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SRP Fiscal Year 2010

Delivering more than power.™
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MESSAGE FROM THE PRESIDENT AND THE GENERAL MANAGER

While the national recession may be over, Arizona’s economic
measures remained on a downward trend during the quarter.
Evidence continues to grow that the state will lag behind the

rest of the country in the aftermath of the recession.

Population growth in the state has slowed substantially and
SRP’s electric-customer numbers remain flat. Electric sales and
revenues reflect the current environment of troubled housing and

commercial markets.

All of the elements of the recession combine to make forecasting
a greater challenge than in times of growth. As a public power utility,
there is a delicate balance between planning for the needs of our

electric customers and water shareholders, the resources required

to meet those needs, and the costs associated with those resources.

During the quarter, SRP postponed a proposed base-price increase

to avoid adding to the economic pressures our customers are
experiencing. At that time, we also reduced the Fuel and Purchased
Power Adjustment Mechanism to reflect lower anticipated fuel

and purchased-power costs, and initiated a new Environmental
Program Cost Adjustment Factor to fund increasing investments in
renewable-generating resources, energy-efficiency programs and
smart meters. The net effect of these two changes had zero impact
on customers’ bills. Management expects to bring a revised pricing
proposal to the SRP Board of Directors in the third quarter of the fiscal
year. Retail revenues must be maintained at a level sufficient to

keep pace with increasing capital costs, despite slower growth.

There was much activity involving generation resources during
the quarter. The $1 billion, 400-megawatt (MW) Unit 4 at
Springerville Generating Station generated power to the grid for
the first time as preparations are made for commercial operation
by December 2009. Meanwhile, SRP continues to engage the
U.S. Environmental Protection Agency regarding an EPA proposal,
intended to improve visibility in national parks, that would require
owners of Navajo Generating Station (NGS) to install additional
and extremely costly emissions controls on the plant. NGS owners —
including SRP, which manages the plant — maintain that a
multimillion-dollar voluntary emissions-control retrofitting project

currently under way at the plant is sufficient to address concerns.

Meanwhile, SRP is involved in a $539 million project to install
additional technology to further reduce emissions at Coronado
Generating Station. The upgrades will significantly improve air
quality and continue to meet federal requirements. This project

will be complete in 2014.

In SRP’s renewable-resources program, the system began receiving
power from the Dry Lake Wind Power Project in northern Arizona,
the state’s first commercial-scale wind farm. SRP is purchasing all
of the project’s output — about 63 MW, enough to power some
15,000 homes. The wind farm was developed and is operated
by Iberdrola Renewables. SRP and Iberdrola also announced a
planned second renewable-energy project — this time a 20-MW
solar photovoltaic power facility envisioned as a ground-based
energy farm delivering energy directly to SRP customers. Details
of this project are expected to be finalized in early 2010. And

a third project — the 1.5-MW Maricopa Solar Plant — was
unveiled during the quarter as a partnership between SRP and
Tessera Solar. The solarthermal plant is under construction; it will be

operated by Tessera, and SRP will purchase the energy produced.

SRP was among some 100 utilities, private companies, manufacturers,
cities and other partners selected by the U.S. Department of Energy
to receive grants under the American Recovery and Reinvestment
Act’s smartgrid investment initiative, the largest single energy-grid
modernization investment in the nation’s history. SRP was
awarded $56.9 million to accelerate deployment of smart meters
and a meter data-management system. The funds would speed

up the process of bringing smart meters to virtually every home in
SRP’s service area. Smart meters help improve power reliability

and customers’ energy-efficiency efforts.

In water operations, precipitation was sparse on the Salt and Verde
river watersheds, which supply the bulk of the greater Phoenix
metropolitan area’s surface-water supply. But last winter’s healthy
runoff, which resulted in nearly full reservoirs, bolstered the fairly
dry summer results and the system remains in good shape heading

into the next winfer season.

SRP recently sold $296.4 million in longterm electric-revenue
bonds to refund most of the organization’s commercial-paper
program. For the first time in more than 20 years, SRP sold the
bonds competitively. The bonds carried a credit rating of Aa1 from
Moody’s Investor Service and AA from Standard & Poor’s, and
they have several maturity dates, the latest of which is 2020.

During the quarter, electric-customer growth slowed fo less than
0.5% over the same quarter the previous year. This is a dramatic
change from the 3% to 4% annual growth range for most of
the past decade. We expect slower growth to continue until

the economy in Arizona begins to recover.



Despite the slowdown, retail electric revenues for the quarter
were up 2% from the same period last year, primarily driven by
higher refail prices. Total operating revenues for the second quarter,
however, were down 1% compared with the same period last
year. The reduced overall revenues were largely the result of
greatly reduced opportunities in the wholesale electric market
caused by low region-wide loads. The decreased demand reduced
the price of energy that SRP was able to sell on the wholesale market.
This resulted in a 29% drop in wholesale revenues compared with

the second quarter of last year.

SRP continues to reduce costs to help offset the impact of reduced
revenues. Total operating expenses for the quarter were down
24% compared with the same period last year. These reductions
resulted from decreased fuel prices as well as operational cost-cutting
measures. Fuel and purchased-power expenses were down 55%
and 20%, respectively, compared with the same period last
year. Approximately $153 million of the decreased fuel and
purchased-power expenses was the result of changes in the fair
value of fuel and purchased-power contracts. Without the effects
of these changes, fuel and purchased-power expenses were

down 17% and 1%, respectively.

Second quarter investment income was substantially better than
the same period last year, as the market for investments continued
to recover from the lows reached during FY09. SRP recorded a
$56 million gain in this category, compared with a $100 million
loss for the same quarter last year. Approximately $137 million
of the upward swing in investment earnings resulted from changes

in the fair values of certain investments.

The effects of the previously mentioned activities resulted in net
revenues for the quarter of about $339 million, compared with net
revenues of $10 million for the same quarter last year. Without
the change in fair value of fuel and purchased-power contracts
and certain investments, net revenues for the quarter would have
been $222 million, compared with net revenues of $184 million

for the same quarter last year.

We will continue to keep you informed as the year progresses.

S A S
M. Williams Jr.

President

QL. Mo

Richard H. Silverman

General Manager

SRP: POWER AND WATER SUPPLIER TO THE VALLEY

SRP provides electricity in a 2,900-square-
mile area in the metropolitan Phoenix area
known as the “Valley.”

Founded in 1903, SRP is an integrated
electric utility, providing generation,
transmission and distribution services.
It also is the third-largest public power
utility in the United States.

SRP also is the Valley’s largest raw-water
supplier, delivering about 1 million acre-feet
annually in a service area that spans

375 square miles. SRP manages the
13,000-square-mile watershed that supplies
the majority of the Valley's surface water.

SRP Corporate Offices

1521 N. Project Drive | Tempe, Ariz.
(602) 236-5900 | www.srpnet.com

Financial Inquiries

Dean Yee, Manager,
SRP Financial Services | (602) 236-5319

WATER HIGHLIGHTS FINANCIAL HIGHLIGHTS

Water Deliveries

Water in Storage

(acrefeet) (capacity)
572,701 83
‘0
530,517 74%
FY10 FY09 FY10  FY09
Three months As of
ended Oct. 31 Oct. 31

Debt Service Debt Ratio Total Sales
Coverage (thousand kWh)
26 50.1% 8.6 10,260,019
2.53 - 9,995,619
FY10  FY09 FY10  FY09 FY10  FY09
12-month average Three months Three months
ended Oct. 31 ended Oct. 31 ended Oct. 31






