MESSAGE FROM THE PRESIDENT AND THE GENERAL MANAGER

During the quarter, SRP celebrated 100 years of service of
Theodore Roosevelt Dam, the cornerstone of the SRP water
delivery system. The dam was feted for its substantial contribution
to the growth and development of the greater Phoenix

metropolitan area.

The dam is at the heart of SRP’s existence. Landowners — and
consequently SRP’s founders — pledged their property as
collateral to build it and create Roosevelt Lake, which helped
ensure an adequate and reliable water supply in the otherwise
arid and unpredictable Sonoran Desert. Many of today’s SRP
elected officials are descendants of those landowners, creating a
connection across the decades between SRP and the many

communities that receive SRP water.

As part of the celebration, SRP provided $24,000 in funding to
12 nonprofit organizations, acknowledging agencies in specific

communities that have a connection with the dam.

The celebration coincided with a public effort fo encourage water
conservation, featuring SRP employees. “Together We Conserve”
is a continuing campaign to educate residents about SRP’s
standing as the Valley's largest raw-water provider and a steward
of this resource. While employees are serving as the first
ambassadors of the campaign, Together We Conserve welcomes
other Valley residents and water partners to share their support of

water conservation.

In water operations, winter snowpack that was well below normal
affected the runoff season. Runoff for January through May is
projected at 40% of normal and will affect overall reservoir levels
by the end of the runoff season, which is the end of May.

However, current reservoir levels are at a healthy 87%.

On the power side of the business, a three-year upgrade fo install
low-nitrogen-oxides (NO,) burners at Navajo Generating Station
(NGS) is complete and operational. The low-NO, burners reduce
emissions of NO, and contribute to efforts to minimize the stafion’s
environmental impact. The $45 million project is a voluntary,
proactive measure and is expected to reduce emissions by at

least 40%.

NGS faces a number of difficult issues that may threaten the
economic viability of the plant, including that the Environmental
Protection Agency (EPA) is considering mandating additional
emissions control technology. If the EPA requires the most stringent

control technology under consideration, the NGS owners could be

required fo invest as much as $1.1 billion. A plantsite lease
extension and renewals of rights-ofway and other resource
agreements are needed before the NGS owners could commit to
investing this amount in additional emissions control equipment.
SRP is meeting with representatives from a number of stakeholder
groups to reach a consensus that could be presented to the EPA
for phasing in additional environmental controls while keeping the

plant in operation.

Meanwhile, a massive construction project is continuing at
Coronado Generating Station (CGS) to meet the terms of a 2008
setflement with the EPA. SRP is spending about $550 million to fit
the facility’s power generating units with two new scrubbers and
new burners. The burners are designed fo lower the output of
NO,, and the new scrubbers will reduce the facility’s output of
sulfur dioxide. The work on both units will be completed this
spring. Also fo be installed in the future is a selective catalytic
reduction system to further lower NO, emissions. With the current
retrofit, CGS should be able to continue generating electricity for

SRP’s Valley customers for many years.

There also are developments in two renewable energy
projects. We doubled our wind energy resources, purchasing
64 megawatts (MW) from the second phase of Iberdrola
Renewables’ Dry Lake Wind Power Project in northeastern Arizona.
Construction is under way for a 20-MW, utility-scale solar
photovoltaic plant on the southeastern edge of the Valley. It is
another project in which SRP partnered with Iberdrola, and SRP will

purchase 100% of the output when it is complete later this year.

During the quarter, Arizona’s economy continued to perform
poorly. SRP electric customer growth rose slightly, by just
0.7% over the same quarter the previous year and a dramatic
change from the 3%-4% annual growth range for most of the

past decades.

Total operating revenues for the third quarter were flat compared
with the same period last year. Retail electric revenues for the
quarter were up 3.6% from the same period last year, primarily
driven by a price increase effective at the start of the fiscal year.
But the effect of the price increase was partially offset by milder
weather. Revenues were further offset by a decrease in wholesale
revenues because of reduced opportunities in the wholesale
electric market caused by economic conditions and increased
energy-efficiency measures. Wholesale revenues saw a

12% drop compared with the third quarter of last year,

without fair-value accounting adjustments.



SRP COMBINED BALANCE SHEETS

As of Jan. 31 Thousands — Unaudited
ASSETS FY11 FY10
Utility Plant, at Original Cost $ 12,599,360 12,266,118
Less: Accumulated Depreciation 5,442,850 5,216,240
7,156,510 7,049,878
Other Property and Investments 1,380,679 1,022,748
CURRENT ASSETS
Cash and Cash Equivalents 578,303 438,141
Rate Stabilization Fund 45,700 0
Temporary Investments 116,795 202,225
Current Portion, Segregated Funds 186,002 144,961
Receivables, Net 243,635 271,816
Fuel Stocks 44,162 41,202
Materials and Supplies 141,487 137,784
Other 26,415 29,562
1,382,499 1,265,691
Deferred Charges 878,233 853,986
TOTAL ASSETS $10,797,921  $10,192,303

As of Jan. 31 Thousands — Unaudited
AND LIABILITIES A P10
CAPITALIZATION
é\ccymylotecg Net Revenues, $ 3962788 $ 3591813
eginning of Year
Net Revenues, Year-to-Date 395,710 517,353
Ko e assan 4109165
Long-Term Debt 4,422,456 4,004,547
8,780,954 8,113,713
CURRENT LIABILITIES
Current Portion, Long-Term Debt 139,635 147,180
Commercial Paper 0 50,000
Accounts Payable 100,740 119,028
Accrued Taxes and Tax Equivalents 61,638 56,790
Accrued Inferest 19,718 17,847
Customers’ Deposits 84,533 83,385
Other 330,338 345,108
736,602 819,338
Deferred Credits 1,280,365 1,259,252

TOTAL CAPITALIZATION AND LIABILITIES $ 10,797,921  $10,192,303

These unaudited financial statements should be read in conjunction with the Notes to Combined

SRP COMBINED STATEMENTS

OF NET REVENUES

Three Months Ended Nine Months Ended

Thousands — Unaudited Jan. 31 Jan. 31

FY11 FY10 FY11 FY10

OPERATING REVENUES

Retail Electric

$ 441,475 $ 426,048 $ 2,028,190 $ 1,962,956

Water 5,941 6,219 11,517 12,021
Other 94,090 103,114 232,032 242,510
Total Operating Revenues* 541,506 535,381 2,271,739 2,217,487
OPERATING EXPENSES

Fuel 111,167 135,533 474,644 400,972
Purchased Power 83,715 82,829 279,617 327,816
Operations* 153,361 139,343 449,921 400,475
Maintenance 68,813 70,217 181,693 200,540
Depreciation 108,755 104,105 324,147 301,020
Taxes and Tax Equivalents 28,168 21,992 79,611 73,774
Total Operating Expenses 553,979 554,019 1,789,633 1,704,597
Net Operating Revenues (12,473) (18,638) 482,106 512,890
OTHER INCOME

investment Income (Loss], 32,182 21,037 41,644 104,340
(I\)Ig;er Income (Deductions), (1,252) (1,814) 9,192) (1,457)
Total Other Income 30,930 19,223 32,452 102,883
Financing Costs 43,635 34,191 118,843 98,420

NET REVENUES $ (25,178) $ (33,606) $ 395715 $ 517,353

*Intercompany transactions eliminated

Financial Statements appearing in the SRP 2010 Annual ReEort. For comparative purposes, certain

prior-year amounts have been reclassified to conform with t

e current-year presentation.

TOTAL SALES — THIRD QUARTER FY11

(Percent by kWh)

Wholesale 33%

Large Industrial/
Mines/Other 10%

Residential 29%

Commercial/
Small Industrial 28%

ELECTRIC OPERATING REVENUES —

THIRD QUARTER FY11

(Percent by service class)

Commercial/

Small Industrial 32%

Large Industrial/
Mines/Other 13%
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Residential 41%

Wholesale 14%



