the District established SRP Captive Risk Solutions, Limited, a wholly-owned subsidiary, to
provide property insurance coverage for certain acts of terrorism as originally provided by the Federal Terrorism
Risk Insurance Act of 2002 and extended by the Terrorism Risk Insurance Program Reauthorization Act of 2007.

Insurance for boiler and machinery and property risks in the past was obtained primarily from the commercial
market, but a portion of that coverage is being placed with industry mutual companies. The District believes it has
adequate coverage and limits, although insurer competition in the commercial market has been declining due to
increasing utility loss experience, consolidation of insurers and declining investment income. These factors, as well
as catastrophic losses such as the destruction of the World Trade Center and natural disasters such as Hurricane
Katrina, have periodically resulted in higher premiums and deductibles and restricted limits and coverage. The
District intends to continue the use of commercial carriers to insure machinery and property risks and to expand the
use of industry mutual insurance companies to the extent adequate capacity is available. In response to the tragic
events at the World Trade Center in New York on September 11, 2001, the District has taken additional security
measures to protect its Electric System and other assets.

Environmental Matters
General. The District’s policy is to conduct its operations in compliance with all applicable federal, state, tribal,
and local laws, regulations, and rules relating to the environment. The District has implemented a comprehensive

compliance assurance program, including audits, to meet that goal. However, due to continued changes resulting
from legislative, regulatory and judicial actions, there is no assurance that facilities owned by the District will
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remain subject to the regulations currently in effect, will always be in compliance with future regulations, or will
always be able to obtain all required operating permits. An inability to comply with environmental regulations
could result in additional capital expenditures to comply, reduced operating levels, or the complete shutdown of
individual electric generating units not in compliance.

See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Environmental” for
further discussion of environmental issues.

See “THE ELECTRIC SYSTEM — Environmental Matters — Navajo Generating Station and Four Corners
Generating Station Units 4 and 5” below for a discussion of administration of federal environmental laws by Indian
tribes.

Waste Management. Many normal activities in connection with the operation of the Project generate hazardous
and non-hazardous wastes. Federal, state, and local laws and regulations governing waste management impose strict
liability for cleanup costs and damages resulting from hazardous substance release or contamination, regardless of
time or location, on those who generate, transport, store, treat, or dispose of hazardous wastes. At any given time,
various Project facilities may be subject to inspection by federal, state, or local regulatory authorities to determine
compliance with laws and regulations pertaining to hazardous and non-hazardous waste management, and Project
facilities may be included in studies of contaminated sites by federal and state regulatory authorities. The District
has established a plan for managing hazardous waste to ensure compliance with applicable laws and regulations, and
independently assesses its facilities to determine whether there is any contamination resulting from its activities.
From time to time the District and the Association receive inquiries from regulatory authorities about the status of
various contaminants at the District’s facilities, and respond as appropriate.

Water Quality. Arizona has an extensive regulatory system governing water quality, including permit programs
for discharges to surface water and to groundwater, and a superfund program to clean up groundwater
contamination. Twelve state superfund sites and six federal superfund sites targeting contamination of groundwater
are active within the greater Phoenix metropolitan area. The Association has agreed with other responsible parties
to clean up one federal superfund site, and preliminary reports have identified one District facility as a possible
source of contamination for another federal superfund site. The full impact, in terms of cost and operational
problems, to the District of the reports or laws and regulations pertaining to water quality cannot be quantified at this
time.

See “LITIGATION — Environmental Issues — Superfund Sites” for discussion of the Motorola 52nd Street
Superfund site and the West VVan Buren Superfund site.

See “THE DISTRICT — Irrigation and Water Supply System” above for a discussion of well remediation
activities.

See “THE ELECTRIC SYSTEM — Environmental Matters — Navajo Generating Station and Four Corners
Generating Station Units 4 and 5” below for a discussion of administration of federal environmental laws by Indian
tribes.

Air Quality. In common with other electric utilities and industries, the District is subject to federal, state, and
local standards to control emissions to protect air quality. At the locations of the principal coal-fired generating
units now in operation, the federal agencies place a high emphasis on preserving air quality and visibility at large
national parks, monuments, wilderness areas and Indian reservations; since many of the District’s coal-fired
generating stations are located in the vicinity of these federal lands, those generating stations may be subject to
particularly stringent control standards. These standards substantially increase the cost of, and add to the difficulty
of siting, constructing, and operating electric generating units. Environmental requirements regarding air emissions
have been changing and are anticipated to change substantially in the future. Possible future legislative or
regulatory mandates related to the CAA and climate change initiatives may result in requirements for further
reductions of emissions that are currently regulated, like sulfur dioxide (“SO,”), nitrogen oxide (“NOX”), particulate
matter (“PM”) and mercury, as well as reductions of emissions of gases and substances not presently regulated, like
carbon dioxide (“CO,”). The District continues to monitor regional climate change initiatives. While government
leaders debate climate change, the District is aggressively pursuing strategies to develop facilities to provide
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renewable and low-carbon intensity generation capacity and continues to monitor legislative and regulatory
developments and provide comments.

Based on currently available information, the District cannot estimate or predict its costs to comply with any
future proposals and goals, but believes that such costs could be material. See “CERTAIN FACTORS
AFFECTING THE ELECTRIC UTILITY INDUSTRY — Environmental” and “LITIGATION — Environmental
Issues — New Source Review” for a discussion of consent decree with the EPA concerning CGS.

See “THE ELECTRIC SYSTEM — Sustainable Resource Portfolio” and “CERTAIN FACTORS AFFECTING
THE ELECTRIC UTILITY INDUSTRY — Environmental” for a discussion of the District’s efforts to address
GHG emissions.

See “THE ELECTRIC SYSTEM — Environmental Matters — Navajo Generating Station and Four Corners
Generating Station Units 4 and 5” below for a discussion of administration of federal environmental laws by Indian
tribes.

Navajo Generating Station and Four Corners Generating Station Units 4 and 5. Certain environmental laws,
including the CAA, the Clean Water Act, and the Safe Drinking Water Act, contain provisions pursuant to which
Indian tribes may be treated as states for purposes of administering programs under those acts. The Navajo Nation
has obtained EPA approval to administer programs under some of these laws. In general, NGS and Four Corners are
regulated by EPA Region IX in San Francisco, California, and comply with applicable federal regulations.
However, the District and APS, as operating agents for these plants, have entered into a Voluntary Compliance
Agreement with the Navajo Nation that establishes contractual authority for the Navajo Nation to issue permits and
regulate air emissions at NGS and Four Corners under certain rules not stricter than those of the EPA, and are
working towards other voluntary compliance agreements. See “LITIGATION — Environmental Issues — Navajo
Environmental Laws,” for further discussion of the Navajo Nation’s environmental laws and the related lawsuits.

ELECTRIC PRICES

Under Arizona law, the District’s publicly elected Board has the authority to establish electric prices. While the
Articles of Incorporation of the Association provide that the Secretary of the Interior may revise electric prices, the
Secretary of the Interior has never requested any revision of the District’s electric prices. The District is required to
follow certain procedures for public notice and a special Board meeting before implementing any changes in its
standard electric price plans.

The District is a summer peaking utility and for many years has made an effort to balance the summer-winter
load relationships through seasonal price differentials. In addition, the District prices on a time-of-day basis for
large commercial and industrial, and certain residential and small commercial, users.

The District operates in a highly regulated environment in which it has an obligation to deliver electric service to
customers within its service area. In 1998 the Arizona Electric Power Competition Act (the “Competition Act”)
authorized competition in the retail sales of electric generation, recovery of stranded costs, and competition in
billing, metering and meter reading.

While retail competition was available to all customers by 2001, there were only a few customers who chose an
alternative energy provider. Those customers have since returned to their incumbent utilities. At this time, there is
no active retail competition within the District’s service territory or, to the knowledge of the District, within the
State of Arizona.

See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — Competition in Arizona
— The Arizona Corporation Commission” for a discussion of competition among utilities regulated by the ACC.

The District’s price plans have been unbundled since 1999. In May 2002, the District implemented a Fuel &
Purchased Power Adjustment Mechanism (“FPPAM”) to allow for semi-annual rate adjustments to recover
increases in actual fuel costs. The District has had both increases and decreases in the FPPAM since it was
implemented.
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In June 2004, the District introduced a Transmission Cost Adjustment Factor (“TCAF”) to recover costs the
District would incur if the District were required to participate in regional transmission organizations. To date, no
costs have been incurred or recovered through the TCAF. In November 2009, the District introduced an
Environmental Programs Cost Adjustment Factor (“EPCAF”) to recover costs incurred by the District to comply
with renewable-energy, energy efficiency and climate-change related requirements imposed by mandate. The
EPCAF is applied to all retail customer energy sales at a single per-kWh price for all customer classes. Through a
surcharge to the District’s transmission and distribution customers for system benefits, the District recovers the costs
of programs benefiting the general public, such as discounted rates for the impoverished or for those on medical life
support and nuclear decommissioning, including the cost of spent fuel storage. This surcharge continues to be
separately identified and included in the District’s price plans for the regulated portion of its operations. Prior to
November 2009, some of the EPCAF costs had been recovered as part of the Systems Benefits Charge.

On March 11, 2010, the District approved an overall 4.9% system average increase effective with the May 2010
billing cycle. This overall increase was comprised of a 10.3 percent base increase and a 1.1 percent EPCAF increase
that were partially offset by a 6.4 percent decrease in the FPPAM.

In April 2005, the District first transferred monies into the Rate Stabilization Fund (“RSF”) to stabilize future
retail prices. Between April 2005 and July 2007, the District funded the RSF three times and transferred all funds,
$165 million plus interest, from the RSF to the District’s General Fund to address a portion of fuel and purchased
power expenses for fiscal years 2007 and 2008. On July 13, 2010, the District transferred an additional $45.7
million to the RSF from its General Fund, which amount remains available to stabilize future retail prices or for
other purposes.

The District has a long history of promoting price designs that provide customers with the appropriate price
signals to reduce load during peak time periods and seasons and use electricity efficiently. All residential,
commercial and industrial price plans have seasonally differentiated prices. The District has one of the largest
Residential Time-of-Use (TOU) Programs in the United States. With commercial and industrial loads included, the
District has nearly 50% of its retail load subject to a TOU Price Plan. The District also has the largest residential
“pre-pay” program in the United States. Under this program customers pay in advance for their electricity. This
program, also known as M-Power®, has had the effect of reducing electricity consumption by participating
customers by approximately 12%.

CAPITAL IMPROVEMENT PROGRAM

The Capital Improvement Program is a six-year forecast of all District construction expenditures, and is subject
to change from time to time for several reasons, including changes in projections for economic and customer
growth, changes in construction costs, projects being added, deleted, deferred or completed and changes in the
period covered by the forecast. See “THE DISTRICT — Economic and Customer Growth in the District’s Service
Area.”

The Capital Improvement Program for fiscal years 2012 through 2017 totals approximately $4.0 billion. Of this
total, approximately $3.8 billion is for construction (including contingencies), $95.8 million is for capitalized
administrative and general expenses, $12.0 million is for capitalized voluntary contributions in lieu of taxes, and
$95.6 million is for capitalized interest. In the past, the District has paid a portion of the cost of the Capital
Improvement Program from internally generated funds and a portion from the proceeds of Revenue Bonds. The
District anticipates funding approximately 73% of the Capital Improvement Program from internally generated
funds. The remainder is anticipated to be funded by Revenue Bonds, other forms of indebtedness and third-party
contributions.

The Capital Improvement Program is driven by the need to sustain the generation, transmission and distribution
systems of the District in order to meet customer electricity needs and to maintain a satisfactory level of service
reliability. Of the approximately $4.0 billion Capital Improvement Program, approximately $1.0 billion is directed
to generating projects. These include funding for such items as: the Coronado Emission Controls Project, plant
betterments and future generation facilities. Approximately $1.2 billion is planned for expansion of the electrical
distribution system to meet future growth and to replace aging underground cable. The continued efforts for the
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Southeast Valley Transmission Project and receiving station upgrades and maintenance account for part of the
$430.7 million planned expenditures for transmission.

To provide for uncertainties in construction costs (including possible schedule changes, and other factors that
may affect construction costs) and to provide a scope allowance for projects that may be needed in the future but are
not yet identified, the District has included a general contingency allowance in the Capital Improvement Program in
addition to specific contingency allowances provided for major construction projects. No assurance is given that the
estimated costs and contingency allowance will be adequate for their purposes.

The District updates its Capital Improvement Program annually in April of each year. When projected economic
and customer growth changes, the District reviews its Capital Improvement Program to reflect revised demands on
the Electric System. See “THE DISTRICT — Economic and Customer Growth in the District’s Service Area.”

Table 6 summarizes the District’s fiscal year 2012 and 2017 Capital Improvement Program.

TABLE 6 — Fiscal Year 2012 through 2017 Capital Improvement Program

($000’s)
Total
2012 2013 2014 2015 2016 2017 2012-17

Electric Construction:

Generation ........c.ccoceeerreenns $ 177,459 $ 142,796 $ 198565 $ 135622 $ 168,496 $ 194946 $ 1,017,884
Transmission...........cceveeee. 63,320 102,423 120,204 57,805 39,659 47,324 430,734
Distribution.........c.cccoeennee. 131,780 198,841 186,740 200,257 218,842 233,163 1,169,623
Retail Sales and Services.... 39,567 32,490 12,606 15,274 31,970 32,164 164,070
Operational Support............ 80,466 81,054 61,075 58,787 39,358 42,432 363,172
Subtotal — Electric

Construction.................... 492,592 557,603 579,188 467,744 498,325 550,030 3,145,483
Contingency Allowance &

Risk Portfolio.................. 63,641 160,292 118,285 104,279 95,235 100,074 641,806
Subtotal........cccoeviiiiiens 556,233 717,895 697,473 572,023 593,560 650,104 3,787,289
Capitalized Administrative

and General Expenses..... 15,974 15,974 15,974 15,974 15,974 15,974 95,841
Capitalized Voluntary

Contributions .................. 2,000 2,000 2,000 2,000 2,000 2,000 12,000
Capitalized Interest.............. 18,398 12,961 18,600 13,220 16,271 16,135 95,585

Total®W. oo, $ 592605 $ 748830 $ 734047 $ 603217 $ 627805 $ 684,212 $ 3,990,716

@ Totals may not exactly equal the sum of the above entries due to rounding.

SELECTED OPERATIONAL AND FINANCIAL DATA
Customers, Sales, Revenues and Expenses

Classification of Customers. The District has a diversified customer base. No one retail customer represents
more than 1.6 % of operating revenues. The classifications of the District’s electric customers are shown in Table 7.

Unless otherwise indicated, the financial information included below pertains solely to the District and is not
prepared on a combined basis consisting of the District and the Association.
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TABLE 7 — 2011 Customer Accounts, Sales, and Revenues
Fiscal Year Ended April 30, 2011

Customer Sales
Accounts at Total Sales Revenue
April 30, 2011 (GWh) % ($000) %
Residential..........c.ccooeeevevicieiiicececee, 854,238 12,351 374 1,326,945 48.6
Commercial and Small Industrial............. 85,075 10,473 31.7 915,956 335
20 1,776 5.4 110,897 4.1
27 1,367 4.1 77,816 2.9
133 26 0.1 2,867 0.1
9,826 207 0.6 28,526 1.0
1 75 0.2 6,606 0.2
Subtotal/Retail ........cccceeveviiiiiieenn, 949,320 26,276 795 2,469,613 90.4
Electric Utilities/Wholesale®.................. 68 6,768 20.5 262,803 9.6
TOtAlP. .o 949,388 33,044 100.0 2,732,416 100.0

@ The electric industry engages in an activity called “book-out” under which some energy purchases are netted against sales, and power
does not actually flow in settlement of the contract. The District presents the impacts of these financially settled contracts on a net
basis. Wholesale figure shown is adjusted to exclude book-outs.

@ Totals may not add correctly due to rounding.

As has been historically the case, the residential group of customers accounted for the largest energy
consumption.  With 854,238 customers at April 30, 2011, this group serves as a solid base, bringing in
approximately 48.6% of total electric revenues.

The second largest retail customer classification is the commercial and small industrial group; these customers
numbered 85,075 at April 30, 2011 against 84,380 twelve months earlier. The commercial and small industrial
group represents a highly diverse customer base, which includes businesses such as newspapers, dentists, cosmetics,
fast food, repair shops, schools, apartments, and grocery stores. The remaining customer categories span a wide
range of customers and industries, which include manufacturers, government contractors, gas and chemical
producers, agricultural interests, and municipalities.
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Historical Operating Statistics. The following table shows certain historical operating statistics of the District

for the five years ended April 30, 2011.

TABLE 8 — Historical Operating Statistics

2011 2010 2009 2008 2007
SERVICE:
Total Customers at Year-End ...........ccccoeuveene 949,388 942,024 933,771 928,992 919,422
Total Sales (million KWh) ..........cccccovvnniiinnee 33,044 33,480 35,080 36,839 36,506
Average Revenue per kWh (cents)................... 8.27 7.94 8.10 7.66 7.33
District Only: (excludes sales for resale and
affiliated retail)
Sales (Millions KWh) ..........ccccoeveniinnnnicenen 26,276 26,313 26.747 27,947 26.675
Increase in Sales (%0) ......cceevevvevieieeiiiiennens (.14) (1.6) 4.3) 4.8 6.5
TOTAL OPERATING REVENUES:
(000°s omitted) ™ ......oevirreieieee s $ 2769344 $ 2,722,268 $ 2,755,134 $ 2,733,359 $ 2,623,686
OPERATING EXPENSES
(000’s omitted):
Fuel and Purchased Power™ ............ccccovevnenn, $ 943396 $ 1,109,115 $ 1,526,282 $ 1,161,669 $ 1,089,333
Operating and Maintenance™®..............c..c...c...... 824,830 785,674 710,534 724,808 613,902
Sales and Payroll Taxes.......ccococervererieereeenenn 29,324 29,253 29,170 27,931 27,156
Ad Valorem Taxes™ .......cc.ccooevvveeveerieseerennns 2,514 6,619 5,607 (2,290) 6,633
Total Operating Expenses®™ ........c..cccccoevunnee. $ 1,800,064 $ 1930561 $2271593 $1912118 $ 1,737,024
NET OPERATING REVENUES............couue. $ 969280 $ 791707 $ 483541 $ 821241 $ 886,662
VOLUNTARY CONTRIBUTIONS IN
LIEU OF TAXES (000’s omitted):©
Expensed $ 71888 $ 64262 $ 55307 $ 63871 $ 61,636
Capitalized.... 1,743 1,189 813 426 518
TOAl oo $ 73631 $ 65451 $ 56120 $ 64,297 $ 62,154
OTHER STATISTICS:
Annual Peak (MW):
System Requirements.........c.coceveverieveennenne. 6,350 6,438 6,410 6,578 6,590
Total Peak Load'” ........ooveeeeeeeeeeeeeeeeeeeee, 7,438 7,138 7,232 7,324 7,649
System Load Factor(%)®.........ccccocvevvvvenann 48.4 47.8 48.8 49.5 47.7
Residential Statistics:
Fiscal Year-End Residential Customers......... 854,238 847,565 839,685 836,637 830,735
Annual Sales (million KWh)..........coeeiienn. 12,351 12,527 12,462 13,392 12,919
Average Annual Usage (KWh) .........cccccevenene 14,488 14,816 14,823 15,980 15,695
Average Sales Price per kWh (cents) ............. 10.74 10.16 9.90 9.06 8.80

@ Includes inter-company sales and other electric revenue.

@ Excludes charges for water for power, depreciation on generation and railroad facilities, ad valorem taxes and voluntary contributions

in lieu of taxes on railroad facilities.

© Excludes depreciation on generation, transmission, distribution and general plant.

“ Applies to out-of-state properties owned by the District.

® District operating expenses and net operating revenues as presented are not in accordance with generally accepted accounting
principles (“GAAP”) due to the exclusion of depreciation expense and voluntary contributions in lieu of taxes.
©® See “SELECTED OPERATIONAL AND FINANCIAL DATA — Customers, Sales, Revenues and Expenses — Voluntary

Contributions in Lieu of Taxes.”

@ Includes sales for resale, remote losses and interruptible load transactions.
@ system load factor is the ratio of system energy requirements in kWh to the product of the system requirements times the number of
hours in a year. These percentages reflect in major part the wide differential between the extreme summer cooling season and the

moderate winter heating season.

Voluntary Contributions in Lieu of Taxes. In accordance with permissive legislation, the District makes
voluntary contributions each year to the State of Arizona, school districts, cities, counties, towns and other political
subdivisions of the State of Arizona, for which property taxes are levied and within whose boundaries the District
has property devoted to furnishing electric service. As a political subdivision of the State of Arizona, the District is
exempt from property taxation. The amount paid is computed on the same basis as ad valorem taxes paid by a
private utility corporation with allowance for certain water-related deductions. Contributions based on the costs of
construction work in progress are capitalized, and those based on plant-in-service are expensed.
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The Arizona Legislature passed legislation in 2011 that will reduce the assessment ratio for calculation of in lieu
contributions in Arizona from 20% to 18% by tax year 2016. The legislation reducing the assessment ratio to 18%
is expected to produce an annual savings of approximately $1.3 million.

See “THE ELECTRIC SYSTEM — Existing and Future Resources — Purchased Power” herein.
Additional Financial Matters

Short-Term Promissory Notes and Credit Agreement Borrowings. The District’s Board has authorized the
issuance of up to $475 million in short-term promissory notes (the “Promissory Notes™). The Promissory Notes are
sold in the tax-exempt commercial paper market and mature no more than 270 days from the date of issuance. The
Promissory Notes are issued in minimum denominations of $100,000, in bearer or registered form without coupons,
and bear interest from their date at an annual interest rate not in excess of 15%. The District has $50 million of
Promissory Notes outstanding.

In September 2009, the District entered into a three-year $50 million revolving credit agreement (the “New
RCA?”) expiring September 16, 2012.

The District has limited the total amount of indebtedness which may be outstanding at one time under the RCA,
or any agreement in substitution or replacement therefor, and in the tax-exempt commercial paper market to an
aggregate of $50 million. However, the District has the right to issue Promissory Notes in excess of $50 million if it
obtains additional liquidity/credit facility equal to such additional Promissory Notes.

The indebtedness of the District evidenced by the Promissory Notes is, and any borrowings under the RCA
would be, an unsecured obligation of the District payable from the general funds of the District lawfully available
therefor, subject in all respects to the prior lien of U.S. Government Loans, if any, revenue bonds and other
indebtedness of the District secured by revenues or assets of the District. No specific revenues or assets of the
District are pledged to the payment of the Promissory Notes or any borrowings under the RCA, and the Promissory
Notes and such borrowings are not payable from taxes. The District made no borrowings under the RCA.

On December 18, 2003, DBIT issued $282,680,000 aggregate principal amount of the Certificates evidencing
direct undivided interests in rental payments made by the District pursuant to a Lease Purchase Agreement with
DBIT for Desert Basin. The Certificates are unsecured obligations of the District, payable from lease payments to
be made by the District from general funds of the District lawfully available therefor, subject in all respects to the
prior lien of U.S. Government Loans, if any, revenue bonds and other indebtedness of the District secured by
revenues or assets of the District. As of April 30, 2011, $195,845,000 Certificates were out