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No dedler, salesman or any other person has been authorized to give any information or to make any
representations, other than those contained in this Official Statement, in connection with the offering contained herein,
and, if given or made, such information or representations must not be relied upon as having been authorized by the
Authority or the Underwriters. This Official Statement does not constitute an offer to sell, or a solicitation of an offer to
buy, any securities other than the securities offered hereby, or an offer to sell or solicitation of an offer to buy the securities
offered hereby to any person in any jurisdiction where such offer or solicitation of such offer would be unlawful. The
delivery of this Official Statement at any time does not imply that information herein is correct as of any time subsequent
to its date.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE 2014
SERIES BONDS AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN
MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

The information set forth herein has been furnished by the Authority and Central Arizona Water Conservation
District (“CAWCD”) and includes information obtained from other sources as indicated herein, all of which are believed
to be reliable. The information and expressions of opinion identified 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 Authority or CAWCD since the date hereof. Such
information and expressions of opinion are made for the purpose of providing information to prospective investors and are
not to be used for any other purpose or relied on by any other party.

This Official Statement contains statements which, to the extent they are not recitations of historical fact,
constitute “forward-looking statements.” In this respect, the words “estimate”, “project”, “anticipate”, “expect”, “intend”,
“believe” and similar expressions are intended to identify forward-looking statements. A number of important factors
affecting the Authority’s or CAWCD’ s business and financial results could cause actual results to differ from those stated
in the 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 respective
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this transaction,
but the Underwriters do not guarantee the accuracy or completeness of such information.
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ARIZONA POWER AUTHORITY
$26,565,000

Power Resource Revenue Bonds, 2014 Series
(Hoover Prepayment Project) (Federally Taxable)

INTRODUCTORY STATEMENT

The purpose of this Official Statement, which includes the cover page and the appendices hereto, is to set forth
certain information in connection with the issuance by the Arizona Power Authority (the “Authority”) of $26,565,000
principal amount of its Power Resource Revenue Bonds, 2014 Series (Hoover Prepayment Project) (Federally Taxable)
(the “2014 Series Bonds’). The 2014 Series Bonds are being issued to refinance indebtedness issued by the Authority to
prepay the Authority’ s proportionate share of the obligations incurred by the Bureau of Reclamation (the “Bureau”) of the
United States Department of the Interior (the “Interior Department”) for certain improvements at Hoover Dam, to fund a
deposit to the Debt Service Reserve Account, to capitalize interest payments to October 1, 2014 and to pay costs of
issuance. See “PREPAYMENT PLAN". The 2014 Series Bonds will be issued on a parity with the Authority’s
outstanding Power Resource Revenue Bonds, 2001 Series (the “2001 Series Bonds’). The 2014 Series Bonds and the
2001 Series Bonds, and any additional bonds issued in the future under the Resolution that are on a parity as to security
and source of payment therewith, are herein referred to collectively as the “Bonds.”

The Authority was created and is existing pursuant to the Arizona Power Authority Act of 1944, constituting
Articles 1 through 3 of Chapter | of Title 30 of the Arizona Revised Statutes (the “Power Authority Act”). The 2014
Series Bonds will be issued pursuant to and under the State Water and Power Plan Act of 1967, constituting Chapter 10 of
Title 45 of the Arizona Revised Statutes (the “Plan Act”). The Power Authority Act and the Plan Act are sometimes
collectively referred to herein as the “ Authority Act.”

The 2014 Series Bonds are issued pursuant to and are secured by the Power Resource Revenue Bond Resolution
adopted by the Authority on December 6, 1985 and the Seventh Supplemental Revenue Bond Resolution adopted by the
Authority on March 18, 2014 (the “ Seventh Supplemental Resolution”) (said Power Resource Revenue Bond Resolution
as so supplemented by the Seventh Supplemental Resolution and as heretofore amended and supplemented, the
“Resolution”). A summary of certain provisions of the Resolution is set forth in “APPENDIX D — SUMMARY OF
CERTAIN PROVISIONS OF THE POWER RESOURCE REVENUE BOND RESOLUTION.”

For a description of the debt service on the Bonds that will be outstanding upon the authentication and delivery
of the 2014 Series Bonds, see “DEBT SERVICE REQUIREMENTS ON THE BONDS.”

The Authority supplies capacity and energy on a wholesale basis to certain power purchasers in the State of
Arizona (the “State”). The Authority’s primary source of power and energy is the Hoover Powerplant at Hoover Dam.
Hoover Dam, located approximately 25 miles from Las Vegas, Nevada, is the highest and third largest concrete dam in the
United States of America. Hoover Dam was dedicated in 1935 and the first generator of the Hoover Powerplant was in
full operation in October 1936. The Hoover Powerplant has been in continuous operation since 1936, with energy
generated at the Hoover Powerplant for the year ended September 30, 2013 totaling 3,744,931 megawatt-hours (“MWh”).
Power and energy from the Hoover Powerplant is transmitted to load centers in Arizona, California and Nevada. The
Authority first contracted for Arizona' s share of Hoover power in 1952 and has continuously provided power and energy
to its customers since that time. For the year ended September 30, 2013, the Authority delivered 687,304 MWh of energy
to its customersin Arizona. The amounts of capacity and energy allocated to the Hoover Contractors for the period prior
to October 1, 2017 and for the period October 1, 2017 to September 30, 2067 is set forth in the tables under the heading
“THE HOOVER POWERPLANT".

The Authority entered into a Contract for Electric Service, effective January |, 1987 (the “Western Contract”),
with the Western Area Power Administration (“Western”), one of four federal power marketing agencies of the United
States Department of Energy. The Western Contract is one of a series of contracts (the “Western Agreements’) between
Western and the Hoover power purchasers (the “Hoover Contractors’) which provides for the sale of Hoover capacity and
associated energy to the Hoover Contractors commencing June 1, 1987. The capacity and energy purchased by the
Authority from Western is transmitted to delivery points in Arizona pursuant to Contracts for Firm and Non-Firm
Transmission Service, dated February 12, 1987 (the “Western Wheeling Contracts”), between the Authority and Western



and a Transmission Service Agreement, dated February 18, 1987 (the “Salt River Project Wheeling Contract”), between
the Authority and the Salt River Project Agricultural Improvement and Power District (“ Salt River Project”). The Western
Wheeling Contracts and the Salt River Project Wheeling Contract are herein collectively referred to as the “Wheeling
Agreement.” The Authority has also entered into power sales contracts, all dated as of September 15, 1986 (collectively,
the “Original Power Sales Contracts’), with 29 power purchasers (the “ Authority Power Purchasers’) that provide for the
sale of the Authority’s share of Hoover power and provide the source of revenues for the repayment of the Bonds. In
connection with the hereinafter defined Prepayment Project and the issuance of the 2014 Series Bonds, the Authority has
entered into Amendment No. 1, dated as of October 1, 2013 (“Amendment No. 1”) to the Original Power Sales Contracts,
with each of the Authority Power Purchasers. The Original Power Sales Contracts, as amended by Amendment No. 1, are
herein referred to as the “Power Sales Contracts.” For a more detailed description of the Power Sales Contracts, see
“APPENDIX C — SUMMARY OF CERTAIN PROVISIONS OF THE POWER SALES CONTRACTS".

The Uprating Program was conducted by the Bureau pursuant to the Hoover Power Plant Act of 1984 (the “1984
Hoover Act”). The Uprating Program increased the generating nameplate capacity of the Hoover Powerplant to
approximately 2,074 megawatts (“MW”). The Authority issued bonds in 1985 to provide funds to the Bureau to pay for
its proportionate share of the cost of the Uprating Program which bonds were refunded in 1993 and 2001. As of October
1, 2013, $23,070,000 of the 2001 Series Bonds issued to refinance the bonds of Authority issued for the Uprating Program
remain outstanding with a final maturity date of October 1, 2017. The Authority and the other Hoover Contractors that
advanced funds to the Bureau for the Uprating Program were allocated the resulting increased capacity and associated
energy which totaled up to 503 MW. The Authority was allocated 37.3757% of the increase in capacity resulting from the
Uprating Program, totaling approximately 188 MW. Thetota cost of the Uprating Program was $168,739,113.

In conjunction with the Uprating Program, the Bureau completed in 1995 a significant expansion and
modernization of facilities to accommodate visitors at Hoover Dam (the “Visitor Center”) at atotal Federal investment of
$126,265,344. |n addition, the Bureau completed in 1987 the construction of protective enhancements and modifications
to the Hoover Dam spillways (the “Air Slots”) at a total Federal investment of $11,324,291. Funding for construction of
the Visitor Center and Air Slots was obtained through appropriations from the United States. The Bureau is obligated to
repay such appropriations together with interest on such appropriations. Principal of such appropriations and interest
payments thereon are treated as borrowings from the United States Department of the Treasury (the “Treasury”) and have
been included in the cost of power and energy produced at the Hoover Powerplant and sold to the Hoover Contractors
pursuant to the Western Agreements. The interest rates on appropriations for the Visitor Center and Air Slots were
significantly higher than those prevailing under current market conditions. See“PREPAYMENT PLAN.”

The summaries of and references to al documents, statutes, reports and other instruments referred to herein do
not purport to be complete, comprehensive or definitive, and each such summary and reference is qualified in its entirety
by reference to each document, statute, report or instrument. The capitalization of any word not conventionally capitalized
or otherwise defined herein has the meaning given it in “APPENDIX D — SUMMARY OF CERTAIN PROVISIONS OF
THE POWER RESOURCE REVENUE BOND RESOLUTION.”

PREPAYMENT PLAN

On March 12, 2014, the Hoover Contractors completed the prepayment of appropriations by the United States
Congress for the Visitor Center and Air Slots. Appropriation funding for the cost of acquisition and construction of the
Visitor Center was provided to the Bureau totaling $126,265,344 (the “Visitor Center Appropriations’). The Bureau is
required to repay the Visitor Center Appropriations with interest. The weighted average interest rate on the Visitor Center
Appropriations was 8.062% and the fina repayment date of the Visitor Center Appropriations was September 30, 2045.
The principal amount of Visitor Center Appropriations outstanding at the time of prepayment was $114,287,563.

Appropriation funding for the cost of acquisition and construction of the Air Slots was provided to the Bureau
totaling $11,324,291 (the “Air Slots Appropriations’). The Bureau is required to repay the Air Slots Appropriations with
interest. The weighted average interest rate on the Air Slots Appropriations was 9.84% and the final repayment date of the
Air Slots Appropriations was September 30, 2037. The principal amount of Air Slots Appropriations outstanding at the
time of prepayment was $9,683,305. The Visitor Center Appropriations and Air Slots Appropriations are collectively
referred to herein as the “Bureau Appropriation Obligations.” The amount of the Bureau Appropriation Obligations has
been furnished by the Bureau by a letter, dated December 3, 2013, addressed to the Interim Acting Executive Director of
the Authority.

The Hoover Contractors have entered into the Western Agreements with Western to purchase capacity and
energy from the Boulder Canyon Project. The payment of the principal and interest on the Bureau Appropriation
Obligations was a component of the cost of power and energy payable by the Hoover Contractors to Western pursuant to



the Western Agreements. The Hoover Contractors determined that it was in their best interest to provide for the
prepayment of all of the outstanding Bureau Appropriation Obligations so as to decrease their cost of Hoover power and
energy payable pursuant to the Western Agreements.

Each of the Hoover Contractors has provided its proportionate share of the funds necessary to pay the principal
of the outstanding Bureau Appropriation Obligations and the Bureau has eliminated such charges from its budget for the
cost of power and energy payable under the Western Contracts. The amount of Bureau Appropriation Obligations prepaid
by each Hoover Contractor as well as each Hoover Contractors percentage of such amount is set forth in the table below.
With respect to each Hoover Contractor, such percentage is hereinafter referred to as its “ Prepayment Share.”

JPMorgan Chase Bank, National Association extended a line of credit to the Authority pursuant to a Loan and
Security Agreement dated March 5, 2014 (the “Loan Agreement”). Under the Loan Agreement, the Authority borrowed
$23,843,169 to finance the Authority’s Prepayment Share, as well as certain costs incurred under the Loan Agreement. A
portion of the proceeds of the 2014 Series Bonds will be applied by the Authority to repay the borrowing under the Loan
Agreement and related costs.

The funding by the Authority through the issuance of the 2014 Series Bonds of its Prepayment Share as well as
other costs related thereto is herein referred to as the “ Prepayment Project”.

PREPAYMENT SHARES

Hoover Prepayment Total Bureau
Contractor Share Visitor Center L oans Air Slots L oans Prepayment Amount

City of Anaheim, Cdlifornia 1.5995% $ 1,828,030 $ 154,884 $ 1,982,914
Arizona Power Authority 19.1381 21,872,468 1,853,201 23,725,669
City of Azusa, California® 0.1577 180,231 15,271 195,502
City of Banning, California® 0.0733 83,773 7,008 90,871
Boulder City Nevada® 1.3961 1,595,569 135,189 1,730,758
City of Burbank, California® 0.8096 925,272 78,396 1,003,668
Colorado River Commission 21.3470 24,396,966 2,067,095 26,464,061
City of Colton, California® 0.1211 138,402 11,726 150,128
City of Glendale, California® 1.3063 1,492,938 126,493 1,619,431
Los Angeles Department of
Water & Power 20.2915 23,190,661 1,964,888 25,155,549
Metropolitan Water District of
Southern California 20.6125 23,557,524 1,995,971 25,553,495
City of Pasadena, California'® 1.1940 1,364,594 115,619 1,480,213
City of Riverside, California® 1.1996 1,370,994 116,161 1,487,155
Southern California Edison 9.8806 11,292,297 956,769 12,249,066
City of Vernon, California® 0.8731 997,845 84,545 1,082,390
Total 100.0000% $114,287,563% $9,683,305% $123,970,868%

(1) Eachof said California Citiesis making its Prepayment Share payment through the Southern California Public Power Authority.
(2) The Colorado River Commission of Nevada is funding the Prepayment Share of Boulder City, Nevada.
(3) Amounts may not add to total due to rounding.

In 2013 the Plan Act was amended to include the Prepayment Project as an authorized project eligible to be
funded by the Authority pursuant to the Plan Act.

INVESTMENT CONSIDERATIONSRELATING TO THE POWER SALESCONTRACTS
The final maturity date of the 2014 Series Bonds is October 1, 2045, coterminous with the final maturity date of

the Visitor Center Appropriations. The Power Sales Contracts entered into by the Authority with the Authority Power
Purchasers terminate on September 30, 2017. Pursuant to the Hoover Power Allocation Act of 2011, Western provided in



June 2012 formal notification and confirmation of the post 2017 Hoover power alocations to the existing Hoover
Contractors, including the Authority. While the Authority expects to enter into new power sales contracts for the period
from October 1, 2017 to September 30, 2067 that will secure the 2014 Series Bonds, the holders of the 2014 Series Bonds
should take into consideration when purchasing the 2014 Series Bonds that the Authority may not have post 2017 Hoover
power sold under long term firm power sales contracts securing the payment of the 2014 Series Bonds during the period
beginning on October 1, 2017.

The Hoover Power Allocation Act of 2011 alocated post 2017 Hoover power to the existing Hoover Contractors,
including the Authority, which is further discussed herein under the caption “THE HOOVER POWERPLANT.” The
Hoover Power Allocation Act of 2011 also authorized Western to enter into power sales contracts with the Hoover
Contractors for the period October 1, 2017 to September 30, 2067. Western has not yet announced the terms and
conditions for the sale of post 2017 Hoover power to the existing Hoover Contractors under such power sales contracts.
The Authority expects that such power sales contracts will be similar in substance to the current Western Agreements.
Western has recently published the marketing criteria for its allocation of the hereinafter defined Hoover D Power to new
entities in the Boulder City marketing area. Applications for the allocation of Hoover D Power are to be submitted to
Western by qualified entities by March 31, 2014. See“THE HOOVER POWERPLANT”.

The Authority is a an early stage in the contracting process for its allocation of post 2017 Hoover power made
available under the Hoover Power Allocation Act of 2011 and is currently engaged in preliminary evaluation and analysis
of load and resource data voluntarily submitted by Authority Power Purchasers and new entities. The Authority has
retained an independent consulting engineering firm, UC Synergetic, to assist in evaluating applications for the allocation
of post 2017 Hoover power. The Authority has received indications of interest for 667 MW of capacity (total available
post 2017 capacity is 392 MW), and for 990,000 MWh of energy (total available post 2017 energy is 840,000 MWh). The
Authority expects to begin a public hearing process for the distribution of its allocation of post 2017 Hoover power to
prospective power customers in Arizona for the 50 year period beginning on October 1, 2017 in mid-2014 and to complete
its Hoover power alocation process during 2014. Subsequently, the Authority expects to enter into new power sales
contracts with the allottees of its allocation of post 2017 Hoover power which, based on current requests for post 2017
Hoover power alocations received by the Authority, may include existing Authority Power Purchasers as well as
additional power purchasersin Arizona. For additional information with respect to the costs of Hoover power and energy
see “HOOVER POWER MARKETING BY THE AUTHORITY — COSTS OF HOOVER POWER”, herein.

The amount of post 2017 Hoover power to be allocated by the Authority to any particular power purchaser in
Arizona is unknown at this time and will not be determined until the allocation process has been completed, including
consideration of the recommendations for power alocations provided by the independent consulting engineering firm.
The Authority expects that power sales contracts for post 2017 Hoover power will be substantially similar to the existing
Power Sales Contracts. However, until such post October 1, 2017 power sales contracts are executed and delivered, the
Authority will not know which entities, if any, will purchase post 2017 Hoover power from the Authority or in what
amounts.

The cost of Hoover power between the date of issue of the 2014 Series Bonds and the execution of new power
sales contracts for the post October 1, 2017 period could be affected by various factors including the continuation of
drought conditions in the southwestern United States which could reduce energy output at Hoover Dam as well as
environmental considerations that may affect operations of the lower Colorado River. For additional information see
“CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY - “Drought Conditions Affecting Hoover
Dam” and “- Environmental Considerations Relating to Hoover Dam”. A substantial increase in the cost of Hoover
power prior to the execution by the Authority of new power sales contracts for the post October 1, 2017 period may affect
the Authority’ s ability to enter into new power sales contracts for such period.

If the Authority has not entered into contracts for Hoover power for the post October 1, 2017 period, the
Authority believes that it could sell post 2017 Hoover power and energy into the power markets of Arizona at prices that
would recover its costs, including payment of debt service on the 2014 Series Bonds. As discussed under “HOOVER
POWER MARKETING BY THE AUTHORITY — COST OF HOOVER POWER,” based on projections provided by
Western and the Bureau, the Authority believes that post 2017 Hoover power will be a low cost source of energy and
easily marketable in the Arizona energy markets. However, the Authority’s ability to sell post 2017 Hoover power could
be affected by factors beyond the control of the Authority. For information relating to drought conditions in the Colorado
River Basin as well as certain environmental considerations, see “CERTAIN FACTORS AFFECTING THE ELECTRIC
UTILITY INDUSTRY — Drought Conditions Affecting Hoover Dam and Environmental Considerations Relating to
Hoover Dam.”



Purchaser s of the 2014 Series Bonds should take into consider ation that the existing Power Sales Contracts
will terminate on September 30, 2017 and will no longer provide security for the 2014 Series Bonds on and after
October 1, 2017. If the Authority is unable to enter into new power sales contracts for the post October 1, 2017
period, due to a substantial increase in the cost of Hoover power as a result of reduced energy output at Hoover
Dam or environmental considerations affecting operations or otherwise, and/or if the Authority is unable to sdll
post 2017 Hoover power and energy into other power markets at prices that would recover its costs, including
payment of debt service on 2014 Series Bonds, there could result a shortfall in amounts required for the payment of
principal of and interest on the 2014 Series Bonds.

APPLICATION OF PROCEEDS OF THE 2014 SERIESBONDS

Proceeds of the 2014 SerieSBoNndS.........ccovieirinininineeesee $26,565,000.00
Deposit in the Prepayment Account™ @ ..o $24,455,035.98
Deposit to the Debt Service ReServe ACCOUNt ........cvcveveeeveeneeesese e 1,196,112.36
FINANCING COSIS™ ... 913,851.66
Total AMOUNt APPIIEA ... $26,565,000.00

(1) Includesinterest capitalized to October 1, 2014.

(2) A portion of proceeds of the 2014 Series Bonds deposited in the Prepayment Account will be applied by the Authority to repay its
borrowing under the Loan Agreement and related costs.

(3) Includes underwriters’ compensation and other costs of issuance.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS
Pledge Effected by the Resolution

The Resolution provides that the Bonds, including the 2014 Series Bonds, shall be direct and special obligations
of the Authority payable solely from and secured solely by the Pledged Property which is defined by the Resolution to
include (i) the proceeds of the sale of the Bonds, (ii) al right, title and interest of the Authority in, to and under the
Western Contract, the Power Sales Contracts, the Wheeling Agreement and the Surplus Revenues Agreement (described
below), (iii) the Revenues (as defined in the Resolution), and (iv) al funds established by the Resolution, subject only to
the provisions of the Resolution permitting the application thereof for the purposes and on the terms and conditions set
forth in the Resolution.

See “APPENDIX D — SUMMARY OF CERTAIN PROVISIONS OF THE POWER RESOURCE REVENUE
BOND RESOLUTION” for further discussion of certain terms of the Resolution.

Power Sales Contracts

Pursuant to the Power Sales Contracts, the Authority has agreed to sell and deliver to each Authority Power
Purchaser, during the term of the related Power Sales Contract, Hoover power at designated points of delivery in an
amount up to each Authority Power Purchaser's Entitlement. The term of each Power Sales Contract extends to
September 30, 2017. See “INVESTMENT CONSIDERATIONS RELATING TO THE POWER SALES CONTRACTS
for information relating to the post September 30, 2017 period. The following discussion of the Power Sales Contracts
applies only to the Power Sales Contracts that terminate on September 30, 2017.

Power Purchaser’s Entitlement is defined in the Power Sales Contracts to mean the Authority Power Purchaser’s
proportionate share of hereinafter defined Hoover A Power and Hoover B Power, as the case may be, made available to
the Authority by Western during the then current Contract Year. Such proportionate share is based upon the allocation of
Hoover A Power and Hoover B Power made by the Authority pursuant to the Final Hoover Marketing Post-1987 plan
adopted by the Authority on June 7, 1985 (the “Final Hoover Marketing Plan”). For the current alocation to each
Authority Power Purchaser, see “HOOVER POWER MARKETING BY THE AUTHORITY — Authority Power
Purchasers.”

Each Authority Power Purchaser has agreed to take and pay for the Hoover power delivered or made available
for delivery by the Authority to the Authority Power Purchaser at the rates and charges developed in accordance with the
related Power Sales Contract.



The Authority is required by State law and the Power Sales Contracts to establish and maintain rates that will
provide revenues sufficient to meet the estimated Revenue Requirements which are defined by the Power Sales Contracts
to include the Authority’s costs under the Western Contract and the Wheeling Agreement and the debt service on the
Bonds. The Authority allocates the Revenue Requirements to a Demand Charge and an Energy Charge. Each Authority
Power Purchaser makes monthly payments to the Authority based on the product of the Demand Charge and Energy
Charge multiplied by the Authority Power Purchaser’s capacity for such month and the aggregate amount of energy
delivered for such month, respectively.

So long as any Hoover power is delivered or made available for delivery to the Authority Power Purchasers at
any time during a monthly billing period, the Authority Power Purchaser is required to pay its proportionate share of the
Revenue Requirements for such billing period. If no Hoover power is delivered or made available for delivery to the
Authority Power Purchaser during such monthly billing period, the Authority Power Purchaser is not required to make any
payments for such monthly billing period. Hoover energy actually scheduled for delivery to the Authority Power
Purchaser and dispatched shall be deemed delivered.

In the event of a default by Authority Power Purchaser and the termination of the related Power Sales Contract,
the Authority is required to reallocate such defaulting Authority Power Purchaser’s Entitlement as the Authority shall
determine, however, the non-defaulting Authority Power Purchasers are not required to accept such Entitlement. If the
Authority is unable to reallocate such defaulting Authority Power Purchaser’ s Entitlement, the Authority is required to use
its best efforts to sell such Entitlement to other parties. Any costs not recovered by the Authority through such
reallocation or sale would be included in Revenue Requirements for the purpose of determining the Demand Charge and
the Energy Charge payable by the non-defaulting Authority Power Purchasers. No Authority Power Purchaser has
defaulted on its Power Sales Contract.

Each Authority Power Purchaser may tender or relinquish to the Authority for resale by the Authority, all or a
portion of the Authority Power Purchaser’s Entitlement not needed by the Authority Power Purchaser. The Authority
Power Purchaser’s Entitlement so relinquished or tendered to the Authority is to be returned to the Authority Power
Purchaser within 60 days following written notice by the Authority Power Purchaser to the Authority if required to meet
the loads of the Authority Power Purchaser. The Authority is obligated by the Power Sales Contract to use its best efforts
to sell such Entitlement and the net proceeds of the sale thereof shall be applied to satisfy the Authority Power Purchaser’s
payment obligations under the Power Sales Contract. No tender, or relinquishment of such Entitlement shall relieve the
Authority Power Purchaser of its obligations under the Power Sales Contract or be deemed a recapture by the Authority
pursuant to the Power Sales Contract unless such tender or relinquishment is for the remaining term of the Power Sales
Contract and the Authority has sold all or a portion of the Hoover capacity and energy to be made available to the
Authority Power Purchaser for the remaining term of the Power Sales Contract.

Pursuant to the related Power Sales Contracts each Authority Power Purchaser has agreed to maintain rates, fees
and charges for the sale or use of the Hoover power purchased under the Power Sales Contract, as alowed by the
appropriate regulatory authority, if any, which, together with other available funds, shall provide to the Authority Power
Purchaser revenues sufficient to meet its obligations to the Authority under the Power Sales Contract and the obligations
of the Authority Power Purchaser, if any, which are equal to or superior to its obligations under the Power Sales Contract.
Nothing in the Power Sales Contract shall be deemed to require the Authority Power Purchaser to satisfy its obligations
under the Power Sales Contract from any source which would result in a violation of any statutory or constitutional
provisionsincluding, if applicable, payments from ad valorem or property taxesin violation of law.

For a more detailed description of the Power Sales Contracts that terminate on September 30, 2017, see
“APPENDIX C — SUMMARY OF CERTAIN PROVISIONS OF THE POWER SALES CONTRACTS.”

The Authority’ s primary source of payment of the principal of and interest on the Bonds is derived from amounts
required to be paid by the Authority Power Purchasers pursuant to the Power Sales Contracts. An individual Authority
Power Purchaser’s ability to make such payments is dependent on its ability to collect rates, fees and charges from its
customers which may be subject to various factors, including with respect to a large number of the Authority Power
Purchasers affiliated with agriculture, unfavorable conditions or stressin the agricultural economy in Arizona, which could
adversely affect their demand for electrical power, or their ability to collect rates, fees and charges from customers
sufficient to make payments under the Power Sales Contracts.

The Authority has entered into power sales contracts for the sale of hereinafter defined Hoover C Energy when
and if Hoover C Energy is available. Such power sales contracts are also pledged as security for the Bonds under the



Resolution. For additional information relating to Hoover C Energy, see herein “THE HOOVER POWERPLANT —
General” and “— Hoover C Energy.”

In connection with the Prepayment Project, the Authority has entered into Amendment No. 1 to the Power Sales
Contract with each of the Authority Power Purchasers which amends certain definitions in the Power Sales Contracts.

Certain Contracts

Western Contract and Wheeling Agreement. The Western Contract provides for the purchase by the Authority
from Western of the hereinafter defined Hoover A Power, Hoover B Power and Hoover C Energy, which Western has
offered to the Authority pursuant to the requirements of the 1984 Hoover Act. The Authority is required to pay Western
for all Hoover power scheduled or delivered to the Authority in accordance with the Western Contract. Debt service on
indebtedness of the Authority incurred in advancing funds to the Bureau and certain other costs for the Uprating Program
(net of investment income in certain circumstances), including debt service on the Bonds issued for the Uprating Program,
isto be credited against the power bills rendered to the Authority by Western, thereby reducing the Authority’s payments
to Western for purchasing power under the Western Contract. For a more detailed description of the Western Contract,
see “APPENDIX F — SUMMARY OF CERTAIN PROVISIONS OF THE FEDERAL CONTRACTS — The Western
Contract.”

The Authority has also entered into the Western Wheeling Contracts, which provide for transmission of the
Hoover power purchased by the Authority pursuant to the Western Contract to delivery points in Arizona. For a more
detailed description of the Western Wheeling Contracts, see “APPENDIX F — SUMMARY OF CERTAIN
PROVISIONS OF THE FEDERAL CONTRACTS — The Western Wheeling Contracts.” Pursuant to the Salt River
Project Wheeling Contract, Salt River Project will transmit Hoover power purchased by certain Authority Power
Purchasers that are also customers of Salt River Project to designated points of delivery of those Authority Power
Purchasers. For further discussion of the transmission of Hoover power by the Authority, see “THE HOOVER
POWERPLANT — Transmission.”

Surplus Revenues Agreement. The Authority, as required by the Plan Act, has entered into the Surplus Revenues
Agreement with the Arizona Department of Water Resources. The Surplus Revenues Agreement provides that surplus
fundsin the General Reserve Fund created under the Resolution are to be transferred at the end of each Fiscal Year by the
Authority to the State Treasurer for deposit in the State Water and Power Development Fund to be used as an additional
debt service reserve for the Bonds. The Authority has not and does not anticipate making any transfers from the General
Reserve Fund to the State Water and Power Development Fund pursuant to the Surplus Revenues Agreement.

Pledge and Assignment. All of the Authority’s right, title and interest in and to the Western Contract, the
Wheeling Agreement and the Surplus Revenues Agreement have been pledged and assigned by the Authority to the
Trustee pursuant to the Resolution as security for the payment of the Bonds.

Flow of Funds

The Resolution establishes the following Funds and Accounts for the application of Revenues:

Funds Held by
CONSLIUCTION FUNG.......c.oitiiiiiieieceee e Trustee
REVENUE FUNG........eoeeeeeeee ettt e e ne e reeeesneas Authority
OPErating FUNG........cveieiieieieieie et benne s Authority
Operating Account
Dbt SErviCe FUNG.........coieiiceeeeeeee e Trustee
DELE SEIVICE ACCOUNL ......cccvieeeeieeeieetesteeteseesteeeessees e seesreessesseesseessesseessnsneens
Debt Service RESEIVE ACCOUN ........cerveuirieiriesieie ettt
Subordinated Debt FUNG.........ccooiiiieeecseeeeeee e s Trustee
Power Resources Development FUNG.........cocvvvieeirininiencneseseses s Authority
General RESEIVE FUNG .......ooeiieeie e Authority

Pursuant to the Resolution, all Revenues received are to be deposited promptly in the Revenue Fund. Amounts
in the Revenue Fund are to be paid monthly to the following funds in the following order of priority:



First, To the Operating Fund, for credit to the Operating Account, such amount as the Authority shall
estimate is required, together with amounts then on deposit therein, to provide for the payment of Operating
Expenses estimated to be paid through the next month.

Second, To the Debt Service Fund, (i) for credit to the Debt Service Account, the amount, if any,
required so that the balance in the Debt Service Account shall equal the Accrued Aggregate Debt Service as of
the last day of the then current month or, if interest and/or principal are required to be paid to holders of Bonds
during the next succeeding month on a day other than the first day of such month, Accrued Aggregate Debt
Service as of the day through and including which such interest and/or principal is required to be paid; provided
that, for the purposes of computing the amount to be deposited in the Debt Service Account, there shall be
excluded from the balance of the Debt Service Account the amount, if any, set aside in the Debt Service Account
from the proceeds of Bonds (including amounts, if any, transferred thereto from the Construction Fund) for the
payment of interest on Bonds less that amount of such proceeds to be applied in accordance with the Resolution
to the payment of interest accrued and unpaid and to accrue on Bonds to the last day of the then current month or,
if interest isreguired to be paid to holders of Bonds during the next succeeding month on the day other than first
day of such month less that amount of such proceeds to be applied in accordance with the Resolution to the
payment of interest accrued and unpaid and to accrue on Bonds to the day through and including which such
interest is required to be paid, and (ii) for credit to the Debt Service Reserve Account, the amount, if any,
required for the Debt Service Reserve Account, after giving effect to any surety bond,. insurance policy, letter of
credit or other similar obligation deposited in the Debt Service Reserve Account pursuant to the Resolution, to
equal the Debt Service Reserve Requirement as of the last day of the then current month.

Third, To the Subordinated Debt Fund, the amount, if any, required to pay principal or sinking fund
installments of and interest on each issue of Subordinated Debt and reserves therefor and the amounts, if any, to
pay tendered Subordinated Debt, in accordance with the Resolution or other debt instrument authorizing such
issue of Subordinated Debt.

Fourth, To the Power Resource Devel opment Fund, the amount, if any, to be deposited in said Fund for
such month pursuant to the then current Annual Budget.

Fifth, To the General Reserve Fund, the remaining balance, if any, of moneys in the Revenue Fund after
making the above credits and deposits.

For a more detailed discussion of the application of moneys deposited in the various Funds and Accounts, see
“APPENDIX D — SUMMARY OF CERTAIN PROVISIONS OF THE POWER RESOURCE REVENUE BOND
RESOLUTION — Application of Revenues.”

Debt Service Reserve Account

As of any date of calculation and subject to adjustment as hereinafter described, the Debt Service Reserve
Requirement is an amount equal to the greatest amount of Adjusted Aggregate Debt Service for any Fiscal Year. See
“APPENDIX D — SUMMARY OF CERTAIN PROVISIONS OF THE POWER RESOURCE REVENUE BOND
RESOLUTION — Application of Revenues — Payments into Certain Funds.” Should the amount on deposit in the
Debt Service Reserve Account fall below its required level and there are not sufficient Revenues therefor, such deficit is
to be cured by application of funds from amounts in the General Reserve Fund, the Power Resource Development Fund
and the Subordinated Debt Fund, in that order. Any deficiency in the Debt Service Reserve Account is subject to
immediate replenishment in accordance with the Resolution. For information relating to the Authority’ s right to deposit
a surety bond or insurance policy in the Debt Service Reserve Account, see APPENDIX D — SUMMARY OF
CERTAIN PROVISIONS OF THE POWER RESOURCE REVENUE BOND RESOLUTION — Debt Service Fund —
Debt Service Reserve Account.” The amount to be on deposit in the Debt Service Reserve Account upon the
authentication and delivery of the 2014 Series Bondsis $7,742,662.36.

Rate Covenant

Pursuant to the Resolution, the Authority has covenanted to fix, establish, maintain and collect rents, rates, fees
and charges under the Power Sales Contracts to provide Revenues at least sufficient, together with other available funds,
for the payment in each Fiscal Year of the sum of (i) Operating Expenses, (ii) Aggregate Debt Service, (iii) any required
deposit in the Debt Service Reserve Account, (iv) debt service on Subordinated Debt, and (v) all other charges and liens
payable out of Revenues.



In the opinion of Legal Counsel to the Authority, the rates charged by the Authority are not subject to regulation
by the Arizona Corporation Commission or any other federal or State of Arizonaregulatory body.

Additional Bonds

Under the Resolution, the Authority reserves the right to issue one or more series of additional Bonds at any time
or from time to time for the purpose of paying all or a portion of the Cost of Acquisition and Construction of any
additional project authorized by the Plan Act or to refund any Outstanding Bonds. The proceeds of such additional Bonds
shall be applied as set forth in the supplemental resolution authorizing such series and such Bonds will rank equally as to
security and payment with the Bonds. For information relating to the terms and conditions under which such additional
Bonds can be issued, see “APPENDIX D — SUMMARY OF CERTAIN PROVISIONS OF THE POWER RESOURCE
REVENUE BOND RESOLUTION — Additional Bonds; Refunding Bonds.”

THE 2014 SERIESBONDS
General

The 2014 Series Bonds will be delivered as fully registered bonds in the denominations of $5,000 or any integral
multiple thereof. The Bank of New York Mellon Trust Company, N.A. has been appointed as Trustee, Paying Agent and
Bond Registrar by the Authority under the Resolution. The 2014 Series Bonds will bear interest at the rates and mature on
the dates and in the amounts set forth on the inside front cover page of this Official Statement.

Interest on the 2014 Series Bonds is payable on April 1 and October 1 of each year, commencing October 1,
2014, computed on the basis of a 360-day year, consisting of twelve 30-day months. Interest on the 2014 Series Bondsis
payable by check or draft of the Trustee, mailed to the registered owners thereof at the addresses shown on the registration
books of the Authority kept for that purpose at the principal corporate trust office of the Bond Registrar, on the 15th day of
the calendar month next preceding an interest payment date (the “Record Date”). The principal and redemption price of
the 2014 Series Bonds are payable at the principal corporate trust office of the Paying Agent.

Redemption Provisions

Mandatory Redemption. The 2014 Series Bonds maturing on October 1, 2045 are subject to mandatory sinking
fund redemption, in such manner as the Trustee may reasonably determine, at a redemption price equa to the principal
amount thereof on each of the dates and in the respective principal amounts set forth below, upon notice and in the manner
and subject to the provisions of the Resolution:

Date Sinking Fund Date Sinking Fund
(Octaober 1) Payment (October 1) Payment
2030 $ 805,000 2038 $1,180,000
2031 845,000 2039 1,240,000
2032 885,000 2040 1,300,000
2033 930,000 2041 1,365,000
2034 975,000 2042 1,430,000
2035 1,025,000 2043 1,500,000
2036 1,075,000 2044 1,575,000
2037 1,125,000 2045 1,655,000
* Maturity

The Authority may from time to time direct the Trustee to purchase 2014 Series Bonds with moneys in the Debt
Service Fund, at a price not greater than par, plus accrued interest to the date of such purchase, and apply such 2014 Series
Bonds so purchased as a credit, at 100% of the principal amount thereof, against and in fulfillment of any future
mandatory sinking fund payment for such 2014 Series Bonds.

Optional Redemption. The 2014 Series Bonds are subject to redemption prior to maturity at the option of the
Authority in whole or in part on any date, at a redemption price (the “Make-Whole Redemption Price”) equal to the
greater of:



D the issue price (but not less than 100%) of the principal amount of the 2014 Series Bonds to be
redeemed; or

2 the sum of the present value of the remaining scheduled payments of principal and interest to
the maturity date of the 2014 Series Bonds to be redeemed, not including any portion of those
payments of interest accrued and unpaid as of the date on which the 2014 Series Bonds are to
be redeemed, discounted to the date on which the 2014 Series Bonds are to be redeemed on a
semi-annua basis, assuming a 360-day year consisting of twelve 30-day months, at the
Treasury Rate (as described below) plus 10 basis points for the 2014 Series Bonds maturing
on October 1, 2018 to and including October 1, 2020, 15 basis points for the 2014 Series
Bonds maturing on October 1, 2021 to and including October 1, 2023; 20 basis points for the
2014 Series Bonds maturing on October 1, 2024 to and including October 1, 2025, and 25
basis points for the 2014 Series Bonds maturing on and after October 1, 2026;

plus, in each case, accrued and unpaid interest on the 2014 Series Bonds to be redeemed on the redemption date. As used
herein, “Treasury Rate” means, with respect to any redemption date for a particular 2014 Series Bond, the yield to
maturity as of such redemption date of United States Treasury securities with a constant maturity (as compiled and
published in the Federal Reserve Statistical Release H.15 (519) that has become publicly available as of the most recent
date that is at least two Business Days, but not more than 30 calendar days, prior to the redemption date (excluding
inflation indexed securities) (or, if such Statistical Release is no longer published, any publicly available source of similar
market data) most nearly equal to the period from the redemption date to the maturity date of the 2014 Series Bonds to be
redeemed; provided, however, that if the period from the redemption date to such maturity date is less than one year, the
weekly average yield on actually traded United States Treasury securities adjusted to a constant maturity of one year will
be used.

Selection of Bonds to be Redeemed. In the case of redemption of the 2014 Series Bonds at the option of the
Authority, the Authority will select the maturities of the 2014 Series Bonds to be redeemed.

If the 2014 Series Bonds are not registered in book-entry only form any redemption of less than all of a maturity
of the 2014 Series Bonds shal be effected by the Trustee among owners on a pro rata basis subject to minimum
authorized denominations of $5,000 principal amounts or integral multiples thereof. The particular 2014 Series Bonds to
be redeemed shall be determined by the Trustee, using such method as it shall deem fair and appropriate.

If the 2014 Series Bonds are registered in book-entry only form and so long as DTC or a successor securities
depository is the sole registered owner of the 2014 Series Bonds, if lessthan all of the 2014 Series Bonds of a maturity are
caled for prior redemption, the particular 2014 Series Bonds or portions thereof to be redeemed shall be selected on a“Pro
Rata Pass-Through Distribution of Principal” basisin accordance with DTC procedures, provided that, so long as the 2014
Series Bonds are held in book-entry form, the selection for redemption of such 2014 Series Bonds shall be made in
accordance with the operational arrangements of DTC then in effect that currently provide for adjustment of the principal
by a factor provided by the Trustee pursuant to DTC operational arrangements. |If the Trustee does not provide the
necessary information and identify the redemption as on a Pro Rata Pass-Through Distribution of Principal basis, the 2014
Series Bonds will be selected for redemption in accordance with DTC procedures by lot.

It is the Authority’s intent with respect to the 2014 Series Bonds that redemption allocations made by DTC, the
DTC Participants or such other intermediaries that may exist between the Authority and the Beneficial Owners be made on
a “Pro Rata Pass-Through Distribution of Principal” basis as described above. However, the Authority can provide no
assurance that DTC, the DTC Participants or any other intermediaries will allocate redemptions among Beneficial Owners
on such basis. If the DTC operational arrangements do not allow for the redemption of the 2014 Series Bonds on a Pro
Rata Pass-Through Distribution of Principal basis as discussed above, then the 2014 Series Bonds will be selected for
redemption in accordance with DTC procedures by lot.

In connection with any repayment of principal, including payments of scheduled mandatory sinking fund
payments, the Trustee, as Bond Register, will direct DTC to make a pass-through distribution of principal to the holders of
the 2014 Series Bonds. A Pro Rata Pass-Through Distribution of Principal table is included as APPENDIX H to this
Official Statement and reflects the current schedule of mandatory sinking fund redemptions applicable to the 2014 Series
Bonds and the factors applicable to such redemption amounts and remaining bond balances, which is subject to change
upon certain optional redemptions. See “APPENDIX H — Principal Paydown Factor Table.”
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For purposes of calculation of the “pro rata pass-through distribution of principal,” “pro rata’ means, for any
amount of principal to be paid, the application of a fraction to each denomination of the respective 2014 Series Bonds
where (a) the numerator of which is equal to the amount due to the respective bondholders on a payment date, and (b) the
denominator of which is equal to the total original par amount of the respective 2014 Series Bonds.

If the 2014 Series Bonds are no longer registered in book-entry-only form, and al of the 2014 Series Bonds are
redeemed each holder will receive an amount of 2014 Series Bonds equal to the original face amount then held by that
owner, registered in such investor’s name. Any redemption of less than all of the 2014 Series Bonds will continue to be
paid to the registered owners of such 2014 Series Bonds on a pro-rata basis, based on the portion of the original face
amount of any such 2014 Series Bonds to be redeemed.

Notice of Redemption. When the respective Trustee receives notice from the Authority of its election or direction
to redeem any 2014 Series Bonds, such Trustee shall give notice, in the name of the Authority, of the redemption of such
2014 Series Bonds. Such notice shall be mailed by the respective Trustee, postage prepaid, not less than 30 days nor more
than 60 days prior to the redemption date, to the registered owners of any 2014 Series Bonds or portions thereof which are
to be redeemed, at their last addresses appearing upon the registration books of the Authority kept by the respective Bond
Registrar. Failure to give notice by mail, or any defect in the notice to the registered owner of any 2014 Series Bonds
which are to be redeemed shall not affect the validity of the proceedings for the redemption of any other 2014 Series
Bonds. Any notice which is mailed in the manner herein provided shall be conclusively presumed to have been duly
given, whether or not the owner receives such notice. Aslong as the book-entry system is used for the 2014 Series Bonds,
the Trustee and the Authority will give any notice of redemption or any other notices required to be given to Bondholders
of 2014 Series Bonds only to Cede & Co., as nominee of DTC.

Any redemption notice may state that such redemption notice is conditioned upon the receipt of moneys required
for the redemption.

Transferability and Registration

The 2014 Series Bonds will be available to the ultimate purchasers in book-entry form only. Purchasers of the
2014 Series Bonds will not receive certificates representing their interests in such 2014 Series Bonds purchased, except as
described below under “Book-Entry-Only System”. DTC will act as securities depository (“Securities Depository”) for
the 2014 Series Bonds. As discussed below under “Book-Entry-Only System”, transfers of ownership interests in the
2014 Series Bonds will be accomplished by book entries made by DTC and, in turn, by DTC Participants and Indirect
Participants (as defined below under “Book-Entry-Only System”) acting on behalf of Beneficial Owners of the 2014
Series Bonds. The Authority, the Trustee and any other person may treat the Registered Owner of any 2014 Series Bond
as the absolute owner of such 2014 Series Bond for the purpose of making payment thereof and for all other purposes, and
the Authority and the Trustee shall not be bound by any notice or knowledge to the contrary, whether such 2014 Series
Bond shall be overdue or not. All payments of or on account of interest or principal to any Registered Owner of any such
2014 Series Bond shall be valid and effectual and shall be a discharge of the Authority and the Trustee in respect of the
liability upon such 2014 Bond, to the extent of the sum or sums paid.

When 2014 Series Bonds are registered in the name of Cede & Co., as nominee of DTC, the Authority and the
Trustee shall have no responsibility or obligation to any DTC Participant or to any person on behalf of whom a DTC
Participant holds an interest in the 2014 Series Bonds with respect to (1) the accuracy of the records of DTC, Cede & Co.
or any DTC Participant with respect to any ownership interest in the 2014 Series Bonds, (2) the delivery to any DTC
Participant or any other person, other than a Registered Owner as shown on the Bond Register, of any notice with respect
to the 2014 Series Bonds, including any notice of redemption, (3) the payment to any DTC Participant or any other person,
other than a Registered Owner as shown on the Bond Register, of any amount with respect to principal of, premium, if
any, or interest on the 2014 Series Bonds, (4) the selection by DTC or any DTC Participant of any person to receive
payment in the event of a partial redemption of the 2014 Series Bonds, (5) any consent given or action taken by DTC as
Registered Owner, or (6) any other matter. The Authority and the Trustee may treat and consider Cede & Co., in whose
name each 2014 Series Bond is registered, as the holder and absolute owner of such 2014 Series Bond for the purpose of
payment, giving notices of redemption and others matters.

Book-Entry-Only System
The 2014 Series Bonds will be available only in book-entry form. DTC New York, NY, will act as securities

depository for the 2014 Series Bonds. The 2014 Series Bonds will be issued as fully registered bonds registered in the
name of Cede & Co. (DTC's partnership nominee) or such other name as may be requested by an authorized
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representative of DTC. One fully registered 2014 Series Bond certificate will be issued for each maturity of each Series of
the 2014 Series Bonds and will be deposited with DTC.

DTC isalimited purpose trust company organized under the New Y ork Banking Law, a “banking organization”
within the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing corporation”
within the meaning of the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the
provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5
million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments
(from over 100 countries) that DTC’ s participants (“ Direct Participants’) deposit with DTC. DTC aso facilitates the post-
trade settlement among Direct Participants of sales and other securities transactions, in deposited securities, through
electronic computerized book-entry transfers and pledges between Direct Participants accounts. This eliminates the need
for physical movement of bond certificates. Direct Participants include both U.S. and non-U.S. securities brokers and
dealers, banks, trust companies, clearing corporations and certain other organizations. DTC is a wholly-owned subsidiary
of The Depository Trust & Clearing Corporation (“DTCC”). DTCC isthe holding company for DTC, National Securities
Clearing Corporation and Fixed Income Clearing Corporation, al of which are registered clearing agencies. DTCC is
owned by the users of its regulated subsidiaries. Access to the DTC system is also available to others such as both U.S.
and non-U.S. securities brokers and dealers, banks, trust companies and clearing corporations that clear through or
maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect Participants’). The DTC
Rules applicable to its Participants are on file with the Securities and Exchange Commission. More information about
DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of 2014 Series Bonds under the DTC system must be made by or through Direct Participants, which
will receive a credit for the 2014 Series Bonds on DTC'srecords. The ownership interest of each actual purchaser of each
2014 Series Bond (a “Beneficia Owner”) is in turn to be recorded on the Direct or Indirect Participant’s records.
Beneficial Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however,
expected to receive written confirmations providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction.
Transfers of ownership interests in the 2014 Series Bonds are to be accomplished by entries made on the books of Direct
and Indirect Participants acting on behalf of Beneficia Owners. Beneficial Owners will not receive certificates
representing their ownership interests in the 2014 Series Bonds, except in the event that use of the book-entry system for
the 2014 Series Bonds is discontinued.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE 2014 SERIES BONDS, AS NOMINEE
FOR DTC, REFERENCES HEREIN TO THE BONDHOLDERS OR REGISTERED OWNERS OR OWNERS OF THE
2014 SERIES BONDS SHALL MEAN CEDE & CO., ASAFORESAID, AND SHALL NOT MEAN THE BENEFICIAL
OWNERS OF THE 2014 SERIES BONDS.

To fecilitate subsequent transfers, all 2014 Series Bonds deposited by Direct Participants with DTC are
registered in the name of DTC's partnership nominee, Cede & Co., or such other name as may be requested by an
authorized representative of DTC. The deposit of 2014 Series Bonds with DTC and their registration in the name of Cede
& Co. or such other DTC nominee do not affect any change in beneficial ownership. DTC has no knowledge of the actual
Beneficial Owners of the 2014 Series Bonds;, DTC's records reflect only the identity of the Direct Participants to whose
accounts such 2014 Series Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect
Participants will remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.
Beneficial Owners of the 2014 Series Bonds may wish to take certain steps to augment the transmission to them of notices
of significant events with respect to the Bonds, such as redemptions, tenders, defaults, and proposed amendments to the
Bond documents. For example, Beneficial Owners of the 2014 Series Bonds may wish to ascertain that the nominee
holding the 2014 Series Bonds for their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the
aternative, Beneficial Owners may wish to provide their names and addresses to the registrar and request that copies of
notices be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds within an issue are being redeemed,
DTC's practice is to determine by |ot the amount of the interest of each Direct Participant in such issue to be redeemed.
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The Authority, the Trustee and the Paying Agent may treat DTC (or its nominee) as the sole and exclusive owner
of the 2014 Series Bonds registered in its name for the purpose of payment of the principal of or interest or premium, if
any, on the 2014 Series Bonds, selecting 2014 Series Bonds and portions thereof to be redeemed, giving any notice
permitted or required to be given to Bondholders under the Resolution, including any notice of redemption, registering the
transfer of 2014 Series Bonds, obtaining any consent or other action to be taken by Bondholders and for all other purposes
whatsoever, and shall not be affected by any notice to the contrary. The Authority, the Underwriters and the Paying Agent
shall not have any responsibility or obligation to any Direct Participant, any person claiming a beneficial ownership
interest in the 2014 Series Bonds under or through DTC or any Participant, or any other person which is not shown on the
books of registry (kept by the Trustee) as being a Bondholder, with respect to: the accuracy of any records maintained by
DTC or any Participant regarding ownership interests in the 2014 Series Bonds; the payment by DTC or any Participant of
any amount in respect of the principal of or interest or premium, if any, on the 2014 Series Bonds; the delivery to any
Participant or any Beneficial Owner of any notice which is permitted or required to be given to Bondholders under the
Resolution, including any notice of redemption; the selection by DTC or any Participant of any person to receive payment
in the event of a partial redemption of the 2014 Series Bonds; or any consent given or other action taken by DTC as a
Bondhol der.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the 2014 Series
Bonds unless authorized by a Direct Participant in accordance with DTC's MMI Procedures. Under its usual procedures,
DTC mails an Omnibus Proxy to the issuer as soon as possible after the record date. The Omnibus Proxy assigns Cede &
Co.’s consenting or voting rights to those Direct Participants to whose accounts such bonds are credited on the record date
(identified in alisting attached to the Omnibus Proxy).

Redemption proceeds, distributions, and interest payments on the 2014 Series Bonds will be made to Cede &
Co., or such other nominee as may be requested by an authorized representative of DTC. DTC's practice is to credit
Direct Participants' accounts upon DTC’s receipt of funds and corresponding detail information from the Authority or the
Trustee, on payable date in accordance with their respective holdings shown on DTC' s records. Payments by Participants
to Beneficial Owners will be governed by standing instructions and customary practices, as is the case with bonds held for
the accounts of customers in bearer form or registered in “street name,” and will be the responsibility of such Participant
and not of DTC, the Trustee, or the Authority, subject to any statutory or regulatory requirements as may be in effect from
time to time. Payment of redemption proceeds, distributions, and dividend payments to Cede & Co. (or such other
nominee as may be requested by an authorized representative of DTC) is the responsibility of the Authority or the Trustee,
disbursement of such payments to Direct Participants will be the responsibility of DTC, and disbursement of such
payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants.

Except as described below, neither DTC nor Cede & Co. will take any action to enforce covenants with respect
to any security registered in the name of Cede & Co. Under its current procedures, on the written instructions of a Direct
Participant, DTC will cause Cede & Co. to sign a demand to exercise bondholder rights as record holder of the quantity of
bonds specified in the Direct Participant’s instructions and not as record holder of al the bonds of that issue registered in
the name of Cede & Co. Also, in accordance with DTC's current procedures, all factual representations to be made by
Cede & Co. to the issuer, the Trustee or any other party must be made to DTC and Cede & Co. by the Direct Participant in
itsinstructionsto DTC.

For so long as the 2014 Series Bonds are issued in book-entry form through the facilities of DTC, any Beneficial
Owner desiring to cause the Authority or the Trustee to comply with any of its obligations with respect to the 2014 Series
Bonds must make arrangements with the Participant through which such Beneficial Owner’s ownership interest in the
2014 Series Bonds is recorded in order for the Direct Participant in whose DTC account such ownership interest is
recorded to give the instructions to DTC described above.

NONE OF THE AUTHORITY, THE TRUSTEE OR THE UNDERWRITERS (OTHER THAN IN THEIR
CAPACITY, IF ANY, AS PARTICIPANTS) WILL HAVE ANY OBLIGATIONS TO THE PARTICIPANTS OR THE
PERSONS FOR WHOM THEY ACT AS NOMINEES WITH RESPECT TO DTC'S PROCEDURES OR ANY
PROCEDURES OR ARRANGEMENTS BETWEEN DIRECT PARTICIPANTS, INDIRECT PARTICIPANTS AND
THE PERSONS FOR WHOM THEY ACT RELATING TO THE MAKING OF ANY DEMAND BY CEDE & CO. AS
THE REGISTERED OWNER OF THE 2014 SERIES BONDS, THE ADHERENCE TO SUCH PROCEDURES OR
ARRANGEMENTS OR THE EFFECTIVENESS OF ANY ACTION TAKEN PURSUANT TO SUCH PROCEDURES
OR ARRANGEMENTS.

As long as the book-entry system is used for the 2014 Series Bonds, the Paying Agent and the Authority will
give any notice of redemption or any other notices required to be given to Bondholders of 2014 Series Bonds only to DTC.
Any failure of DTC to advise any Direct Participant, or of any Direct Participant to notify any Indirect Participant, or of
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any Direct Participant or Indirect Participant to notify any Beneficial Owner, of any such notice and its content or effect
will not affect the validity of the redemption of the 2014 Series Bonds called for redemption, or of any other action
premised on such notice. Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants and by Direct Participants and Indirect Participants to Beneficial Owners will be
governed by arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time
to time. Beneficial Owners may desire to make arrangements with a Direct Participant or Indirect Participant so that all
notices of redemption or other communications to DTC which affect such Beneficial Owners will be forwarded in writing
by such Direct Participant or Indirect Participant.

NONE OF THE AUTHORITY, THE TRUSTEE, THE PAYING AGENT OR THE UNDERWRITERS
(OTHER THAN IN THEIR CAPACITY, IF ANY, AS DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTYS)
WILL HAVE ANY RESPONSIBILITY OR OBLIGATION TO SUCH DIRECT PARTICIPANTS OR INDIRECT
PARTICIPANTS, OR THE PERSONS FOR WHOM THEY ACT AS NOMINEES, WITH RESPECT TO THE
PAYMENTS TO OR THE PROVIDING OF NOTICE TO THE DIRECT PARTICIPANTS, THE INDIRECT
PARTICIPANTS, OR THE BENEFICIAL OWNERS OF THE 2014 SERIES BONDS.

Discontinuation of Book-Entry-Only System

DTC may discontinue providing its services as securities depository with respect to the 2014 Series Bonds at any
time by giving reasonable notice thereof to the Authority or the Paying Agent. Under such circumstances, in the event that
a successor depository is not obtained, bonds are required to be printed and delivered. Upon the discontinuance of the
services of DTC as Securities Depository for the 2014 Series Bonds, the Authority may within 90 days thereafter appoint a
substitute securities depository which, in the opinion of the Authority, is willing and able to undertake the functions of
securities depository under the Resolution upon reasonable and customary terms. If no such successor can be found within
such period, the 2014 Series Bonds no longer shall be restricted to being registered in the name of a securities depository.

In the event the book-entry system is discontinued, the persons to whom 2014 Series Bond certificates are
delivered will be treated as registered owners for all purposes of the Resolution, including the giving of any notice,
consent, request or demand pursuant to the Resolution for any purpose whatsoever. In such event, interest on the 2014
Series Bonds will be payable by check or draft of the Paying Agent mailed to such Bondholders, and the principal of al
2014 Series Bonds will be payable at the principal office of the Trustee, as described above under the heading “General
Provisions.” In addition, following such discontinuation, the 2014 Series Bonds will be transferable as described in the
following three paragraphs.

Any 2014 Series Bond may be transferred upon the books of registry kept by the Bond Registrar by the personin
whose name it is registered, in person or by his duly authorized attorney, upon surrender of such Bond to the Bond
Registrar, accompanied by a written instrument of transfer fully executed by the registered owner in person or his duly
authorized agent, in form satisfactory to the Bond Registrar.

Whenever any 2014 Series Bond is surrendered for transfer, a new 2014 Series Bond or Bonds, registered in the
name of the transferee or transferees and for alike aggregate principal sum shall be delivered at the principal office of the
Bond Registrar (or sent by registered mail to the new owner at his request, risk and expense). To the extent the same are
in denominations of $5,000 or integral multiples thereof, one or several 2014 Series Bonds may be transferred for one or
several such Bonds of the same aggregate principal amount. All such transfers shall be made without expense to the
holder of such 2014 Series Bonds, except as stated above, and except that the Bond Registrar shall require the payment by
the Bondholder requesting such transfer of any tax or other governmental charges required to be paid with respect to such
transfer.

No transfers are required to be made during the fifteen days next preceding an interest payment date for 2014
Series Bonds or during the fifteen days next preceding the date fixed for redemption of 2014 Series Bonds.

The Authority may decide to discontinue use of the system of book-entry-only transfers through DTC (or a
successor securities depository). In that event, bonds will be printed and delivered to DTC.

The information in this section concerning DTC and DTC'’s book-entry system has been obtained from sources
that the Authority believes to bereliable, but the Authority takes no responsibility for the accuracy thereof.

Source: DTC, New York, New Y ork.

14



DEBT SERVICE REQUIREMENTS ON THE BONDS

The principal, interest and total debt service on the Bondsis as follows:

2001 Series 2014 Series Bonds
October 1,9 Bonds Principal Interest Tota
2014 $6,541,175.00 $ 611,346.31 $7,152,521.31
2015 6,546,350.00 1,196,112.36 7,742,462.36
2016 6,541,562.50 1,196,112.36 7,737,674.86
2017 6,546,550.00 1,196,112.36 7,742,662.36
2018 $ 540,000 1,196,112.36 1,736,112.36
2019 550,000 1,186,397.76 1,736,397.76
2020 560,000 1,174,303.26 1,734,303.26
2021 580,000 1,159,138.46 1,739,138.46
2022 595,000 1,141,402.06 1,736,402.06
2023 615,000 1,121,594.50 1,736,594.50
2024 635,000 1,100,014.16 1,735,014.16
2025 660,000 1,076,652.50 1,736,652.50
2026 685,000 1,051,381.10 1,736,381.10
2027 715,000 1,024,124.96 1,739,124.96
2028 745,000 994,745.60 1,739,745.60
2029 775,000 963,388.56 1,738,388.56
2030 805,000 929,993.80 1,734,993.80
2031 845,000 890,403.90 1,735,403.90
2032 885,000 848,846.80 1,733,846.80
2033 930,000 805,322.50 1,735,322.50
2034 975,000 759,585.10 1,734,585.10
2035 1,025,000 711,634.60 1,736,634.60
2036 1,075,000 661,225.10 1,736,225.10
2037 1,125,000 608,356.60 1,733,356.60
2038 1,180,000 553,029.10 1,733,029.10
2039 1,240,000 494,996.70 1,734,996.70
2040 1,300,000 434,013.50 1,734,013.50
2041 1,365,000 370,079.50 1,735,079.50
2042 1,430,000 302,948.80 1,732,948.80
2043 1,500,000 232,621.40 1,732,621.40
2044 1,575,000 158,851.40 1,733,851.40
2045 1,655,000 81,392.90 1,736,392.90
Total $26,175,637.50 $26,565,000 $26,232,240.37 $78,972,877.87
(1) Principal and interest due on any October 1 are shown as part of debt service requirements for the period ending on the
preceding September 30.

ARIZONA POWER AUTHORITY
Enabling L egislation

The Authority is a body corporate and politic, without taxing power, established by the Arizona Legislature on
May 27, 1944 by the Power Authority Act. Under the Power Authority Act, the Authority is directed to obtain electric
power developed from the mainstream of the Colorado River and sell such power to certain qualified purchasers. The
Power Authority Act provides that the Authority must be a self-supporting agency and prohibits the Authority from
incurring any obligation which would be binding upon the State of Arizona. All electric energy or power coming under
the jurisdiction of the Authority and all property acquired by it are “public property.” In 1967, the Plan Act brought
additional projects under the Authority’s jurisdiction and established a separate method for financing and for marketing
power derived from such projects. Amendments to the Plan Act in 1982 included the Uprating Program as such a project.

In 2013, the Plan Act was amended to include the State of Arizona's share of the costs of refinancing the Visitor
Center and the Air Slots as additional projects to be financed pursuant to the Plan Act.

15



Organization

The governing body of the Authority consists of a Commission of five members who are appointed by the
Governor of Arizona with the approval of the State Senate. Members serve terms of six years each. The Chairman and
Vice Chairman, who are elected from among the Commission’s membership, each hold office for two years beginning and
ending on the first Monday in January. The Commission must submit an annual report to the Governor.

The Authority Act authorizes the Authority to employ a director, manager or chief engineer who must be a duly
licensed engineer. The current designation given to this person is “ Executive Director.” The Executive Director oversees
the operations of the Authority and supervises a staff of six persons. Pursuant to the Authority Act, the Authority has its
offices in Phoenix, Arizona.

Commissioners

The following table sets forth the current membership of the Commission of the Authority, their occupations and
their terms of office.

Current
Year First Term

Commissioner Occupation Appointed Expires
Stephen M. Brophy, Chairman Agriculture, Business 2008 2020
Joe A. Albo, Vice Chairman Government, Business 2010 2016
Dalton H. Cole Agriculture, Business 2002 2020
Richard S. Walden Agriculture, Ranching 1984 2016
Russdll L. Jones Government, Business 2014 2018

Staff

MICHAEL A. GAZDA, Interim Acting Executive Director

Michael Gazda is the Interim Acting Executive Director of the Authority and has been employed by the
Authority since 2006. Prior to his appointment as Interim Acting Executive Director, Mr. Gazda served as the Authority’s
Deputy Director. Mr. Gazda has a Bachelor of Science Degree from the University of Illinois in Electrical Engineering
with a Power Option. He has more than 35 years of technical experience in many aspects of the electrical utility industry
ranging from power plant supervision to transmission and distribution activities, including planning, operations and
maintenance al ong with substation design, protective relaying and SCADA communications. Mr. Gazda has also provided
technical support for the Southwire/DOE Superconductor demonstration project located at Southwire's Carrolton, Georgia
plant. The Superconductor project continues its successful operation carrying the full load of the plant. Mr. Gazdais a
registered Professional Engineer in Arizona and South Carolina. In his position as Interim Acting Executive Director of
the Authority, Mr. Gazda oversees the Authority’s staff of six employees.

DOUGLASYV. FANT, Legal Counsel

Douglas V. Fant has served as Legal Counsel to the Authority since 2000. Mr. Fant graduated in 1974 from
Stanford University and in 1977 from Stanford Law School. He aso obtained the Diplom Wirtschaftsdeutsch
International in 1990 from the Goethe-Institut. He served as a law clerk to the U.S. Senate Committee on Interior &
Insular Affairsin 1975, and then served as an Honors Program Attorney in energy and environmental issues for the Carter
Administration from 1977-1980. Mr. Fant also worked for Mobil Oil Corporation where he served as the Lead
EHS/Transportation Attorney for the Americas in the 1990’ s and then later served as an EHS Manager for the Mobil West
U.S. business entity. Mr. Fant also served in 1990 on the Board of Directors of the Greater Houston Partnership and as
President of the Houston Junior Chamber of Commerce. Mr. Fant is a member of the Arizona, Cdifornia, District of
Columbia, and Texas Bar Associations.

MARCIA K. KENNEDY, Financial Administrator/Human Resource Director

Marcia Kennedy serves as the Authority’s Financial Administrator and Human Resource Director. Ms. Kennedy
has been employed by the Authority since 2002. Ms. Kennedy has over 30 years of professiona experience in such
industries as advertising, law, utility business management, financial management and computer software administration.
In addition, Ms. Kennedy is an adjunct business professor, specializing in economics, marketing and computer curricula
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She holds a Bachelor of Arts degree from the University of Northwestern and an M.B.A. from Arizona State University.
Sheis currently pursuing a Ph.D. in Organizational Leadership.

Other Authority Projects

The Plan Act authorizes the Authority to engage in and issue bonds for other projects in addition to the
Prepayment Project and the Hoover Uprating Project. At the present time, the Authority is not actively pursuing the
development of any other power plant project.

THE HOOVER POWERPLANT
General

Hoover Dam, located approximately 25 miles from Las Vegas, Nevada, is the highest and third largest concrete
dam in the United States of America. The dam, power plant and high-voltage switch yards (collectively, the “Boulder
Canyon Project”) are located in the Black Canyon of the Colorado River on the Arizona-Nevada State line. The dam
impounds Colorado River water drained from the Colorado River basin system, including the Colorado River and its
tributaries, which is located within portions of seven western states (Wyoming, Colorado, Utah, New Mexico, Nevada,
Arizona, California) and Mexico and comprises a watershed area of approximately 242,000 square miles encompassing
approximately 8% of the land area in the continental United States. The Colorado River and its tributaries provide water
to 40 million people for municipal use and irrigate approximately 5.5 million acres of agricultural land.

Colorado River water is stored in the reservoir behind the dam, Lake Mead, and is released when needed for
municipa uses, irrigation uses and power generation. Lake Mead contains 26.1 million acre feet of water at full capacity.
The Colorado River basin system has water storage capacity totaling approximately 60 million acre feet representing
approximately four years of average natural flow of the Colorado River.

Hoover Dam is a multi-purpose project, encompassing the whole concept of river control and providing
protection from floods, water conservation for municipal, irrigation and power generation, recreation, fish and wildlife
preservation and other purposes. Construction of the Hoover Dam and the Hoover Powerplant was authorized by the
Boulder Canyon Project Act of December 21, 1928, which was amended by the Boulder Canyon Project Adjustment Act,
dated July 19, 1940 (collectively, the “Boulder Canyon Project Act” or “BCP Act”). Construction of the Boulder Canyon
Project by the Bureau commenced in 1931 and the dam was dedicated on September 30, 1935. The first generator of the
power plant was in full operation by October 1936, and the last generator went into operation on December 1, 1961. The
Hoover Powerplant has been in continuous operation since 1936.

The Hoover Powerplant is located at the toe of the Hoover Dam and extends downstream 650 feet along each
wall of the Black Canyon. The 17 main turbines in the power plant are designed to operate at a wide range of hydraulic
head to a maximum of 590 feet at dam crest. The dam, power plant building and their appurtenances are owned, operated
and maintained by the federal government, acting through the Lower Colorado Dams Project Office of the Bureau. Since
1977, the marketing of the output of the Hoover Powerplant has been the responsibility of Western.

The Bureau and Western develop long range plans for renewals, replacements, upgrades and improvements at the
Hoover Powerplant (the “Ten Year Plan”) with input from the Hoover Contractors and fund these investments annually
with revenues received from sales of Hoover power and energy under the Western Contracts. In recent years in response
to lowered water levelsin Lake Mead, the Bureau has undertaken several projects to improve operating performance and
power generation at lower lake elevation levels, such as installation of wide-head turbines, upgrades to wicket gates,
automation of control systems and enhancements to operating protocols. Collectively these measures have improved the
ability of the Hoover Powerplant to generate power efficiently across a wider range of water levels. Continuing
investment in operating efficiency projects are included in the current Ten Year Plan. For additional information
concerning Hoover Powerplant operation and drought conditions in the Colorado River Basin see “HOOVER POWER
MARKETING BY THE AUTHORITY - Costs of Hoover Power to the Authority” and “CERTAIN FACTORS
AFFECTING THE ELECTRIC UTILITY INDUSTRY - Drought Conditions Affecting Hoover Dam and Environmental
Considerations Relating to Hoover Dam.”

Visitor Center and Air Slots Prepayment Program

The Hoover Contractors have completed the Prepayment Plan under which all outstanding Bureau Appropriation
Obligations totaling $123,970,870 have been retired and the Bureau Appropriation Obligations are no longer included as a
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component of the cost of power and energy under the Western Contracts. The Authority’s Prepayment Share of the
Bureau Appropriation Obligations was $23,725,669, which will be refinanced through the issuance of the 2014 Series
Bonds.

Uprating Program

The Uprating Program involved the installation of new windings of increased electrical capacity which were the
same physical size as the old windings and the upgrading of various auxiliary equipment. This made it possible to
“uprate’ the capacity of the older generators at the Hoover Powerplant.

Prior to the Uprating Program, the 17 original generators at the Hoover Powerplant had an aggregate nameplate
capacity of 1,340 MW. The Uprating Program increased the aggregate nameplate capability of the 17 generators to
approximately 2,074 MW. The uprated generators have a maximum output at a head of 560 feet, the point at which the
power plant becomes generator-limited, of approximately 2,074 MW.

The Uprating Program was completed in September, 1995. The final cost of the Hoover Uprating Program was
$168,739,113, of which approximately $153,900,000 was contributed by non-federal sources. The Authority’s 37.3758%
proportionate share of the cost of the Hoover Uprating Program contributed by non-federal sources was $57,521,357 and
was funded through the issuance of Bonds.

The Uprating Program was undertaken in part with funds advanced as a prepayment for capacity and associated
energy under contracts between the Interior Department and prospective non-federal purchasers of the uprated Hoover
capacity and associated energy (the “Non-Federal Participants’). All funds advanced by the Non-Federal Participants are
being returned to such Non-Federal Participants including the Authority in the form of credits on the monthly power bills
rendered by Western to such Non-Federal Participants pursuant to the Western Agreements throughout the period
commencing October 1, 1987 and ending September 30, 2017. For additional information relating to the credits under the
Western Contract, see “APPENDIX F— SUMMARY OF CERTAIN PROVISIONS OF THE FEDERAL CONTRACTS
— Western Contract.”

Hoover A Contingent Capacity and Firm Energy Prior to October 1, 2017

Under the 1984 Hoover Act, 1,448 MW of contingent capacity and 3,759,787 MWh of associated firm energy is
being sold under power sales contracts with Western, including the Authority’ s Western Contract, which commenced June
1, 1987, asfollows (the “Hoover A Power”):

(1)

Contingent Firm Energy
Capacity (MWh)
Hoover Contractor (kW) Summer Winter Total
Metropolitan Water District of Southern
(2= 11 {04 o TF- VAR 247,500 904,382 387,592 1,291,974
City of Los Angeles 490,875 488,535 209,658 698,193
Southern California Edison Company ................... 277,500 175,486 75,208 250,694
City of Glendale.........cccooeeeiveiiieeeeee 18,000 47,398 20,313 67,711
City of Pasadena.........ccocvvevevieviceeice e 11,000 40,655 17,424 58,079
City of BUrbank .........cccccovvvvevinenciiecicese e 5,125 14,811 6,347 21,158
Arizona Power AULhOFitY ..........ccoovererencininenne 189,000 452,192 193,797 645,989
Colorado River Commission of Nevada................. 189,000 452,192 193,797 645,989
United States, for Boulder City........ccccooevvrererenennen 20,000 56,000 24,000 80,000
TOTALS ...t 1,448,000 2,631,651 1,128,136 3,759,787

(1) TheHoover Contractors are each responsible under the 1984 Hoover Act for their portion of the potential energy deficiency in any given
year of operation with respect to Hoover A Power. The 1984 Hoover Act directs, and the Western Contract provides, the United States
Department of Energy to purchase energy to meet any such deficiency at the individual Hoover Contractor’ s request.
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Hoover B Contingent Capacity and Firm Energy Prior to October 1, 2017

Under the 1984 Hoover Act, the 503 MW of contingent capacity and 767,214 MWh of associated firm energy
resulting from the Uprating Program are being sold under the power sales contracts with Western, including the
Authority’ s Western Contract, which commenced June 1, 1987, as follows (the “Hoover B Power”):

Contingent Firm Energy®
Capacity (MWh)
Hoover Contractor (kW) Summer Winter Total
ArizonaEntitiesd? ........cooco..... 188,000 148,000 64,000 212,000
California Entities® 127,000 99,850 43,364 143,214
NTEYZ: s N 0 =< 188,000 288,000 124,000 412,000
RO 1 7YY 503,000% 535,850 231,364 767,214

(1) TheHoover Contractors are each responsible under the 1984 Hoover Act for their portion of the potential energy deficiency in any given
year of operation with respect to Hoover B Power. The 1984 Hoover Act directs, and the Western Contract provides, the United States
Department of Energy to purchase energy to meet any such deficiency at the individual Hoover Contractor’ s request.

(2)  TheAuthority is the only purchaser of Arizona's allocation of Hoover B Power.

(3) Metropolitan Water District of Southern California, City of Los Angeles and Southern California Edison Company have not been
allotted Hoover B Power.

(4)  Any available capacity above 503,000 kW is retained by Western.
Hoover C Energy Prior to October 1, 2017

Under the 1984 Hoover Act, any Hoover energy in excess of 4,501,001 MWh in any year of operation (the
“Hoover C Energy”), is to be disposed of in accordance with the following: First: meeting Arizona' s first priority right to
delivery of excess energy which is equal in each year of operation to 200,000 MWh; provided, however, that in the event
excess energy in the amount of 200,000 MWh is not generated during any year of operation, Arizona shall accumulate a
first right to delivery of excess energy subsequently generated in an amount not to exceed 600,000 MWh, inclusive of the
current year's 200,000 MWh. Said first right of delivery shall accrue at a rate of 200,000 MWh per year for each year
excess energy in the amount of 200,000 MWh is not generated, less amounts of excess energy delivered; Second: meeting
Hoover Dam contractual obligations for Hoover A Power and Hoover B Power not exceeding 26,000 MWh in each year
of operation; and Third: meeting the energy requirements of the States of Arizona, Nevada and California, such available
excess energy to be divided equally among the States of Arizona, California and Nevada. Hoover C Energy is essentially
the excess energy resulting from high water years of the Colorado River. Under the Western Contract, Western, in
addition to offering Hoover A Power and Hoover B Power to the Authority, has offered to sell to the Authority, and the
Authority has agreed to purchase, Hoover C Energy. The Authority received Hoover C Energy beginning in 1998 through
2002 totaling 1,536,242 MWh. The amount and timing of receipt of Hoover C Energy is dependent on hydrology in the
Colorado River watershed.

Transmission Prior to October 1, 2017

Under the Western Contract, Hoover power is delivered at the Mead Substation owned by the United States of
America and located in Nevada, adjacent to the Hoover Powerplant. The Authority Power Purchasers have requested
delivery of their allocations to load centers in Arizona, thereby requiring additional transmission arrangements. The
Authority has entered into the Western Wheeling Contracts for the delivery of Hoover power to the Arizona Power
Purchasers at various Western delivery points in Arizona. See “APPENDIX F — SUMMARY OF CERTAIN
PROVISIONS OF THE FEDERAL CONTRACTS — The Western Wheeling Contracts.” Pursuant to the Salt River
Project Wheeling Contract, Salt River Project will transmit Hoover power purchased by certain Authority Power
Purchasers that are also customers of Salt River Project to designated points of delivery of these Authority Power
Purchasers.

These transmission arrangements provide sufficient firm transmission capacity for delivery of Hoover power to
delivery points in Arizona for the term of the Authority Power Sales Contracts. It is the responsibility of the Authority
Power Purchasersto arrange for wheeling from the points of delivery to their systems.

19



Scheduling Agent for Hoover Power Prior to October 1, 2017

In order to meet the monthly and seasonal power requirements of the Authority Power Purchasers, the Authority
has entered into a Scheduling Entity Agreement (the “ Scheduling Agreement”) with the Salt River Project for a term that
expires on September 30, 2017. The Scheduling Agreement provides that the Salt River Project will schedule Hoover
power available to the Authority in a pattern that is beneficia to the Salt River Project. In return for such benefit, the Salt
River Project will pay certain amounts to the Authority and deliver an equivalent amount of power to the Authority Power
Purchasersin a pattern that benefits the Authority Power Purchasers.

The Scheduling Agreement also permits energy not scheduled by an Authority Power Purchaser in a given month
to be scheduled within certain limits by such Authority Power Purchaser in alater time period.

Hoover A Contingent Capacity and Firm Energy On and After October 1, 2017
Under the Hoover Power Allocation Act of 2011, 1,462 MW of contingent capacity and 3,571,796 MWh of

associated firm energy will be sold under power sales contracts with Western, commencing October 1, 2017, as follows
(the “post 2017 Hoover A Power”):

Contingent Firm Energy®®
Capacity (MWh)
Hoover Contractor (kW) Summer Winter Total
Metropolitan Water District of Southern
CaliforNia......ccoeeceeeeeecie e 249,948 859,163 368,212 1,227,375
City Of LOSANQEIES.....coeririieeieercrese e 495,732 464,108 199,175 663,283
Southern California Edison Company ................... 280,245 166,712 71,448 238,160
City of Glendale.........cccooeoeeorinieeceee e 18,178 45,028 19,297 64,325
City of Pasadena 11,108 38,622 16,553 55,175
City of Burbank 5,176 14,070 6,030 20,100
Arizona Power AUhONItY ........cccovvivineriecieicenine 190,869 429,582 184,107 613,689
Colorado River Commission of Nevada................. 190,869 429,582 184,107 613,689
United States, for Boulder City........c.cccceoecerienncnnn. 20,198 53,200 22,800 76,000
TOTALS. ... 1,462,323 2,500,067 1,071,729 3,571,796

(1) The Hoover Power Allocation Act of 2011 maintains the requirements of the 1984 Hoover Act that the Hoover Contractors are each
responsible for their portion of the potential energy deficiency in any given year of operation with respect to post 2017 Hoover A Power.
The Hoover Power Allocation Act of 2011 maintains the requirements of the 1984 Hoover Act that directs the United States Department
of Energy to purchase energy to meet any such deficiency at the individual Hoover Contractor’s request.

(2)  Includes 5% to be allocated to the Hoover D Power (as hereinafter defined).
Hoover B Contingent Capacity and Firm Energy On and After October 1, 2017
Under the Hoover Power Allocation Act of 2011, the 508 MW of contingent capacity and 728,853 MWh of

associated firm energy will be sold under the power sales contracts with Western, commencing October 1, 2017, as
follows (the “ post 2017 Hoover B Power™”):
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Contingent Firm Energy®®@

Capacity (MWh)
Hoover Contractor (kw) Summer Winter Total
ARZONAENHESD oo 189,860 140,600 60,800 201,400
California ENtitieS™ ..o 128,257 94,857 41,196 136,053
NEVALA ENLIIES. ... veeeeeeeree e ereseeseeneesenrenne 189,860 273,600 117,800 391,400
TOTALS et 507,977 509,057 219,796 728,853

(1) The Hoover Power Allocation Act of 2011 maintains the requirements of the 1984 Hoover Act that the Hoover Contractors are each
responsible for their portion of the potential energy deficiency in any given year of operation with respect to post 2017 Hoover B Power.
The Hoover Power Allocation Act of 2011 maintains the requirements of the 1984 Hoover Act that directs the United States Department
of Energy to purchase energy to meet any such deficiency at the individual Hoover Contractor’s request.

(2)  Includes 5% to be allocated to the Hoover D Power.

(3) TheAuthority isthe only purchaser of Arizona's allocation of post 2017 Hoover B Power.

(4) Metropolitan Water District of Southern California, City of Los Angeles and Southern California Edison Company have not been
dlotted post 2017 Hoover B Power.

(5) Any available capacity above 507,977 kW is retained by Western.

Hoover C Energy On and After October 1, 2017

Under the Hoover Power Allocation Act of 2011, any Hoover energy in excess of 4,501,001 MWh in any year of
operation (the “post 2017 Hoover C Energy”), is to be disposed of in accordance with the following: First: meeting
Arizond's first priority right to delivery of excess energy which is equal in each year of operation to 200,000 MWh;
provided, however, that in the event excess energy in the amount of 200,000 MWh is not generated during any year of
operation, Arizona shall accumulate a first right to delivery of excess energy subsequently generated in an amount not to
exceed 600,000 MWh, inclusive of the current year’s 200,000 MWh. Said first right of delivery shall accrue at a rate of
200,000 MWh per year for each year excess energy in the amount of 200,000 MWh is not generated, less amounts of
excess energy delivered; Second: meeting Hoover Dam contractual obligations for post 2017 Hoover A Power, post 2017
Hoover B Power and Hoover D Power not exceeding 26,000 MWh in each year of operation; and Third: meeting the
energy requirements of the States of Arizona, Nevada and California, such available excess energy to be divided equally
among the States of Arizona, California and Nevada. Post 2017 Hoover C Energy is essentially the excess energy resulting
from high water years of the Colorado River.

Hoover D Power On and After October 1, 2017

The Hoover Power Allocation Act of 2011 requires Western to establish a resource pool equa to five percent of
the aggregate amount of the contingent capacity and firm energy of post 2017 Hoover A and Hoover B contingent capacity
and firm energy (the “Hoover D Power”) to be alocated to entities not receiving Hoover A and Hoover B Power as
provided in the following table:

Firm Energy
Contingent (thousands of kWh)
Capacity
State (kW) Summer Winter Total

New Entities Allocated by Western..........c.ccceveevricennn 69,170 105,637 45,376 151,013
New Entities Allocated by State
ATTZONA ...ttt 11,510 17,580 7,533 25,113
CalifOrMIa....ceereeeeee e 11,510 17,580 7,533 25,113
NEVEAA. ...t 11,510 17,580 7,533 25113

TOTALS. .. 103,700 158,377 67,975 226,352

Pursuant to the Hoover Power Allocation Act of 2011, Western on December 30, 2013 announced its final
marketing criteriafor Hoover D Power. Pursuant to said criteria allocations of Hoover D Power will only be made to new
allotees, defined under the Hoover Power Allocation Act of 2011 as entities that do not receive Hoover A and Hoover B
Power. Said marketing criteria further provides that native American tribes will receive first consideration for Hoover D
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Power with the remaining Hoover D Power to be allocated to eligible nonprofit entities. Hoover D Power for new
allotteesin Arizona and Nevada other than federally recognized Indian tribes is to be offered through the Authority and the
Colorado River Commission of Nevada, respectively. Hoover D Power allocated to federally recognized Indian tribes will
be contracted for directly with Western.

Any of the 69,170 kW of capacity and 151,013 kW of firm energy comprising Hoover D Power that is to be
allocated by Western that is not allocated and placed under contract by October 1, 2017 is required to be returned to post
2017 Hoover A and Hoover B contractors in the same proportion as those contractors' alocations of post 2017 Hoover A
and Hoover B Power. Any of the 33.3 percent of Hoover D Power that is to be distributed within the States of Arizona,
Nevada, and Californiathat is not allocated and placed under contract by October 1, 2017 is to be returned to the post 2017
Hoover A and Hoover B contractors within the State in which the Schedule D Power was to have been distributed, in the
same proportion as those contractors' allocations of Hoover A and Hoover B Power.

Transmission and Scheduling On and After October 1, 2017

The Authority believes that there is sufficient transmission capacity available on and after October 1, 2017 to
transmit Hoover capacity and energy from Hoover Dam to various delivery locationsin Arizona. However, the Authority
has not determined how post 2017 Hoover capacity and energy on and after October 1, 2017 will be transmitted or if the
contractors of post 2017 Hoover power and energy from the Authority will require the Authority to provide transmission
services. Such decisions will be made upon execution of definitive power sales contracts for the post October 1, 2017
period. The Authority expects to enter into a scheduling agreement to provide for the scheduling of post 2017 Hoover
power and energy for the period on and after October 1, 2017 that will be substantially similar to the Scheduling
Agreement currently in existence.

HOOVER POWER MARKETING BY THE AUTHORITY
Costs of Hoover Power to the Authority

Western regulations and the Western Contract specify the categories of Hoover Dam and Hoover Powerplant
costs that will be recovered by Western’s rates for Hoover power. The costs to be recovered include, among other things:
all costs of operation and maintenance; replacements; amortization with interest of pre-1987 unamortized investments;
costs of transmission from the Hoover Powerplant to Mead Substation; and credits to power bills of the Non-Federal
Participants in the amounts of debt service and other costs associated with the Non-Federa Participants financing of the
Uprating Program.

The annual operating budget for the Hoover Dam and Powerplant is prepared by the Bureau and Western and
aggregates all costs associated with the production and distribution of Hoover power to the Mead Substation. The annual
operating budget establishes the amount of revenue required to be raised through the sale of Hoover power. Hoover A
Power and Hoover B Power are melded for purposes of establishing Hoover power capacity and energy rates. Currently,
annual Hoover revenue requirements are equally apportioned between capacity charges and energy charges. Western's
revenue requirements are collected through a pro rata assessment of the projected budget to each of the Hoover
Contractors in accordance with their respective shares of the generation entitlement. The assessments are subject to
change to assure sufficient revenue to recover Western's revenue requirements. The Hoover assessment applicable to the
Authority also includes a surcharge of 4.5 mills per kWh for payments into the Lower Colorado River Basin Development
Fund (“LCRBDF") to provide repayment assistance for the Central Arizona Project (the “CAP’), a federal project to
deliver Colorado River water to central and southern Arizona.

Western is required to conduct annual repayment studies to determine Hoover revenue requirements which are
the basis for its Hoover power budget. The revenue reguirements consist of operating costs, uprating credits, repayments
with interest of federal investments, and replacements and additions. Representatives of the Hoover Contractors, Western
and the Bureau work together through an Engineering & Operating Committee and a Coordinating Committee which were
established pursuant to an |mplementation Committee Agreement in order to provide Western and the Bureau with Hoover
Contractors' input on revenue and expense issues relating to the Hoover budget. The revenue requirements include all
costs associated with delivering Hoover power to the Mead Substation near the Hoover Powerplant and do not include
costs of transmission of Hoover power to the Authority Power Purchasers' delivery points.

The Hoover rates developed by Western are placed into effect on an interim basis by the Assistant Secretary of

the United States Department of Energy pending final confirmation and approval by the Federal Energy Regulatory
Commission (“FERC"). FERC conducts alimited appellate review of Western rate filings.
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The Western Contract provides that Hoover power costs shal be based on the actual costs of operation,
maintenance and debt service associated with the Hoover Powerplant and, consequently, are not subject to regional or
local market pricing considerations. As part of its budget-setting activities, Western prepares annually for review and
comment by the Hoover Contractors the Ten Year Plan which sets forth the anticipated costs of operation, maintenance,
federal appropriation repayments, renewals, replacements and other costs necessary for power production under the
Western Agreements. The Authority expects that Western will continue the existing budget setting format in the post
October 1, 2017 power sales contracts.

The following table indicates the effective historical cost of power produced at the Hoover Powerplant and
delivered to the Mead Substation for the five-year period October 1, 2009 to September 30, 2013 and projected cost of
Hoover power based on the Ten Year Plan prepared by Western. The information presented regarding projected cost of
Hoover power constitutes “forward looking statements’ which must be read with an abundance of caution and may not be
realized or may not occur in the future.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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COST OF HOOVER POWER®

COST OF HOOVER POWER®

Year Ended September 30,

HISTORICAL 2009 2010 2011 2012 2013

Western Annual Revenue Requirement $70,213,497 $70,681,340 $75,182,522 $84,536,772 $82,379,637
Energy Sales (MWh) 3,692,752 3,619,844 3,877,034 3,990,704 3,744,931
Power Cost ($/MWh) $19.01 $19.53 $19.39 $21.18 $22.00

(1) Does not include $4.50 per MWh for payments to the LCRBDF-.

COST OF HOOVER POWER®"

Year Ending September 30,

PROJECTED 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Western Annual Revenue

Requirement® $76,108,019 $71,180,500 $78,214,879 $78,570,825  $67,264,535 $60,544,033 $60,624,857 $61,176,403 $63,232,539 $65,034,246
Energy Sales (MWh) © 3,770,993 3,482,000 3,504,000 3,450,000 3,421,000 3,426,000 3,334,000 3,275,000 3,353,000 3,315,000
Power Cost ($/MWh) $20.18 $20.44 $22.32 $22.77 $19.66 $17.67 $18.18 $18.68 $18.86 $19.62

(1) Does not include $4.50 per MWh for payments to the LCRBDF.
(2) Projected annual revenue requirements from Boulder Canyon Power Repayment Study dated January 2014 adjusted for repayment of Bureau Appropriation Obligations.

(3) Projected energy sales from Boulder Canyon Power Repayment Study dated January 2014.
(4) The decrease in Western annual revenue requirements reflects the retirement of the Uprating Program payment obligations.
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Recapture of Hoover B Power by the Authority for the Benefit of CAWCD

The Authority’s 1985 Hoover Marketing Plan provided that the initial allocations of Hoover B Power could be
recaptured for the benefit of the Central Arizona Water Conservation District (“CAWCD”). On October 1, 1992, the
effective date of such recapture, CAWCD was substituted for and replaced the Contractors of Hoover B Power from which
such Hoover B Power was recaptured and CAWCD has the right to receive and shall have the obligation to pay for all
Hoover B Power so recaptured.

The Power Sales Contract with CAWCD provides that CAWCD s to relinquish to the Authority for resale to
other qualified purchasers 25.38 MW and 28,620 MWh (at transmission delivery points) of Hoover B Power, except that
such relinquishments by CAWCD are not required in a Surplus Water Y ear immediately following a non-Surplus Water
Year. A Surplus Water Year is one in which the CAWCD may withdraw from the Colorado River two million or more
acre feet of water. CAWCD remains liable to the Authority for all Hoover B Power recaptured by the Authority for
CAWCD even when such Hoover B Power has been relinquished to the Authority for sale to such qualified purchasers.
For additional information relating to CAWCD, see APPENDIX B — CENTRAL ARIZONA WATER
CONSERVATION DISTRICT FINANCIAL STATEMENTS.” CAWCD did not request and did not receive the consent
of its auditors to the inclusion of its audited financial statements in APPENDIX B. No procedures were performed by
CAWCD or its auditors to update said financia statements.

Authority Power Purchasers
The following table identifies the 29 Authority Power Purchasers of Hoover A Power and Hoover B Power and
their respective alocations of Hoover power. For a summary of certain provisions of the Power Sales Contracts, see

APPENDIX C —“SUMMARY OF CERTAIN PROVISIONS OF THE POWER SALES CONTRACTS.”

Hoover Power Allocations
To Authority Power Purchasers®

Hoover A Power Hoover B Power Total
Capacity Energy Capacity Energy Capacity Energy®
Authority Power Purchasers (kW) (MWh) (kW) (MWh) (kw) (MWh)
Aguilalrrigation DistriCt .......oveeeeerererieeeeerieeeeenenes 2,450 8,389 3,840 4,327 6,290 12,716
AvraValley Irrigation & Drainage District ............... 630 2,168 0 0 630 2,168
Buckeye Water Conservation & Drainage District .... 2,980 10,201 0 0 2,980 10,201
Central Arizona Water Conservation District............. 0 0 161,600 182,235 161,600 182,235
Chandler Heights Citrus Irrigation District .... 930 3,164 0 0 930 3,164
City Of Page.....cvveereeirireeeierseciesseeeieens 0 0 1,040 1,173 1,040 1,173
City of Safford ........ccceeeereneeenes 0 0 2,080 2,345 2,080 2,345
Cortaro-Marana lrrigation District ..... 6,440 22,003 0 0 6,440 22,003
Electrical District No. 2, Pinal County ... 19,450 66,473 0 0 19,450 66,473
Electrical District No. 3, Pinal County ... 15,900 54,351 0 0 15,900 54,351
Electrical District No. 4, Pinal County ... 19,450 66,473 0 0 19,450 66,473
Electrical District No. 5, Pinal County ... 14,770 50,476 0 0 14,770 50,476
Electrical District No. 6, Pinal County ....... 8,360 28,579 0 0 8,360 28,579
Electrical District No. 7, Maricopa County .... 10,500 35,902 0 0 10,500 35,902
Electrical District No. 8, Maricopa County ................ 13,390 45,749 10,810 12,185 24,200 57,934
Harquahala Valley Irrigation District..........cccceuvvnnee. 2,490 8,495 0 0 2,490 8,495
Maricopa County Municipal Water Conservation
and Drainage District NO. 1 ......cccceveecinirireneenn 8,840 30,215 0 0 8,840 30,215
McMullen Valey Water Conservation
& Drainage DistriCt.........cccovcrviniiciniiriicicsieinis 3,800 12,974 5,290 5,970 9,090 18,944
QOcotillo Water Conservation District..........c..cccveenee.. 2,390 8,175 0 0 2,390 8,175
Queen Creek Irrigation District 1,770 6,043 0 0 1,770 6,043
Roosevelt Irrigation Didtrict............... 3,220 11,020 0 0 3,220 11,020
Roosevelt Water Conservation District...........couen.... 6,760 23,106 0 0 6,760 23,106
St RIVEr PrOJECE.......ooeveeeeeeeeeeeseeeieeere e 38,790 132,589 0 0 38,790 132,589
San Tan Irrigation District........c.couene.. 520 1,777 0 0 520 1,777
Silverbell Irrigation & Drainage District 710 2,417 0 0 710 2,417
Tonopah Irrigation District...........c...... 1,550 5,297 0 0 1,550 5,297
Town of Thatcher ............... 0 0 1,050 1,185 1,050 1,185
Town of Wickenburg...........cccoerernnneneenenns 0 0 2,290 2,580 2,290 2,580
Wellton-Mohawk Irrigation & Drainage District....... 2,910 9,953 0 0 2,910 9,953
TOTALS ..ot : 189,000 645,989 188,000 212,000 377,000 857,989

(1) Beforetransmission losses.

(2)  Totheextent the energy allocation is not available at Hoover Powerplant, the Authority will purchase the deficiency for the Authority Power Purchaser
if requested by the Authority Power Purchaser; the cost of such purchase will be charged to the applicable Authority Power Purchaser.
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The following table indicates the amount of at generation Hoover power (MWh) purchased by each of the Authority Power Purchasers for the years ended September 30, 2009 to
September 30, 2013.

2009 2010 2011 2012 2013
Authority Power Purchasers Capacity Energy Capacity Energy Capacity Energy Capacity Energy Capacity Energy
kW) (MWh) kW) (MWh) kW)®  (MWh) kW)®  (MWh) kW)®  (MWh)
Aguilalrrigation DIStFCE .......oceoeeeeeeeeeee e 5047 10,205 4,726 10,108 4863 10,837 4992 11,301 5076 10,429
AvraValley Irrigation & Drainage DistriCt.........ccoeevneieneirieinienns 506 1,740 473 1,724 487 1,849 500 1,928 508 1,778
Buckeye Water Conservation & Drainage District..........cocooeeererenenne. 2,391 8,185 2,239 8,109 2,304 8,695 2,365 9,066 2,405 8,369
Centra ArizonaWater Conservation DistriCt.........cccoeevvveneneiencinennnne 129,678 146,242 121,413 144,871 124,943 155,366 128,254 160,915 130,410 150,927
Chandler Heights Citrus Irrigation DistriCt...........cccveevereneneincnennne 746 2,540 699 2,515 719 2,696 738 2,812 751 2,594
(O] 0 = TSP 835 942 781 932 804 999 825 1,042 839 961
City Of SaffOrd.....ceveieiiriririreee e 1,669 1,882 1,563 1,864 1,608 1,998 1,651 2,082 1,678 1,923
Cortaro-Marana lrrigation District..........cccceeeeeerereenene 5168 17,656 4838 17,494 4979 18,760 5111 19,559 5197 18,049
Electrical District No. 2, Pina County 15,608 53,343 14,613 52,843 15,038 56,672 15436 59,091 15,696 54,528
Electrical District No. 3, Pinal COUNtY .......ccccooerereeienenereseeeeeeeeeene 12,759 43,616 11,946 43,207 12,293 46,338 12,619 48,313 12,831 44,584
Electrical District No. 4, Pinal COUNLY ......ocvvvenireririnieeeenesesesie e 15,608 53,346 14,613 52,843 15,038 56,672 15436 59,089 15,696 54,526
Electrical District No. 5, Pinal COUNLY ........cccooerereeierenereseeeeeeeeeene 11,852 40,509 11,097 40,126 11,420 43,033 11,722 44,871 11,920 41,405
Electrical District No. 6, Pinal COUNtY .........ccocovriveerieinesesesieenieneens 6,709 22,935 6,281 22,719 6,464 24,365 6,635 25,400 6,746 23,520
Electrical District No. 7, Maricopa County ..........cccceeeererereeneenecenenne 8426 28,811 7,889 28542 8,118 30,608 8,333 31,913 8473 29,448
Electrical District no. 8, Maricopa County 19,420 46,493 18,182 46,051 18,711 49,386 19,206 51,496 19,529 47,520
Harquahala Valley Irrigation DiStriCt .........ccoovereenineneneeeeeseenes 1,998 6,815 1,871 6,752 1,925 7,241 1,976 7,550 2,009 6,966
Maricopa County Municipal Water Conservation and
Drainage DiStriCt......ccueieeeieieee e 7,094 24,246 6,642 24,021 6,835 25,758 7,016 26,859 7134 24,784
McMullen Valley Water Conservation and Drainage District 7,294 15,205 6,829 15,056 7,028 16,148 7,214 16,837 7,336 15,540
Ocaotillo Water Conservation DIStriCt ..........ccoeveeeeineninneneeesceenine 1,918 6,559 1,796 6,501 1,848 6,971 1,897 7,267 1,929 6,706
Queen Creek Irrigation DIStMCt .....coeveereeieerieereeerre e 1,420 4,848 1,330 4,803 1,369 5,151 1,405 5,372 1,429 4,956
Roosevelt Irrigation DIStriCt ........ccoereieeieriene e 2,584 8,847 2,419 8,760 2,490 9,394 2,556 9,797 2,599 9,039
Roosevelt Water Conservation DIStriCt .........cccoeeveenneneneicnsennieens 5425 18,540 5,079 18,369 5,227 19,699 5365 20,539 5456 18,955
SaAlt RIVEN PIrOJECL. ...ttt 31,127 106,400 29,144 105,406 29,991 113,040 30,785 117,021 31,303 109,808
San Tan [rrigation DiStriC......ccccoiiiierieicecc e 417 1,427 391 1,412 402 1514 413 1,579 420 1,457
Silverbell Irrigation & Drainage DistriCt .........cocooeeeeeeneneneeeenceene 570 1,939 533 1,922 549 2,060 563 2,148 573 1,982
Tonopah [rrigation DISIIICE ........ccveveeiicereeeieece e s 1,244 4,250 1,165 4,211 1,198 4,514 1,230 4,707 1,251 4,344
Town of Thatcher ................ 843 952 789 940 812 1,010 833 1,052 847 971
Town of Wickenburg 1,838 2,071 1,721 2,051 1,771 2,200 1,817 2,293 1,848 2,116
Wellton-Mohawk Irrigation & Drainage DistricCt ........ccoccoeeeericinnnene 2,335 7,987 2,186 7,912 2,250 8,485 2,309 8,847 2,348 8,164
TOTALS ettt 302,529 688,531 283248 682,064 291,484 731,459 299,202 760,746 304,237 706,349

(1) Average kW per month.
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The Authority Power Purchasers are composed of eight electrical districts, ten irrigation districts, six water
conservation districts, one power and water district and four cities and towns. The Authority Power Purchasers are located
throughout the State of Arizona and serve nearly al regions of the State. Financial Statements of CAWCD representing
32% of the Authority’s Hoover power alocation sold by the Authority are set forth in APPENDIX B.

The information contained in APPENDIX B was supplied to the Authority by CAWCD.

The Authority and the Underwriters do not guar anty the accuracy or completeness of APPENDI X B.

AUTHORITY FINANCIAL MATTERS
Rates under the Power Sales Contracts

Pursuant to the requirements of the Power Sales Contracts, the Authority is required to maintain and establish
rates under the Power Sales Contracts which are sufficient to meet the estimated costs of the Authority (the “Revenue
Requirements’). Revenue Requirements include, among other items, the costs of the Authority under the Western
Contract, the costs of transmission and debt service on the Bonds. The Authority allocates the Revenue Requirements
between a demand charge and an energy charge and collects its revenues based upon capacity and energy delivered to the
Authority Power Purchasers.

The Authority determines the estimated Revenue Reguirements based upon estimated costs and estimated power
and energy from the Hoover Powerplant which are furnished to the Authority by Western. Western bases its estimate of
the power and energy from the Hoover Power Plant upon water availability and downstream water requirements.

In the event that the revenues collected by the Authority based upon the estimated Revenue Requirements are
insufficient to meet the Authority’s actual revenue requests, the Authority is authorized under the Power Sales Contracts
to revise the demand charge and energy charge to recover its actual Revenue Requirements.

In the event that the Authority receives revenues that are in excess of its Revenue Requirements, the Authority is
required to refund overcollections or credit excess revenues against the Authority’s Revenue Requirements in the current
contract year or the next contract year. The Authority makes overcollection refund payments to Authority Power
Purchasers at the end of the operating year following the year during which the overcollection occurred.

Revenues and Expenses

The following table shows the revenues and expenses of the Authority’s Hoover Fund for the years ended
September 30, 2009 through 2013. Such revenues and expenses are derived from the financial statements of the
Authority’s Hoover Fund audited by CliftonLarsonAllen LLP. The financia statements of the Authority’s Hoover Fund
for each of the years in the two-year period ended September 30, 2013 and the report of CliftonLarsonAllen LLP are
contained in APPENDIX A.
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REVENUESAND EXPENSESFOR THE AUTHORITY’SHOOVER FUND

OPERATING REVENUES

OPERATING EXPENSES

Purchased power
Western credits
Amortization of Uprating Costs
Transmission
Administrative and General
Other

Total operating expenses

Operating income (l0ss)

OTHER INCOME (EXPENSES)
Interest expenses
Deferred interest expense
Interest income
Amortization
Other, net

Total other income

Net income

Add:

Interest expenses®”
Amortization® of Uprating Costs
Credits to Authority Power
Purchasersfor prior years
Amortization & Depreciation

Deduct:

Deferred interest expense®
Premium Amortization

Income available for Debt Service

Debt Service
Debt Service coverage ratio (times)

For the Yearsended September 30,

Reconciliation to calculate income available for Debt Service under the Resolution

2009 2010 2011 2012 2013
$24,956,763 $24405788  $25614,805  $27,655987  $27,622,411
16,554,759 16529575 17,721,402 19,703,556 18,921,561
(5,842,790) (6,649,521)  (6,507,651) (6,559,715) (6,579,145)
5,842,790 6,649,521 6,507,651 6,559,715 6,579,145
6,146,914 5,911,905 5,964,010 6,138,320 6,787,816
1,478,892 1,906,916 1,671,821 1,632,612 1,658,010
26,665 24,936 17,138 12,768 14,916
24,207,230 24373332 ~ 25374371 27,487,256 27,382,303
749,533 32,456 240,434 168,731 240,108
(2,360,613) (2,169,863) (1,958,861 (1,729,613) (1,477,088)
2,222,465 2,065,021 1,878,817 1,657,185 1,415,723
62,849 29,550 10,893 12,200 9,968
99,180 91,164 82,296 72,660 62,052

- - - 258 20,444

23,881 15,872 13,145 12,690 31,009
$773,414 $48,328 $253,579 $181,421 $271,207
2,360,613 2,169,863 1,958,861 1,729,613 1,477,088
5,842,790 6,649,521 6,507,651 6,559,715 6,579,145
1,080,940 368,171 1,011,806 680,114 738,477
239,341 220,432 193,622 168,599 147,997
2,222,465 2,065,021 1,878,817 1,657,185 1,415,723
311,855 286,660 258,780 228,495 195,133
7,762,779 7,104,634 7,787,922 7,433,782 7,603,058
6,175,613 6,389,963 6,543,863 6,539,613 6,542,088
1.26 111 1.19 114 1.16

(2) Interest Expense and Amortization of Uprating Costs are not Operating Expenses under the Resolution.
(2) Deferred Interest Expense is not a Revenue under the Resolution.

Overview: The Authority is required by State statute and the provisions of the Resolution to set rates at levels
necessary to recover its costs for supplying services to its customers. The Authority’s Hoover power rates are driven
primarily by Reclamation’s and Western's revenue requirements. Reclamation’s revenue requirements include the costs
of operating, maintaining and upgrading the equipment at Hoover Dam. The Authority staff participates in the
Engineering & Operating Committee, which advises Reclamation and Western regarding approval of maintenance and
upgrade projects.

The Authority’ s operating costs are driven by several elements:
1) Reclamation’s and Western's Hoover revenue requirements;

2) The amount of Hoover capacity and energy (determined by Lake Mead elevations and water releases) made

Management Discussion of Financial Results

available to the Authority by Western;
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3) The cost of transmission of Hoover Power to the Authority Power Purchasers' delivery points over Western's
transmission facilities.

Operating Revenues. Operating revenues remained constant from 2012 to 2013 despite continuing low water
levels at Hoover Dam and higher transmission rates. However, from 2011 to 2012, revenues increased by $2 million due
to the increase in Reclamation revenue requirements associated with the extraordinary maintenance and upgrade projects
completed in 2012. Prior to 2012, operating revenues remained consistent. Supplemental purchased costs are recovered
in total when purchased, and have no effect on the rate that Authority charges for Hoover power.

Operating Expenses. In addition to the above list of cost elements, the Authority’s Operating Expenses also
include Administrative and General expenses, which are asmall portion of the total expenses.

Purchased Power costs for Hoover power increased in 2012, as compared to 2011, primarily due to increased
Reclamation revenue requirements. During that year, Reclamation installed a new wide-head turbine and retooled wicket
gates at Hoover Dam, in addition to completing other efficiency upgrades.

Purchased Power costs for Hoover power decreased approximately $782,000 in 2013 due mainly to a reduced
revenue requirement from Reclamation and to the reduced amount of energy delivered during 2013. Energy was reduced
due to lower Lake Mead elevation and a reduction in downstream water orders.

Transmission expenses increased by approximately $650,000 during 2013 reflecting higher Western Intertie
transmission rates. The Authority’s General and Administrative costs have remained stable over recent periods. Lower
Purchased Power costs combined with higher transmission expenses resulted in a slight decline in Total Operating
Expenses between 2012 and 2013. In recent periods prior to 2012, Operating Expenses remained relatively consistent,
reflecting stable Western transmission rates. Although the drought condition in the Colorado River Basin continues,
increased efficiency improvements at Hoover Dam have hel ped to mitigate the effects of reduced water levels.

Other Income (Expenses). Other Income (Expenses) reflects the continuing reduction in interest expenses and
deferred interest expense associated with repayment of the Authority’s 2001 Series Bonds issued for the Hoover Uprating
Program. Interest income varies with prevailing short term U.S. Treasury market conditions.

Reconciliation to Net Revenues under the Resolution. The Authority receives credits on its Western Hoover
Power hill to offset Authority costs incurred from financing a portion of the Hoover Uprating Project. These costs include
debt service on the outstanding 2001 Series Bonds. Amortization of Uprating Costs consists of debt service on the
Authority’s 2001 Series Bonds and associated expenses. See “SECURITY AND SOURCES OF PAYMENT FOR THE
BONDS — Certain Contracts.”

Revenue received by the Authority in excess of its Revenue Reguirements in any year is refunded back to
Authority Power Purchasers within the next contract year. Amounts shown for Credits to Authority Power Purchasers for
prior years represent revenue overcollections received by the Authority based on Hoover Power rate schedules in effect.
This overcollection is refunded to Authority Power Purchasers during the subsequent operating year. The amounts
refunded to Authority Power Purchasers vary depending on severa factors including annual budget/actual results, changes
in Hoover Power production, rates or revenue requirements during the course of the year, Authority rate actions, and
scheduling of Hoover Power by Authority Power Purchasers. See “SECURITY AND SOURCES OF PAYMENT FOR
THE BONDS — Certain Contracts.”

Authority’sHistorical Hoover Power Costs and Rates

The following table sets forth the Hoover power made available to the Authority, the Authority’s annual costs
and the Authority’ s rates for Hoover power for the years ended September 30, 2009 to September 30, 2013:
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Year Ended September 30,

Capacity and Energy: 2009 2010 2011 2012 2013
Hoover Capacity Available to Authority (kW)®......... 293,452 274,751 282,738 290,226 295,111
Hoover Energy Available at Authority Power

Purchaser Delivery Points (MWh) @ ..........ccco....... 671,752 668,128 708,845 735,050 687,304

Operating Expenses:

Hoover Purchased POWET...........ccccevvevivienieenieeneenins $16,554,759 $16,529,575 $17,721,402 $19,703,556 $18,921,561
Transmission.........ccceevevenene 6,146,914 5,911,905 5,964,010 6,138,320 6,787,816
Administrative & General 1,478,892 1,906,916 1,671,821 1,632,612 1,658,010

Total Operating EXPENSES........covvveveeerreerereeeseesesssesens $24,180,565 $24,348,396 $25,357,233 $27,474,488 $27,367,387

UPrating Credits ......overereeneseesessesseeesesseseseeeneens (5,842,790) (6,649,521) (6,507,651) (6,559,715) (6,579,145)

Debt Service ..o 6,175,613 6,389,863 6,543,863 6,539,613 6,542,088

Interest Income ............... (62,849 (29,550) (10,893) (12,200) (9,968)

Total Authority Costs $24,450,539 $24,059,188 $25,382,552 $27,442,186 $27,320,362

Authority Power Cost in dollarsMWh $34.97 $36.36 $35.77 $37.19 $39.87

(1) Monthly average available at Mead Substation.
(2) Hoover A and B Energy delivered at Mead Substation |ess transmission losses to Authority Power Purchasers' delivery points.

The costs of Hoover power in the future could be affected by many factors, including drought conditions and
environmental considerations discussed under “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY
INDUSTRY"” — “Drought Conditions Affecting Hoover Dam” and “Environmental Considerations Relating to Hoover
Dam.”

CERTAIN FACTORSAFFECTING THE ELECTRIC UTILITY INDUSTRY
General

The electric utility industry in general has been, and in the future may be, affected by a number of factors which
could impact the business affairs, financial condition and competitiveness of an electric utility and the level of utilization
of generating facilities by the Authority and the Authority Power Purchasers. Two significant factors are (i) the efforts on
national and local levels to restructure the electric utility industry from a heavily regulated monopoly to an industry in
which there is open competition for power supply and transmission, and (ii) the regulatory requirements related to the
issues of climate change.

Other factors include, among others, (i) effects of compliance with rapidly changing environmental, safety,
licensing, regulatory and legislative requirements, (ii) changes resulting from conservation and demand-side management
programs on the timing and use of electric energy, (iii) changes that might result from national energy policies,
(iv) increased competition from independent power producers, (v) “self-generation” by certain industrial and commercial
customers, (vi) issues relating to the ability to issue tax-exempt obligations, (vii) severe restrictions on the ability to sell to
nongovernmental entities electricity from generation projects financed with outstanding tax-exempt obligations,
(viii) changes from projected future electricity requirements, (ix) increases in costs, (x) shifts in the availability and
relative costs of different fuels, (xi) effects of the financial difficulties confronting the power marketers, (xii) costs
resulting from attempts to change the way transmission providers operate, and (xiii) effects of hydrologic conditionsin the
Colorado River Basin and hydraulic conditions at Hoover Dam. Any of these factors (as well as other factors) could affect
the financial condition of any given electric utility and likely will affect individual utilitiesin different ways.

The Authority cannot predict what effects these factors will have on its business, operations and financial
condition, but the effects could be significant. The following is a brief discussion of certain of these factors. However,
this discussion does not purport to be comprehensive or definitive, and these matters are subject to change subsequent to
the date of this Official Statement. Extensive information on the electric utility industry is, and will be, available from
sources in the public domain, and potential purchasers of the securities of the Authority should obtain and review such
information.

Drought Conditions Affecting Hoover Dam
Lake Powell, the reservoir behind Glen Canyon Dam located upstream from Hoover Dam, and Lake Mead are

the magjor storage reservoirs for the Colorado River. Since 2000, the watershed basin of the Colorado River has
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experienced periods of severe drought conditions and in 2007 the United States Department of the Interior established
rules in its Record of Decision on Colorado River Interim Guidelines for Lower Basin Shortages and the Coordinated
Operations of Lake Powell and Lake Mead (the “Interim Guidelines’) for the management of water releases from dams
and reservoirs on the Colorado River. These rules, in effect through 2026, define a strategy under which Lake Powell and
Lake Mead are operated conjunctively to protect certain reservoir elevations and control the risk of large-scale shortagesto
water users served by the Colorado River. In genera, the Interim Guidelines provide for increases or decreases in the
amount of water that will be released to meet delivery obligations to downstream users when the water levels in the
reservoirs rise or fall past certain elevations. If drought conditions continue, certain trigger points set forth in the Interim
Guidelines could further reduce water levels at Lake Mead with the possibility that electric generation at Hoover Dam
could be correspondingly reduced. A reduction in electrical generation would reduce the amount of Hoover power and
energy available to be sold by the Authority, increase the cost of Hoover power and energy, and reduce the economic
value of such power and energy to the Authority Power Purchasers or require replacement power purchases at significantly
increased cost.

In response to falling reservoir levels at Lake Mead, the Bureau is presently undertaking the installation of five
wide-head turbines at Hoover Dam (replacing 5 of the 17 main turbines currently in operation) that will allow for more
efficient production of energy during low-head conditions and allow continued production of electricity at reservoir levels
lower than would be possible under current conditions. One wide-head turbine is currently in operation, four additional
wide-head turbines are expected to be completed and operational by 2016.

Environmental Considerations Relating to Hoover Dam.

The lower Colorado River has been included in a critical Habitat Designated Area. The Bureau and the States of
Arizona, California, and Nevada have developed a 50-year program which balances use of the Colorado River with
conservation of native species and habitats. Called the Lower Colorado River Multi-Species Conservation Plan
(“MSCP"), the MSCP authorized current water and power uses and optimized opportunities for future water and power
development by providing Endangered Species Act (the “ESA™) compliance for such activities for the 50-year period from
2006 to 2056. The MSCP covers over 400 miles of the lower Colorado River from the Mexican border northward to and
including Lake Mead and Hoover Dam. The Bureau implements the MSCP. An MSCP Steering Committee currently
representing 57 entities, including the afore-referenced states, federal agencies, Hoover Contractors, including the
Authority, other water and power users, municipalities, Native American Tribes, and conservation organizations provide
input and oversee the Bureau’ s implementations of the MSCP.

Due to the MSCP, the Authority believes that any ESA-related impact on future operations at Hoover Dam will
be minor. The Hoover Contractors, including the Authority, together with certain other parties, have implemented the
MSCP in cooperation with the Bureau and the United States Fish and Wildlife Service to mitigate negative effects on the
Hoover Powerplant’s energy production.

The Federal Energy Regulatory Commission

The FERC regulates the transmission of electricity in interstate commerce. Historically, with limited exceptions,
FERC has not regulated transmission services by public power. However, the Energy Policy Act of 2005 (the “Energy
Policy Act”) expanded FERC jurisdiction by granting FERC authority to regulate the non-rate terms and conditions, and to
a lesser extent, rates, under which public power entities (including the Authority) provide transmission services, either
through a comprehensive rule-making impacting all public power entities or upon a fina finding that any one public
power entity has engaged in discriminatory practices that impaired fair and open access to its transmission system. The
Energy Policy Act explicitly prohibits FERC from requiring public power entities to take actions that would violate a
private activity bond rule. To date FERC has declined to generically implement its authority over public power entities,
and determined its authority would be used on a case-by-case basis. FERC has only once preliminarily proposed that a
single public power entity be obligated to develop and file a FERC-approved open access transmission tariff in the form
required of public utilities. The Authority does not own or operate transmission lines. Any reliability issues are
contractually handled by third parties.

Retail Wheeling In Arizona

In August 1998, the Arizona Corporation Commission (the “ACC”) adopted rules mandating, on a phased-in
basis, competition by certain electric utilities which are regulated by the ACC which includes such entities as Arizona
Public Service Company and Tucson Electric Power Company.

31



Also, the Arizona Legislature passed legislation effective December 31, 1998 (the “ Competition Act”) requiring,
on a phased-in basis, competition by public power entities which are not regulated by the ACC (such as Salt River
Project). The Competition Act directed the ACC to adopt rules for competition similar to what the Arizona Legidlature
had enacted for public utility entities. In 1999, the ACC issued its rules for retail electric competition, which were
challenged in the courts, and held to be invalid. Since 2006, the ACC has initiated consideration of retail competition on
three separate occasions, the most recent of which was in September of 2013. In each instance, the ACC did not take any
action to reinstate its electric competition rules.

LITIGATION

There is no controversy or litigation of any nature now pending or threatened restraining or enjoining the
issuance, sale, execution or delivery of the 2014 Series Bonds or in any way contesting or affecting the validity of the
2014 Series Bonds or any proceedings of the Authority taken with respect to the issuance, sale or reoffering thereof.

The Authority has intervened in litigation initiated by the Navajo Nation against the Secretary of Interior as a
party defendant relating to Colorado River water rights. Other than its own legal costs, the Authority will not be subject to
any financia impact with regard to said proceedings.

CANCELLATION OF CONTRACTS

Title 38, Chapter 3, Article 8 of the Arizona Revised Statutes is a conflict of interest statute which provides that
contracts made by the State or any public agency are voidable, cancelable or subject to equitable remedies imposed by the
superior court if such contracts are entered into in violation of the statute. Public agencies are defined to include all courts;
any department, agency, board, commission, institution, instrumentality, legislative or administrative body of the state,
county, incorporated town or city and any other political subdivision; and the State, county and incorporated cities and
towns and any other political subdivisions. The Authority is a political subdivision of the State and, therefore, a political
subdivision and public agency within the meaning of Title 38, Chapter 3, Article 8.

Title 38, Chapter 3, Article 8 includes a provision that a political subdivision of the State such as the Authority
may cancel any contract made by the political subdivision within three years after execution of the contract if any person
significantly involved in initiating, negotiating, securing, drafting or creating the contract on behalf of the politica
subdivision (the Authority) is at any time while the contract or any extension of the contract isin effect, an employee or
agent of any other party to the contract in any capacity or a consultant to any other party of the contract with respect to the
subject matter of the contract. By statute, such cancellation would be without penalty or further obligation of a political
subdivision such as the Authority. Cancellation may be initiated by the Governor of the State or the chief executive
officer or the governing body of the political subdivision such as the Authority. Requests for equitable relief also may be
made by any person affected by a decision of a public agency such as the Authority. The Authority has adopted or is a
party to several financing agreements which are material to the payment of the 2014 Series Bonds, including the Seventh
Supplemental Resolution authorizing the 2014 Series Bonds and Amendment No. 1. Exercise of aremedy under Title 38,
Chapter 3, Article 8 against any such financing agreements to which the Authority is a party would adversely affect the
holders of the 2014 Series Bonds.

No action for cancellation of any contract of the Authority, including, but not limited to, the Power Sales
Contract, the Western Contract, the Wheeling Agreement and the Resolution, has ever been initiated pursuant to the
statutory scheme.

UNDERWRITING

J.P. Morgan Securities LLC and RBC Capital Markets, LLC (collectively, the “Underwriters’) have jointly and
severally agreed, subject to certain conditions, to purchase the 2014 Series Bonds from the Authority an aggregate
underwriters discount of $238,851.66. The initial public offering prices or yields are set forth on the inside front cover
page of this Official Statement. The Underwriters’ obligations are subject to certain conditions precedent, and they will be
obligated to purchase all such 2014 Series Bonds if any are purchased. The 2014 Series Bonds may be offered and sold to
certain deders at a price or yield lower than such public offering prices or yields. The public offering prices may be
changed, from time to time, by the Underwriters.

The Underwriters have provided the following information to the Authority for inclusion in this Officia
Statement. The Underwriters and their respective affiliates are full service financial institutions engaged in various
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activities, which may include securities trading, commercial and investment banking, financia advisory, investment
management, principal investment, hedging, financing and brokerage activities. Certain of the Underwriters and their
respective affiliates have, from time to time, performed, and may in the future perform, various investment banking
services for the Authority, for which they received or will receive customary fees and expenses. In the ordinary course of
their various business activities, the Underwriters and their respective affiliates may make or hold a broad array of
investments and actively trade debt and equity securities (or related derivative securities) and financial instruments (which
may include bank loans and/or credit default swaps) for their own account and for the accounts of their customers and may
at any time hold long and short positions in such securities and instruments. Such investment and securities activities may
involve securities and instruments of the Authority.

J.P. Morgan Securities LLC (“JPMS”), one of the Underwriters, has entered into a negotiated dealer agreement
(the “Dealer Agreement”) with Charles Schwab & Co., Inc. (“CS&Co.”) for the retail distribution of certain securities
offerings, at the original issue prices. Pursuant to the Dealer Agreement, if applicable to this transaction, CS& Co. will
purchase the 2014 Series Bonds from JPMS at the original issue price less a negotiated portion of the selling concession
applicable to any 2014 Series A Bonds that CS& Co. sells.

JPMorgan Chase Bank, National Association, an affiliate of JPMS entered into the Loan Agreement with the
Authority that provided that the interim financing for the Prepayment Project.

CONTINUING DISCLOSURE

The Authority and the Trustee, as dissemination agent (the “Dissemination Agent”) are entering into a
Continuing Disclosure Agreement for the benefit of the holders and Beneficial Owners of the 2014 Series Bonds in order
to assist Underwriters in complying with Rule 15c2-12 of the Securities and Exchange Commission (the “Rule”).
CAWCD is an “obligated person” under the Rule and the Authority has agreed to provide certain updated financial
information and operating data of CAWCD (the “CAWCD Annua Information”) of the type described in the Continuing
Disclosure Agreement attached hereto as APPENDIX G.

Pursuant to the Continuing Disclosure Agreement, the Authority will, or will cause the Dissemination Agent to,
not later than 180 days after the end of the respective fiscal years of the Authority and CAWCD, provide to the Municipal
Securities Rulemaking Board (the “MSRB”) through the Electronic Municipal Market Access system (“EMMA”) the
financial information and operating data relating to the Authority (the “ Authority Annual Information” and together with
the CAWCD Annua Information, collectively the “Annua Information”) and notice of certain events (the “Materia
Events’) al as described in the Continuing Disclosure Agreement attached hereto as APPENDIX G.

The Annual Information and notices of Material Events required to be filed by the Authority the Dissemination
Agent under the Continuing Disclosure Agreement must be submitted to the MSRB through EMMA, which is an internet-
based, online portal for free investor access to municipal bond information, including offering documents, material event
notices, real-time municipal securities trade prices and MSRB education resources, available at www.emma.msrb.org.
Nothing contained on EMMA relating to the Authority or CAWCD is incorporated by reference into this Official
Statement.

The Authority executed a continuing disclosure undertaking in connection with the issuance of the 2001 Series
Bonds, in which it was to file (i) its Annual Information and (ii) Annual Information regarding CAWCD, in each case,
within 180 days following the end of each fiscal year. The audited financial statements of the Authority for fiscal years
ended September 30, 2009-2012, due to be filed on April 1, 2010- 2013, respectively, were filed with EMMA on July 10,
2010, January 5, 2012, August 11, 2013 and August 11, 2013, respectively, and the remaining operating data was filed on
January 16, 2014. The Annua Information regarding CAWCD for fiscal years ended December 31, 2009-2012, due to be
filed on July 1, 2010-2013, was filed with EMMA on December 23, 2013. In order to assure compliance with the Rule in
the future and to avoid filing failures, the Authority has developed and implemented written policies and procedures for
compliance with its filing requirements. Under the Continuing Disclosure Agreement, the Authority has agreed to either
file the Annual Information with the MSRB or have the Dissemination Agent file the Annual Information. In addition, the
Continuing Disclosure Agreement provides that in the event that the Dissemination Agent has not received notice of the
Annual Information being filed with the MSRB or that it has not received the Annual Information by the date set forth in
the Continuing Disclosure Agreement, then the Dissemination Agent is required to send a notice to the MSRB of such
failure.
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RATINGS

Standard & Poor’s Ratings Service, a Division of the McGraw-Hill Companies, Inc. (“S&P") has assigned the
2014 Series Bonds the rating of “AA”. Moody’s Investor Services, Inc. (“Moody’s”) has assigned the 2014 Series Bonds
therating of “Aa2”. Such ratings express only the views of the respective rating agencies.

An explanation of the significance of the rating given by S& P may be obtained from S& P Corporation, 55 Water
Street, New York, New York 10041. An explanation of the significance of the rating given by Moody’s may be obtained
from Moody’s Investors Services, Inc., 99 Church Street, New York, New York 10007. There is no assurance that the
ratings will continue for any given period of time or that the ratings will not be revised downward or withdrawn entirely
by S&P, if in the judgment of S&P, and by Moody’s if, in the judgment of Moody’s, circumstances so warrant. In
addition, the rating agencies have from time to time and may in the future change the methodology of determining the
ratings that could affect the ratings of the 2014 Series Bonds. Any downward revision or withdrawal of the ratings may
have an adverse effect on the market price of the 2014 Series Bonds. The ratings are not a recommendation to buy, sell or
hold the 2014 Series Bonds.

FEDERAL AND STATE INCOME TAXES

State Tax Exemption. In the opinion of Bond Counsel, under existing law interest on the 2014 Series Bonds is
exempt from income taxes imposed by the State of Arizona.

Certain Federal Income Tax Considerations. The following is ageneral summary of certain federal income tax
consequences of the purchase and ownership of the 2014 Series Bonds. The discussion is based upon the Internal
Revenue Code of 1986 (the “Code”), U.S. Treasury Regulations, rulings, and decisions now in effect, all of which are
subject to change (possibly, with retroactive effect) or possibly differing interpretation. No assurances can be given that
future changes in the law will not alter the conclusions reached herein. The discussion below does not purport to deal with
federal income tax consequences applicable to all categories of investors and generally does not address conseguences
relating to the disposition of a 2014 Series Bond by a Beneficia Owner thereof. Further, this summary does not discuss
all aspects of federal income taxation that may be relevant to a particular investor in the 2014 Series Bonds in light of the
investor’s particular circumstances (for example, persons subject to the alternative minimum tax provisions of the Code),
or to certain types of investors subject to special treatment under the federal income tax laws (including insurance
companies, tax-exempt organizations and entities, financia institutions, broker-dealers, persons who have hedged the risk
of owning the 2014 Series Bonds, traders in securities that elect to use a mark-to-market method of accounting, thrifts,
regulated investment companies, pension and other employee benefit plans, partnerships and other pass-through entities,
certain hybrid entities and owners of interests therein, persons who acquire 2014 Series Bonds in connection with the
performance of services, or persons deemed to sell 2014 Series Bonds under the constructive sale provisions of the Code).
The discussion below also does not discuss any aspect of state, local, or foreign law or U.S. federal tax laws other than
U.S. federa income tax law. The summary is limited to certain issues relating to initial investors who will hold the 2014
Series Bonds as “capital assets” within the meaning of Section 1221 of the Code, and acquire such 2014 Series Bonds for
investment and not as a dedler or for resale. This summary addresses certain federal income tax consegquences applicable
to Beneficial Owners of the 2014 Series Bonds who are United States persons within the meaning of Section 7701 (&)(30)
of the Code (“United States persons’) and, except as discussed below, does not address any consequences to persons other
than United States persons. Prospective investors should note that no rulings have been or will be sought from the Internal
Revenue Service (the “IRS’ or the “ Service”) with respect to any of the federal income tax conseguences discussed below,
and no assurance can be given that the Service will not take contrary positions.

ALL PROSPECTIVE INVESTORS SHOULD CONSULT THEIR OWN TAX ADVISORS IN
DETERMINING THE FEDERAL, STATE, LOCAL, FOREIGN, AND ANY OTHER TAX CONSEQUENCES TO
THEM FROM THE PURCHASE, OWNERSHIP, AND DISPOSITION OF THE 2014 SERIES BONDS.

Internal Revenue Service Circular 230 Notice. Prospective investors should be aware that:

@ the discussion in this Official Statement with respect to certain U.S. federal income tax consequences of
purchasing and owning the 2014 Series Bonds is not intended or written to be used, and cannot be used, by any taxpayer
for the purpose of avoiding penalties that may be imposed under the Code;

(b) such discussion was written in connection with the promotion or marketing (within the meaning of IRS
Circular 230) of the transactions or matters addressed in this Official Statement; and



(c) each taxpayer should seek advice based on its particular circumstances from an independent tax
advisor.

This notice is given solely for purposes of ensuring compliance with IRS Circular 230 with respect to the
discussion below regarding the 2014 Series Bonds.

Stated Interest and Reporting of Interest Payments. The stated interest on the 2014 Series Bonds will be
included in the gross income, as defined in Section 61 of the Code, of the Beneficial Owners thereof as ordinary income
for federal income tax purposes at the time it is paid or accrued, depending on the tax accounting method applicable to the
Beneficial Owners thereof. Subject to certain exceptions, the stated interest on the 2014 Series Bonds will be reported to
the Service. Such information will be filed each year with the Service on Form 1099 which will reflect the name, address,
and taxpayer identification number (*TIN") of the Beneficial Owner. A copy of Form 1099 will be sent to each Beneficial
Owner of a2014 Series Bond for federal income tax purposes.

Medicare Contribution Tax. Pursuant to Section 1411 of the Code, as enacted by the Health Care and Education
Reconciliation Act of 2010, an additional tax isimposed on individuals beginning January 1, 2013. The additiona tax is
3.8% of the lesser of (i) net investment income (defined as gross income from interest, dividends, net gain from
disposition of property not used in atrade or business, and certain other listed items of grossincome), or (ii) the excess of
“modified adjusted gross income” of the individual over $200,000 for unmarried individuas ($250,000 for married
couples filing a joint return and a surviving spouse). Beneficial Owners of the 2014 Series Bonds should consult with
their own tax advisors concerning this additional tax, as it may apply to interest earned on the 2014 Series Bonds as well
as gain on the sale of a 2014 Series Bond.

Defeasance. Persons considering the purchase of a 2014 Series Bond should be aware that the Resolution
permits the Authority under certain circumstances to deposit monies or securities in escrow, resulting in the release of the
lien of the Resolution (a “defeasance”). A defeasance could result in the realization of gain or loss by the Beneficial
Owner of a 2014 Series Bond for federal income tax purposes, without any corresponding receipts of monies by the
Beneficial Owner. Such gain or loss generally would be subject to recognition for the tax year in which such realization
occurs, as in the case of a sale or exchange. Owners are advised to consult their own tax advisers with respect to the tax
conseguences resulting from such events.

Backup Withholding. Under Section 3406 of the Code, a Beneficial Owner of the 2014 Series Bonds who is a
United States person may, under certain circumstances, be subject to “backup withholding” (currently at a rate of 28
percent) on current or accrued interest on the 2014 Series Bonds or with respect to proceeds received from a disposition of
the 2014 Series Bonds. Thiswithholding applies if such Beneficial Owner of 2014 Series Bonds: (i) failsto furnish to the
payor such Beneficial Owner’s social security number or other TIN; (ii) furnishes the payor an incorrect TIN; (iii) fails to
report interest properly; or (iv) under certain circumstances, fails to provide the payor or such Beneficial Owner’s broker
with a certified statement, signed under penalty of perjury, that the TIN provided to the payor or broker is correct and that
such Beneficial Owner is not subject to backup withholding. To establish status as an exempt person, a Beneficial Owner
will generally be required to provide certification on IRS Form W-9 (or substitute form).

Backup withholding will not apply, however, if the Beneficial Owner is a corporation or falls within certain tax-
exempt categories and, when required, demonstrates such fact. BENEFICIAL OWNERS OF THE 2014 SERIES BONDS
SHOULD CONSULT THEIR TAX ADVISORS REGARDING THEIR QUALIFICATION FOR EXEMPTION FROM
BACKUPWITHHOLDING AND THE PROCEDURE FOR OBTAINING SUCH EXEMPTION, IF APPLICABLE. The
backup withholding tax is not an additional tax and taxpayers may use amounts withheld as a credit against their federal
income tax liability or may claim arefund as long as they timely provide certain information to the Service.

Withholding on Payments to Nonresident Alien Individuals and Foreign Corporations. Under Sections 1441
and 1442 of the Code, nonresident alien individuals and foreign corporations are generally subject to withholding of U.S.
federal income tax by the payor at the rate of 30 percent on periodic income items arising from sources within the United
States, provided such income is not effectively connected with the conduct of a United States trade or business. Assuming
the interest income of such a Beneficial Owner of the 2014 Series Bonds is not treated as effectively connected income
within the meaning of Section 864 of the Code, such interest will be subject to 30 percent withholding, or any lower rate
specified in an income tax treaty, unless such income is treated as “portfolio interest.” Interest will be treated as portfolio
interest if (i) the Beneficial Owner provides a statement to the payor certifying, under penalties of perjury, that such
Beneficial Owner is not a United States person and providing the name and address of such Beneficial Owner, (ii) such
interest is treated as not effectively connected with the Beneficial Owner’s United States trade or business, (iii) interest
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payments are not made to a person within a foreign country which the Service has included on a list of countries having
provisions inadequate to prevent United States tax evasion, (iv) interest payable with respect to the 2014 Series Bonds is
not deemed contingent interest within the meaning of the portfolio debt provision, (v) such Beneficia Owner is not a
controlled foreign corporation within the meaning of Section 957 of the Code, and (vi) such Beneficial Owner is not a
bank receiving interest on the 2014 Series Bonds pursuant to a loan agreement entered into in the ordinary course of the
bank’ s trade or business.

Assuming payments on the 2014 Series Bonds are treated as portfolio interest within the meaning of
Sections 871 and 881 of the Code, then no withholding under Section 1441 and 1442 of the Code, and no backup
withholding under Section 3406 of the Code is required with respect to Beneficial Owners or intermediaries who
have furnished Form W-8 BEN, Form W-8 EXP, or Form W-8 IMY, as applicable, provided the payor has no
actual knowledge or reason to know that such person isa United States per son.

The preceding discussion of certain U.S. federal income tax consequencesisfor general information only and
is not tax advice. Accordingly, each investor should consult its own tax advisor as to particular tax conseguences to it
of purchasing, owning, and disposing of the 2014 Series Bonds, including the applicability and effect of any state,
local, or foreign tax laws, and of any proposed changesin applicable laws.

APPROVAL OF LEGAL PROCEEDINGS
All legal matters incident to the authorization and issuance of the 2014 Series Bonds are subject to the approval
of Fulbright & Jaworski LLP, New York, New York, a member of Norton Rose Fulbright, Bond Counsel, whose final
approving opinion will be delivered with the 2014 Series Bonds, and Douglas V. Fant, Esq., Genera Counsel to the
Authority. Certain legal matters will be passed upon for the Underwriters by Squire Sanders (US) LLP, Phoenix, Arizona.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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MISCELLANEQOUS

All references to the Resolution, the Power Sales Contracts, the Western Contract, the Wheeling Agreement, the
Authority Act, the Boulder Canyon Project Act, the 1984 Hoover Act, the Hoover Power Allocation Act of 2011 and
certain other documents are brief outlines of certain provisions thereof. Such outlines do not purport to be complete and
reference is made to such documents for full and complete statements of such provisions. Statements herein involving
matters of opinion or estimates, whether or not so expressly stated, are set forth as such, and not as representations of fact
and no representation is made that any of the estimates will be realized.

ARIZONA POWER AUTHORITY

By: _ /9 Stephen M. Brophy
Chairman of the Commission

By: _/d Michad A. Gazda
Interim Acting Executive Director
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INDEPENDENT AUDITORS' REPORT

Board of Directors
Arizona Power Authority Commission
Phoenix, Arizona

Report on the Financial Statements

We have audited the accompanying financial statements of Arizona Power Authority (A Body,
Corporate and Politic of the State of Arizona) (Authority), which comprise the statements of net position,
as of September 30, 2013 and 2012, and the related statements of revenues, expenses and changes in
net position, and cash flows for the years then ended, and the related notes to the financial statements,
which collectively comprise the Authority’s basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Arizona Power Authority as of September 30, 2013 and 2012, and the changes in
its financial position and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management
discussion and analysis on pages 3 through 16 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Wm% L7

Phoenix, Arizona
December 10, 2013
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Introduction

The following is a discussion and analysis of the Arizona Power Authority’s (“Authority”) financial
performance for the operating years ended September 30, 2013 and 2012. This discussion is designed
to: (a) assist the reader in focusing on significant financial issues, (b) provide an overview of the
Authority’s financial activity, and (c) identify changes in the Authority’s financial position.

The Management’s Discussion and Analysis (“MD&A”) focuses on the 2013 and 2012 operating years’
activities, resulting changes and known facts, and should be read in conjunction with the Authority’s
basic financial statements as of and for the years ended September 30, 2013 and 2012.

This MD&A is an introduction to the basic financial statements of the Authority, which are comprised of
two components.

(1) Fund Financial Statements
(2) Notes to the Financial Statements

The Fund Financial Statements begin on page 17 and provide detailed information about the individual
funds. A fund is a fiscal and accounting entity with a self-balancing set of accounts that the Authority
uses to keep track of specific sources of revenues and disbursements for specific purposes. The
Authority’s funds are treated as proprietary and are independent of each other. Most of the Authority’s
financial dealings are with contracts outside of state government. A separate fund is not maintained for
government activities. The Authority does not act as a fiduciary.

USING THIS FINANCIAL REPORT

This financial report consists of a series of financial statements. The Statements of Net Position, the
Statements of Revenues, Expenses and Changes in Net Position and the Statements of Cash Flows (on
pages 17, 19 and 21, respectively) provide information about the activities of the Authority as a whole and
present a longer-term view of the Authority’s finances. The Authority is a body, corporate and politic, of
the State of Arizona and is a special-purpose government entity engaged only in business-type activities.
Accordingly, the financial statements presented are the required basic financial statements in accordance
with the provisions of Governmental Accounting Standards Board Statement No. 34, Basic Financial
Statements - and Management’s Discussion and Analysis - for State and Local Governments.

AUTHORITY HIGHLIGHTS

Transmission Agreement - On January 24, 2003, the Authority and the Western Area Power
Administration (“Western”) entered into an agreement for the Advancement of Funds for Transmission
Services. The Authority had an existing agreement with Western that provided for the delivery of power
and energy. The agreement provides for the Authority to advance funds to Western on a monthly basis to
fund operations, maintenance and replacement costs associated with Western’s transmission services.
For the years ended September 30, 2013 and 2012, the Authority advanced a net prepaid deposit of
$589,509 and $527,507, respectively, which is included in the Statements of Net Position. This contract
gives Western greater flexibility and allows them to work more effectively with the Authority and other
customers.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Contributions - During the 2012 operating year, the Authority contributed $60,000 to Arizona State
schools, via the Arizona Power Authority Scholarship Program.

Effects of Drought on Hoover Energy - The Colorado River Basin has been experiencing severe
drought conditions for the past thirteen years. This has resulted in a reduction in Lake Mead’s storage
and the power production at Hoover Dam. In response to customer requests, the Authority continues to
purchase supplemental power to offset the reduced energy production at Hoover. The supplemental
power costs are significantly higher than Hoover rates, and are passed directly to the requesting
customers. These supplemental revenues and costs are reflected on the Authority’s records, resulting
in higher revenue and purchased power costs.

Arizona State Treasurer-Held Investment Write-off - The Authority is statutorily required to invest
funds through the Arizona State Treasurer (“Treasurer”), who has sole investment decision-making
authority. In November 2002, the Authority was advised that one of the Treasurer’s chosen investments
managed by National Century Financial Enterprises was under investigation for fraud. In December
2002, the Authority was informed that the Treasurer was vitiating the investment in question, thereby
reducing the value to zero. Since that time, litigation was initiated and continues. There is no guarantee
that the litigation will result in the recovery of the Authority’s funds, which totaled $227,224. Therefore,
the Authority wrote off the lost investment amount as of September 30, 2003. As of September 30,
2013, a total of $173,330 (including interest) has been recovered.

REVENUES

Increase/Decrease in Commission Approved Power Rates - State statute requires the rates be set at
levels to recover the cost of supplying services. In addition, contracts between the Authority and its
customers provide specific details regarding rate determination. The Arizona Power Authority
Commission is solely responsible for periodically adjusting rates, as appropriate.

Market Impacts on Investment Income — During operating year 2013 market conditions resulted in a
slight decrease in investment income over the previous year.

Economic Drought Condition Impact — Although the drought condition in the Colorado River Basin
continues, increased efficiency improvements at Hoover Dam have helped to offset the decreases
resulting from reduced water levels.

EXPENSES

Introduction of New Programs — There were no changes during this operating year; however,
individual programs may be added or deleted to meet changing Authority needs.

Increase/Decrease in Authorized Personnel — Changes in Authority’s services may result in
increasing/decreasing authorized staffing. Operating year 2013 staffing costs (salary and related
benefits) represent 3.14% of the Authority’s operating costs. For operating year 2012, staffing costs
represent 3.54% of the Authority’s operating costs.

Salary Structure — The ability to attract and retain competent personnel requires the Authority to
provide a competitive salary structure, which is reviewed annually, and is within State guidelines.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

FINANCIAL HIGHLIGHTS
e The Authority’s 2013 net position increased by $253,851. This increase is the result of:
o Areduction in operating expenses related to purchased power.
o Anincrease in other income, due to recovered funds from the NCFE prior year write-off.

e The Authority’s 2013 operating revenues decreased by $(4,130,562) due largely to a reduction in
supplemental power sales.

e The Authority’s 2012 net position increased by $37,643 due primarily to reduced expenses.

The Authority’s 2012 operating revenues increased by $3,058,185 due primarily to increased revenues
resulting from a small increase in energy available for sale and increased Hoover Dam operating
costs, which necessitated increased power rates.

STATEMENTS OF NET POSITION

There are three normal transactions that will affect the comparability of the Statements of Net Position
summary presentation:

Net Results of Activities — which will impact (increase/decrease) current assets and unrestricted net
position.

Principal Payment on Debt — which will reduce current assets and reduce long-term debt.

Reduction of Capital Assets through Depreciation — which will reduce capital assets and net
investment in capital assets.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Condensed Statements of Net Position
Business Type Activities

9/30/2013 9/30/2012 Diff %
Current assets $ 15,344,856 $ 14,940,065 $ 404,791 2.7
Long-term assets 20,990,615 25,823,531 (4,832,916) (18.7)
Capital assets, net 103,212 115,725 (12,513) (10.8)
Total assets $ 36,438,683 $ 40,879,321 $ (4,440,638) (10.9)
Current liabilities $ 8,582,188 $ 8,149,625 $ 432,563 5.3
Long-term bonds payable, net 23,200,459 28,327,511 (5,127,052) (18.1)
Total liabilities 31,782,647 36,477,136 (4,694,489) (12.9)
Net investment in capital assets 103,212 115,725 (12,513) (10.8)
Unrestricted 4,552,824 4,286,460 266,364 6.2
Total net position 4,656,036 4,402,185 253,851 5.8
Total liabilities and net position $ 36,438,683 $ 40,879,321 $ (4,440,638) (10.9)

Operating Year 2013 Condensed Statements of Net Position Discussion

Current Assets increased due to an expense normally paid within the operating year, which was not paid
during Operating Year 2013, due to a delay in receipt of the invoice. The expense was accrued in the
Operating Year 2013.

Long-Term Assets decreased because of the application of credits for the payment of principal for the
current year debt service for the Uprating Program (a reclassification of long-term debt to current debt).

Capital Assets, net decreased because of normal depreciation/retirement of capital assets.

Current Liabilities increased due to an expense normally paid within the operating year, which was not
paid during Operating Year 2013, due to a delay in receipt of the invoice. The expense was accrued as a
liability in the Operating Year 2013.

Long-Term Liabilities decreased due to a pay down of the bond principal. See further explanation on
page 8.

Net Position is explained on page 11.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Condensed Statements of Net Position
Business Type Activities

9/30/2012 9/30/2011 Diff %
Current assets $ 14,940,065 $ 15,198,078 $ (258,013) (1.7)
Long-term assets 25,823,531 30,404,676 (4,581,145) (15.1)
Capital assets, net 115,725 119,001 (3,276) (2.8)
Total assets $ 40,879,321 $ 45,721,755 $ (4,842,434) (10.6)
Current liabilities $ 8,149,625 $ 8,147,042 $ 2,583 -
Long-term bonds payable, net 28,327,511 33,210,171 (4,882,660) (14.7)
Total liabilities 36,477,136 41,357,213 (4,880,077)  (11.8)
Net investment in capital assets 115,725 119,001 (3,276) (2.8)
Unrestricted 4,286,460 4,245,541 40,919 1.0
Total net position 4,402,185 4,364,542 37,643 0.9
Total liabilities and net position $ 40,879,321 $ 45721,755 $ (4,842,434) (10.6)

Operating Year 2012 Condensed Statements of Net Position Discussion
Current Assets decreased due primarily to a decrease in accounts receivable.

Long-Term Assets decreased because of the application of credits for the payment of principal for the
current year debt service for the Uprating Program.

Capital Assets, net decreased because of normal depreciation/retirement of capital assets.

Current Liabilities increased due mainly to an increased short-term bonds payable (which is in keeping
with the schedule established by the Bond Covenant), and an increase in Power Contracts payable.

Long-Term Liabilities decreased due to a pay down of the bond principal. See further explanation on
page 8.

Net Position is explained on page 11.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

CAPITAL ASSETS

As of September 30, 2013, the Authority had $103,212 invested in a variety of capital assets, as reflected
in the following schedule, which represents a net decrease (additions less retirements and depreciation)
of $(12,513) during operating year 2013, and a net decrease of $(3,276) during operating year 2012.

September 30,
2013 2012
Transmission plant $ 5,340 $ 8,392
Distribution plant 8,637 10,941
General plant - office 89,235 96,392
Net investment in capital assets, end of year $ 103,212 $ 115,725

The following reconciliation summarizes the change in Capital Assets for the years ended
September 30, 2013 and 2012, which is presented in detail in Note 4:

September 30,
2013 2012
Beginning balance $ 115,725 $ 119,001
Additions 7,758 14,845
Depreciation (20,271) (18,121)
Ending balance $ 103,212 $ 115,725

DEBT OUTSTANDING

As of September 30, 2013, the Authority had $28,135,000 in debt outstanding, compared to

$32,945,000 in the prior year, as a result of a principal payment of $4,810,000, which was paid on
October 1, 2012.

As of September 30, 2012, the Authority had $32,945,000 in debt outstanding, compared to
$37,530,000 in the prior year, as a result of a principal payment of $4,585,000, which was paid on
October 1, 2011. These payments were scheduled principal payments during the year. Also see Note 6

to the Financial Statements for a detailed summary of debt activity during the year. There was no new
long-term debt added in fiscal 2013 or 2012.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

LIQUIDITY

Pursuant to Arizona Revised Statutes (A.R.S.) Section 30-124, the Commission of the Authority shall
establish electric rates to include such price components as are necessary to maintain the Authority, to
provide and maintain reasonable working capital and depreciation and other necessary and proper
reserves. Components that are necessary to maintain the Authority include employee payroll,
occupancy costs, cost of purchases or construction of generation and transmission services, and any
cost factors chargeable to the cost of providing service as the Commission deems necessary or
advisable to establish and maintain the financial integrity of the Authority. Contracts for sale of electric
power to the Authority’s customers include rates which may be modified upon 24-hour notice when
such action is necessary in the sole judgment of the Commission in order to achieve the purposes of
A.R.S. Section 30-124. The Commission, on a monthly basis, reviews the financial status of the
Authority, including expenses and revenues and the adequacy of the rates to maintain the Authority’s
financial integrity. During operating year 2013, the Commission lowered rates by 2.33% in October
2012 and increased rates in July 2013 by 1.37%. During operating year 2012, the Commission did not
raise rates.
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ARIZONA POWER AUTHORITY

(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)

MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

There are normal transactions that will affect the comparability of the Statements of Revenues, Expenses
and Changes in Net Position summary presentation:

Operating Revenues — which increase/decrease as a result of economic conditions and power usage.

Operating Expenses — which increase/decrease as a result of purchased power costs, transmission

costs, and operating costs.

Other Income (Expenses) — which increase/decrease as a result of investment market conditions.

Operating revenues

Operating expenses:
Purchased power
Western credits
Amortization of Hoover

Uprating Program costs

Transmission and distribution
Administrative and general
Depreciation
Other

Total operating expenses
Operating income
Other income (expenses)
Interest expense
Deferred interest expense
Amortization
Interest income
Other, net
Total other income
Change in net position

Net position, beginning of year

Net position, end of year

(10)

2013 2012 Diff %
$ 28,763,233 $ 32,893,795 $ (4,130,562) (12.6)
19,989,421 24,861,520 (4,872,099) (19.6)
(6,579,145) (6,559,715) (19,430) 0.3
6,579,145 6,559,715 19,430 0.3
6,871,637 6,299,538 572,099 9.1
1,658,010 1,632,612 25,398 1.6
20,271 18,121 2,150 11.9
34,992 60,002 (25,010) (41.7)
28,574,331 32,871,793 (4,297 462) (13.1)
188,902 22,002 166,900 758.6
(1,477,088) (1,729,613) 252,525 (14.6)
1,415,723 1,657,185 (241,462) (14.6)
62,052 72,660 (10,608) (14.6)
12,521 14,756 (2,235) (15.1)
51,741 653 51,088 7,823.6
64,949 15,641 49,308 315.2
253,851 37,643 216,208 574.4
4,402,185 4,364,542 37,643 0.9
4,656,036 $ 4,402,185 $ 253851 5.8



ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Operating Year 2013 Changes in Net Position Discussion

Net Position increased overall because of the following:

Operating Revenues decreased primarily due to a reduction in supplemental power purchases.

Total Operating Expenses decreased due to a reduction in purchased power expenses.

Amortization of the Uprating Program costs changed because of the principal and interest payments
related to the Uprating Program.

Western Credits decreased because of expected scheduled debt payments and associated costs
related to the Uprating Program.

Administrative and General Expenses slightly increased due to increased 2017 allocation process
expenses, which were partly offset by the decrease in staff expenses.

Depreciation increased due to acquisition of capital assets.

Other Expenses decreased during Operating Year 2013 due largely to the elimination of the annual
Scholarship Fund contribution.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Business Type Activities

The following chart depicts the sources of revenues for the operating year 2013:

REVENUES OY 2013

Interestincome, $64,262,
0%

Supplemental Power,
$1,140,821,4%

M Hoover Power Sales
M Supplemental Power

M Interestincome

Hoover Power Sales,
$27,622,411,96%

The following chart depicts the sources of expenses for the operating year 2013:

EXPENSES OY 2013

Other Costs, 55,263,0%

Administration & General,
1,658,010,6%

Net Interest Expense, 61,365,
0%

Supplemental Power Purchased,
$1,067,860,4% B Supplemental Power Purchase:

Transmission & Distribution, ® Hoover Power

6,871,637,24%

B Transmission & Distribution

B Net Interest Expense
B Other Costs

B Administration & General

Hoover Power, 18,921,561,66%
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

There are normal transactions that will affect the comparability of the Statements of Revenues, Expenses
and Changes in the Net Position summary presentation:

Operating Revenues - which increase/decrease as a result of economic conditions and power usage.

Operating Expenses - which increase/decrease as a result of purchased power costs, transmission
costs, and operating costs.

Other Income (Expenses) - which increase/decrease as a result of investment market conditions.

Statements of Revenue, Expenses, and Changes in Net Position
Business Type Activities

Year Ended
September 30,
2012 2011 Diff %
Operating revenues $ 32,893,795 $ 29,835,610 $ 3,058,185 10.3
Operating expenses:
Purchased power 24,861,520 21,844,486 3,017,034 13.8
Western Credits (6,559,715) (6,507,651) (52,064) 0.8
Amortization of Hoover
Uprating Program costs 6,559,715 6,507,651 52,064 0.8
Transmission and distribution 6,299,538 6,045,260 254,278 4.2
Administrative and general 1,632,612 1,671,821 (39,209) (2.3)
Depreciation 18,121 22,493 (4,372) (19.4)
Other 60,002 60,000 2 -
Total operating expenses 32,871,793 29,644,060 3,227,733 10.9
Operating income 22,002 191,550 (169,548) (88.5)
Other income (expenses)
Interest expense (1,729,613) (1,958,861) 229,248 (11.7)
Deferred interest expense 1,657,185 1,878,817 (221,632) (11.8)
Amortization 72,660 82,296 (9,636) (11.7)
Interest income 14,756 13,690 1,066 7.8
Other, net 653 - 653 -
Total other income 15,641 15,942 (301) (1.9)
Change in net position 37,643 207,492 (169,849) (81.9)
Net position, beginning of year 4,364,542 4,157,050 207,492 5.0
Net position, end of year $ 4,402,185 $ 4,364,542 $ 37,643 0.9
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Operating Year 2012 Changes in Net Position Discussion

Net Position increased overall because of the following:

Operating Revenues increased due mainly to increase in rates and increase in supplemental power
sales.

Total Operating Expenses increased due primarily to an increased in purchased power expenses.

Western Credits change each year, due to changes in scheduled debt payments and associated
costs related to the Uprating Program.

Amortization of the Uprating Program costs decreased because of changes in debt payments and
associated costs related to the Uprating Program.

Administrative and General expenses decreased by $(39,209), or (2.3)% due to a decrease in outside
professional expenses.

Depreciation decreased due to normal attrition in the carrying value of property, plant, and equipment.

Other expenses remained the same in Operating Year 2012.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

Business Type Activities

The following chart depicts the sources of revenues for the operating year 2012:

REVENUES OY 2012

Interestincome, $15,409,
0%

Supplemental Power,
$5,237,808,16%

M Hoover Power Sales
M Supplemental Power

M InterestIincome

Hoover Power Sales,
$27,655,987,84%

The following chart depicts the sources of expenses for the operating year 2012:

EXPENSES OY 2012

Other Costs, 78,121,0%

Administration & General,
1,632,612,5%

Net Interest Expense, 72,428,
0%

Supplemental Power
Purchased, $5,157,964,16% B Supplemental Power Purchased

Transmission & Distribution, H Hoover Power
6,299,538,19%

 Transmission & Distribution

B Net Interest Expense
B Other Costs

B Administration & General

Hoover Power, 19,703,556,
60%
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2013 AND 2012

REQUEST FOR FINANCIAL INFORMATION

The information contained in the Management’s Discussion and Analysis is intended to provide a
general overview of the Authority’s finances. Questions concerning any of the information provided in
this report, or requests for additional financial information should be addressed to the Accounting
Department, Arizona Power Authority, 1810 West Adams Street, Phoenix, Arizona, 85007.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
STATEMENTS OF NET POSITION
SEPTEMBER 30, 2013 AND 2012

ASSETS
APA General Fund
2013 2012
CURRENT ASSETS
Cash and cash equivalents $ 3,066,074 $ 3,102,031

Investments - short-term - -
Accounts receivable, customer

power purchases 175,303 3,722
Prepaid purchased power - -

Total current assets 3,241,377 3,105,753

Capital assets, net 103,212 115,725
Investments - long-term - -
Advances for Hoover Uprating Program, net - -
Prepaid transmission 527,507 527,507

TOTAL ASSETS $ 3,872,096 $ 3,748,985

LIABILITIES AND NET POSITION

CURRENT LIABILITIES
Accounts payable and other $ 162,149 $ 21,682
Customer refunds - -
Power contracts payable - -
Accrued interest payable - -
Bonds payable - short-term - -

Total current liabilities 162,149 21,682

LONG-TERM LIABILITIES
Bonds payable - long-term - -
Premium on bonds payable, net of discounts - -

Total long-term liabilities - -

Total liabilities 162,149 21,682

NET POSITION
Net investment in capital assets 103,212 115,725
Unrestricted 3,606,735 3,611,578
Total net position 3,709,947 3,727,303

TOTAL LIABILITIES AND NET POSITION $ 3,872,096 $ 3,748,985
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Hoover Uprating Fund

Total

2013 2012 013 012
3,705,351 $ 3,353,709 6,771,425 6,455,740
6,180,827 6,014,986 6,180,827 6,014,986
2,217,301 2,465,617 2,392,604 2,469,339
12,103,479 11,834,312 15,344,856 14,940,065
- - 103,212 115,725
6,559,658 6,553,949 6,559,658 6,553,949
13,841,448 18,742,075 13,841,448 18,742,075
62,002 - 589,509 527,507
32,566,587 $ 37,130,336 36,438,683 40,879,321
103,236 $ 172,002 265,385 193,684
738,477 680,114 738,477 680,114
1,774,781 1,601,020 1,774,781 1,601,020
738,545 864,807 738,545 864,807
5,065,000 4,810,000 5,065,000 4,810,000
8,420,039 8,127,943 8,582,188 8,149,625
23,070,000 28,135,000 23,070,000 28,135,000
130,459 192,511 130,459 192,511
23,200,459 28,327,511 23,200,459 28,327,511
31,620,498 36,455,454 31,782,647 36,477,136
- - 103,212 115,725
946,089 674,882 4,552,824 4,286,460
946,089 674,882 4,656,036 4,402,185
32,566,587 $ 37,130,336 36,438,683 40,879,321

See accompanying Notes to Financial Statements.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

OPERATING REVENUES

OPERATING EXPENSES
Purchased power
Western credits
Amortization of Hoover Uprating

Program costs

Transmission and distribution
Administrative and general
Depreciation
Other

Total operating expenses
Operating income (loss)
OTHER INCOME (EXPENSES)
Interest expense
Deferred interest expense
Amortization

Interest income
Other, net

Total other income

CHANGES IN NET POSITION

NET POSITION, BEGINNING
OF YEAR

NET POSITION, END OF YEAR

(19)

APA General Fund

2013 2012
$ 1140822 $  5237,808
1,067,860 5,157,964
83,821 161,218
20,271 18,121
20,076 47,234
1,192,028 5,384,537
(51,206) (146,729)
2,553 2,556
31,297 395
33,850 2,951
(17,356) (143,778)
3,727,303 3,871,081
$ 3709947 _$  3727,303




Hoover Uprating Fund

Total

2013 2012 201 012
$ 27,622,411 27,655,987 28,763,233 $ 32,893,795
18,921,561 19,703,556 19,989,421 24,861,520
(6,579,145) (6,559,715) (6,579,145) (6,559,715)
6,579,145 6,559,715 6,579,145 6,559,715
6,787,816 6,138,320 6,871,637 6,299,538
1,658,010 1,632,612 1,658,010 1,632,612
- - 20,271 18,121
14,916 12,768 34,992 60,002
27,382,303 27,487,256 28,574,331 32,871,793
240,108 168,731 188,902 22,002
(1,477,088) (1,729,613) (1,477,088) (1,729,613)
1,415,723 1,657,185 1,415,723 1,657,185
62,052 72,660 62,052 72,660
9,968 12,200 12,521 14,756
20,444 258 51,741 653
31,099 12,690 64,949 15,641
271,207 181,421 253,851 37,643
674,882 493,461 4,402,185 4,364,542
$ 946,089 674,882 4,656,036 _$ 4402185

See accompanying Notes to Financial Statements.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
STATEMENTS OF CASH FLOWS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

APA General Fund

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash payments to suppliers for goods or services
Cash payments to employees for services

Net cash provided by (used in)
operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest on investments
Loss on investments recovered
Purchase of investments

Net cash provided by (used in)
investing activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Interest payments on bonds payable
Payments on bonds payable
Acquisition of capital assets
Other costs relating to Hoover Uprating Program
Western credits received for Hoover Uprating

Program

Net cash provided by (used in) capital
and related financing activities

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS,
END OF YEAR

(21)

$

013 2012

969,241
(1,031,290)

$

5,336,724
(5,482,144)

(62,049)

(145,420)

2,553
31,297

2,556
395

33,850

2,951

(7,75é)

(14,845-)

(7,758)

(14,845)

(35,957)

3,102,031

(157,314)

3,259,345

3,066,074

$

3,102,031




Hoover Uprating Fund

Total

2013 2012 2013 2012
$ 27870,727 $ 27,781,119 $ 28839968 $ 33,117,843
(26,630,562) (26,775,719) (27,661,852) (32,257,863)
(650,385) (746,103) (650,385) (746,103)
589,780 259,297 527,731 113,877

9,968 12,200 12,521 14,756

20,444 258 51,741 653
(171,551) (138,994) (171,551) (138,994)
(141,139) (126,536) (107,289) (123,585)
(1,603,350) (1,844,237) (1,603,350) (1,844,237)
(4,810,000) (4,585,000) (4,810,000) (4,585,000)

- - (7,758) (14,845)

(262,794) (271,624) (262,794) (271,624)
6,579,145 6,559,715 6,579,145 6,559,715
(96,999) (141,146) (104,757) (155,991)

351,642 (8,385) 315,685 (165,699)
3,353,709 3,362,094 6,455,740 6,621,439

$ 3705351 $ 3353709 $ 6771425 _$ 6455740

See accompanying Notes to Financial Statements.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
STATEMENTS OF CASH FLOWS (CONTINUED)
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

RECONCILIATION OF OPERATING INCOME
(LOSS) TO NET CASH PROVIDED BY
(USED IN) OPERATING ACTIVITIES
Operating income (loss)

Adjustments to reconcile operating income
(loss) to net cash provided by (used in)
operating activities:

Depreciation

Increase (decrease) in cash resulting

from changes in:
Accounts receivable
Prepaid purchased power
Prepaid transmission
Accounts payable and other
Customer refunds
Power contracts payable

Total adjustments
Net cash provided by (used in)

operating activities

SUPPLEMENTAL SCHEDULE OF NONCASH
CAPITAL AND RELATING FINANCING
ACTIVITIES

Deferred interest expense

APA General Fund

2013 2012
$ (51,206) $ (146,729)
20,271 18,121
(171,581) 98,916
- (42,502)
140,467 (73,226)
(10,843) 1,309

$ (62,049) _$ (145,420)
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Hoover Uprating Fund Total

2013 2012 2013 2012

$ 240,108 $ 168,731  $ 188,902 $ 22,002
- - 20,271 18,121

248,316 125,132 76,735 224,048
(62,002) - (62,002) (42,502)
(68,766) 67,984 71,701 (5,242)
58,363 (331,692) 58,363 (331,692)

173,761 229,142 173,761 229,142
349,672 90,566 338,829 91,875

$ 589,780 $ 259,297 $ 527,731 $ 113,877

$ 1,415,723 $ 1,657,185 $ 1,415,723 $ 1,657,185

See accompanying Notes to Financial Statements.
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NOTE 1

ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

The Arizona Power Authority (the “Authority”) is a body, corporate and politic, without taxing
power, established by the Arizona Legislature on May 27, 1944 by the Power Authority Act.
Under the Power Authority Act, the Authority is directed to obtain electric power developed
from the mainstream of the Colorado River and sell such power to certain qualified
purchasers. The Power Authority Act provides that the Authority must be a self-supporting
agency and prohibits the Authority from incurring any obligation, which would be binding
upon the State of Arizona.

The Authority supplies capacity and energy on a wholesale basis to certain power
purchasers in the State of Arizona. The Authority’s primary source of power and energy is
the Hoover Power Plant at Hoover Dam, located approximately 25 miles from Las Vegas,
Nevada. Hoover power is produced by the Boulder Canyon Project hydropower plant owned
by the Bureau of Reclamation. Hoover Dam is the highest and third largest concrete dam in
the United States of America. Hoover Dam was dedicated in 1935 and the first generator of
the Hoover Power Plant was in full operation in October 1936 and has been in continuous
operation since. Power and energy from the Hoover Power Plant is transmitted to load
centers in Arizona, California and Nevada. The Authority first contracted for Arizona’s share
of Hoover power in 1952 and has continuously provided power and energy to its customers
since that time.

The Authority is governed by a commission of five members appointed by the Governor and
approved by the State Senate (the “Commission”). The term of office for each member is six
years and the members select a chairman and vice-chairman from among its membership
for two-year terms.

Pursuant to Arizona law, the Commission serves as the Authority’s regulatory body with the
exclusive authority to establish electric prices. The Authority is required to follow certain
procedures, pertaining to public notice requirements and public meetings, before
implementing changes in electric price schedules.

Measurement Focus

The Authority’s funds are accounted for on a flow of economic resources measurement
focus. All assets and liabilities (whether current or noncurrent) associated with their activity
are included in the Statements of Net Position. The Statements of Revenues, Expenses and
Changes in Net Position present increases (revenues) and decreases (expenses) in total
net position. The Authority’s reported total net position is segregated into net investment in
capital assets and unrestricted components.

Basis of Accounting

The accompanying financial statements are presented in conformity with accounting
principles generally accepted in the United States of America (“GAAP”) applicable to a
governmental entity.
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NOTE 1

ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Basis of Accounting (Continued)

Basis of accounting refers to the time at which revenues and expenses are recognized in
the accounts and reported in the financial statements, regardless of the measurement focus
applied. The accrual basis of accounting is used by the Authority whereby revenues are
recognized in the accounting period in which they are earned and become measurable, and
expenses are recognized when incurred.

Accounting Standards

The Authority implemented Government Accounting Standards Board (GASB) Statement
No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources, and Net Position contained in Pre-November 30, 1989 FASB and AICPA
pronouncements. The adoption of this guidance did not have a material effect on the
financial statements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make a number of
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Revenue Recognition
The Authority recognizes revenue when power is delivered to the customers.

Cash and Cash Equivalents

The Authority treats short-term temporary cash investments with original maturities, when
purchased, of three months or less as cash equivalents.

Capital Assets and Depreciation

Capital assets are initially stated at original cost less accumulated depreciation.
Depreciation is provided on the straight-line method based on the estimated useful lives of
the property items, which range from 3 to 20 years. The costs of additions and replacements
are capitalized. Repairs and maintenance are charged to expense as incurred. Retirements,
sales and disposals are recorded by removing the cost and accumulated depreciation from
the asset and accumulated depreciation accounts with any resulting gain or loss reflected in
Other within the Statements of Revenues, Expenses and Changes in Net Position. Assets
are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable. If the fair value is less than the carrying amount of
the asset, a loss is recognized for the difference.
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NOTE 1

ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Advances for Hoover Uprating Program

Proceeds from bonds payable were advanced by the Authority to Western for uprating the
Hoover Power Plant and are recorded as advances. Such advances, including debt issue
costs, plus net interest expense incurred by the Authority are reimbursed in the form of
credits on the monthly power bills rendered by the Western Area Power Administration of
the Department of Energy (“Western”). These credits will be issued over the 30-year life of
the bonds. Substantially all advances, net interest expense and other related costs on the
bonds are charged to the Uprating Program as amounts to be recovered from future credits.
These amounts are included in the Amortization of Hoover Uprating Program Costs in the
Statements of Revenues, Expenses and Changes in Net Position.

Operating Revenues

Operating revenues are derived from the sale of power to customers or from other
contractual agreements. Operating revenues include funds received as a result of an
agreement between the Authority and the Salt River Project. These revenues amounted to
$5,452,000 during the year ended September 30, 2013, and $5,452,000 during the year
ended September 30, 2012. These scheduling entity revenues reduce the overall revenue
requirements to be paid by the Authority's customers through power rates. The current
Scheduling Entity Agreement was approved and implemented as of October 1, 2012, and that
Agreement will expire on September 30, 2017.

Application of Net Position to Expenses Incurred

The Authority applies unrestricted, undesignated net position to expenses incurred. To the
extent undesignated net position is unavailable, unrestricted, designated net position will be
applied to expenses incurred.

Customer Credits

The Authority operates on a non-profit basis and reduces charges to its customers through
credits on power bills or checks to customers, for any revenues in excess of expenses after
the close of the operating year. Likewise, the Authority bills its customers for any deficit in
revenues versus expenses incurred during the operating year.

Refunds of $680,114 and $1,001,863 were paid to the customers during the years ended
September 30, 2013 and 2012, respectively.

Income Taxes

The Authority is exempt from federal and Arizona state corporate income taxes. Accordingly,
no provision for income taxes has been recorded in the accompanying financial statements.

Geographic and Product Concentration

The Authority’s revenues are derived from the sale of electrical power and services to water
districts, electrical and irrigation districts, and cities, which represent contracted customers in
the state of Arizona. The Hoover Uprating Fund is used to purchase electric power solely
from Western. The Authority’s APA General Fund is used to purchase electric power from
various providers.

(27)



NOTE 2

NOTE 3

ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

FUND ACCOUNTING

Hoover Uprating Fund

The Hoover Power Plant Act of 1984 (“Hoover Act’) authorized the U.S. government to
increase the capacity of existing generating equipment at the Hoover Dam Power Plant
(“Uprating Program”). Instead of appropriating further federal funds for the Uprating
Program, Congress implemented an advancement of funds procedure whereby prospective
nonfederal purchasers of the uprated Hoover capacity and associated energy contribute to
the financing of the Uprating Program. The Uprating Program was determined to be complete
in September 1995. The Authority financed a portion of the total Uprating Program by issuing
bonds.

The Hoover Uprating Fund accounts for advances by the Authority in connection with the
Uprating Program. Effective June 1, 1987, the Authority executed new power contracts with
Western and its customers which expire in 2017. The revenues and expenditures applicable
to the sale and transmission of power and energy received by the Authority from Western
under these contracts are accounted for in the Hoover Uprating Fund.

APA General Fund

The Authority’s operations other than those applicable to the Hoover Uprating Fund are
accounted for in the APA General Fund. The purchase of supplemental power and the sale
and transmission of such power to the Authority’s customers comprise the majority of this
fund’s activity.

CASH AND CASH EQUIVALENTS

All cash and cash equivalent balances are maintained by the State of Arizona Treasurer
within the Local Government Investment Pool (“LGIP”). The LGIP is not registered with the
Securities and Exchange Commission and investments are not subject to custodial credit
risk. The State Board of Investment conducts monthly reviews of investment activity and
performance. LGIP amounts are carried at fair value. Participant shares are purchased and
sold based on the Net Asset Value (“NAV”) of the shares. The NAV is determined by
dividing the fair value of the portfolio by the total shares outstanding.

The Authority’s LGIP investment balance represents its cash and cash equivalents as of
September 30, 2013 and 2012.
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ARIZONA POWER AUTHORITY

(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED SEPTEMBER 30, 2013 AND 2012

NOTE4 CAPITAL ASSETS

Capital assets of the Authority at September 30, 2013 and 2012 were as follows:

Balances Balances
September 30, September 30,
2012 Additions Deletions 2013

Transmission plant $ 319,565 $ - $ -3 319,565

Distribution plant 227,518 - - 227,518

General plant - office 782,664 7,758 (10,299) 780,123

Total depreciable assets 1,329,747 7,758 (10,299) 1,327,206
Less accumulated depreciation for:

Transmission plant 311,173 3,052 - 314,225

Distribution plant 216,577 2,304 - 218,881

General plant - office 686,272 14,915 (10,299) 690,888

Total accumulated depreciation 1,214,022 20,271 (10,299) 1,223,994

Capital assets, net $ 115,725 § (12,513) $ - $ 103,212

Balances Balances
September 30, September 30,
2011 Additions Deletions 2012

Transmission plant $ 319565 $ - 9 - $ 319,565

Distribution plant 227,518 - - 227,518

General plant - office 767,819 14,845 - 782,664

Total depreciable assets 1,314,902 14,845 - 1,329,747
Less accumulated depreciation for:

Transmission plant 308,121 3,052 - 311,173

Distribution plant 214,274 2,303 - 216,577

General plant - office 673,506 12,766 - 686,272

Total accumulated depreciation 1,195,901 18,121 - 1,214,022

Capital assets, net $ 119,001 $ (3,276) $ - $ 115,725

The Authority’s depreciation expense was $20,271 and $18,121 for

September 30, 2013 and 2012, respectively.

the years ended

The transmission and distribution plants are comprised of a substation and related equipment.
Purchased power is delivered over transmission facilities owned by Western.
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ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

NOTES5 ADVANCES FOR HOOVER UPRATING PROGRAM

NOTE 6

Advances for the Hoover Uprating Program were reimbursed by Western through credits on
the Authority’s power bills in the amount of $6,579,145 and $6,559,715 for the years ended
September 30, 2013 and 2012, respectively. Credits were received for the upraters’ portion
of principal and interest expense on the bonds and other costs associated with the Hoover

Uprating Program.

BONDS PAYABLE

Bonds payable consists of the following:

September 30, September 30,
2012 Increases Reductions Transfers 2013
Bonds payable
short-term $ 4810,000 $ - $(4,810,000) $ 5,065,000 $ 5,065,000
Bonds payable
long-term 28,135,000 - - (5,065,000) 23,070,000
Total bonds
payable $ 32,945,000 $ - $(4,810,000) $ - $ 28,135,000
September 30, September 30,
2011 Increases Reductions Transfers 2012
Bonds payable
short-term $ 4585000 $ - $(4,585,000) $ 4,810,000 $ 4,810,000
Bonds payable
long-term 32,945,000 - - (4,810,000) 28,135,000
Total bonds
payable $ 37,530,000 $ - $(4,585,000) $ - $ 32,945,000

In prior years, the Authority defeased various issues of bonds by purchasing U.S.
government securities which were deposited in an irrevocable trust with an escrow agent to
provide for future debt service until the call dates. As a result, those bonds are considered to
be defeased and the corresponding liability has been removed from the Hoover Uprating
Fund. Accordingly, the trust account assets and related liabilities are not included in the

Authority’s financial statements.
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NOTE 6

ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

BONDS PAYABLE (CONTINUED)

The Authority’s outstanding bonds, totaling $28,135,000, bear interest ranging from 5.00%
to 5.25%, are due through 2018, and are secured by the pledged property, as defined by the
Resolution, which includes the proceeds from the sale of the bonds, rights and interest in
various contracts and revenues. The Authority amortizes the bond premium (discount) using
the interest method. Principal and interest amounts due over the next five operating years
ending September 30 are as follows:

Fiscal Year Principal Interest
2014 $ 5,065,000 $ 1,477,088
2015 5,330,000 1,211,175
2016 5,615,000 931,350
2017 5,905,000 636,563
2018 6,220,000 326,550
Total $ 28,135,000 $ 4,582,726

Crossover Refunding

On September 12, 2001, the Authority issued $57,520,000 of Special Obligation Crossover
Refunding Bonds. Proceeds from the sale of the bonds along with a fund contribution by the
Authority were held in an escrow trust account invested in government securities until
October 1, 2003 (the “Crossover Date”) when a crossover refunding took place. The
crossover refunding resulted in $57,520,000 of Special Obligation Crossover Refunding
Bonds being exchanged for 2001 Series Power Resource Revenue Refunding Bonds of the
same principal amount, maturity date and interest rates as the crossover bonds. The
Authority called the $62,630,000 of the 1993 Series Power Resource Revenue Refunding
Bonds maturing on and after October 1, 2005.

The proceeds in the government securities escrow trust account, together with the income
realized from investment of trust assets, served as collateral for the Special Obligation
Crossover Bonds and paid the debt service on those bonds until the Crossover Date. The
Special Obligation Crossover Bonds were payable solely from the amounts in the escrow
trust account and were not payable from any other source.

As a result of the crossover refunding transaction on October 1, 2003, the 2001 Series
Bonds are reflected as obligations of the Authority at June 30, 2013 and 2012, and the
called portion of the 1993 Series Bonds are no longer outstanding and cease to be entitled
to any lien on the revenues pledged to payment of those bonds. Instead, the revenue
stream originally pledged to secure the called portion of the 1993 Series Bonds “crossed
over” to pay debt service on the 2001 Series Bonds on October 1, 2003. The 2001 Series
Bonds bear interest at a rate of 5.00% and 5.25% payable on April 1 and October 1,
respectively, of each year, commencing April 1, 2004 and maturing in 2017. In addition, the
Authority recognized an economic gain (difference between the present value of the old and
new debt service payments) of $2,095,648.
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NOTE 7

NOTE 8

ARIZONA POWER AUTHORITY
(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

BONDS PAYABLE (CONTINUED)

Crossover Refunding (continued)

The crossover refunding also resulted in the recognition of a deferred amount of $2,411,956
that has been reflected as a decrease in bonds payable and which will be amortized using
the interest method as a component of interest expense over the life of the refunded bonds.
The Authority amortized $133,080 and $155,832 for the years ended September 30, 2013
and 2012, respectively, resulting in a net deferred amount of $279,817 and $412,897 in the
Statements of Net Position, respectively. The Authority also recognized a premium of
$3,536,652 on the crossover refunding which has been reflected as an increase in bonds
payable and which will be amortized using the interest method. The Authority amortized
$195,132 and $228,492 for the years ended September 30, 2013 and 2012, respectively,
resulting in a net premium of bonds payable of $410,276 and $605,408 in the Statements of
Net Position, respectively.

COMMITMENTS AND CONTINGENCIES

The Lower Colorado Multi-Species Conservation Program (“MSCP”) is a cooperative effort
between Federal and non-federal entities that will create more than 8,100 acres of riparian,
marsh and backwater habitat for 31 species of fish, birds, mammals and plants. The program
became effective on April 4, 2005 and expires April 30, 2055. As a party to this Agreement,
the Arizona Power Authority’s financial obligation is approximately $119,000 per year (in 2003
dollars, adjusted annually for inflation). For the years ended September 30, 2013 and 2012,
the Authority paid $149,613 and $145,210 respectively, for the MSCP.

The Authority is involved in various claims arising in the ordinary course of business, none
of which, in the opinion of management, if determined adversely against the Authority, will
have a material adverse effect on the financial condition or results of operations of the
Authority.

INVESTMENTS HELD BY TRUSTEE
As of September 30, 2013 and 2012, investments are collateralized with securities held by

the Authority’s trustee. The fair value of the investment securities at September 30 is as
follows:

2013 2012
U.S. Treasury obligations $ 6,559,658 $ 6,553,949
U.S. government securities 6,180,827 6,014,986
Total investments held by trustee $ 12,740,485 $ 12,568,935
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(A BODY, CORPORATE AND POLITIC, OF THE STATE OF ARIZONA)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2013 AND 2012

INVESTMENTS HELD BY TRUSTEE (CONTINUED)

On October 2, 1996, the Authority entered into a repurchase and custody agreement with
MBIA Investment Management Corporation (“IMC”) wherein the Authority agreed to effect a
series of repurchase transactions with IMC, in investments allowable under the bond
resolution agreements and state law, with a fixed earnings rate of 5.00%. The securities
were held in trust by The Bank of New York. In response to financial market conditions, on
November 7, 2008, the Authority terminated its Debt Service Reserve Fund Investment
Agreement with IMC and received the par value and accrued interest of such investment,
totaling $6,584,738. These funds are invested in direct U.S. Treasury obligations, which
mature on dates coinciding with the principal and interest payment dates for the Authority’s
outstanding bonds.

As of September 30, 2013, the investments held by the trustee consists of U.S. Treasury
obligations, which are direct obligations of the United States of America, as required by the
Bond Resolution. The U.S. Treasury obligations are rated AA+ by the rating agencies. There is
minimal interest rate risk.

RETIREMENT PLAN

The Authority contributes to the retirement plan described below. Benefits are established by
state statute and generally provide retirement, death, long-term disability, survivor, and health
insurance premium benefits.

The Arizona State Retirement System (the “Plan” or “ASRS”) administers a cost-sharing
multiple-employer defined benefit pension plan that covers permanent, full-time employees of
the Authority. The ASRS is governed by the Arizona State Retirement System Board
according to the provisions of ARS Title 38, Chapter 5, Article 2. The ASRS issues a publicly
available financial report that includes its financial statements and required supplementary
information. By actuarial computation, employee member and Authority contributions to the
Plan were fixed at 11.54% (11.30% retirement and 0.24% long-term disability) and 11.14%
(10.90% retirement and 0.24% long-term disability) of their compensation for the years ended
September 30, 2013 and 2012, respectively, with the contributions made through payroll
deductions. Employee contributions vest immediately. Total contributions to the Plan for the
years ended September 30, 2013, 2012 and 2011, by the Authority’s employees were
$71,476, $77,346 and $75,909, respectively.

Matching employer member contributions were actuarially determined and fixed at the same
rate as employee/member contributions for the years ended September 30, 2013 and 2012.
In the event the Plan’s actuary determines that additional contributions are needed in order
to amortize an unfunded accrued liability, every employer and member will be required to
contribute the revised contribution percentage which is established by the Arizona State
Legislature.
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RETIREMENT PLAN (CONTINUED)

All full-time employees of the Authority are required to become members of the Plan. The
Authority’s total payroll for employees covered by this Plan for the years ended September
30, 2013 and 2012 was $650,385 and $746,103, respectively. Contributions to the Plan by
the Authority for its covered employees vest over five years. All required employer
contributions are made to the Plan by the end of each month.

ADDITIONAL BENEFITS

In addition to the pension benefits described above, ASRS offers health care benefits to
retired and disabled members who are no longer eligible for health care benefits through
their former member employer’s group health plan. Retired is defined as actively receiving
an annuity benefit and disabled is defined as receiving a long-term disability (“LTD”) benefit
through the LTD program administered by ASRS. A premium benefit is applied to the
member’s health insurance cost. The following chart illustrates the maximum amount of the
monthly available benefit supplement for eligible members and their dependents:

Member Member and Dependents(s)
Percent of
Years of Credited Premium Not Medicare  Medicare Not Medicare Medicare

Service Benefit Eligible Eligible Eligible Eligible
5.0-5.9 50% $ 7500 §$ 50.00 $ 130.00 $ 85.00
6.0-6.9 60% 90.00 60.00 156.00 102.00
7.0-79 70% 105.00 70.00 182.00 119.00
8.0-8.9 80% 120.00 80.00 208.00 136.00
9.0-9.9 90% 135.00 90.00 234.00 153.00
10.0 + 100% 150.00 100.00 260.00 170.00

PURCHASED POWER, SALES AND TRANSMISSION COMMITMENTS

The Authority has sales contracts with its customers. Under these contracts, customers are
obligated to pay for their proportionate share of Hoover power and transmission costs if
delivered or made available for delivery. These sales contracts expire September 30, 2017,
but some can be terminated by the Authority on June 1, 2007, or thereafter.

The Authority is party to Firm Electric Service and Transmission Service Contracts with
terms expiring September 30, 2017. This requires the Authority to pay approximately 19% of
Western’s revenue requirements each operating year until the contract expires. During the
years ended September 30, 2013 and 2012, the Authority paid $18,921,561 and
$19,703,556, respectively, for purchased power under this contract. The Authority is
obligated to pay these costs under the contract even in the unlikely event that no power is
supplied.
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PURCHASED POWER, SALES AND TRANSMISSION COMMITMENTS (CONTINUED)

The Authority also has a contract with Western for transmission services. During the years
ended September 30, 2013 and 2012, the Authority paid $6,703,995 and $6,138,320,
respectively, for transmission costs to Western. On January 24, 2003, the Authority entered
into the Advancement of Funds for Transmission Services contract with Western. The
contract provides for the Authority to advance funds to Western on a monthly basis to fund
operations, maintenance and replacement costs associated with Western’s transmission
services. The advanced funds are then applied to the subsequent month’s transmission
invoice. As of September 30, 2013 and 2012, the Authority recognized a prepayment of
$589,509 and $527,507, respectively, that applies to the last payment upon termination of
the contract.

The Authority also has contracts with Salt River Project for the purchase and transmission of
power to the Authority’s customers. Under the transmission contract, the Authority must pay
an annual transmission fee of $63,898 until September 30, 2017. The Authority has a power
contract with SRP in which supplemental power purchases can be made by the Authority on
behalf of its customers. There are no minimum quantities that the Authority is required to
purchase. This agreement is applicable when supplemental power is necessary, during such
times of low production of Hoover energy, and during summer months when customers
require higher levels of energy. During the years ended September 30, 2013 and 2012, the
Authority paid $1,067,860 and $5,157,964, respectively, for purchased power under this
contract for its customers.

SUBSEQUENT EVENTS

Management evaluated subsequent events through December 10, 2013, the date the
financial statements were available to be issued.
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INDEPENDENT AUDITORS' REPORT

Board of Directors
Central Arizona Water Conservation District
Phoenix, Arizona

Report on the Financial Statements

We have audited the accompanying statements of net position of the Central Arizona Water
Conservation District, as of December 31, 2012 and 2011, and the related statements of
revenues, expenses and changes in net position, and cash flows for the years then ended, and
the related notes to the financial statements, which collectively comprise the entity's basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

An independent member of Nexia Intemational

INTERNATIONAL



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Central Arizona Water Conservation District as of
December 31, 2012 and 2011, and the changes in its financial position and its cash flows for the
years then ended in accordance with accounting principles generally accepted in the United
States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management discussion and analysis be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

Our audits were conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Central Arizona Water Conservation District's basic financial
statements. The accompanying supplementary information listed in the table of contents is
presented for purposes of additional analysis and are not a required part of the basic financial
statements.

The accompanying supplementary information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audits of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the accompanying supplementary
information listed in the table of contents is fairly stated, in all material respects, in relation to the
basic financial statements as a whole.

The introductory section and statistical tables have not been subjected to the auditing
procedures applied in the audits of the basic financial statements, and accordingly, we do not
express an opinion or provide any assurance on it.

%Mm%g[ﬁ

Phoenix, Arizona
April 18, 2013
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

The management of Central Arizona Water Conservation District (the District or CAWCD) offer
the readers of CAWCD's financial statements this analysis and overview of the financial
activities for the calendar years ended December 31, 2012 and 2011. Readers are encouraged
to consider the information presented here in conjunction with the District's financial statements,
including accompanying notes, to enhance their understanding of the District's financial
performance. The narrative will guide the readers through the District's financial performance
and how it relates to CAWCD's stewardship of Central Arizona's Colorado River water
entitlement and its vision to enhance the quality of life and ensure sustainable growth for current
and future residents of Arizona.

FINANCIAL HIGHLIGHTS

The District's financial results are largely impacted by rainfall and snowfall levels which affect
customer water delivery needs. Other factors impacting the District's financial position include
fluctuations in property valuations and the electricity market. The following are some of the key
highlights for the year ended 2012. A more detailed narrative analysis occurs in the Condensed
Financial Information section.

o Assets of the District exceeded liabilities (net position) at the end of 2012 by $573.0
million, an increase of $2.0 million over 2011. Net position was $571.0 million at the end
of 2011, an increase of $57.8 million over 2010.

e The District's unrestricted cash reserve balances or Working Capital reserves at the end
of 2012 were $33.4 million compared to $44.2 million at the end of 2011. The
unrestricted reserves or working capital reserves are used to meet CAWCD's ongoing
obligations to customers and creditors. Approximately $4.0 million of Recharge
Operation and Maintenance (O&M) reserves were segregated into Other Reserves in
2011 that were previously included in Working Capital reserves.

e Operating revenues decreased $29.7 million in 2012 and had increased $2.0 million in
2011.

e Operating expenses increased $16.4 million in 2012 and had increased $0.6 million in
2011.

e Non-operating revenues decreased $10.6 million in 2012 as compared to a $9.7 million
decrease in 2011 mostly due to decreasing property taxes as a result of lower property
valuations.

e Non-operating expenses decreased $0.9 million in 2012 as compared to a $1.7 million
decrease in 2011.

o Capital expenditures were $34.6 million in 2012 and $31.3 million in 2011, a $3.3 million
increase.



CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

DISCUSSION OF BASIC FINANCIAL STATEMENTS

CAWCD's annual financial reporting includes three basic financial statements and
accompanying notes as required for its business type activities. The District reports on a
calendar year basis and all financial statements are presented on a comparative basis for 2012
and 2011. This annual financial report includes the following statements:

| STATEMENT || DESCRIPTION |
A snapshot of the District's resources (assets) and
. obligations (liabilities) as of the last day of the calendar
Statomonts of Net Fosition year. The difference between the assets and liabilities is
the District's net position.
Statements of Revenues, operating and non-operating for a calendar year. A
Expenses, and Changes in Net positive change in net position signifies that the District

Position received revenue in excess of the funds needed to
cover expenses.

Provides, on a cash basis, information on the District's
cash receipts (sources of cash) and cash disbursements
(uses of cash) for the calendar year as they apply to
Statements of Cash Flows operating, investing, and capital and non-capital
financing  activites. @ The  statements include
reconciliations to the changes in net position (accrual
basis) and the balance of cash and cash equivalents.

Lists the District's revenue (income) and expenses, both

The Management's Discussion and Analysis (MD&A) will cover portions of each of these
statements and provide the reader condensed summaries with each section to make the
discussions easier to follow. For more detailed information on the District's financial activities,
separated by funds, see the consolidating statements of net position and statements of
revenues, expenses and changes in net position in the Supplementary Information section
located after the Notes to the Financial Statements.

The District’s activities are accounted for using the accrual method and incorporate the
requirements of Governmental Accounting Standards Board (GASB) Statement No. 34, Basic
Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments. Under enterprise fund accounting, the District is a single accounting entity for
financial reporting purposes and is similar to a private business enterprise. However, within this
single accounting entity, the District has identified a number of financial activities that are useful
to track separately. We refer to these activities as “funds and accounts.” The CAWCD Insurance
Company, Inc., a blended component unit of CAWCD, also referred to as the Captive Insurance
Company (Captive). The District is not required to, and does not, publish separate financial
statements for any of the individual funds and accounts except for the Captive, which is required
under the corporation laws for the State of Hawaii, to conduct its own external audit and publish
its own audited financial statements.



CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

FUND!ACCOUNT

] DESCRIPTION

General Fund

!
|

|

| The General Fund is the Iargest ‘fund within the District and |

. covers CAWCD'’s core business activities including the delivery of |

' Colorado River water to central Arizona through the Central |

:Arizona Project (CAP) canal and repayment of reimbursable [

. construction costs to the Department of the Interior - Bureau of ||

Rec[amatlon

z' Ek Chin Account

"The Ak-Chin account includes activities related to a trust fund
established by Section 7 of Public Law 98-530 and ARS § 45-
3715.01 to acquire or conserve water to supplement Colorado
River supplies. Funds are held by the Arizona State Treasurer.

—— ]

L

R —— ——

f Central Arizona
| Groundwater

. Replenishment District
| Account

]
]
I

j The Central Arizona Groundwater Replenishment District
!; (CAGRD) was established in 1993 as authorized by ARS § 48-
. 3771, et seq. The CAGRD is a replenishment authority designed
' to help water providers and landowners comply with the State's

| 1980 Groundwater Management Act.

. Assured Water Supply Rules and to meet the objectives of the |

| Revenue Bond
- Accounts

| |'m'_‘

' revenue bonding authority. Contract revenue bonds had been

| Waddell Dam. Final payment was made in 2010 on all series of
| bonds and it is not shown as there are not currently any
| remalnlng bond series outstandlng

| The District's “enabling act of 1986 provided the District with |

| issued to fund CAWCD'’s share of the construction of the New |

u‘
|

1
i

Captlve Insurance
Company

CAWCD Insurance Company Inc,aka_Captlve Insurance

' Company, was established to provide a self-insurance
health insurance. The Captive is a tax exempt wholly-owned

corporatlon formed in 2003

mechanism for CAWCD to fund claims for property, casualty and |

e e e )

Please refer to the Notes to the Financial Statements for additional, more detailed information on
these funds and accounts. The following is a breakdown of the net position of the various funds and
accounts which indicates the relative size of each within the total net position of CAWCD.

General Fund

86.8%

Fund-Account Net Position Breakdown
as of 12/31/12 Ak-Chin
Account
1.3%

CAGRD
Account
11.1%

\ Captive
Insurance Fund

0.8%



CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

CONDENSED FINANCIAL INFORMATION

The following financial information and narrative will provide the reader with an overview of the
District’s financial activities, including comparisons, for the years ended December 31, 2012,
December 31, 2011 and December 31, 2010. This discussion will highlight areas within the
financial statements that support and advance CAWCD's operations and business purpose to
the residents of the State of Arizona.

Assets

Current Assets: Current assets include cash, receivables, inventory and other current
assets. In 2012, current assets decreased by $22.8 million. The primary reason for this
decrease was the transfer of $25.0 million in cash reserves for Maricopa water storage reserves
from a short term reserve account to a long term (non-current) reserve account with a higher
interest yield at the Arizona State Treasurer. These funds are not expected to be utilized for at
least two years. Cash reserves also decreased due to increases in the cost of power which will
be discussed in more detail in the revenue and expense discussion. Prepaid expenses also
decreased by $5.2 million. These decreases were offset by a $9.2 million increase in CAGRD
cash reserve funds as a result of higher customer acre feet obligations that were billed and an
increase in the 2011/2012 rate.

In 2011, current assets decreased by $60.7 million. The primary reason for this decrease was
that $84.8 million was moved from cash and cash equivalents to non-current investments for the
Maricopa water storage reserves and funding the strategic reserves to meet Board of Directors
(Board) targets (these reserves are held in longer term investments). Receivables also
decreased by $2.4 million mostly due to the final payment of the Arizona Water Settlement Act
water allocations which CAWCD had financed over 5 years. These decreases were offset by
$10.4 million in other current assets which was mainly attributed to an advance payment to the
Bureau of Reclamation for January 2012 energy. This advance payment was part of the new
Navajo Generating Station (NGS) operating agreements that started October 1, 2011.

Noncurrent Assets: Included in the noncurrent assets are funds held by/advanced to the
federal government, investments and restricted assets, water rights, and capital assets. The
largest capital asset is the permanent service right (PSR) and for this reason is broken out in the
table below. The PSR represents the District's right to operate and maintain the CAP system
and collect revenues from operations, for which the District has incurred a repayment obligation
to the United States (see Note 2 of the financial statements for detailed information). The PSR is
amortized each year and consequently decreases year over year. Capital assets are discussed
in more detail in the Capital Asset and Noncurrent Debt Activity section of the MD&A.
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In 2012, noncurrent assets increased by $11.4 million. As stated above, the transfer of $25.0
million from current to noncurrent reserve accounts was responsible for the majority of the
increase. The Rate Stabilization Fund, a new designated cash fund, was established in 2012 to
mitigate rate shock in the event of a declared shortage on the Colorado River and to be used in
the annual rate reconciliation. At the end of 2012, this fund balance was $7.7 million. Funds held
by the federal government decreased by $11.5 million over 2011 due to a continued decrease in
surplus power revenues and an increase in costs associated with the operations of the NGS
affecting the repayment funds available in the Basin and Development Fund (BDF). Property
and Equipment increased by $19.1 million. The PSR decreased by $26.5 million.

In 2011, noncurrent assets increased by $66.5 million. A net $84.8 million was moved from cash
and cash equivalents into mid to long term investments. In the first quarter, $75 million of
Maricopa Water Storage reserves were moved into longer term investments to improve interest
income. The balance was funding made to address revised strategic reserve targets approved
by the Board of Directors in early 2010 and favorable fair market adjustments during the year.
Funds held by the federal government decreased by $6.4 million over 2010 due to less surplus
power revenues being available toward repayment in the BDF. Property and Equipment
increased by $15.8 million as a result of the higher level of replacement projects being
performed due to the aging of the CAP. The PSR decreased by $27.7 million.

(Dollars in millions) 2012 2011 Change 2011 2010 Change |
Current Assets
Cash and cash equivalents $ 1241 $ 1425 $ (184)[$ 1425 § 2115 $ (69.0)
Other current assets 70.7 75.1 (4.4) 75.1 66.8 8.3
Total Current Assets 194.8 217.6 (22.8) 217.6 278.3 (60.7)
Noncurrent Assets
Funds held by /advanced
to federal gov't 16.9 28.4 (11.5) 28.4 348 (6.4)
Investments and restricted
assets 305.0 274.7 30.3 274.7 189.9 84.8
Capital Assets
Operating assets, net 190.5 1714 19.1 171.4 155.6 15.8
Permanent service right, net 1,227.4 1,253.9 (26.5) 1,253.9 1,2816 (27.7)
Other assets 88.7 88.7 - 88.7 88.7 -
Total Noncurrent Assets 1,828.5 1,817.1 1.4 1,817.1 1,750.6 66.5
Total Assets $ 20233 $ 20347 $ (11.4)|$ 20347 $20289 $§ 58
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Total Liabilities

Current Liabilities: Current liabilities include payables, deferred revenue, accrued interest,
and current principal obligations.

In 2012, current liabilities increased by $5.6 million. The majority of the increase, $4.8 million,
was within accounts payable/accrued liabilities. This increase was primarily due to a $2 million
cost share project with APS accrual, $1 million increase in other capital project accruals, $1
million increase for the Board elections which occur in November in even years and a $1 million
increase in CAGRD contract replenishment obligations for the Phoenix and Tucson Active
Management Area (AMA). Deferred revenue increased $1.6 million due to an increase in water
revenues billed in advance for M&l subcontract, federal, M&l non-subcontract (excess) and
agriculture (AG) water deliveries.

In 2011, current liabilities decreased by $15.2 million. Accounts payable/accrued liabilities
decreased $14.6 million as a result of the new NGS operating agreements. Previously,
expenses were billed in the subsequent month and were therefore accrued into accounts
payable/accrued liabilities. Starting in October 2011, an agreement was made between CAWCD
and the Bureau of Reclamation (BOR) that provided for advance payment of NGS power. This
advance payment can be seen in the increase in other current assets as stated above, and a
decrease in current liabilities.

Noncurrent Liabilities: The largest component of the District’s noncurrent liabilities is the
federal repayment obligation. The decrease in the noncurrent federal repayment obligation was
$26.4 million in 2012 and $38.3 million in 2011 in accordance with the annual payment
schedule. There was a $12 million additional payment in 2011 made pursuant to the Repayment
Stipulation (see Note 3).

(Dollars in millions) 2012 2011 Change 2011 2010 Change |
Current Liabilities
Accounts payable/accrued liabiltes $ 259 $ 211 $§ 48(|% 211 $ 357 $ (14.6)
Water operations and capital charges
deferred revenue 28.6 27.0 1.6 27.0 26.8 0.2
Other current liabilities 54.5 55.3 (0.8) 55.3 56.1 (0.8)
Total Current Liabilities 109.0 103.4 5.6 103.4 118.6 (15.2)
Noncurrent Liabilities
Repayment obligation 1,230.1 1,256.5 (26.4)| 1,256.5 1,294.8 (38.3)
Non-Indian Ag debt 88.7 88.7 - 88.7 88.7 -
Other noncurrent liabilities 22.5 15.1 7.4 15.1 13.6 1.5
Total Noncurrent Liabilities 1,341.3  1,360.3 (19.0) 1,360.3 1,397.1 (36.8)]
Total Liabilities $1,450.3 $1463.7 $ (13.4) $ 14637 $ 15157 $ (52.0)]




CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Total Net Position

Net position, the difference between assets and liabilities, increased $2.0 million in 2012 and
$57.8 million in 2011.

Net investment in capital assets: Increased $18.9 million in 2012 and $26.5 million in
2011. This increase is related to the District continuing to replace aged systems and equipment.
Currently, amounts associated with the amortization of the PSR (asset) exceed the District’s
annual principal payment to the federal government for the repayment obligation (liability). The
annual repayment obligation is based on paying a percentage (which increases over time) of the
remaining outstanding principal balance, plus interest, over a 50-year period, while amortization
remains relatively flat over time. Consequently, the asset is presently being amortized by
approximately $.07 million more than the principal that is being paid. As the payment
percentage increases, the annual principal payment will exceed amortization.

The 2011 increase of $26.5 million as compared to 2010 was comprised of the annual increase
due to the District's need to replace aging infrastructure and the completion of the Superstition
Recharge project at the end of 2011 for a total cost of $11 million. In addition to the annual
payment towards the District's repayment obligation, a $12 million payment was made on the
federal debt as required by the Settlement Stipulation. This payment caused the federal
repayment obligation to decrease by $12 million more than the PSR amortization.

Restricted net position: Restricted net position decreased $2.9 million in 2012 and
increased $9.1 million in 2011. The 2012 decrease was related to the decrease in funds held by
the federal government, offset by the establishment of the Rate Stabilization Fund mentioned
previously in noncurrent assets. The 2011 increase was due to the payments on the Additional
Rate Component contract with SRP that expired September 30, 2011. The proceeds from
these payments were required to be deposited and managed in a restricted cash account.

(Dollars in millions) 2012 2011 Change 2011 2010 Change
Assets
Capital Assets $ 14179 $ 14253 $ (74)|$ 14253 $ 1,437.2 $ (11.9)
Other Assets 605.4 609.4 (4.0) 609.4 591.7 17.7
Total assets 2,023.3 2,034.7 (11.4) 2,034.7 2,028.9 5.8
Liabilities
Current liabilities 109.0 103.4 5.6 103.4 118.6 (15.2)
Noncurrent liabilities 1,341.3 1,360.3 (19.0) 1,360.3 1,397.1 (36.8)
Total liabilities 1,450.3 1,463.7 (13.4) 1,463.7 1,515.7 (52.0)
Net Position
Net investment in capital
assets 161.4 142.5 18.9 142.5 116.0 26.5
Restricted, net 92.4 95.3 (2.9 95.3 86.2 9.1
Unrestricted, net 319.2 333.2 (14.0) 333.2 311.0 22.2
Total net position 573.0 571.0 2.0 571.0 513.2 57.8
Total liabilities &
net position $ 20233 $ 2,034.7 $ (11.4)|$ 2,0347 $ 20289 $ 5.8
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Unrestricted net position: Unrestricted net position decreased $14.0 million in 2012 and
increased $22.2 million in 2011. In 2012, the decrease was related to outgoing cash flows due
to the decrease in power revenues and the increase in NGS costs. The main reason for the
increase in 2011 was due to the timing of receipts of tax revenue and water charges as
compared to the incurrence of expense. The change in restricted and unrestricted net position
will fluctuate depending on operational needs and any Board actions.

Cash Flows

Cash and cash equivalents decreased by $18.4 million in 2012. Cash flow from operating
activities increased by $10.9 million due to an increase in cash received by customers and a
decrease in cash paid to suppliers. The decrease of $8.3 million in noncapital financing activities
was a continuation of the decrease in property tax collections due to the economic downturn in
the housing market that has reduced property valuation. Cash flows from capital and related
financing activities decreased $4.2 million. Cash outflows from investing activities in 2012
decreased by $52.2 million compared to 2011 mainly due to the transfer of $25.0 from current to
noncurrent assets and the formation of the Rate Stabilization Fund ($7.7 million) previously
discussed, a $2.0 million increase in the Captive noncurrent reserve account for the reserve
required by the Hawaii Insurance Board for the addition of the health benefits to the Captive's
portfolio and CAGRD restricted reserves increased $1.7 million related to water acquisition.

In 2011, cash and cash equivalents decreased by $69.0 million. Cash flow from operating
activities increased by $4.2 million mainly due to an increase in cash received from customers
offset by an increase in cash paid to suppliers. Noncapital financing activities decreased $10.1
million from declines in property tax valuation. Cash flows from capital and related financing
activities decreased $6.7 million. This decrease was caused by an additional payment of $12.0
million on the District's repayment obligation less a reduction in revenue bonds expense due to
the payoff of all outstanding bonds in 2010. Cash outflows from investing activities in 2011
increased by $70.4 million compared to 2010 as the District moved funds from a cash
equivalency reserve account at the Arizona State Treasurer to a mid to long term asset reserve
account to obtain a better rate of return.

(Dollars in millions) 2012 2011 Change | 2011 2010 Change
Cash flows from operating activities $ 208 $ 189 $ 109|$ 189 $ 147 $ 42
Cash flows from noncapital financing activities 478 56.1 (8.3) 56.1 66.2 (10.1)
Cash flows from capital and related financing (72.9) (68.7) (4.2)|] (68.7) (62.0) (6.7)
activities

Cash flows from investing activities (23.1) (75.3) 52.2 (75.3) (4.9) (70.4)
Net increase(decrease) in cash and cash (18.4)  (69.0) 50.6 (69.0) 14.0 (83.0)
equivalents

Cash and cash equivalents at beginning of year 1425 2115 (69.0)f 2115 197.5 14.0
Cash and cash equivalents at end of year $ 1241 $ 1425 §$ (18.4)[ $ 1425 $ 2115 $ (69.0)

11



CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Total Revenues

Total revenues, as depicted in the chart below, include operating revenues, such as water
delivery O&M charges, water service capital charges, power and BDF revenues, and non-
operating revenues, such as property taxes and interest earnings.

Total Revenues
Water O&M Full Year 2012

Changes
56.9%
Water Service
Capital
Charges
4.8%
Power & BDF
Revenues
8.6%
Interest & Taxes
Income Other 19.1%

10.6%

Total revenues in 2012 decreased by $40.3 million or 13.8%. Water O&M revenues decreased
$5.7 million as a result of a reduction in delivered acre feet. In addition, although the total water
O&M rate remained the same, the new rate component for the Rate Stabilization Fund was
added. This fund was established to mitigate rate shock in the event of a declared shortage on
the Colorado River and fluctuations in the actual O&M rates in the annual rate reconciliation. As
this portion of the rate is a customer deposit, the other rate components on which revenue was
recognized were reduced. Water service capital charges decreased $1.7 million which reflects
the move from Excess and Recharge deliveries to Federal deliveries. The capital charge rate
remained the same from 2011. Federal customers do not pay the capital component of the
water delivery rate, whereas Excess and Recharge customers are charged the capital
component on delivered water. Power and BDF revenues decreased by $25.2 million due to a
combination of factors; NGS surplus power sales are significantly less than expected owing to a
depressed power market with low trading prices; the cost of operating NGS has increased with
general operating expenses and capital projects; and, the termination of the additional rate
component (ARC) under the previous surplus power agreement. Property tax revenue
decreased by $8.3 million following the downturn in housing values and assessed property
valuations. Interest and other income decreased by $2.3 million. Other income includes the
recharge site revenue, which is the main cause of the variance. As there is less excess water
available, less is stored at the recharge sites and consequently lowers other income.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Total Revenues
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For 2011, total revenues decreased by $7.7 million or 2.6%. Water O&M revenues increased
as a result of increased deliveries and an increase in the water rate. Water service capital
charges increased due to a change that Recharge customers now pay capital charges, which
were previously waived as part of the expired incentive Recharge program. This increase was
partially offset by higher deliveries of federal water which are not subject to capital charges.
Power and BDF revenues decreased by $12.6 million as a result of the expiration of the ARC
revenue on September 30, 2011, which decrease revenues by $6.3 million and the ending of
the SRP surplus power agreement, which decreased revenue by $3.6 million. Even though the
property tax rate was held consistent from 2009, revenue decreased by $10 million in 2011 as a
result of the bursting of the previous housing bubble (lag of slightly over 2 years from valuation
to collection). Interest and other income increased due to higher CAGRD revenues as a result of
higher 2011 rates compared to 2010.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

(Dollars in millions) 2012 2011 Change 2011 2010 Change
Operating revenues

Water O&M charges $ 1428 $ 1485 $ (5.7)|$ 1485 $ 1403 $ 82

Water service capital charges 12.0 13.7 (1.7) 13.7 10.2 3.5

Power & other BDF revenues 216 46.8 (25.2) 46.8 59.4 (12.6)

Reimbursements & other 19.4 16.5 2.9 16.5 13.6 2.9
Total operating revenues 195.8 225.5 (29.7) 2255 2235 2.0
Nonoperating revenues

Property taxes 47.8 56.1 (8.3) 56.1 66.2 (10.1)

Interest income & other 72 9.5 (2.3) 9.5 74 2.1

Gain/(loss) on sale of assets & - - - 17 (1.7)

Total nonoperating revenues 55.0 65.6 (10.6) 65.6 75.3 (9.7)
Total revenues $ 2508 $ 2911 $ (40.3)|$ 2911 $ 2988 $ (7.7)

Water deliveries were 1,598,806 acre-feet in 2012 and 1,619,833 acre-feet in 2011 (including
credits), a decrease of 21,027 acre-feet, which is within normal variance ranges.
contractual agreements with Indian tribes have increased off-reservation federal deliveries
significantly. The increase in the federal class of water is offset by a decrease in recharge
deliveries as they only have access to excess water, which is reduced due to the federal
increase. There were no Interstate deliveries in 2012 or 2011 also as a result of the shrinking

availability of excess water.

Water Deliveries (Acre-Feet)- 2006 to 2012
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Total Expenses

Total expenses include operating and non-operating expenses. Operating expenses consist of
salaries and related cost, professional services, pumping power and power transmission,
amortization and depreciation as well as other operating expenses. Non-operating expenses
are primarily interest and other financial expenses. Rates are set in a manner that will recover
an appropriate share of the District’'s expected operating expenses from customers. Since rates
are set in advance, actual expenses may differ from the estimates used to calculate rates, and
reserves may consequently fluctuate.

Total Expenses
Full Year 2012

QOutside Services,

Interest, 11 .3% Other, 8.9%

Amortization/Depr

eciation, 16.9% Salaries & Related,

21.4%

Transmission,
4.7%

Power, 36.8%

For 2012, total expenses increased $15.5 million from 2011. The $2.3 million increase in
salaries and related costs is a result of moving health insurance expense from CAWCD to the
Captive. To conform to insurance industry standards, an expense was taken under employee
health insurance that was offset by reductions in other expenses. In addition, worker's
compensation insurance was moved from other expenses to employee expenses in 2012.
Other increases were related to other employee benefits. Pumping power expense increased
$2.6 million due to an increase in the cost of power at NGS. Amortization/Depreciation expense
increased $1.3 million as the District sees an increase in capital equipment and capital project
costs. Other operating expenses increased $10.2 million and include outside services,
materials and supplies, transmission costs, overhead, and CAGRD water purchases. This
increase was a combination of: an increase of $3.9 million in transmission cost from a rise in
Western Area Power Administration (WAPA) system maintenance costs; an increase in outside
services and materials and supplies of $3.5 million, mostly as a direct result of a significant
canal embankment failure which closed down a portion of the canal and, indirectly, as the canal
closure created an opportunity to perform other maintenance functions in areas not normally
accessible; a $1.0 million increase in the Multi-Species Conservation Program (MSCP) which
entered the second phase of operations requiring an increase in CAWCD's annual payment;
and, as the District has elections in even years it incurs a $1 million election cost from the
county in those years. Non-operating expenses include interest expense which decreased $0.9
million due to paying down the federal debt.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Total Expenses
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Total expenses decreased for 2011 by $1.1 million from 2010. The decrease in pumping power
expense of $1.8 million was a result of the ending of the NGS agreements at the end of
September 2011. Previously, the District had to purchase over threshold power in the open
market that was generally more expensive. Under the new agreements, the District is able to
use what it needs from NGS and only the excess is sold off. This decrease was offset by an
increase in salaries and related costs of $1.3 million as a result of filling some open positions
and annual increases and cost benefit cost changes in early 2011. Other operating expenses
include outside services, materials and supplies, transmission costs, overhead, and CAGRD
water purchases. Outside services decreased by $2.5 million due to focused reductions and
Board elections that occur every 2 years (in even years). Overhead decreased by $1 million due
to capital projects. These decreases were offset by increases in transmission costs of $1 million,
materials and supply costs of $0.6 million, and CAGRD water purchases of $0.9 million. Non-
operating expenses include interest expense which decreased $1.7 million.

(Dollars in millions) 2012 2011  Change| 2011 2010 Change
Operating expenses
Salaries & related costs $ 532 $ 509 $ 23|$ 509 $ 496 $ 1.3
Pumping power 916 89.0 26 89.0 90.8 (1.8)|
Amortization 26.5 27.7 (1.2) 21.7 27.7 -
Depreciation 15.5 13.0 2.5 13.0 11.0 2.0
Other 33.9 23.7 10.2 23.7 24.6 (0.9}
Total operating expenses 220.7 204.3 16.4 204.3 203.7 0.6
Non-operating expenses 28.1 29.0 (0.9) 29.0 30.7 (1.7)]
Total expenses $ 2488 $ 2333 $ 155[$ 2333 $ 2344 $ (1.1)

16



CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Change In Net Position and Ending Net Position

Net position increased $2.0 million in 2012 and increased $57.8 million in 2011.

(Dollars in millions) 2012 2011 Change| 2011 2010  Change
Total operating revenues $ 1958 $ 2255 $(29.7)|$ 2255 $ 2235 $ 2.0
Total operating expenses (220.7) (204.3) (16.4) (204.3) (203.7) (0.6)}
Operating income (loss) (24.9) 212 (46.1) 21.2 19.8 14
Non-operating revenues 55.0 65.6  (10.6) 65.6 75.3 (9.7)
Non-operating expenses (28.1) (29.0) 0.9 (29.0) (30.7) 1.7
Change in net position 2.0 57.8  (55.8) 57.8 64.4 (6.6)
Beginning net position 571.0 5132  57.8 513.2 4488 644
Ending net position $ 5730 $ 5710 $ 20|$ 5710 $§ 5132 $ 57.8

CAPITAL ASSET AND NONCURRENT DEBT ACTIVITY

Capital Assets: The District's investment in capital assets decreased $7.5 million to $1.42
billion in 2012 and decreased $11.8 million to $1.43 billion in 2011. The largest component of
the District's capital assets is the PSR, net of accumulated amortization. The PSR (net) has
decreased from $1.25 billion in 2011 to $1.23 billion in 2012 per the amortization schedule,
which is approximately $28 million per year. In 2011, a net of $13.9 million in work-in-process
was transferred to structures and improvements and equipment.

More information about the District's capital assets is provided in Note 2 of the financial
statements.

SCHEDULE OF CAPITAL ASSETS
(Net of Depreciation and Amortization)

(Dollars in millions) 2012 2011 Change| 2011 2010  Change
Operating assets
Land $ 19 § 19 § - $ 19 § 11 § 08
Work-in-process 36.1 20.2 15.9 20.2 26.4 (6.2)
Intangibles 28.2 28.9 (0.7) 28.9 30.2 (1.3)
Structures and improvements 57.5 60.0 (2.5) 60.0 52.5 7.5
Equipment 66.8 60.5 6.3 60.5 45.4 15.1
Operating assets 190.5 171.5 19.0 142.6 125.4 15.9
Permanent service right 1,227.4 12539  (26.5)] 1,253.9 12816  (27.7)
Total capital assets $ 14179 §$ 14254 § (7.5)]9$ 1,3965 $ 1,407.0 $ (11.8)

Noncurrent Debt: The District's noncurrent debt decreased $26.4 million in 2012 and
decreased $38.3 million in 2011.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

SCHEDULE OF NONCURRENT DEBT

I{Doh’ars in millions) 2012 2011 Change| 2011 2010  Change
[Repayment obligation $1,2301 $1256.5 $ (26.4)] $1,256.5 $1,204.8 §$ (38.3)
Total long-term debt $12301 $1256.5 § (26.4)]$1,256.5 $ 1,294.8 §$ (38.3)

Noncurrent debt is discussed in the previous Total Liabilities section of the MD&A. More
information about the District's repayment obligation is provided in Note 3 of the financial
statements.

CURRENTLY KNOWN ECONOMIC FACTORS IMPACTING THE FUTURE

FINANCES OF CAWCD

The Environmental Protection Agency has issued a proposed Best Available Retrofit
Technology (BART) rule for NGS which will require the installation of costly new controls
to reduce nitrogen oxide emissions at the plant as early as 2021. In addition, the owners
of NGS, including the Bureau of Reclamation, are in the process of renegotiating a plant
site lease and coal supply agreement that both expire in 2019. Depending on the cost of
the required new controls, and the resolution of the land lease and coal supply
agreement, the owners of NGS could determine that the most economical alternative
would be to close the plant, which would require CAWCD to obtain another source of
power. Either of these results, i.e., the installation of expensive new control equipment
together with increased costs due to new lease terms or the closure of NGS, could lead
to substantial increases in CAP water rates, tax rates or both, and to reductions in
revenues from sales of surplus NGS power.

Under shortage sharing criteria agreed to among the basin states and the Department of
the Interior, if the water elevation in Lake Mead falls to certain levels, the Secretary will
declare a shortage. The first shortage trigger in Lake Mead is at elevation 1,075, at
which point the declared shortage for the lower basin would be 333,000 acre-feet, with
about 288,000 acre-feet of that amount allocated to CAP. In the event of a shortage,
Fixed O&M costs would have to be absorbed by lower delivery volumes, and water
delivery rates would increase correspondingly. Additional shortage triggers occur at
elevation 1,050 (417,000 acre-feet total and about 360,000 acre-feet to CAP) and 1,025
(500,000 acre-feet total and about 432,000 acre-feet to CAP). The Colorado River basin
has experienced a prolonged drought since the turn of this century. By November 2010,
the water level in Lake Mead had fallen to elevation 1082, only 7 feet above the first
shortage trigger. System runoff in 2011 was well above average, raising the water level
in Lake Mead more than 50 feet, but runoff in 2012 was once again below average, and
the elevation at the end of 2012 was 1,120. Water storage in the two major main-stem
reservoirs, Lake Powell and Lake Mead, remains around 50 percent of capacity, and a
continuation of drought conditions could lead to a shortage declaration as soon as 2016.
However, recent projections by the Bureau of Reclamation show the probability for some
type of surplus declaration on the Colorado River in the near future is at least as likely as
a shortage.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

Proposition 117 was passed by the voters of Arizona on November 6, 2012. This
referendum amended Article 1X, Section 18 of the Arizona Constitution to limit annual
increases in assessed property valuations for property tax purposes to no more than 5%
of the previous year's value. This change will take effect beginning with the 2015 tax
year. Currently, CAP's ad valorem taxing authority is based on the Full Cash Value
(FCV), which is allowed to fluctuate with the market without restriction. In addition, the
property valuation that serves as the base year starting point will be the 2014 Limited
Property Value (LPV), which will be lower than the 2014 FCV. Property values in the
CAP service area have declined drastically since 2007, but there are indications that
valuations are beginning to improve. Consequently, the revenue that CAP will be able to
collect beginning in 2015 from its current levy (6 cents per $100 of assessed valuation
out of a maximum 10 cent authority) will be less than it otherwise would have been, and
the value of CAP's unlevied authority (4 cents per $100 of assessed valuation) will be
worth less. Because of the replacement of the FCV with the LPV in the base year,
CAP's 2015 tax revenue may stay flat or even decline in 2015 at the same tax rate.

Reclamation's 24.3% ownership share of NGS represents about 4,200 gigawatt hours
(GWH) in a typical year. CAP uses about 2,800 GWH for pumping, although a portion of
this is sold and replaced by other electricity from the market in order to meet operational
needs and to take advantage of shaping and displacement price opportunities, if any.
The balance, approximately 1,400 GWH per year, is sold by Western as NGS Surplus
and the proceeds are applied towards CAP's repayment obligation. Both CAP's energy
costs and CAP's annual net repayment (after applying all applicable credits from the
Basin Development Fund) are exposed to the market. CAP's rates are set in advance
and, while they are reconciled for some customers, if rates do not anticipate large
fluctuations in the energy market, there may be both short-term and longer-term impacts
on CAP's reserves, either favorable or unfavorable. Energy prices dropped 30-50% in
2009 from where they had been the previous five years due to an oversupply situation in
the natural gas market that occurred in part as a result of the recession. During 2012,
natural gas prices dropped another 50% from 2009-2011 levels, which resulted in losses
in market transactions. Although energy prices have begun to recover, the forecast is
that this recovery will be relatively slow.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
Years Ended December 31, 2012 and 2011

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

The information contained in the Management’s Discussion and Analysis is intended to give our
customers, taxpayers and other stakeholders a general overview of the District's finances,
issues that affect the District’s financial position and accountability for the money it receives. If
you have questions about the report or need additional financial information, contact:

Douglas A. Dunlap, CPA

Finance and Accounting Manager
Post Office Box 43020

Phoenix, Arizona 85080-3020
623-869-2360
ddunlap@cap-az.com

Theodore C. Cooke

Assistant General Manager, Finance and Information Technologies
Post Office Box 43020

Phoenix, Arizona 85080-3020

623-869-2167

tcooke@cap-az.com
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT

STATEMENTS OF NET POSITION
December 31, 2012 and 2011

ASSETS

2012 2011
(In Thousands)
CURRENT ASSETS
Cash $ 11,140 $ 6,832
Cash equivalents 112,998 135,675
Total cash and cash equivalents 124,138 142,507
Receivables:
Due from water customers 12,950 12,464
Other receivables 6,623 6,171
Water inventory 45,249 45,243
Other assets 5,867 11,168
Total current assets 194,827 217,553
NONCURRENT ASSETS
Funds held by federal government 16,922 28,351
Investments 184,491 150,456
Restricted assets 120,491 124,236
Agriculture water rights 88,719 88,719
Capital assets:
Operating assets, less accumulated depreciation of
$105,905 and $91,404 at December 31, 2012
and 2011, respectively 190,488 171,458
Permanent service right, less accumulated amortization
of $563,720 and $537,201 at December 31, 2012
and 2011, respectively 1,227,392 1,253,911
Total noncurrent assets 1,828,503 1,817,131
Total assets $ 2,023,330 $ 2,034,684

See accompanying notes.
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LIABILITIES

CURRENT LIABILITIES
Accounts payable

Accrued payroll, payroll taxes and other accrued expenses

Water operations and capital charges deferred revenue

Current liabilities payable from restricted assets, advances

to federal government, and other noncurrent assets:
Accrued interest payable
Repayment obligation, due within one year

Total current liabilities

NONCURRENT LIABILITIES
Repayment obligation, due after one year
Non-Indian agricultural 9(d) debt
Other noncurrent liabilities

Total noncurrent liabilities
Total liabilities
NET POSITION
Net investment in capital assets
Restricted for Master Repayment Agreement
Restricted for Ak-Chin account
Restricted for CAGRD account

Restricted for Captive Insurance Company
Unrestricted

Total net position

Total liabilities and net position

See accompanying notes.
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2012 2011
(In Thousands)
$ 18,092 $ 13,639
7,857 7,469
28,607 26,974
28,114 28,968
26,343 26,343
109,013 103,393
1,230,136 1,256,481
88,719 88,719
22,413 15,054
1,341,268 1,360,254
1,450,281 1,463,647
161,401 142,545
71,844 76,655
7,846 7,665
10,437 8,699
2,250 2,250
319,271 333,223
573,049 571,037
$ 2023330 $ 2,034,684




CENTRAL ARIZONA WATER CONSERVATION DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
Years Ended December 31, 2012 and 2011

201 2011

(In Thousands)

n

OPERATING REVENUES

Water operations and maintenance charges $ 142,805 $ 148,520
Water service capital charges 12,022 13,677
Power and Basin Development Fund revenues 21,611 46,800
Reimbursements and other operating revenues 19.407 16,547
Total operating revenues 195,845 225,544
OPERATING EXPENSES
Salaries and related costs 53,200 50,868
Pumping power 91,568 88,996
Power transmission 7,769 3,905
Hoover capacity charges 4,021 3,847
Amortization of permanent service right 26,519 27,684
Depreciation 15,494 13,032
Other operating expenses 22 147 15,979
Total operating expenses 220,718 204,311
Operating income (loss) (24,873) 21,233
NONOPERATING REVENUES (EXPENSES)
Property taxes 47,825 56,101
Loss on sale of assets (3) -
Interest income and other nonoperating revenues AT 9,515
Interest expense and other nonoperating expenses (28.114) (28,968)
Total nonoperating revenues, net 26,885 36.648
CHANGES IN NET POSITION 2012 57.881
NET POSITION AT BEGINNING OF YEAR 571.037 513.156
NET POSITION AT END OF YEAR $ 573049 $ 571,037

See accompanying notes.

24



CAP

CENTRAL ARIZONA PROJECT

25



CENTRAL ARIZONA WATER CONSERVATION DISTRICT

STATEMENTS OF CASH FLOWS

Years Ended December 31, 2012 and 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash received from power sales
Cash paid to employees
Cash paid to suppliers

Net cash provided by operating activities

CASH FLOWS PROVIDED BY NONCAPITAL FINANCING
Cash received from property taxes

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Payments on repayment obligation, including interest
Additions to capital assets
Proceeds from disposal of capital assets

Net cash used in capital and related
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Increase in restricted assets
Decrease in restricted assets
Purchase of investments

Proceeds from sale and maturities of investments
Investment income received

Net cash used in investing activities
CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

26

2012

2011

(In Thousands)

$ 191,047 $ 187,241
- 18,900

(52,814) (50,850)
(108,393) _ (136,339)
29,840 18,952
47,825 56,101
(38,389) (39,812)
(34,535) (31,302)

11 2,372
(72,913) (68,742)
(2,038) (7,097)
5,828 221
(33,096) (93,247)
29 18,984

6,156 5,824
(23,121) (75,315)
(18,369) (69,005)
142,507 211,511

$ 124138 $ 142,507




CENTRAL ARIZONA WATER CONSERVATION DISTRICT
STATEMENTS OF CASH FLOWS (CONTINUED)
Years Ended December 31, 2012 and 2011

2012 2011
(In Thousands)
RECONCILIATION OF OPERATING INCOME (LOSS) TO
NET CASH PROVIDED BY OPERATING ACTIVITIES
Operating income (loss) $ (24,873) % 21,233
Adjustments to reconcile operating income (loss) to net
cash provided by operating activities:

Amortization of permanent service right 26,519 27,684
Depreciation 15,494 13,032
Loss on sale of assets 3 -
Non-cash revenue (16,922) (28,350)
Changes in operating assets and liabilities:
Due from water customers (486) 1,405
Due from other receivables (452) 873
Water inventory (6) (109)
Other assets 5,301 (10,373)
Funds held by federal government 11,429 6,476
Accounts payable 4,453 (14,631)
Accrued payroll, payroll taxes and other accrued
expenses 388 g
Water operations and capital charges 1,633 194
deferred revenue
Other noncurrent liabilities 7,359 1,501
Net cash provided by operating activities $ 29,840 $ 18,952

NONCASH INVESTING ACTIVITIES

Decrease in fair value of investments $ 971) $ (2,385)
Decrease in fair value of restricted assets (45) (1,306)
Total noncash investing activities $ (1,016) $ (3,691)
NONCASH TRANSACTION AFFECTING FINANCIAL
POSITION
Acquisition of water rights $ - $ 117

See accompanying notes.

27






Note
Note
Note
Note
Note
Note
Note
Note
Note

Note 10:
Note 11:
Note 12:
Note 13:
Note 14:
Note 15:
Note 16:
Note 17:
Note 18:
Note 19:
Note 20:

CRANOIARWON=

Notes to the Financial Statements

Table of Contents

Summary of Significant Accounting POliCIES ........ccocvieiiiiiieiiiiiii e 30
Capial AsBElS ....omimnmmmma s R R s 34
Master Repayment AQraBment ...... . sisisassassiassisnnsassssses sssssasnss tasssssssessasasinss 38
OPEIALIONS .....ceciiieieee et e ettt e et e e et e e e e e et e st e e et aeaaaae s 43
POWET cuoivsnivissniiniass v i o s v e s S v e S e R e S a s 44
I Y VITRTINEETESS s s 00 093 5000 K S B TR AR 48
Assets Restricted by Enabling Legislation ............cccceeiiiiiiciiiiin e 51
Underground Water Storage and RECOVENY .........ccccccceiiiiciiiiiiiiiiicessincesnenecsssnnannens 53
Non-Indian Agricultural 9(d) Debt ............. U NPI———— J 53
Other Noncurrent Liabilities ............ccceeecerrormreeieerieieriniiscces s cnererceaearerereesess e enenes 54
Commitments and Contingencles ... s 55
PenSION PIANS .....oooiiiiiiiiiciciite e e e 56
Savings and Deferred Compensation Plans ...........ccccecvvviiiiiiiiiiiiiiieiccccciiiee e 56
Assel Retiremant ObIGREIONT .. cmnuumnssimmm s e i s s s 56
TaxX Levy AUtNOTIEY ......cooiiiiiiii et 57
Risk Management and Captive INSUranCe ...........ccocveeviiveriiicccnnisinnieescnnneesssnenens 58
MUl S peEies T VAN P IO BINTY: s smcosaosmssseimssosumssa 266aioam s s i s s 59
Postemployment Healthcare Plan..............cooviiiioioiiiiiieeeeeee e 61
D T 64
U S Y IETE VI, oo mite R A A K R A 3 65

29



CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Reporting Entity

The Central Arizona Water Conservation District (CAWCD or District) is a multi-county water
conservation district organized within the state of Arizona encompassing Maricopa, Pima and
Pinal counties. The District's popularly elected Board of Directors serves as its governing body.
Under the requirements of Governmental Accounting Standards Board (GASB) Statement No.
14, The Financial Reporting Entity and GASB Statement No. 39, Determining Whether Certain
Organizations Are Component Units, the District is a primary government with a single blended
component unit, the CAWCD Insurance Company, Inc. (Captive). The Captive is included as a
component unit because it provides services exclusively to the District. The CAWCD Insurance
Company issues separate financial statements and they can be obtained upon request from the
District. The District was authorized in 1971 by the Arizona State Legislature for the primary
purpose of creating a single entity to enter into an agreement with the United States Department
of the Interior, Bureau of Reclamation (Reclamation), for repayment of the reimbursable cost of
the Central Arizona Project (CAP). The District is further empowered to serve as the operating
agent of the CAP.

The CAP is a multi-purpose water resource project authorized by the Congress of the United
States in 1968 by the Colorado River Basin Project Act and was constructed by Reclamation.
The CAP is intended to deliver an average of approximately 1.5 million acre-feet of Arizona’s
annual share of Colorado River water to central and southern Arizona, which will partially
replace existing groundwater uses and supplement surface water supplies. It also provides flood
control, power, recreation, and fish and wildlife benefits.

Under its enabling legislation (A.R.S. §48-3701 et seq.), the District has the authority to levy ad
valorem taxes against all taxable property within its boundaries. The first ad valorem tax, which
may not exceed 10 cents per $100 of assessed valuation, is for the District’s operations and
repayment of the construction cost repayment obligation of the CAP (Note 3). The ad valorem
tax for operations and repayment was levied at 6 cents per $100 of assessed valuation for the
tax years ended June 30, 2013, 2012 and 2011. The second ad valorem tax, which may not
exceed 4 cents per $100 of assessed valuation, is for water storage to the extent that it is not
required for the District's operations or the construction cost repayment obligation of the project.
The ad valorem tax for water storage was levied at 4 cents per $100 of assessed valuation in
the tax years ended June 30, 2013, 2012 and 2011. Proceeds were deposited by the District
with the State Treasurer and used by the District to defray annual operation, maintenance and
replacement costs. The respective counties collect property taxes on behalf of the District.

In 1993, the State legislature gave the District additional authority to provide replenishment
services within the District’s three-county service area. This authority is commonly referred to as
the Central Arizona Groundwater Replenishment District (CAGRD). The CAGRD began
enrolling members in 1995. As of December 31, 2012 and 2011, there were 1,107 and 1,106
member lands, respectively (individual subdivisions) and 23 and 23 member service areas,
respectively. The CAGRD is responsible for using renewable water supplies to replenish (or
recharge) excess groundwater used by its members. All costs of the CAGRD are to be paid by
its members through assessments based on replenishment services provided. CAGRD’s total
net replenishment obligation was approximately 363,000 (estimate pending final Arizona
Department of Water Resources reports) for 2012 and 328,000 acre-feet for 2011.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Basis of Accounting

The accounting policies of the District conform to generally accepted accounting principles as
applicable to an enterprise fund of a governmental unit. Accordingly, the accrual basis of
accounting is utilized, whereby revenues are recorded when they are earned, and expenses are
recorded when the liability is incurred. The District's books and records include separate
accounts and projects that are described as “accounts” or “fund” a general fund, Ak-Chin
account, Captive fund and CAGRD account. This “fund” and these “accounts” have been
combined in the accompanying financial statements. All material inter-fund transactions have
been eliminated.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make a number of estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts

of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Cash, Cash Equivalents and Unrestricted Investments

All funds, except the Captive, are to be invested in obligations issued or guaranteed by the
United States or any of its agencies, collateralized repurchase agreements, obligations of the
state and local governments, prime quality commercial paper and other instruments as set forth
in the District’s enabling legislation.

Investments are managed by the State Treasurer and maintained in investment pools (the state
of Arizona Local Government Investment Pool 5 and the CAWCD Long-Term Pool 12). The
Local Government Investment Pool (LGIP) 5 consists of participating interest earning
investment contracts with maturities of less than one year and, therefore, is recorded at cost
and is considered cash equivalents. The CAWCD Long-Term Pool 12 is recorded at fair value in
accordance with GASB Statement No. 31, Accounting and Financial Reporting for Certain
Investments and for External Investment Pools.

Inventory

Inventory is comprised of mainly replacement parts. The District charges all such replacement
parts to expense upon acquisition.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Revenue Recognition

The District records revenue from the sale of water, the sale of power, the sale of emissions
credits, the collection of property taxes and the provision of certain contract services to other
external or third party entities. Water rates consist of a water service capital charge and an
operations maintenance and replacement (OM&R) charge. Generally, OM&R charges are
determined by the Board of Directors after giving consideration to the amount of OM&R costs to
be paid by the various subcontractors and through property taxes. Water is delivered to
subcontractors and other customers based on delivery requests. Revenue from OM&R charges
is recognized as it is earned and revenue from water service capital charges is recognized
ratably over the period of the billing. Generally, OM&R charges for scheduled water deliveries
are due in advance.

Revenues from contract services and the sale of power and emissions credits are recorded
when earned.

Property taxes are recorded as revenue when received. Tax equivalency charges are recorded
when received if there is no obligation to deliver any services or provision for refund.

Operating and Nonoperating Revenues

The District’s primary operating revenues are water sales, capital charges associated with water
sales and power and Lower Colorado River Basin Development Fund (BDF) revenues. The
- District’s primary nonoperating revenues are property taxes and interest earnings.

Operating and Nonoperating Expenses

The District's primary operating expenses are salaries and related costs, pumping power,
amortization/depreciation, and outside services (other operating expenses). The District's
primary nonoperating expense is interest related to the federal debt repayment.

Application of Restricted or Unrestricted Resources

In cases where an expense is incurred for purposes for which both restricted and unrestricted
net position is available, the expense is applied to the restricted net position first.

Statements of Cash Flows
For the purpose of the statements of cash flows, investments in the State of Arizona Local

Government Investment Pools are treated as cash and cash equivalents due to their high
liquidity.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Capital Assets and Depreciation

Capital assets are initially recorded at cost. Depreciation is provided on the straight-line method
based on the estimated useful lives of the assets ranging from three to fifty years. The costs of
additions and replacements are capitalized. Work-in-process is capitalized as projects are
completed. Major components of a project that have been completed and placed in service are
depreciated. Projects are classified as an asset when the entire project has been completed.
Repairs and maintenance are charged to expense as incurred. Retirements, sales and
disposals are recorded by removing the cost and accumulated depreciation from the asset and
accumulated depreciation accounts with any resulting gain or loss reflected in nonoperating
revenue or expenses within the Statements of Revenues, Expenses and Changes in Net
Position.

Non depreciable intangibles are water rights, including long term storage credits (LTSC) and
intentionally created surplus credits (ICS), that are perpetual and do not decrease in value.
Depreciable intangibles include water rights if agreements are for shorter terms (see Note 2 for
further discussion) and computer software.

The Permanent Service Right is an intangible asset that represents that District's right to
operate the CAP water delivery system (see Note 2).

Operating assets are capitalized when over $5,000 and are stated at cost. Assets are
depreciated on the straight-line method over the estimated useful lives as follows:

Land Not depreciated
Intangibles — non depreciable Not depreciated
Structures and improvements 5-40 years
Equipment 3-20 years
Intangibles — depreciable 3-50 years

Water Inventory

The water inventory adjustment for water inventory is a means to adjust the pumping energy
component of water service charges to recognize that the cost of power used to pump water
into Lake Pleasant should be recovered, through OM&R charges, in the year the water is
delivered to customers, not the year in which it is pumped into Lake Pleasant. The water
inventory adjustment is valued at the actual energy cost.

The District’s share of Lake Pleasant storage as of December 31, 2012 and 2011 was 425,895
acre-feet and 452,548 acre-feet, respectively.

In 2002, the District entered into a water exchange agreement with Salt River Project (SRP) that
allowed for an exchange of up to 150,000 acre-feet. In 2012 and 2011, the District's remaining
share was 51,516 acre-feet and 66,601 acre-feet, respectively with SRP. The water inventory
adjustment represents the actual energy cost when the water was stored associated with the
change in storage level over the calendar year.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Water Inventory (Continued)

As the result of a one year test run of the Yuma Desalting Plant beginning in 2010, the Bureau
of Reclamation assigned ICS to the District. These credits were recorded at the District's M&I
water rate. During 2011, the District earned 956 AF of ICS with an assigned cost of $117,000.

No ICS credits were earned in 2012.

LTSC are recorded at cost using average cost valuation method. As of December 31, 2012 and
2011, the value was $8,059,316 and $7,751,000, respectively.

Agricultural Water Rights

During 2007, as a result of the Arizona Water Settlement (Note 3), the District obtained
agricultural water rights to be reallocated (Note 10). The agricultural water rights are recorded at
cost and will be available for sale starting in 2015.

Investments

Investments held by governmental entities are reported at fair value. Fair value adjustments are
included in interest income.

Restricted Assets

Restricted assets are primarily funds held by the State Treasurer or bond trustees that are
restricted by enabling legislation, contract or bond indenture.

NOTE 2 -CAPITAL ASSETS

The District reports investment in capital assets in two separate categories. The first category
includes those capital assets that are operational in nature and are more common types of
capital assets. The second is the permanent service right (described below) which is reported
separately due to the significance of the asset. It is an asset unique to federally funded projects
that are subsequently turned over to special municipal operating districts. This separation
provides readers of the District's financials key relevant information.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 2 -CAPITAL ASSETS (CONTINUED)

Operating assets not depreciated:
Land
Work-in-process
Intangibles

Operating assets being depreciated:
Land improvements
Work-in-process
Intangibles
Structures and improvements
Equipment

Total operating assets

Less accumulated depreciation for:
Work-in-process
Intangibles
Structures and improvements
Equipment

Total accumulated depreciation

Operating assets, net

December 31, December 31,
2011 2012
Balances Increases Decreases Balances
(In Thousands)

$ 1,938 § 3 3 = $ 1,941
5,618 5,007 - 10,625

3,663 - - 3,663

1,186 19 - 1,205

18,816 26,780 (13,946) 31,650
31,379 34 (326) 31,087
78,867 1,503 - 80,370
121.395 15,377 (920) 135,852
262,862 48,723 (15,192) 296,393
(4,262) (1,976) 2 (6,236)

(5,994) 617) 118 (6,493)
(20,011) (4,032) - (24,043)
(61,137) (8,869) 873 (69,133)
(91,404) (15,494) 993 (105.905)

$ 171458 $ 33229 §$ (14199) $ 190,488
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 2 —-CAPITAL ASSETS (CONTINUED)

December 31, December 31,
2010 2011
Balances Increases Decreases Balances

(In Thousands)
Operating assets not depreciated:

Land $ 1,101 $ 837 $ - $ 1,938
Work-in-process 12,911 - (7,293) 5,618
Intangibles 29,897 - (26,234) 3,663
Operating assets being depreciated:
Land improvements 1,179 7 - 1,186
Work-in-process 16,575 30,584 (28,343) 18,816
Intangibles 6,007 26,291 (919) 31,379
Structures and improvements 67,797 11,077 (7) 78,867
Equipment 101,989 23.170 (3.764) 121,395
Total operating assets 237,456 91,966 (66,560) 262,862
Less accumulated depreciation for:
Work-in-process . (3,040) (1,222) - (4,262)
Intangibles (5,679) (401) 86 (5,994)
Structures and improvements (16,548) (3,470) Fi (20,011)
Equipment (56.629) (7.939) 3.431 (61.137)
Total accumulated depreciation (81,896) (13.032) 524 (91.404)
Operating assets, net $ 155560 $ 78934 $ (631.036) $ 171,458

Total depreciation expense was approximately $15,494,000 and $13,032,000 for the years
ended December 31, 2012 and 2011, respectively.

Intangible assets consist of non depreciable and depreciable assets. Non depreciable assets
are perpetual water rights and depreciable assets are water rights with an ending term date
along with software.

Permanent Service Right

The District’s interest in the CAP represents a permanent service right pursuant to the Master
Repayment Agreement and Repayment Settlement. The permanent service right represents the
District’s right to use the CAP water delivery system for the purpose of fulfilling its responsibility
of delivering water as provided in the Master Repayment Agreement and to collect revenues
produced by the CAP. The District has used the repayment obligation specified in the
Repayment Settlement, plus certain advances to the federal government and other adjustments,
in recording the permanent service right. The cost of the permanent service right may be
adjusted in the future as a result of determinations to be made as a consequence of the
Repayment Settlement.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 2 —~CAPITAL ASSETS (CONTINUED)

Although the District’s interest in the CAP is reflected in the accompanying statements of net
position, the United States retains a paramount right or claim in the CAP arising from the
original construction and operation of the CAP as a Federal Reclamation Project. The District’s
right to the possession and use of, and to all revenues produced by the CAP, is evidenced by
the Master Repayment Agreement, various laws and other agreements with the United States.
Legal title to the CAP will remain with the United States until otherwise provided by Congress.

The District amortizes/depreciates the permanent service right on the straight-line method over
the estimated useful lives of the major components of the CAP, generally 100 years for the
aqueduct, 30 years for the Navajo Generating Station (NGS) power plant and related
transmission facilities, 50 years for buildings and structures and 20 years for the pumping plant
equipment.

December 31, December 31,
2011 2012
Balances Increases Decreases Balances

(In Thousands)

Permanent Service Right $1,789,627 $ - $ - $1,789,627
Navajo Generating Station assets 1,485 - - 1.485
Total being amortized/depreciated 1.791.112 - - 1.791.112
Less accumulated amortization/
depreciation
Permanent Service Right (536,286) (26,501) - (5662,787)
Navajo Generating Station R
assets (915) (18) - (933)
Total accumulated -
amortization/depreciation (637.201) (26.519) - (563,720)
Permanent Service Right asset, net $1.253911 §$ (26519) $ - $1,227,392
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 2 —-CAPITAL ASSETS (CONTINUED)

December 31, December 31,
2010 2011
Balances Increases Decreases Balances

(In Thousands)

Permanent Service Right $1,789,627 $ - $ - $1,789,627
Navajo Generating Station assets 1.485 E - 1,485
Total being amortized/depreciated 1,791,112 - - 1,791,112
Less accumulated amortization/
depreciation
Permanent Service Right (508,618) (27,668) - (536,286)
Navajo Generating Station
assets (899) (16) - (915)
Total accumulated
amortization/depreciation (509,517) (27.684) - (537,201)

Permanent Service Right asset, net $1,281,595 $ (27.684) $ - $1,253,911

The cost of periodic maintenance is charged to operations expense and the cost of major
replacements is capitalized.

NOTE 3 - MASTER REPAYMENT AGREEMENT
The Agreement

The Bureau of Reclamation and the District have a contract for delivery of water and repayment
of costs of the CAP. This contract (the Master Repayment Agreement) was originally entered
into in 1972 and amended in 1988. In the Master Repayment Agreement, Reclamation agreed
to construct the CAP and the District agreed to repay various reimbursable construction costs of
the CAP, various OM&R costs during construction and interest during construction on various
costs.

Commencement of Repayment

Reclamation notified the District that the water supply system, the first CAP construction stage,
was substantially complete on October 1, 1993. This notfification initiated repayment by the
District for the water supply system. Reclamation notified the District that the regulatory storage
facilities stage, consisting of New Waddell and Modified Roosevelt Dams, was substantially
complete on September 30, 1996. This notification initiated repayment by the District for the
regulatory storage facilities stage.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 3 — MASTER REPAYMENT AGREEMENT (CONTINUED)
Commencement of Repayment (Continued)

The Master Repayment Agreement requires the District to make annual payments to the United
States on the repayment obligation related to the completed construction stages. These
payments are required to be made over a 50-year period and are based on paying a percentage
of the remaining outstanding repayment obligation, plus interest, with each construction stage
having a separate 50-year repayment period as follows: contract years 1-7: 1%; 8-14: 1.3%; 15-
21: 1.6%; 22-28: 2%; 29-35: 2.6%; and 36-50: 2.7%.

Repayment Litigation and Repayment Settlement

As a result of disputes between the District and the United States regarding the amount of the
District’s repayment obligation, the District filed a lawsuit against the United States in July 1995,
seeking a judicial determination of the District’s repayment obligation. The United States also
filed a lawsuit against the District. The two lawsuits were consolidated into a single action in the
Federal District Court (the Court), in Phoenix, Arizona (the Repayment Litigation). On May 9,
2000, the litigation was settled, contingent upon the satisfaction of certain conditions within a
specified time period (the Repayment Settlement). On April 8, 2003, the settlement was
amended to extend the time for satisfaction of the conditions necessary for entry of final
judgment. On December 10, 2004, the Arizona Water Settlements Act was enacted (the
Settlements Act). The Settlements Act facilitated final judgment in the Repayment Litigation by
authorizing actions that were necessary to satisfy the conditions of the Repayment Settlement.
These conditions were subsequently satisfied. On November 21, 2007, a final judgment was
entered based upon a stipulation for judgment filed by all of the parties to the Repayment
Litigation. The time for appeal of the final judgment-has expired. Accordingly, the Repayment
Settlement is now fully effective. The major matters resolved by the Repayment Settlement are
discussed below.

The Arizona Water Settlement

The Repayment Settlement required that there be a reallocation of CAP water supplies such
that the total amount of CAP water allocated for federal uses be increased to 667,724 acre-feet,
or approximately 47% of average annual CAP supplies. The remaining CAP supplies, 747,276
acre-feet, or approximately 53% of average annual CAP supplies, were required to be made
available for non-Indian agricultural, municipal and industrial use.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 3 - MASTER REPAYMENT AGREEMENT (CONTINUED)
The Arizona Water Settlement (Continued)

This reallocation was accomplished through the relinquishment of long-term CAP entitlements
by non-Indian agricultural CAP subcontractors and the eventual reallocation of those
entittements and other, uncontracted non-Indian agricultural (NIA) priority CAP water to Indian
and municipal and industrial (M&I) water users. In return for the receipt of certain benefits,
including the opportunity to purchase excess CAP water under short term contracts at energy-
only rates through 2030, non-Indian agricultural CAP subcontractors were offered the
opportunity to relinquish their rights to NIA water under their long-term CAP subcontracts. All of
the non-Indian agricultural CAP subcontractors agreed to permanently relinquish their
entittements to NIA water. (The Arizona State Land Department, a landowner within the
Maricopa Stanfield Irrigation and Drainage District (MSIDD), initially elected to retain an
entitlement of 9,026 acre-feet of MSIDD's entitlement under a long-term NIA CAP subcontract,
but was subsequently terminated on September 1, 2009). On August 25, 2006, the Secretary of
the Interior (Secretary) reallocated 197,500 acre-feet of the relinquished and uncontracted NIA
water for use by Arizona Indian tribes, bringing the total amount of CAP water allocated for
federal use to 650,724 acre-feet. Under the Settlements Act, an additional 17,000 acre-feet of
M&I priority CAP water may be transferred from non-federal to federal uses in the future. If that
additional water ultimately is not transferred, the District and the United States would adjust the
District’'s repayment obligation as described below.

In the August 25, 2006, allocation decision, the Secretary also reallocated up to 96,295 acre-
feet of NIA priority CAP water to the Arizona Department of Water Resources to be held in trust
for eventual reallocation to non-Indian M&Il entities and reallocated 65,647 acre-feet of
previously un-contracted M&I priority CAP water to M&l entities. New CAP subcontracts,
incorporating the additional allocations of M&! water and certain amendments required by the
Settlements Act, were offered to all subcontractors of CAP water service. All of those
subcontracts have been fully executed, bringing the total amount of non-Indian M&I priority CAP
water under subcontract to 620,678 acre-feet. This, together with the NIA priority water
allocated to the Arizona Department of Water Resources, brings the total amount of CAP water
currently in non-Indian hands to 764,276 acre-feet.

Repayment Obligation

The Repayment Settlement established the principal amount of the District's repayment
obligation for the water supply system and regulatory storage facilities stages of the CAP at
$1,646,462,500 based upon the agreement to increase the amount of CAP water allocated for
federal use to 667,724 acre-feet. The Repayment Settlement provides that the repayment
obligation is subject to further adjustment, up or down, by $1,415 per acre-foot if the total
amount of CAP water ultimately made available for federal use is not 667,724 acre-feet. The
District’s repayment obligation would vary inversely with the amount of CAP water allocated for
federal use. Thus, if the total amount of CAP water ultimately made available for federal use is
less than 667,724 acre-feet, the District’'s repayment obligation would be increased by $1,415
per acre-foot of the difference. There was no adjustment to the District’s repayment obligation
related to the CAP water allocated for federal use in 2012 and 2011.
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012 and 2011

NOTE 3 - MASTER REPAYMENT AGREEMENT (CONTINUED)

Repayment Obligation (Continued)

The Repayment Settlement provided that 73% of the District's repayment obligation will bear
interest at the rate established in the Master Repayment Agreement of 3.342% per annum, and
27% of the repayment obligation will be non-interest bearing. The Repayment Settlement fixed
these percentages for the duration of the repayment period.

Construction Deficiencies and Other Credits

Certain disputes regarding financial responsibility for CAP construction deficiencies were
resolved by the Repayment Settlement, with the District receiving appropriate credit against
payments due under its repayment obligation for work performed by the District to correct these
deficiencies. Certain other credits against the annual payments due from the District were also
recognized and applied in the Repayment Settlement.

In 2011, the District applied a one-time prepayment of $12,000,000 from the sale of NGS
Surplus Power pursuant to the Repayment Settlement. This amount has reduced the last
$12,000,000 due of the non-interest bearing portion of the Repayment Obligation.

Application of Development Fund Revenues

The Repayment Settlement provided that all net miscellaneous revenues and net power

revenues accumulating in the BDF of the United States Treasury in each year will be credited
annually against the amount due from the District on its repayment obligation.
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NOTE 3 — MASTER REPAYMENT AGREEMENT (CONTINUED)
Payments to Maturity

The required annual payments under the Repayment Settlement on the repayment obligation
are as follows:

Years Principal Interest Total
(In Thousands)

2013 $ 26,343 $ 28,114 $ 54,457
2014 26,343 27,260 53,603
2015 31,362 26,407 57,769
2016 31,362 25,385 56,747
2017 31,362 24,364 55,726
2018-2022 : 172,172 105,906 278,078
2023-2027 209,336 74,870 284,206
2028-2032 219,448 39,480 258,928
2033-2037 222,273 6,624 228,897
2038-2042 - 222273 - 222,273
2043-2045 64,205 64,205

$1,256,479 $ 358,410  $1,614,889

Changes in Repayment Obligation Balance

December 31, Amount
December 31, 2011 2012 Due Within
Balance - Additions Reductions Balance One Year
(In Thousands)
$ 1,282,824 $ - $ (26,345) $ 1,256,479 $ 26,343
December 31, Amount
December 31, 2010 2011 Due Within
Balance Additions Reductions Balance One Year
(In Thousands)
$ 1,321,167 $ - 3 (38,343) $ 1,282,824 $ 26,345

Amounts Recorded in Financial Statements

The repayment obligation and amounts due on that obligation reported in these financial
statements reflect the terms of the Repayment Settlement.
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NOTE 4 — OPERATIONS
Operations and Maintenance Agreement

Reclamation has transferred responsibility for operation and maintenance of completed CAP
features to the District. The District performs these responsibilities under the Master Repayment
Agreement, an agreement with Reclamation for the operation and maintenance of the facilities
(the OM&R Transfer Contract), and an Operating Agreement between Reclamation and the
District that took effect as part of the Repayment Settlement.

Water Delivery Contracts and Subcontracts

Long-term CAP water service began pursuant to contracts and subcontracts on October 1,
1993, upon notice of completion of the water supply system. Originally, the term of the contracts
and subcontracts was generally 50 years beginning January 1, 1994. The Settlements Act
required the Secretary to offer to amend all CAP contracts and subcontracts to, among other
things, change the term of the contracts and subcontracts from 50 years to permanent water
service, with an initial delivery term of 100 years. Pursuant to the Settlements Act, the District
offered 60 new subcontracts and all were executed. In addition, the United States has entered
into long-term contracts with eleven Indian entities for the delivery of CAP water. The District is
not a party to these contracts but is obligated to deliver CAP water to Indian contractors under
the Master Repayment Agreement. Total CAP water deliveries for 2012 and 2011 were
1,598,806 and 1,619,883 acre-feet, (including credits) respectively.

The non-Indian subcontracts require the payment of a water service capital charge and an
OM&R charge. For Municipal and Industrial (M&I) subcontractors, the water service capital
charge is applicable to each subcontractor's maximum annual entitlement to CAP water. Under
the M&l water service subcontracts and current District pricing structure, the M&| water service
capital charge is a variable charge, which began at an annual rate of $10.50 per acre-foot of
entitlement in 1994, increasing to $48 per acre-foot of entitlement by 1999. The M&l water
service capital charge has gradually been reduced since 2001 to a rate of $15 per acre-foot for
2012 and 2011. The amount of this M&l water service capital charge may be adjusted
periodically by the District as a result of repayment determinations provided for in the Master
Repayment Agreement and to reflect all sources of revenue, but the water service capital
charge will not be greater than necessary to amortize project capital costs allocated to the M&
function with interest. Indian contractors of CAP water pay no water service capital charge,
since the capital costs associated with the delivery of CAP water to Indian entities are not
reimbursable by the District pursuant to the Master Repayment Agreement.

The OM&R costs of the CAP are of two types: energy costs and fixed costs. Energy costs are
incurred to pump water from the Colorado River through the CAP aqueduct system and fixed
costs are the non-energy costs associated with operation, maintenance and replacement. The
District completed a cost of service study to better define what components properly constitute
fixed OM&R costs and how to allocate those costs among classes of CAP water users.

M&l subcontractors and Indian contractors must pay OM&R charges on water scheduled for
delivery.
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NOTE 4 — OPERATIONS (CONTINUED)
Water Delivery Contracts and Subcontracts (Continued)

Indian tribes, or the United States on behalf of Indian tribes, pay the fixed OM&R charges and
pumping energy charges associated with the delivery of CAP water to Indian tribes. Under the
Settlements Act, the United States may use funds available in the BDF to pay Indian fixed
OM&R charges beginning in 2010. The United States pays all OM&R charges for water
delivered to the Ak-Chin Indian Community pursuant to a 1984 settlement of that tribe’s water
rights claims. Disputes that existed with respect to the amounts of those charges and the proper
method of calculating OM&R charges were resolved as part of the Repayment Settlement.

As an integral part of the Repayment Settlement, the District also offers a special pool of excess
water to non-Indian agricultural water users pursuant to two-party contracts between the District
and non-Indian agricultural water users. Those users pay pumping energy charges, but not fixed
OM&R charges, for that water.

The District’s Board of Directors uses the District's Long-Range Financial Forecast (LRFF) to
assist in setting rates for water service. In 2005, the Board of Directors adopted a two-year
planning cycle. The Board revised the policy in 2010. As a result, water service charges are set
every other year, including firm rates for the next year, provisional rates for the following year,
and advisory rates for the subsequent four years. The provisional rates become firm the
subsequent year unless updated by the Board prior to the commencement of the second year
during the rate update process. The water service charges charged to M&I subcontractors and
the United States on behalf of Indian contractors of CAP water service for 2012 were confirmed
by the Board of Directors in June 2011, at which time the Board also approved provisional and
advisory rates for 2013 through 2016.

Details regarding water deliveries and charges are set forth in the unaudited tables appended to
these financial statements as Other District Information.

NOTE 5 - POWER
Power Purchases

The electricity needed for the operation of the CAP pumps is provided from a number of
sources. Relatively small amounts of power are available from the Hoover power plant at
Hoover Dam and from CAP's New Waddell Dam pump-generating station when water is
released from Lake Pleasant. The balance of CAP's pumping power needs, with the exception
of market purchases that may be made for economic or operational reasons, are provided by
Reclamation's interest in the NGS.
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NOTE 5 - POWER (CONTINUED)
Hoover B Power Purchases

The 1984 Hoover Power Plant Act (Hoover Act) authorized upgrading the Hoover power plant,
located at Hoover Dam, to increase generating capacity at the plant by 503 megawatts (MW).
This additional capacity and its associated energy is known as Hoover B Power. The Hoover
Act allocated 188 MW and 212,000 megawatt hours (MWh) of associated firm annual energy of
the Hoover B Power to purchasers in Arizona. The Arizona Power Authority (Authority)
distributes Arizona’s share of the Hoover B Power. The District has contracted with Arizona
Power Authority for all but 26.5 MW of Hoover B Power.

Power Revenues

Power revenues are generated from the sale of NGS Surplus (power associated with
Reclamation’s NGS entitlement that is in excess of CAP's pumping requirements of the CAP)

and from a surcharge on energy sold in Arizona from the Boulder Canyon (Hoover) and Parker-
Davis projects.

Navajo Generating Station

Reclamation is one of six participants in NGS, which consists of three 750,000 kilowatt coal-
fired, steam-electric generating units that were brought on-line between 1974 and 1976, a
railroad to deliver fuel and 500 kilovolt transmission lines and switching stations to deliver the
power and energy to the various participants. An agreement among the participants governs the
construction, operation, and maintenance of NGS. Reclamation entered into this agreement in
order to acquire a portion of the capacity of NGS for supplying the power requirements of the
CAP. Reclamation has a 24.3% entitlement in the generating station, resulting in a power
entitlement of 546,750 kilowatts of nominal capacity. The District is charged for the costs
associated with the energy used to operate the CAP, and the payments for this energy are
deposited into the Development Fund. Contracts governing the sale of NGS Surplus and
certain other transactions expired or were replaced effective September 30, 2011.

Additional Rate Component through September 30, 2011

The Hoover Act authorized the establishment and collection of additional rate components on
sales and exchanges of the capacity and energy associated with Reclamation’s NGS
entitlement in excess of the pumping requirements of the CAP and any needs for desalting and
protective pumping facilities as may be required under the Colorado River Basin Salinity Control
Act (NGS surplus). The Hoover Act further authorized the payment of revenues from such
additional rate components to entities that have advanced funds for the construction and
repayment of construction costs of the CAP.

In the 1987 NGS Power Marketing Plan, the Secretary determined that 400,000 kilowatts of
capacity and 760 kilowatt hours of energy per year per kilowatt of such capacity was the excess
capacity and energy that constituted NGS surplus to be marketed pursuant to long-term
contracts. The District and Reclamation subsequently entered into power sales contracts with
SRP for the sale of an aggregate of 350,000 kilowatts of such capacity and the associated
energy from May 1993 through September 2011.
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NOTE 5 - POWER (CONTINUED)
Additional Rate Component through September 30, 2011 (Continued)

The additional rate component on the sale of such capacity was established by the District at $6
per kilowatt of allocated capacity per month. Revenues from the additional rate component were
paid directly to the District's bond trustee to repay the contract revenue bonds sold by the
District. Under the Repayment Settlement, when it was no longer necessary to have the
additional rate component revenues paid to the bond trustee under the bond indentures, the
remaining revenues were paid to the District to establish a reserve to cover the costs associated
with major repair or replacement of CAP features. In 2011, the District received $18,900,000
from additional rate component revenues. All proceeds were placed into a major repair and
replacement reserve, which are included in restricted assets in the accompanying statements of
net position.

Sale of NGS Surplus through September 30, 2011

The District entered into a contract with SRP, Reclamation and the Western Area Power
Administration (Western) for the sale of the remaining NGS surplus. The contract, which was for
the period June 1994 through September 2011, granted SRP the use of the remaining United
States entitlement to output of the NGS, the right to schedule and integrate with the SRP
system the District's contractual rights to Hoover capacity and energy, produced at New
Waddell Dam and certain transmission rights, and required SRP to sell energy at cost to the
District to meet CAP pumping requirements up to a defined threshold level for each contract
year. If CAP energy requirements exceeded the threshold, the District was required to purchase
additional energy either from SRP or from other sources. Under the contract, SRP paid a
monthly charge of $1,812,500 to the Development Fund. The District recorded these revenues
as funds held by the federal government as of December 31 of each year and then applied them
against the annual payment due from the District under the Master Repayment Agreement the
following January 20. The application of these revenues against the annual payments due from
the District under the Master Repayment Agreement is required by the Repayment Settlement.

Sale of NGS Surplus after September 30, 2011

On September 18, 2007, the Commissioner of Reclamation, on behalf of the Secretary, adopted
the Amended NGS Power Marketing Plan (Amended Plan), which governs the sale of NGS
Surplus after September 30, 2011. Under the Amended Plan, energy from Reclamation's share
of NGS is available to meet all of the District's estimated pumping energy requirements in
excess of capacity and energy supplied to the District from Hoover Dam or New Waddell Dam.
NGS energy in excess of the District's pumping needs is marketed by Western.
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NOTE 5 - POWER (CONTINUED)
Sale of NGS Surplus after September 30, 2011 (Continued)

On September 30, 2011, the District, Reclamation and Western entered into a contract, with
associated operating procedures, for administration of the U.S. entitlement in the NGS Project.
Pursuant to that contract, the District will notify Western and Reclamation by December 15 of
each year as to the amount of NGS energy that is needed for CAP pumping for the following
year. NGS energy not reserved for CAP use will be marketed by Western, with the proceeds of
any sales to be deposited in the Development Fund for application against the annual payments
due from the District under the Master Repayment Agreement and Repayment Settlement.

SRP Power Purchase Agreement (Post-September 30, 2011)

SRP and Western have entered into a NGS Power Purchase Agreement for the sale of a
portion of NGS Surplus power for the period October 1, 2011, through September 30, 2031.
SRP will purchase up to 220,800 MWh per year on a unit contingent basis. The price will be
actual production cost, excluding capital, for all energy delivered to SRP plus a premium. After
the first year, increases in production cost are capped at 4% per year, but re-priced to actual
cost every three years. The premium is $25 million in 2012 escalated at 3.0% annually. The
premium is to be re-priced in year 11 of the contract based on the change in natural gas prices
and subject to a maximum change of $7,000,000 in either direction and escalating at 3%
annually thereafter. The proceeds from this contract are to be deposited into the BDF to be
applied towards CAP Repayment.

Hoover Surcharge

The Hoover Act also provided for the addition of a surcharge to the rates for energy sold in
Arizona from the Boulder Canyon (Hoover) and Parker-Davis projects of 4.5 mills per kilowatt-
hour. Revenues from the surcharge on Hoover power sales began in 1987 and revenues from
Parker-Davis power sales began in 2005. Revenues from this surcharge are credited to the
Development Fund.

The District records these revenues as funds held by the federal government as of
December 31 of each year and then applies them against the annual payment due from the
District the following January 20. The application of these revenues against the annual -
payments due from the District under the Master Repayment Agreement is required by the
Repayment Settlement.
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NOTE 6 — CASH AND INVESTMENTS
Cash

The CAWCD and Captive accounts are on demand deposits at Bank of America and First
Hawaiian Bank, respectively. As of December 31, 2012, the District reported approximately
$11,140,000 in cash on its general ledger with bank balances of $11,666,000. As of December
31, 2011, the District reported $6,832,000 in cash on its general ledger with bank balances of
$7,938,000. The District's cash balances on deposit are insured by the Federal Deposit
Insurance Corporation (FDIC) up to specified limits. Pursuant to a Depository Agreement
between CAWCD and the Bank of America all of the District’s eligible public funds on deposit
with the bank in excess of FDIC coverage are collateralized pursuant to A.R.S. 35-323. All
securities pledged are held in book-entry form at the Bank of New York Mellon.

Investments

As a multi-county water conservation district, the District's Enabling Act prescribes that the
Arizona State Treasurer holds the District’s investments, including the restricted assets in Note
7. The District had money in CAWCD Long-Term Pool 12 and LGIP-Pool 5 (Local Government
Investment Pool).

The target duration of the CAWCD Long-Term Pool 12 is 4.5 years. Securities, at time of
purchase, will carry, as a minimum, an A or better rating by either Moody’s Investors Service or
Standard and Poor's Rating Service or their successors. Eligible securities include U.S.
Treasury, agency, corporate notes, mongage backed securities/asset backed securities, and
money market instruments with a minimum rating of A1/P1.

The LGIP-Pool 5 is a pool used for liquid cash equivalent needs. The final maturity of any fixed-
rate security shall not exceed 18 months from the settlement date of the purchase. The final
maturity of any variable rate security shall not exceed two years. The dollar weighted average
portfolio maturity shall not exceed 90 days.
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NOTE 6 — CASH AND INVESTMENTS (CONTINUED)
Investments (Continued)

The investment pools themselves are not required to register (and are not registered) with the
Securities and Exchange Commission under the 1940 Investments Advisors Act. The activity
and performance of the pools are reviewed monthly by the State Board of Investment in
accordance with A.R.S. §35-311. However, the State Treasurer's Office only invests in SEC-
registered investment company shares that have readily available share prices. The fair value of
the District's position in the pool shares is the same as the value of the pool shares. Fair market
values of investments are determined using JP Morgan prices. JP Morgan obtains security
prices from independent, industry recognized data vendors who provide values that are either
exchange based or matrix based. Matrix based pricing is the process of determining the price of
a non benchmark security by adding (subtracting) a spread in basis points to the yield of a
comparable benchmark that is actively priced. Equities are priced utilizing the primary exchange
closing price. In the absence of a closing price, the mid/bid price will be utilized. The mid/bid
price is the midpoint between the best bid and offer. If no pricing source is available, the cost
price or the last available price from any source will be utilized. All bonds are priced using an
evaluated market price, the closing trade/bid price or the most recent mid/bid price, except
securities with a remaining maturity of 90 days or less are priced at amortized cost (amortizing
premium/accreting discount on a straight-line to maturity method). If no pricing source is
available, the cost or the last available price from any source will be utilized.

The District’s portion of pooled investments as of December 31, 2012 and 2011, consisted of
the following (stated at fair value):

2012 2011
(In Thousands)

Pooled investments — current:

Local Government Investment Pool 5 $ 112,998 §$ 135,675
Pooled investments — noncurrent:

CAWCD Long-Term Pool 12 184,096 150,060
Pooled investments — included in restricted assets:

Local Government Investment Pool 5 10,437 8,699

CAWCD Long-Term Pool 12 107,804 113,288

118,241 121,987

$ 415335 § 407,722

Pool 5 is rated by Standard & Poor's Rating Service. The rating at December 31, 2012 and
2011, was AAAf/S1+. Pool 12 is not rated by a nationally recognized statistical rating
organization. The District does not have a credit risk policy for its pooled investments.
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Interest Rate Risk

Interest rate risk is the risk that changes in interest rate will adversely affect the fair value of an
investment. The District does not have an interest rate risk policy for its pooled investments.

At December 31, 2012, the interest rate risks of the two pools in the aggregate are:

Weighted-

Average

Fair - Maturity

Value (Years)

(In Thousands)

Local Government Investment Pool 5 - $ 123,435 0.06
CAWCD Long-Term Pool 12 291,900 6.72
$ 415335 __240

The Board of Directors has designated end of year strategic reserve targets that are invested in
Pool 12 investments. The reserves are currently being funded to the revised targets as follows:
capital reserves of $75,000,000, contingency reserves of $10,000,000 and operating reserves of
$45,000,000.

At December 31, 2011, the interest rate risks of the three pools in the aggregate are:

Weighted-
Average
Fair Maturity
Value (Years)
(In Thousands)
Local Government Investment Pool 5 $ 144,374 0.06
CAWCD Long-Term Pool 12 263,348 8.66
' $ 407722 __ 561
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NOTE 7 — ASSETS RESTRICTED BY ENABLING LEGISLATION
Restricted assets, including accrued interest receivable, consist of the following:
December 31

2012 2011
(In Thousands)

Master Repayment Agreement repayment and operating

reserves $ 45751 $ 45618
Revised Stipulation Agreement major repairs or replacement 54,207 60,004
Ak-Chin account 7,846 - 7,665
CAGRD account 10,437 8,699
Captive Insurance Company 2,250 2,250

$ 120491 $ 124236

The District statements of net position report $92,377,000 and $95,269,000 of restricted net
position as of December 31, 2012 and 2011, respectively.

Master Repayment and Operating Reserves

The District is required under the terms of the Master Repayment Agreement to establish and
fund over a ten-year period (1) an operations and maintenance reserve fund of $4,000,000 for
extraordinary costs of operations, maintenance and replacement of project works, and (2) a
repayment reserve fund of $40,000,000 for the purpose of assuring payments of future
obligations.

At December 31, 2012, the fair value of the operations and maintenance and repayment
reserves totaled $5,751,000, and $40,000,000, respectively, including accrued interest. See the
cash and investments footnote (Note 6) for risk disclosures as of December 31, 2012 and 2011
related to investments held by the Arizona State Treasurer.

The District redeemed its Series B bonds on November 1, 2007. The District discharged its
Series A bonds on June 1, 2009 as there were sufficient funds in reserve to make the remaining
debt service payments. Per the Revised Stipulation Agreement, revenues from the Capacity
Charge not necessary to pay debt service, costs, or rebate obligations associated with
outstanding bonds or to fund reserves may be paid, at the District's option and in lieu of
payment to Reclamation for deposit to the BDF, to CAWCD to be used by CAWCD solely to
establish a reserve to cover the costs associated with major repair or replacement of CAP
features. _

At December 31, 2012 and 2011, the fair value of the major repair and replacement reserve
totaled $54,207,000 and $60,004,000, respectively. See cash and investments (Note 6) for risk
disclosures as of December 31, 2012 and 2011, related to investments held by the Arizona
State Treasurer.
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NOTE 7 — ASSETS RESTRICTED BY ENABLING LEGISLATION (CONTINUED)
Ak-Chin Account

In August 1985, the District’'s Board of Directors approved participation in an account
established pursuant to legislation enacted by the Congress of the United States for the
acquisition or conservation of water to supplement CAP water supplies (Ak-Chin account). The
District and the United States government each have contributed $1,000,000 to this account,
which is administered by the District.

The District, acting as administrator of the account, is empowered to direct the expenditure of
the trust funds in accordance with the provisions of a trust agreement between the District and
the Arizona State Treasurer.

In November 2004, the Ak-Chin account was transferred from the LGIP to the CAWCD Long
Term Pool, which invests primarily in U.S. Treasury, agency, corporate notes, mortgage backed
securities/asset backed securities, and money market instruments with a minimum rating of
A1/P1 and has a target duration of four to five years. See the cash and investments footnote
(see Note 6) for the disclosures as of December 31, 2012 and 2011 related to investments held
by the Arizona State Treasurer. :

CAGRD Account

The District is required by state statute to use replenishment reserve charges and fees within
each active management area together with all interest earned on these charges and fees to
store water in the active management area in advance of groundwater replenishment
obligations for the purpose of developing long-term storage credits. See the cash and
investments footnote (Note 6) for risk disclosures as of December 31, 2012 and 2011, related to
investments held by the Arizona State Treasurer.

Captive Insurance

The Hawaii Insurance Division has established certain minimum capital and surplus
requirements for the Captive which are required to be maintained at all times. In 2011, the
required reserve increased to $2,250,000 due to the additional health insurance benefits and
claims that were to be handled by the Captive in 2012. As of December 31, 2012 and 2011, the
Captive was in compliance with the minimum capital and surplus requirement of the State of
Hawaii.
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NOTE 8 - UNDERGROUND WATER STORAGE AND RECOVERY

In 1992, the District entered into an agreement with the Metropolitan Water District of Southern
California (MWD) and subsequently with Southern Nevada Water Authority (SNWA), whereby
up to an aggregate of 100,000 acre-feet of interstate underground water storage credits would
be set aside for potential assignment to MWD and SNWA in years in which there is a surplus on
the Colorado River. Once assigned, MWD and SNWA can request recovery of these credits in
years in which there is a normal supply on the Colorado River. If assigned credits are
recovered, the District must forbear diversion of Colorado River water in an amount diverted by
MWD and SNWA, and recover the stored credits in an amount equal to the CAWCD'’s reduced
diversion. In 1995, the agreement with MWD was amended, increasing the amount of water that
can be stored from 100,000 acre-feet to 300,000 acre-feet. As of December 31, 2012 and 2011,
a total of 89,000 acre-feet and 50,000 acre-feet of water were stored under this agreement on
behalf of MWD and SNWA, respectively.

In 1999, the Secretary adopted regulations that allow the AWBA to engage in interstate banking
of Colorado River water in cooperation with other lower basin states. The rules require
agreements between the AWBA, the Secretary, and the authorized entity in the other lower
basin states.

The AWBA has completed the agreements necessary to conduct interstate water banking with
SNWA. Under the terms of the new agreement, the AWBA will store an additional 1,200,000
acre-feet of credits in Arizona for SNWA. The District has transferred credits previously stored
by the District on behalf of SNWA (50,000 acre-feet) to the AWBA to hold in its SNWA storage
account. At present, MWD has not entered into interstate storage agreements with AWBA
required for MWD to participate in interstate water banking. During the 2007 to 2010 periods,
the District recovered for Arizona and forebeared on the Colorado River 80,909 acre-feet on
behalf of MWD. As of December 31, 2012, this completes CAWCD's contractual obligation to
recover on behalf of MWD.

NOTE 9 — NON-INDIAN AGRICULTURAL 9(d) DEBT

During 2007, and as the result of the Arizona Water Settlement Act (Note 3), long-term
entitements to CAP non-Indian Agricultural (NIA) water were relinquished by CAP NIA
subcontractors. Those rights will be reallocated to municipal and industrial (M&I) users. Upon
reallocation, the District will collect charges from those M&I users sufficient to repay the
District’s costs in facilitating the relinquishment of the agricultural water rights. In 2009, 9,026
acre-feet of agricultural water rights were relinquished by a NIA user.
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NOTE 9 — NON-INDIAN AGRICULTURAL 9(d) DEBT (CONTINUED)

The required annual payn‘ients related to the Non-Indian agriculture 9(d) debt obligation are as
follows:

Year Principal Interest Total
(In Thousands)

2012-2025 $ - $ = $ ;
2026-2030 25.351 - 25,351
2031-2035 26,566 - 26,566
2036-2040 - 22,307 - 22,307
2041-2045 10,812 - 10,812
2046 3.683 - 3.683
Total ' $ 88719 $ = $ 88,719

NOTE 10 - OTHER NONCURRENT LIABILITIES

Other noncurrent liabilities consist of the following:

2012 2011 Change
(In Thousands)
Retirees health insurance $ 2629 $ 1,948 $ 681
Asset retirement obligation (Note 14) 11,594 11,042 552
Deferred revenue ' 2,064 2,064 -
Customer Deposits - Rate Stabilization 6,126 - 6.126

$ 22413 $ 15,054 $ 7,359

Starting in 2012, the District began collecting a portion of the water delivery rate that is
dedicated to a potential future water shortage. This portion of the rate has been deposited into
a separate state treasurer account for rate stabilization and has the corresponding Customer
Deposits — Rate Stabilization liability. The Board has set of target of approximately $30 million
dollars for this reserve and will continue to collect it to attain this target (including interest) or
‘until such times the funds are needed to assist customers in reducing the Water Delivery
charge.
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NOTE 11 — COMMITMENTS AND CONTINGENCIES
Contingency Reserve

The District’'s Board of Directors has designated $10,000,000 of noncurrent unrestricted
investments to act as a contingency reserve. Of this amount, $5,000,000 has been set aside to
be available for property and liability damages to respond to any claims, judgments and related
costs against the District, its officers, directors and employees, if any, in excess of the
outstanding insurance coverage. $3,000,000 has been designated to be available for incurred
but not reported (IBNR) claims under the District's self-funded medical insurance program.
$2,000,000 has been set aside to be available for extraordinary regulatory costs.

Litigation

The District has intervened in an action that challenges the Secretary’s authority to reallocate
CAP water as called for by the Repayment Settlement and in an action that challenges rules
relating to permits for certain water transfers. The District is also participating in certain cases
and administrative proceedings that could affect the District's ability to operate the CAP as
intended, increase the costs of operating the CAP or reduce District revenues going forward.
The outcome of these matters cannot be predicted at this time.

NOTE 12 — PENSION PLANS

Benefits were provided for service prior to July 1, 1998, through the Central Arizona Water
Conservation District Retirement Plan (the District Plan) and from July 1, 1998, through
December 31, 2012, through the Arizona State Retirement System Plan (ASRS Plan).
Employees retired or terminated prior to July 1, 1998, or their beneficiaries, continue to be
provided benefits through the District Plan, which was terminated in 2004. Annuities were
purchased during 2004 to cover remaining obligations.

Arizona State Retirement System Plan

Effective July 1, 1998, the District became a member of the ASRS, a cost-sharing, multiple-
employer, public employee retirement system established by the State of Arizona to provide
benefits for employees of the State and participating political subdivisions and school districts.
The ASRS Board administers the ASRS Plan, which is a defined benefit pension plan. The
ASRS Plan provides for retirement, disability, health insurance premium benefits and death and
survivor benefits as established by State statute. Substantially all employees of the District are
covered by the ASRS Plan.

The ASRS Plan issues a Comprehensive Annual Financial Report, including financial
statements and supplemental information, which may be obtained by writing to Arizona State
Retirement System, 3300 North Central Avenue, P.O. Box 33910, Phoenix Anzona 85067-3910
or by calling (602) 240-2000 or 1-800-621-3778.
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NOTE 12 — PENSION PLANS (CONTINUED)

The Arizona Revised Statutes provide statutory authority for determining the employees’ and
employers’ contribution amounts as a percentage of covered payroll. Employers are required to
contribute at the same rate as employees (50% employee/50% employer). The employee and
employer contribution rates for the ASRS Plan years ended June 30, 2012, June 30, 2011, and
June 30, 2010, were set at 10.74%, 9.85%, and 9.40%, respectively, of covered wages as
determined by actuarial computations. The contribution rate for plan year ending June 30, 2013,
is 11.14%.

Contributions for calendar years 2012, 2011, and 2010, were $9,216,918, $8,569,144, and
$7,930,399, respectively, for the District, and 100% of the contributions were assessed by
ASRS.

NOTE 13 — SAVINGS AND DEFERRED COMPENSATION PLANS

The District has adopted and maintains the Central Arizona Water Conservation District Savings
Plan (Savings Plan), a defined contribution plan, in accordance with Section 401(k) of the
Internal Revenue Code. The Savings Plan provides that all active, nonunion employees are
eligible to participate as of their date of employment. The Savings Plan is governed by the
Board of Trustees.

Eligible employees are allowed to contribute up to 98% of their biweekly compensation, subject
to IRS limits, and the District has agreed to contribute to an employee’s account an amount
equal to one-half of the amount contributed by the employee up to three percent of the
employee’s biweekly compensation. Contributions expense, paid by the District for the Savings
Plan for the years ended December 31, 2012 and 2011, was approximately $943,000 and
$943,000, respectively. Accrued benefits attributable to the District’s contributions on behalf of
participants vest 20% for each year of completed service.

During 2003, the District adopted and currently maintains the Central Arizona Water
Conservation District Deferred Compensation Plan in accordance with Section 457 of the
Internal Revenue Code. The District does not make contributions to this plan. Only employee
contributions are accepted.

NOTE 14 — ASSET RETIREMENT OBLIGATION

On January 1, 2003, the District adopted accounting requirements for the recognition and
measurement of liabilities associated with the retirement of tangible long-lived assets. The
liabilities are recognized at fair value as incurred and capitalized as part of the related tangible
long-lived assets. Accretion of the liability due to the passage of time is an operating expense
and the capitalized cost is depreciated over the useful life of the long-lived asset.
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NOTE 14 — ASSET RETIREMENT OBLIGATION (CONTINUED)

The District has an asset retirement obligation for NGS, of which the District’s share is 24.3%.
The asset retirement obligation primarily relates to final plant decommissioning. This obligation
is based on the requirements for removing portions of the plant at the end of the lease term. The
estimated liability for the District's portion of the decommissioning in 2044 is approximately
$53,736,000.

The following schedule shows the change in the District’s asset retirement obligations, included
in other noncurrent liabilities (Note 10), during the years ended December 31, 2012 and 2011:

2012 2011
(/n Thousands)
Balance at January 1 $ 11,042 $ 10,516
Accretion expense 552 526
Balance at December 31 $ 11594 3 11,042

NOTE 15 - TAX LEVY AUTHORITY

The District has the authority to levy two limited ad valorem taxes against all taxable property
within its boundaries. The first ad valorem tax, which may not exceed 10 cents per $100 of
assessed valuation, is for the District’s operations and payment of the District’s repayment
obligation to the United States. The second ad valorem tax, which may not exceed 4 cents per
$100 of assessed valuation, is for water storage to the extent that it is not required for the
District's operations or payment of the repayment obligation. The ad valorem tax for operations
and repayment was levied at 6 cents per $100 of assessed valuation for 2010, 2011 and 2012.
The ad valorem tax for water storage was levied at 4 cents per $100 of assessed valuation for
the tax years ending 2010, 2011, and 2012. The ad valorem tax for water storage is deposited
with the District to be used by the District to defray annual operation, maintenance and
replacement cost. The.f&spective counties collect property taxes on behalf of the District.

Tax Year Period Collected -

2010 October 1, 2010 to September 30,2011
2011 October 1, 2011 to September 30, 2012
2012 October 1, 2012 to September 30, 2013

The ad valorem property tax is levied against all taxable property in the District. In each county
within the District, the County Assessor establishes a full cash value for each parcel of taxable
property. Based on the applicable property classification ratio, the assessed value of each
parcel is determined.
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NOTE 15 — TAX LEVY AUTHORITY (CONTINUED)

The property taxes due to the District are billed, along with State, County and other property
taxes, in September of each year and are payable in two installments, October and March. The
delinquent tax dates are November 1 and May 1 and delinquent taxes are subject to a penalty
of 16% per annum unless the full year tax is paid by December 31. At the close of the tax
collection period, the County Treasurer prepares a delinquent property tax list and the property
so listed is advertised for sale in February of the succeeding year. In the event that there is no
purchaser for the property at the tax sale, the title to such property is vested in the State, and
the property is reoffered for sale from time to time until such time as it is sold, subject to
redemption, for an amount sufficient to cover all delinquent and current taxes.

Additional information concerning the full cash value and assessed value of property within the
District’s service area, tax levies and tax collections appears in the Other District Information
section.

NOTE 16 — RISK MANAGEMENT AND CAPTIVE INSURANCE

The District maintains a risk management program to protect it from financial harm by
identifying, analyzing and controlling risk at the lowest possible cost. Under this program, the
District believes it is more economical to manage risks internally and insure for catastrophic
loss. The District’'s Board of Directors has designated $5,000,000 of noncurrent unrestricted
investments as a reserve for property and liability damages. With the exception of automobile
physical damage, which is self-insured, the District insures itself through the CAWCD Insurance
Company, Inc. (Captive).

The Captive was incorporated under the laws of the State of Hawaii as a nonprofit captive
insurance company pursuant to Article 19 of Chapter 431 of the Hawaii Revised Statutes. The
Captive received its Certificate of Authority from the Hawaii Insurance Division on December 18,
2003, and operations commenced on January 1, 2004. The Certificate of Authority enables the
Captive to operate as a captive insurance company in the State of Hawaii. The District is the
sole member of the Captive. The Captive provides the first $2,000,000 of coverage on all lines
of coverage. The District also purchases reinsurance on property, public officials’ liability and
workers’ compensation, as authorized by the Industrial Commission of Arizona, over the
$2,000,000 covered by the Captive.

Reserve for Losses and Loss Expenses

The reserve for losses and loss expenses includes the unpaid accumulation of case estimates
for losses reported, estimates for losses incurred but not reported and estimates of expenses for
investigating and adjusting incurred losses. The reserve for unpaid losses and loss expenses is
based upon the aggregated loss experience of the District and is estimated using individual
case-basis valuations and statistical analysis. These estimates are subject to the effects of
trends in loss severity and frequency. However, management believes the reserve for losses
and loss expenses is adequate. The estimates are continually reviewed and adjusted, as
necessary, as experience develops or new information becomes known; such adjustments are
included in current operations.
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Reserve for Losses and Loss Expenses (Continued)

The following table provides a reconciliation of the beginning and ending balances of the
reserve for losses and loss expenses (included in accounts payable) at December 31:

2012 2011
(In Thousands)

Balance at January 1 $ 1563 $ 1.399

Add provision for losses and loss
expenses for claims occurring during:

Current year 6,828 635
Prior year (456) (310)
6.372 325

Deduct losses and loss expense
payments for claims occurring during:

Current year . 5,295 60
Prior year 222 101
5517 161

Balance at December 31 $ 2418 $ 1.563

Starting January 1, 2012 the Captive started covering the District's health insurance plan. The
$6 million increase in activity is related to the addition of this coverage.

NOTE 17 — MULTI-SPECIES CONSERVATION PROGRAM

On March 3, 2005, the District's Board of Directors adopted a resolution authorizing participation
in the Lower Colorado River Multi-Species Conservation Program (LCR MSCP) and approving
related documents.

The LCR MSCP is a comprehensive program for the protection of 26 covered species and their
habitat in the Lower Colorado River Basin, including six endangered and threatened species.
The purpose of the LCR MSCP is to comply with the Endangered Species Act (Act) and thereby
protect existing and future activities associated with water use and power production.

The LCR MSCP is intended to satisfy the requirements of Section 7 of the Act for the federal

agencies involved and the requirements for issuance of a Section 10 permit to the non-federal
participants for the non-federal activities covered by the program.
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NOTE 17 — MULTI-SPECIES CONSERVATION PROGRAM (CONTINUED)

The covered Arizona activities include on-going diversions of Colorado River water by users
such as the CAP, future diversions, including transfers of Colorado River entitlements and
changes in the points of diversion of up to 200,000 acre-feet per year, and on-going and future
use of hydropower from Hoover, Parker and Davis Dams. The Section 10 permit issued to
Arizona participants, including the District, authorizes the “incidental taking” of covered species
during the course of carrying out covered activities.

The total costs of the program are approximately $626,000,000, in 2003 dollars, over the 50-
year period of the program and the permit (adjusted for inflation over the fifty years this amount
is estimated to be $1,270,948,000). The federal government will bear 50% of this cost. The
Lower Basin States of Arizona, California and Nevada will bear the other 50%. Of the share
allocated to the States, Arizona will bear 25%, or approximately $78 million. The payments due
each fiscal year will be indexed for inflation on an annual basis. The District’s cost associated
with the program was $1,419,000 and $484,000 in 2012 and 2011, respectively.

The Arizona participants in the program include 26 entities that are agencies that have been
actively involved in developing the program since its inception or are water or power users that
want the protection of the Section 10 permit. The documents include: an Implementing
Agreement among state and federal participants; a Funding and Management Agreement
among state and federal participants; a Trust Indenture and Joint Payment Agreement from
Arizona participants to a trustee; and a Permit issued by the United States Fish and Wildlife
Service.

The Implementing Agreement essentially defines the relationship of the parties to the Fish and
Wildlife Service with respect to the LCR MSCP. The Funding and Management Agreement
defines the obligations of the state parties and Reclamation with respect to payment of LCR
MSCP costs. The Trust Indenture and Joint Payment Agreement from Arizona participants to a
trustee defines the relationship of the Arizona parties with respect to payment of Arizona’s share
of LCR MSCP costs. The Permit issued by the United States Fish and Wildlife Service is the
document that gives the state parties the right to “take” species during the course of carrying out
otherwise lawful activities such as water diversion and power use.

The Funding and Management Agreement allows Arizona to pay less than 25% of the States’
costs during the first ten years, in return for agreeing to make up the difference between what it
pays in the early years and 25% over the next 20 years, with an inflation adjustment at the
agreed rate. The District has agreed to underwrite payment of Arizona’s share of LCR MSCP
costs. The District may elect to pay the full 25% at any time.
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NOTE 17 — MULTI-SPECIES CONSERVATION PROGRAM (CONTINUED)

Under the Trust Indenture and Joint Payment Agreement, water and power users named in the
Permit are required to share in paying Arizona’s share of MSCP costs. Pre-1968 and post-1968
water users (including the District) will pay 25 cents per acre-foot of consumptive use of
Colorado River water during the first ten years of the program; pre-1968 water users will pay
50 cents per acre-foot thereafter and post-1968 water users (including the District) will pay
$1.00 per acre-foot thereafter. These amounts are in 2003 dollars, and are to be escalated by a
specified inflation index. Power users in Arizona will pay 12.5% of Arizona’s costs. The District
will have the obligation under the Trust Indenture and Joint Payment Agreement to pay any
portion of the Arizona obligation that is not covered by the payments made by other Arizona
participants. No party will have any right to enforce the obligation to pay other than through
requesting that the Fish and Wildlife Service suspend or revoke the Permit as to any party that
fails to pay its share.

NOTE 18 — POSTEMPLOYMENT HEALTHCARE PLAN
Plan Description

Upon retirement, retirees have the choice of joining the ASRS retiree healthcare plan or the
District’s plan. The ASRS Plan issues a Comprehensive Annual Financial Report, including
financial statements and supplemental information, which may be obtained by writing to Arizona
State Retirement System, 3300 North Central Avenue, P.O. Box 33910, Phoenix Arizona
85067-3910 or by calling (602) 240-2000 or 1-800-621-3778. The District's self insured
employee and retiree health plan is a single-employer defined benefit plan. Eligible retirees are
provided medical, dental and life insurance benefits for spouses and family.

The retirees receive a subsidy for health insurance premium benefit from Arizona State

Retirement System for up to a maximum of $215 per month. The $215 may be prorated on a
combination of years of service, dependents and medicare.
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NOTE 18 - POSTEMPLOYMENT HEALTHCARE PLAN (CONTINUED)

Funding Policy

The District's plan is financed on a pay-as-you-go basis. During 2012, plan members
contributed $261,328 of the annual required contribution of $986,017 or 26.50%.

Retirees Contribution Rates for 2012
Retirees Monthly Medical Rates (prior to ASRS subsidy)

Pre Age 65
Retiree Only $551.43
Retiree + 1 $1,345.47
Retiree + Family $1,808.62
Post Age 65
Retiree Only $413.57
Retiree + 1 $1,009.09
Retiree + Family $1,472.27
Retirees Monthly Dental Rates
Retiree Only $32.86
Retiree + 1 $92.24
Retiree + Family $152.29
Retirees Monthly Life Insurance Rates
Retiree Only $4.10
Retiree + 1 $6.15

Required Supplementary Information
Schedule of Employer Contributions

Plan Year Annual Required Actual Percentage

Beginning Contributions Contributions Contributed
January 1, 2010 $932,392 $304,145 32.62%
January 1, 2011 $1,070,385 $73,967 6.91%
January 1, 2012 $986,017 $261,328 26.50%

The total cost of providing postemployment benefits is projected. This amount is then
discounted to determine the actuarial present value of the projected cost of these benefits
(APB). The actuarial accrued liability (AAL) is the portion of the present value of the total
projected benefits allocated to years of employment prior to the measurement date. The
unfunded actuarial accrued liability (UAAL) is the difference between the AAL and actuarial
value of assets in the plan.

Required Supplementary Information
Schedule of Funding Progress

Underfunded/
Actuarial Actuarial Value (Overfunded) AAL Funded Ratio
Valuation of Assets Actuarial Accrued (UAAL)

Date (a) Liability (AAL) (b) (b) - (a) (a) = (b)
January 1, 2010 $0 $8,407,419 $8,407,419 0%
January 1, 2011 $0 $9,649,543 $9,649,543 0%
January 1, 2012 $0 $8,802,956 $8,802,956 0%
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NOTE 18 - POSTEMPLOYMENT HEALTHCARE PLAN (CONTINUED)
Funding Policy (Continued)

The District’s annual other postemployment benefit (OPEB) expense is calculated based on the
annual required contribution of the District (ARC), an amount actuarially determined in
accordance with the parameters of GASB Statement 45. The ARC represents a level of funding
that, if paid on an ongoing basis, is projected to cover normal cost each year and amortize any
unfunded actuarial liabilities (or funding excess) over a period not to exceed thirty years. The
following table shows the components of the District’'s annual OPEB cost for the year, the
amount actually contributed to the plan and changes in the District's OPEB obligation.

Required Supplementary Information
Net OPEB Obligation (NOO)

Annual Annual OPEB
Required Interest on Cost Actual Net Increase NOO as of

Fiscal Year  Contribution Existing ARC (a) + (b) + (c) Contribution (Decrease) in End of Year
Beginning (a) NOO (b) Adjustment (c) (d) Amount (e) NOO (d) - (e) () (9)
January 1,

2010 $932,392 $15,356 $(22,085) $925,663 $304,145 $621,518 $962,764
January 1,

2011 $1,070,385 $43,324 $(63,562) $1,050,147 $73,967 $976,180 $1,938,944
January 1,

2012 $986,017 $87,252 $(130,761) $942,508 $261,328 $681,180 $2,620,124

As stated above, the plan members contributed $261,328 of the annual required contribution of
$986,017 or 26.50% for the plan year ended 2012.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality and healthcare cost trends. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
District are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future.

Actuarial Methods and Assumptions

Calculations and projections are based on the benefits provided under the terms of the
substantive plan (the plan understood by the District and the plan members) in effect at the time
of valuation on the pattern of sharing costs between the District and plan members. The
projection of benefits does not incorporate the potential effect of legal or contractual funding
limitations on the pattern of cost sharing between the District and plan members in the future.

Actuarial calculations reflect a long-term perspective, and the methods and assumptions use
techniques designed to reduce short term volatility in accrued liabilities and the actuarial value
of assets.

The calculation of an accounting obligation does not, in and of itself, imply that there is any legal
liability to provide the benefits valued, nor is there any implication that the District is required to
implement a funding policy to satisfy the projected expense.
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Required Supplementary Information

Valuation date January 1, 2012
Actuarial cost method Entry age normal, level annual dollar amount
Amortization method 30-year closed amortization, with initial payment

determined as if future payments would theoretically remain
on a level dollar basis

Remaining amortization period 25 years as of January 1, 2012

Asset valuation method N/A

Post-retirement increases Actuarial

assumptions:
Investment rate of return 4.50%
Discout rate 4.50%
Projected payroll increases N/A
Health care cost trend rate:
Medical and Drug 8.5% from January 1, 2012 to December 31, 2012,
decreasing over seven years until it reaches an ultimate
rate of 5%
Inflation rate N/A
Plan membership: January 1, 2012 January 1, 2011 January 1, 2010
Current retirees and dependents 78 73 71
Current active members 449 457 454
Total 527 530 5285

NOTE 19 — SELF INSURANCE

The District is self-insured for medical, dental, vision, property, casualty & workers
compensation. Medical coverage was transferred from District to CAWCD Insurance Company
(Captive) January 1, 2012. Medical services obtained prior to January 1, 2012 will be paid by
District and all outstanding claims are expected to be settled within one year.

In addition, the District was authorized to self-insure Workers' Compensation by the Industrial
Commission of Arizona effective January 1, 2011. A trust account was established with a
beginning balance of $350,000 and additional contribution of $350,000 January 1, 2012.
Cumulative paid for Workers' Compensation claims expenses and incurred but not reported
reserves (IBNR) totaled $110,732 under self-insured program. Direct costs associated with
Workers' Compensation was $190,290. Interest earned on the account balance was $580
leaving an unencumbered ending balance of $435,018.
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Self-Insured paid claims: 2012 2011

Medical, Dental, Vision (MDV) $ 6,322,163 $ 5,308,600
IBNR-MDV 1,290,900 1,107,000
Property Casualty (PC) 43,658 4,544
IBNR -PC 282,000 274,400
Workers Compensation (WC) 22,432 42,200
IBNR — WC (2004 thru 2012) 910,000 1,166,000

NOTE 20 —- SUBSEQUENT EVENT

Effective January 1, 2012, the District's self insured health and dental plan is through the

Captive and consequently there is no longer stop loss coverage.

Management evaluated subsequent events through April 18, 2013, the date the financial

statements were available to be issued.
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APPENDIX C

SUMMARY OF CERTAIN PROVISIONS OF THE POWER SALES CONTRACTS

The following is a summary of certain provisions of the Power Sales Contract and is not to be
considered as a full statement of the provisions thereof. This summary is qualified by reference to and is subject to
the complete Power Sales Contract. The Power Sales Contracts between the Authority and each of the Contractors
arethe samein all material respects.

The Power Sales Contracts will terminate on September 30, 2017, which is prior to the fina
maturity of the 2014 Series Bonds. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS-Power
Sales Contracts” and “INVESTMENT CONSIDERATIONS RELATING TO THE POWER SALES
CONTRACTS”

Definitions

Unless the context clearly requires otherwise, all terms used herein shall have the meanings as
hereinafter set forth.

“Annua Budget: means, with respect to a Contract Y ear, the budget of the Authority prepared by
the Authority in accordance with the Power Sales Contract for such Contract Year or, in the case of an amended
Annual Budget, for the remainder of such Contract Y ear.

“Average Monthly Hoover Capacity Entitlement” means the aggregate sum of the Hoover
Capacity portion of the Contractor’s Entitlement, as adjusted for transmission losses to the Contractor’s Point of
Delivery, for each month of the then current Contract Year as estimated by the Authority at the start of such
Contract Year and irrespective of the Hoover Capacity actually made available or delivered to the Contractor for
such Contract Y ear, divided by the number of months in such Contract Y ear.

“Bond Counsel” means an attorney or firm of attorneys of recognized standing in the field of law
relating to municipal bonds.

“Bond Resolution” means the Bond Resolution adopted by the Authority on December 6, 1985
providing for the issuance of the Bonds, and all amendments and supplements thereto adopted in accordance with
the provisions thereof.

“Bonds’ means the Bonds from time to time issued by the Authority pursuant to the Bond
Resolution to pay any part of the Cost of the Project, whether or not any issue of such Bonds shall be subordinated
as to payment to any other issue of Bonds, and shall include additional Bonds and refunding Bonds issued in
accordance with the Power Sales Contract.

“Boulder Canyon Project Agreement” means the Agreement between the Authority and Western,
authorized by the 1984 Hoover Act, pursuant to which the Authority purchases, among other things, Hoover Power,
as the same may be amended or supplemented.

“Bureau” means the Bureau of Reclamation of the Department of the Interior of the United States
of Americaand the successors and assigns to its duties and functions.

“CAWCD” means the Central Arizona Water Conservation District.
“Capacity” means kilowatts (kW) or megawatts (MW), as the case may be.
“Contract Year” means (i) with respect to the first Contract Y ear, the period from June 1, 1987 to

September 3, 1987 and (ii) with respect to each subsequent Contract Y ear, the period from October 1 of any year
through September 30 of the subsequent year or such other period that the Authority designates as a Contract Y ear.



“Contractor” means the entity defined as the Contractor in the introductory paragraph of the Power
Sales Contract and the successors and assigns to its duties and functions.

“Contractor’ s Entitlement” means the Hoover Capacity and Hoover Energy which the Contractor
is entitled to receive for the then current Contract Y ear, without any adjustments for transmission losses, as such
amounts of Capacity and Energy may be revised from time to time in accordance with the Power Sales Contract.

“Contractors’ means the parties, other than the Authority, to the Power Sales Contracts.

“Cost of the Project” means all costs of acquiring and financing the Project which shall include,
but shall not be limited to, funds for:

D all costs required to be paid by the Authority pursuant to the Uprating Agreement and all
costs of the Authority necessary to effectuate the Prepayment Program;

2 the costs incurred by the Authority during the period of construction of the Uprating
Program in prepaying for the rights of transmission Capacity which is required to deliver Hoover
Power;

3 interest accruing in whole or in part on Bonds prior to and during construction of the
Uprating Program and for such additional period as the Authority may reasonably determine to be
necessary;

4 allowance for working capital requirements of the Project in such amounts as shall be
deemed reasonably necessary by the Authority;

(5) the deposit or deposits required to be made under the Bond Resolution from the proceeds
of Bonds into any fund or account established pursuant to the Bond Resolution to meet Debt
Service reserve reguirements for Bonds;

(6) the deposit or deposits required to be made under the Bond Resolution from the proceeds
of Bonds into any fund or account established pursuant to the Bond Resolution as a reserve for
monthly power purchase payments or as a general or other reserve or into any account established
pursuant to the Bond Resolution for working capital;

@) the costs and expenses, including discounts to the underwriters or other purchasers
thereof, if any, incurred in the issuance and sale of the bonds, notes or other evidences of
indebtedness from time to time issued, the proceeds of which have been or will be required to be
applied to one or more purposes for which Bonds could be issued;

(8) costs of |etters of credit, lines of credit, insurance and any other means of providing credit
enhancement or credit support in connection with the issuance, sale and marketing of the Bonds;

9 costs incurred in connection with interest rate exchanges, futures contracts or other
similar financing arrangements; and

(20 the payment of principal, premium, if any, and interest when due (whether at the maturity
of principal or at the due date of interest or upon redemption or upon purchase) on any notes or
other evidences of indebtedness from time to time issued in anticipation of the issuance of Bonds,
the proceeds of which have been or will be required to be applied to one or more purposes for
which Bonds could be issued.

There shall be applied, as a credit against Cost of the Project, interest earned on investmentsif and
to the extent held or paid into the Construction Fund as required by the Bond Resolution.



“Debt Service” means, with respect to any period, the aggregate of the amounts required by the
Bond Resolution to be paid or deposited during said period into any fund or account created by the Bond Resolution
for the sole purpose of paying the principal (including sinking fund installments) of, premium, if any, and interest on
all Bonds from time to time outstanding as the same shall become due (whether at the maturity of principal or at the
due date of interest or upon redemption or purchase); provided, however, that Debt Service shall not include any
amount payable as principal or interest solely by reason of the acceleration of the maturity of the Bonds.

“Demand Charge” means the Demand Charge determined pursuant to, and set forth in, the Power
Sales Contract.

“Demand Related Revenue Requirements’ means all Revenue Requirements determined by the
Authority to be Demand Related Revenue Requirements pursuant to the Power Sales Contract.

“Energy” means kilowatt hours (kWh) or gigawatt hours (GWh), as the case may be.

“Energy Charge” means the Energy Charge determined pursuant to, and set forth in, the Power
Sales Contract.

“Energy Related Revenue Requirements’ means al Revenue Requirements determined by the
Authority to be Energy Related Revenue Requirements pursuant to the Power Sales Contract.

“Hoover A Capacity” means the Capacity portion of Hoover A Power.

“Hoover A Energy” means the Energy portion of Hoover A Energy.

“Hoover A Power” means the Capacity and associated Energy offered to the Authority pursuant to
Section 105(a)(1)(A) of the 1984 Hoover Act and purchased by the Authority pursuant to the Boulder Canyon
Project Agreement.

“Hoover B Capacity” means the Capacity portion of Hoover B Power.

“Hoover B Energy” means the Energy portion of Hoover B Power.

“Hoover B Power” means the Capacity and associated Energy offered to the Authority pursuant to
Section 105(a)(1)(B) of the 1984 Hoover Act and purchased by the Authority pursuant to the Boulder Canyon
Project Agreement.

“Hoover C Energy” means the Energy offered to the Authority pursuant to Section 105(a)(1)(C) of
the 1984 Hoover Act and purchased by the Authority pursuant to the Boulder Canyon Project Agreement.

“Hoover Capacity” means Hoover A Capacity and Hoover B Capacity.

“Hoover Energy” means Hoover A Energy and Hoover B Energy.

“Hoover Power” means Hoover A Power and Hoover B Power.

“Point of Delivery” means any point or points of delivery on the Parker-Davis Transmission
System of the United States of America or the Pinnacle Peak or Liberty Substations points of delivery on the Pacific
Northwest-Pacific Southwest Intertie System of the United States of America at which the Authority shall determine
to deliver Capacity and Energy to the Contractor, as such point or points of delivery may be amended from time to

time by written consent of the Authority and the Contractor.

“Power Sales Contract” means the Contract between the Authority, and each of the Contractors,
relating to Hoover Power, as the same may be amended from time to time.
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“Prepayment Program” means the funding of the Authority’s prepayment of its proportionate
share of the costs incurred by the Bureau of Reclamation of the United States of America for the Hoover Visitors
Center at the Hoover Dam and the construction of the Air Slots at Hoover Dam as authorized by State of Arizona
legislation HB 244 of the 51st L egislature, First Regular Session.

“Project” means (i) the Authority’ s right to the Capacity and Energy from the Uprating Program to
be financed as a prepayment for Capacity and Energy pursuant to the Uprating Agreement, and (ii) the Prepayment
Program.

“Revenue Requirements” shall mean all costs and claims paid or incurred or to be paid or incurred
by the Authority in connection with the Project and the acquisition, delivery and transmission of Hoover Power
including, without limitation, the following items of cost:

D payments of Debt Service and payments which the Authority is required to make into the
Debt Service Account in the Debt Service Fund or the Subordinated |ndebtedness Fund under the
terms of the Bond Resolution to pay Debt Service;

2 amounts required under the Bond Resolution to be paid or deposited into any fund or
account established by the Bond Resolution (other than the Debt Service Account or the
Subordinated Indebtedness Fund referred to in clause (1) above), including, but not limited to any
amounts required to be paid or deposited by reason of the transfer of moneys from the Debt
Service Reserve Account in the Debt Service Fund to the Debt Service Account in the Debt
Service Fund;

3 additional amounts which must be realized by the Authority in order to meet the
requirement of any rate covenant with respect to coverage of Debt Service on Bonds contained in
the Bond Resolution or which the Authority deems advisable in the marketing of its Bonds;

4 amounts which the Authority is required to pay pursuant to the Boulder Canyon Project
Agreement and the Wheeling Agreement, including, without limitation, and to the extent the same
is required to be a Revenue Requirement, the cost of Hoover C Energy to the extent such cost is
not otherwise recovered by the Authority from the sale of Hoover C Energy;

(5) working capital requirements and operating reserves required by the Authority in
connection with the Boulder Canyon Project Agreement and the Wheeling Agreement;

(6) operating expenses and costs of the Authority (including administrative and general
expenses and taxes or payments in lieu thereof) relating to the Project and the acquisition, delivery
and transmission of Hoover Power not included in the costs specified in the other items of this
definition;

@) the cost of transmission service for delivery of Hoover Power to the extent not included

clause (4) above;

(8) costs of letters of credit, lines of credit, insurance and any other means of providing credit
enhancement or credit support in connection with the issuance, sale and marketing of the Bonds;

9 costs incurred in connection with interest rate exchanges, futures contracts or other
similar financing arrangements; and

(20 an amount, if needed, not to exceed 0.50 mills for each kilowatt-hour of Hoover Energy
sold under the Power Sales Contract, to be utilized by the Authority for power development
activities, provided, however, if any such activities are developed into revenue producing power
arrangements, then the cost of developing such revenue producing power arrangements and other

c-4



costs alocable thereto, if any, shall be credited against Revenue Requirements in such amounts
and in such Contract Y ears as shall be determined by the Authority.

Interest earned on amounts on deposit under the Bond Resolution which is allocable to the Project
shall be credited against Revenue Requirements to the extent permitted by the Bond Resolution. Amounts, if any,
derived by the Authority from the sale of Hoover C Energy, over its costs thereof, shall be credited against Revenue
Requirements.

“Uprating Agreement” means the contract between the Authority and the Bureau pursuant to
which the Authority has agreed to advance funds for the Project, as the same may be amended or supplemented.

“Uprating Program” means the program authorized by Section 101(a) of the 1984 Hoover Act for
increasing the generating capacity of the original Hoover Powerplant.

“Wheeling Agreement” means each and al of the transmission agreements entered into by the
Authority for the transmission of Hoover Power to the Point of Delivery, as the same may be amended and
supplemented and any substitution therefor.

Term

The Power Sales Contract shall remain in effect until September 30, 2017 unless terminated in
accordance with the provisions thereof; provided, however, as required by Arizona law, the Authority shall have the
right to terminate sales of Hoover A Power on and after June1, 2007 upon five years written notice to the
Contractor.

Sale and Purchase of Hoover Capacity and Hoover Energy

The Authority agrees to sell and deliver to the Contractor pursuant to the Act and the Power Sales
Contract, commencing June 1, 1987 and extending through the term of the Power Sales Contract, Hoover Power at
the Point of Delivery in an amount up to the Contractor’s Entitlement.

The Contractor agrees to take and pay to the Authority for any Hoover Power which is delivered
or which is made available for delivery to the Contractor at its Point of Delivery in each monthly billing period, at
the rates and charges set forth in the Power Sales Contract, and in accordance with and subject to the provisions of,
the Power Sales Contract.

Hoover Capacity Availableto the Contractor

The Capacity portion of the Contractor’s Entitlement is based upon the allocation of Hoover
Capecity to the Contractor set forth in the Power Sales Contract and will be adjusted for transmission losses
calculated in accordance with the Wheeling Agreement.

If the amount of Hoover B Capacity which results from the Uprating Program is |ess than the total
amount of Hoover B Capacity initially alocated to the Contractors of Hoover B Capacity as set forth in the
Authority’s June 7, 1985 alocation of Hoover Power to all Contractors, which is set forth in Annex 1 to the Power
Sales Contract, the total amount of Hoover B Capacity initially allocated to the Contractors of Hoover B Capacity
shall be reduced in proportion to the allocations of Hoover B Capacity to all Contractors of Hoover B Capacity as
set forth in the Authority’ s June 7, 1985 allocation of Hoover Power to all the Contractors.

As provided in the Boulder Canyon Project Agreement, increases in Hoover A Capacity and
Hoover B Capacity to be made available to the Authority may occur, among other reasons, as a result of the
Uprating Program or river operations. In addition, reductions in Hoover A Capacity and Hoover B Capacity
respectively, to be made available to the Authority pursuant to the Boulder Canyon Project Agreement, other than
those described in the preceding paragraph with, respect to Hoover B Capacity, may occur, among other reasons, as
a result of forced, scheduled or maintenance outages, river operations or reservoir drawdowns, or as a result of
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testing of the generators by order of the Secretary of the Interior. Any such increase or reduction in Hoover A
Capacity will be prorated among the Contractors of Hoover A Capacity in proportion to the allocation of Hoover A
Capacity as set forth in the Authority’s June 7, 1985 allocation of Hoover Power to all the Contractors, which is
annexed to the Power Sales Contract, and any such increase or reduction in Hoover B Capacity will be prorated
among the Contractors of Hoover B Capacity in the same manner.

Monthly Entitlement of Hoover Energy and Scheduling

The Hoover Energy portion of Contractor’s Entitlement is based upon the allocation of Hoover
Energy to the Contractor as set forth in the Power Sales Contract and will be adjusted for transmission losses
calculated in accordance with the Wheeling Agreement. Delivery in any monthly billing period shall not exceed
Contractor’s Entitlement of Hoover Energy from the Authority for such month. Any reduction or increase in
Hoover A Energy will be prorated among the Contractors of Hoover A Energy in proportion to the allocation of
Hoover A Energy as set forth in the Authority’s June 7, 1985 alocation of Hoover Power to al the Contractors,
which is annexed to the Power Sales Contract, and any reduction or increase in Hoover B Energy will be prorated
among the Contractors of Hoover B Energy in the same manner.

The Contractor may at any time during a Contract Year request that the Authority revise the
amount of Hoover Energy the Contractor is scheduled to receive during any month or months of such Contract Y ear;
provided that no such scheduling revision shall decrease the amount of Hoover Energy any other Contractor is
scheduled to receive without the consent of such Contractor. The Authority shall have the right to accept or deny
such requests in its sole discretion.

Transmission of Hoover Power

The Authority will transmit or cause to be transmitted the Hoover Power sold under the Power
Sales Contract and deliver or cause to be delivered to the Contractor or to Contractor’s Hoover Power transmission
agent, at the Point of Delivery in accordance with the applicable provisions of the Wheeling Agreement; provided,
that the Authority shall have the right to interchange Capacity and Energy otherwise available to the Authority with
Hoover Power, insofar as such interchange can be effected without interfering with the delivery of Hoover Power
under the Power Sales Contract or increasing the charges to the Contractor under the Power Sales Contract.

The Authority will offer, pursuant to a written agreement or agreements between the Contractor
and the Authority, to purchase Energy to firm Contractor’s Entitlement and under such agreement or agreements the
Authority will agree to transmit or cause to be transmitted without charge, so long as such transmission does not
result in any increased cost to the Authority or to any other Contractor, any Energy purchased by the Contractor
from the Authority or any Energy provided by the Contractor and scheduled by the Authority to firm Contractor’s
Entitlement and deliver or cause the same to be delivered, as adjusted for transmission losses, to the Contractor or to
its Hoover Power transmission agent, at the Point of Delivery in accordance with applicable provisions of the
Wheseling Agreement.

Annual Budget and Deter mination of Demand Charge and Energy Charge

The Authority shall prepare an Annual Budget for each Contract Year. The Annual Budget shall
itemize for such Contract Year the Authority’s estimates of all Revenue Requirements and all revenues and other
funds available to the Authority for the payment of such Revenue Requirements as well as the estimated amount of
Hoover Power which formed the bases of such estimate of revenues. In preparing the Annual Budget, the Authority,
to the extent it incurs costs or expenses that relate to non-Hoover Power functions to be payable from Revenue
Requirements, shall delineate such costs and expenses. After consideration of any comments of the Contractors, the
Authority, not less than 30 days prior to the beginning of such Contract Y ear, shall adopt an Annual Budget for said
Contract Y ear and shall cause copies of such Annual Budget to be delivered to each Contractor.

The Authority shall establish and maintain rates under the Power Sales Contracts which will
provide revenues which are sufficient to meet the estimated Revenue Requirements of the Authority. The demand
charges and the energy charges paid by the Authority to Western for Hoover Power under the Boulder Canyon



Project Agreement shall be assigned to the Demand Related Revenue Requirements and Energy Related Revenue
Requirements, respectively. The balance of the Authority’s Revenue Requirements shall be assigned to Demand
Related Revenue Requirements and Energy Related Revenue Requirements in the same percentage proportion that
Western assigns costs to demand and energy charges in the Boulder Canyon Project Agreement. The Authority shall
determine the Demand Charge for each monthly billing period by dividing the estimated Demand Related Revenue
Requirements by the product of the number of months in such Contract Year times total aggregate sum of the
Average Monthly Hoover Capacity Entitlement of all the Contractors. The Authority shall determine the Energy
Charge by dividing the estimated Energy Related Revenue Requirements by the total aggregate amount of Hoover
Energy estimated by the Authority to be scheduled to be delivered, after adjusting for transmission losses, to all
Contractors during such Contract Y ear.

If, at any time after the adoption of the Annual Budget, the Authority estimates that the Revenue
Requirements or revenues to be furnished for the Contract Year or any part thereof for which such Annual Budget
applies will be greater or less than the Revenue Requirements or revenues set forth in the Annua Budget, then the
Authority may prepare an amended Annual Budget and revise the Demand Charge and Energy Charge in
accordance with such amended Annual Budget.

The Contractor shall pay the Authority for Hoover Power at the rates and charges set forth in the
Power Sales Contract, as the same may be revised from Contract Y ear to Contract Y ear and from time to time within
a Contract Year in accordance with the provisions of the Power Sales Contract as a result of an amendment to the
Annual Budget. The Contractor shall pay for Hoover Power in each month the sum of (1) the product of the Demand
Charge multiplied by the Contractor’s Average Monthly Hoover Capacity Entitlement, and (ii) the product of the
Energy Charge multiplied by the total aggregate amount of Hoover Energy delivered or made available for delivery
at Contractor's Point of Delivery during such month. Hoover Energy actually scheduled for delivery to the
Contractor and dispatched shall be deemed delivered.

Payments by the Contractor to the Authority are due and payable the later of the 15th day after the
date of the statement of charges or 15 days after the statement is mailed as indicated by the postmark thereon. If
payment in full is not actually received by the Authority on or before the close of business on the due date of such
payment, the Authority shall charge the Contractor an initial late payment charge equal to 2% of the unpaid amount.
Each day after the due date, a charge of 0.05% of the principal sum unpaid shall be added until the amount due,
including the 2% initia late payment charge, is paid in full. Payments received will first be applied to the charges
for late payment assessed on the principal and then to payment of the principal. Remittances received by mail will
be accepted without assessment of such charges if the postmark indicates that the payment was mailed on or before
the due date of such payment as provided in the Power Sales Contract.

In the event of any dispute as to any portion of any monthly statement, the Contractor shall
nevertheless pay the full amount of the disputed charges when due and shall give written notice of the dispute to the
Authority by the date such payment is due or within ten days after the Contractor first obtains knowledge of the
principa fact on which the dispute is based, whichever is later. Such notice shall identify the disputed bill, state the
amount in dispute and set forth a full statement of the grounds on which such dispute is based. No adjustment shall
be considered or made for disputed charges unless notice is given as aforesaid. The Authority shal give
consideration to such dispute and shall advise the Contractor in writing with regard to its position relative thereto
within 30 days following receipt of such written notice. Upon final determination (whether by agreement,
arbitration, adjudication or otherwise) of the correct amount, any difference between such correct amount and such
full amount, including interest on any overpayment at the average rate of interest borne by amounts of the Authority
on deposit in the Debt Service Account in the Debt Service Fund created under the Bond Resolution during the
period of the overpayment, shall be properly reflected in the statement next submitted to the Contractor after such
determination.

Credits required to be made against Revenue Requirements pursuant to the provisions of the
Power Sales Contract or as provided in the definition of Revenue Requirements in the Power Sales Contract will be
made in the then current Contract Y ear or the next succeeding Contract Y ear, as determined by the Authority.



Nature of Contractor’s Obligation

So long as any Hoover Power is delivered or made available for delivery to the Contractor at its
Point of Delivery at any time during a monthly billing period, the Contractor shall be required to pay the amounts
required to be paid pursuant to the Power Sales Contract for such monthly billing period when any Hoover Power is
so delivered or made available for delivery. If no Hoover Power is delivered or made available for delivery to the
Contractor during any monthly billing period, the Contractor is not required to make any payments pursuant to the
Power Sales Contract for such monthly billing period. Hoover Energy actually scheduled for delivery to the
Contractor and dispatched shall be deemed delivered.

Covenants of the Contractor

The Contractor agrees to maintain rates, fees and charges for the sale or use of the Hoover Power
purchased under the Power Sales Contract, as showed by the appropriate regulatory authority, if any, which,
together with other available funds, shall provide to the Contractor revenues sufficient to meet its obligations to the
Authority under the Power Sales Contract and the obligations of the Contractor, if any, which are equa to or
superior to its obligations under the Power Sales Contract. Nothing in the Power Sales Contract shall be deemed to
require the Contractor to satisfy its obligations under the Power Sales Contract from any source which would result
in a violation of any statutory or constitutional provisions including, if applicable, payments from ad valorem of
property taxesin violation of law.

The Contractor shall not sell, transfer, exchange or otherwise dispose of any of the Hoover Power
made available to the Contractor under the Power Sales Contract other than for resale to its customers in
Contractor’s service area or its own use, unless such sale, transfer, exchange or other disposition is specifically
approved by the Authority which approval shall be in the sole discretion of the Authority; provided nothing herein
shall be deemed to prevent banking, pooling or other similar exchange arrangements which will alow the Contractor
to ultimately utilize Hoover Power.

The Contractor shall not sell or otherwise dispose of al or substantialy all of its business or
utilities operations from which it derives revenues to satisfy its obligations to the Authority under the Power Sales
Contract except on 90 days prior written notice to the Authority and, in any event, shall not so sell or otherwise
dispose of the same unless all of the following conditions are met: (i) the Contractor shall assign the Power Sales
Contract and its rights and interest under the Power Sales Contract to the purchaser of its business or utilities
operations and such purchaser shall assume al obligations of the Contractor under the Power Sales Contract; (ii) if
and to the extent necessary to reflect such assignment and assumption, the Authority and such purchaser shall enter
into an agreement supplemental to the Power Sales Contract to clarify the terms on which Hoover Power is to be
sold under the Power Sales Contract by the Authority to such purchaser; (iii) the Authority shall by resolution
determine (which determination shall not be unreasonably withheld) that such sale or other disposition will not
adversely affect the value of the Power Sales Contract as security for the payment of Bonds; and (iv) the Authority
receives an opinion of Bond Counsel that such sale or other disposition will not adversely affect the exemption of
interest on Bonds from federal income taxation.

On and after the date of the Power Sales Contract, the Contractor shall not, without written
consent of the Authority, lease al or substantially all of its business or utility operations from which it derives
revenues to satisfy its obligations under the Power Sales Contract. The Authority will give its written consent to
such lease upon being furnished with an opinion of Bond Counsel to the effect that such lease will not adversely
affect the exemption of the Bonds from federal income taxation.

The Contractor agrees, that it shall, in accordance with normal accepted utility practice, operate its
utility system or the properties of its business operations from which it derives revenues to satisfy its obligations to
the Authority under the Power Sales Contract.

The Contractor shall provide or cause to be provided spinning reserve requirements for its load;

provided that such reserves meet or exceed the minimum reserve criteria established by the Western Systems
Coordinating Council or a successor organization.
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The Contractor may be required by the Authority to schedule a minimum rate of delivery of
Hoover Energy during the off-peak hours in order to allow the Bureau to comply with required minimum water
releases and for Western to fulfill firm Energy purchase obligations. The amount of Hoover Energy to be scheduled
by the Contractor with respect to such minimum water releases shall be the product of the overall minimum rate of
delivery of Hoover Energy required for minimum water releases imposed upon the Authority by Western multiplied
by a fraction where the numerator is the Hoover Energy portion of the Contractor’s Entitlement during such monthly
billing period and the denominator is the aggregate amount of Hoover Energy to be made available for sale by the
Authority to al Contractors during such monthly billing period. The amount of Hoover Energy to be scheduled at
such minimum rate of delivery in connection with Western's purchases of firming Energy shall be the product of the
overall minimum rate of delivery for al such firming Energy imposed upon the Authority by Western multiplied by
a fraction where the numerator is the amount of firming Energy purchased by the Authority from Western for the
Contractor and the denominator is the aggregate amount of firming Energy purchased by the Authority from
Western for al the Contractors. If the amount of Hoover Energy and Hoover C Energy scheduled by the other
Contractors for delivery during off-peak hours meets or exceeds the minimum rate of delivery imposed upon the
Authority, the Contractor may be permitted, at the sole discretion of the Authority, to reduce the amount of Hoover
Energy required to be scheduled by the Contractor for delivery during off-peak hours pursuant to this paragraph.

The Contractor shall, if applicable, construct, operate, and maintain its power system in a manner
which, as determined by the Authority upon written advice of Western, will not interfere with the operation of the
system of Western or its transmission agents over which electric services are furnished to the Contractor under the
Power Sales Contract, and in a manner which will coordinate with the protective relaying and other protective
arrangements of the system(s) of Western or Western's transmission agents.

Uncontrollable Force

Neither the Authority nor the Contractor shall be considered to be in default in respect to any
obligation under the Power Sales Contract (other than the obligation of the Contractor to pay for the Hoover Power
during any monthly billing period as provided in the Power Sales Contract) if prevented from fulfilling such
obligations by reason of an uncontrollable force, the term uncontrollable force being deemed for the purposes of the
Power Sales Contract to mean any cause beyond the control of the party affected, including, but not limited to,
failure of facilities, flood, earthquake, storm, lightning, fire, epidemic, pestilence, war, riot, civil disturbance, labor
disturbance, sabotage and restraint by court or public authority, which by due diligence and foresight such party
could not reasonably have been expected to avoid. Either party rendered unable to fulfill any obligation by reason of
an uncontrollable force shall exercise due diligence to remove such inability with all reasonable dispatch.

Assignment of Power Sales Contract

The Power Sales Contract shall inure to the benefit of and shall be binding upon the respective
successors and assigns of the parties to the Power Sales Contract; provided, however, that, except for the assignment
by the Authority authorized by the following paragraph and except for any assignment in connection with the sale,
lease or other disposition of al or substantially al of the Contractor’'s business or utilities operations, neither the
Power Sales Contract nor any interest under the Power Sales Contract shall be transferred or assigned by either party
to the Power Sales Contract except with the consent in writing of the other party, which consent shall not be
unreasonably withheld. No assignment or transfer of the Power Sales Contract shall relieve the parties of any
obligation under the Power Sales Contract.

The Contractor acknowledges and agrees that the Authority may assign and pledge to any trustee
or similar fiduciary designated in the Bond Resolution all of, or any interest in, itsright, title, and interest in and to
all payments to be made to the Authority under the provisions of the Power Sales Contract as security for the
payment of the principal (including sinking fund installments) of, premium, if any, and interest on any Bonds and
may deliver possession of the Power Sales Contract to such trustee in connection therewith, and, upon such
assignment, pledge and delivery, the Authority may grant to such trustee any rights and remedies provided to the
Authority in the Power Sales Contract and thereupon any reference in the Power Sales Contract to the Authority
shall be deemed, with the necessary changesin detail, to include such trustee which shall be athird party beneficiary
of the covenants and agreements of the Contractor contained in the Power Sales Contract.
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Additional Bonds

Additional Bonds may be sold and issued by the Authority in accordance with the provisions of
the Bond Resolution at any time and from time to time in such amounts as the Authority shall deem necessary and
advantageous in the event, for any reason, the proceeds derived from the sale of Bonds prior to such time shall be
insufficient for the purpose of paying the Cost of the Project. Any such additional Bonds shall be secured by the
pledge made pursuant to the provisions of the Power Sales Contract of the payments required to be made by the
Contractor under the Power Sales Contract, as such payments may be increased and extended by reason of the
issuance of such additional Bonds. Any such additional Bonds issued in accordance with the provisions of this
paragraph and secured by the pledge of such payments may rank equally as to the security afforded by the
provisions of the Power Sales Contract with all Bonds theretofore issued pursuant to and secured in accordance with
the provisions of the Bond Resolution.

In the event the Authority deems it advantageous to refund any Bonds outstanding, then the
Authority may issue and sell refunding Bonds in accordance with the Bond Resolution to be secured by the pledge
of the payments required to be made by the Contractor under the Power Sales Contract. Any such refunding Bonds
issued in accordance with the provisions of this paragraph and secured by the pledge of such payments may rank
equally as to the security afforded by the provisions of the Power Sales Contract with all Bonds theretofore issued
pursuant to and secured in accordance with the provisions of the Power Sales Contract.

Default by the Contractor
The following shall constitute a default under the Power Sales Contract:

@ Failure of the Contractor to make to the Authority when due any of the payments for
which provision is made in the Power Sales Contract.

(b) Failure of the Contractor to perform any other obligation under the Power Sales Contract
for a period of 60 days following written notice from the Authority to the Contractor of such
failure; provided, however, the Contractor shall not be deemed in default under this clause (b) if
the Contractor, after receipt of such notice, is proceeding with reasonable diligence to cure such
failure.

Remedies of the Authority

In the event of any default referred to above, the Authority shall have, in addition to any other
rights or remedies it may have under law, the following rights and remedies:

@ the Authority may bring any suit, action, or proceedingsin law or in equity, including any
specia action for specific performance, as may be necessary and appropriate in the sole discretion
of the Authority to enforce against the Contractor any covenant, agreement or obligation for which
provision is made in the Power Sales Contract;

(b) the Authority may, at any time upon 15 days written notice to the Contractor, cease and
discontinue delivering or making available for delivery Hoover Power to the Contractor so long as
such default shall continue; provided, however, that any such cessation and discontinuance shall
not relieve the Contractor of any obligation under the Power Sales Contract, including the
obligation to pay amounts due on and prior to the date of such cessation and discontinuance and
provided further that if the Authority has not terminated the Power Sales Contract pursuant to
subsection (¢) below and if the Contractor pays all amounts due under the Power Sales Contract,
including all late payments, and/or performs all other obligations to be performed under the Power
Sales Contract then the Authority shall reinstate delivery of Hoover Power to the Contractor; and
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(© whether or not the Authority shall have ceased and discontinued delivering or making
available for delivery Hoover Power as summarized in clause (b) above, if an event of default
described above shall continue for 60 days, the Authority may at any time thereafter while such
default shall be continuing, upon written notice to the Contractor, terminate the Power Sales
Contract; provided, however, that any such termination shall not relieve the Contractor of the
obligation to pay any amounts required to be paid under the Power Sales Contract with respect to
any amounts due on and prior to such date of such termination or the date the delivery of Hoover
Power was discontinued as summarized in clause (b) above if such date of discontinuance was
earlier than the date of termination.

Reallocation of Defaulting Contractor’s Hoover Entitlement Following Default

In the event of a default by the Contractor and termination of the Power Sales Contract, the
Authority shall reallocate such defaulting Contractor’s Entitlement as the Authority shall determine and, provided,
further, Hoover B Power will only be reallocated in a manner which will not affect exemption from interest on the
Bonds from federal income taxation.

Default by the Authority

In the event of any default by the Authority under any covenant, agreement or obligation of the
Power Sales Contract, the Contractor’s remedy for such default shall be limited to injunction, special action, action
for specific performance or any other available equitable remedy designed to enforce any covenant, obligation or
agreement of the Authority under the Power Sales Contract as may be necessary or appropriate.

Abandonment of Remedy

In case any proceeding taken on account of any default shall have been discontinued or abandoned
for any reason, the parties to such proceeding shall, unless such parties agree otherwise, be restored to their former
positions and rights under the Power Sales Contract, respectively, and al rights, remedies, powers and duties of the
Authority and the Contractor shall continue as though no such proceeding had been taken.

Recaptured, Relinquished or Tendered Hoover Power

If for any reason all or a portion of Contractor’s Entitlement has exceeded for a period of three
consecutive Contract Years the electric load of the Contractor, the Authority may recapture all or a portion of
Contractor’s Entitlement. The Authority shall give the Contractor at least 30 days' notice of a hearing relating to a
determination to effect recapture. At such hearing, the Authority shall determineif it can be reasonably expected that
Contractor’s Entitlement will exceed in whole or in part the Contractor's load in the future. Any portion of
Contractor’s Entitlement, or all of Contractor’s Entitlement, as the case may be, the Authority determines to be
excess pursuant to the preceding sentence shall be recaptured by the Authority. Any such recapture shall be effective
60 days following written notice to the Contractor of the Authority’s determination to recapture. Any such recapture
of Hoover Power shall result in areduction of the Contractor’ s Entitlement.

The Contractor may tender or relinquish to the Authority for resale by the Authority, Hoover
Power to be made available to the Contractor and not needed by the Contractor. Hoover Power so relinquished or
tendered to the Authority shall be returned to the Contractor within 60 days following written notice by the
Contractor to the Authority if required to meet the loads of the Contractor. The Authority will use its best efforts to
sell such Hoover Power and the net proceeds of the sale thereof shall be applied to satisfy the Contractor’ s payment
obligations under the Power Sales Contract. No tender or relinquishment of such Hoover Power shall relieve the
Contractor of its obligations under the Power Sales Contract or be deemed a recapture by the Authority pursuant to
the Power Sales Contract unless such tender or relinquishment shall be for the remaining term of the Power Sales
Contract and the Authority shall have sold all or a portion of the Hoover Capacity and Energy to be made available
to the Contractor for the remaining term of the Power Sales Contract.

Cc-11



Hoover B Power Reinquished by CAWCD

After recapture of Hoover B Power by the Authority pursuant to the Power Sales Contract,
CAWCD will relinquish to the Authority in all Water Years (as hereinafter defined), other than a Surplus Water
Year (as hereinafter defined) which immediately follows a non-Surplus Water Year, the amounts of Hoover B
Capacity and Hoover B Energy such that the total amount available (at the transmission delivery points assumed in
the Power Sales Contract) shall be 25.38 MW and 28.620 GWh, respectively.

If in any Water Year the amount of Hoover B Capacity available to CAWCD as a result of
recapture by the Authority is less than 180.77 MAW (determined at said transmission delivery points assumed in the
Power Sales Contract) or the amount of Hoover B Energy available to CAWCD as a result of recapture by the
Authority is less than 203.846 GWh (determined at said transmission delivery points assumed in the Power Sales
Contract), then the amount of Hoover B Capacity and Hoover B Energy which CAWCD may be required to
relinquish to the Authority in such Water Year shall not exceed, in the case of Hoover B Capacity, the amount
obtained by multiplying 25.38 MW by a fraction the numerator of which is the amount of Hoover B Capacity
available to CAWCD in such Water Y ear and the denominator of which is 180.77 MW, and in the case of Hoover B
Energy, the amount obtained by multiplying 28.620 GWh by a fraction the numerator of which is the amount of
Hoover B Energy available to CAWCD in such Water Y ear and the denominator of which is 203.846 GWh.

CAWCD will notify the Authority no later than August 1 of each year if the following Water Y ear
will be a Surplus Water Year, and the Authority shall accordingly promptly notify the Contractor. A Water Y ear
shall mean the period from October 1 of each year to September 30 of the subsequent year. A Surplus Water Y ear
shall mean a Water Year for which the Bureau has notified CAWCD that CAWCD may withdraw from the
Colorado River two million or more acre feet of water.

Hoover B Power relinquished by CAWCD shall be offered first to the cities, districts and other
entities that meet all of the following eligibility requirements (""Eligible Entities’"):

0] which were Contractors of Hoover B Power as of the date of the Power Sales Contract;

(i) the graphic area of which contained, as of February 10, 1983, no persons or entities
which were named in the Record of Decision by the Secretary of the Interior of February 10, 1983,
to receive awater alocation from the Central Arizona Project; and

(iii) which had no Hoover capacity and energy contract in effect on June 6, 1985.

Such Hoover B Power so relinquished by CAWCD shall be offered to the Eligible Entities pro rata
in proportion to the amount of Hoover B Power recaptured from them. Hoover B Power not contracted for by an
Eligible Entity shall be offered to the remaining Eligible Entities; provided that no such Eligible Entity will be
offered more Hoover B Power under the provisions than was recaptured from it pursuant to the Power Sales
Contract. Any amounts of Hoover B Power relinquished by CAWCD in excess of the amount distributed to the
Eligible Entities shall be offered to the remaining Hoover B Power Contractors pro ratain proportion to the amounts
of Hoover B Power recaptured from them; provided that no such Contractor will be offered more Hoover B Power
under this provision than was recaptured from it. Any remaining relinquished Hoover B Power not contracted for
will be returned to CAWCD.

The rates and charges per unit of Hoover B Power paid to the Authority by any Eligible Entity or
by any other Hoover B Power Contractor for Hoover B Power relinquished by CAWCD shall be the same rates and
charges per unit of Hoover B Power that would have been required to be paid by CAWCD for such Hoover B
Power, as established by the Authority.

The provisions above shall not relieve the Contractor from any obligation under the other

provisions of the Power Sales Contract. CAWCD shall remain liable for the performance of al of the terms and
conditions of CAWCD’s Power Sales Contract with the Authority, including, without limitation, the liability and
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responsibility for payment of all of the Authority’s rates and charges associated with Hoover B Power recaptured by
the Authority for the benefit of CAWCD.

Effects of Recapture or Reduced Allocation of Hoover Power

Except as provided in the provisions described in this Appendix D under “Recaptured,
Relinquished or Tendered Hoover Power” and subject to the rights of the Contractor to purchase, and its obligation
to pay for, any Hoover B Power pursuant to the provisions described in this Appendix D under “Hoover B Power
Relinquished by CAWCD” or to purchase and pay for any recaptured, tendered or relinquished Hoover Power
pursuant to the Power Sales Contract, in the event that the Contractor’s allocation of Hoover Power is recaptured in
whole or in part or is reduced in part or reduced to zero pursuant to the provisions of the Power Sales Contract, the
rights and obligations of the Contractor under the Power Sales Contract, including, but not limited to, its right to
receive Hoover Power and its obligation to pay for Hoover Power, shall be reduced in proportion to such recapture
or reduction, as the case may be.

If the Contractor’'s allocation of Hoover Power is recaptured in whole or reduced to zero, the
Power Sales Contract shall not terminate; provided, however, the Contractor shall have the right, upon written notice
to the Authority, to terminate the Power Sales Contract and upon such termination the Contractor shall no longer
have any rights or obligations under the Power Sales Contract, including, but not limited to, the right to any
Hoover B Power relinquished by CAWCD to the Authority.

CAWCD shall remain liable for the performance of al the terms and conditions of CAWCD’s
Power Sales Contract, including, without limitation, the liability and responsibility for payment of the Authority’s
rates and charges associated with Hoover B Power recaptured by the Authority for the benefit of CAWCD in the
event of any failure by any Eligible Entity or any other Hoover B Power Contractor to pay all applicable rates and
charges for Hoover B Power relinquished by CAWCD and acquired by such Eligible Entity or other Hoover B
Power Contractor.

Relationship to and Compliance with Other Instruments

It is recognized by the parties to the Power Sales Contract that, in undertaking, or causing to be
undertaken, the financing of the Project, the Authority must comply with the requirements of the Bond Resolution,
the Boulder Canyon Project Agreement, the Wheeling Agreement and the Uprating Agreement, and it is therefore
agreed that the Power Sales Contract is made subject to the terms and provisions of the Bond Resolution and such
Agreements.

The Power Sales Contract is made upon the express condition and with the express covenant that
all rights under the Power Sales Contract shall be subject to and controlled by the Colorado River Compact
approved by Section 13(a) of the Boulder Canyon Project Act of December 21, 1928 (45 Stat. 1057).

Benefits of Federal Power

The Contractor agrees that the benefits of federally generated power shall be made available at fair
and reasonable termsto al of its customers at the lowest possible rates consistent with sound business principles.

Conservation and Renewable Energy Program

The Contractor shall develop and implement a conservation and renewable energy program in
accordance with the provisions of the “"Final Guidelines and Acceptance Criteria for Customer Conservation and
Renewable Energy Programs’’ published in the Federal Register on August 21, 1985 (50 Fed. Reg. 33892 et seq.),
and any subsequent amendments thereto (the “~Guidelines and Acceptance Criterid'").

The Contractor will develop a conservation and renewable energy program suitable for its own

geographic area and type of utility operation and will submit said program to the Authority, for submission by the
Authority to Western by January 1, 1988. Conservation and renewable energy programs shall consist of a designated
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number of activities as stipulated in the Guidelines and Acceptance Criteria. Credit is to be given by Western for
past accomplishments if they are ongoing and current under the Guidelines and Acceptance Criteria. Approva by
Western of the Contractor’s conservation and renewable energy program shall be in accordance with the published
Guidelines and Acceptance Criteria.

The initial conservation and renewable energy program submitted by the Contractor will either be
approved or disapproved by Western within three months of receipt by Western. If an initia submittal is
disapproved, a notification of deficiencies in such submittal will be given in writing by Western. Deficiencies must
be remedied within 12 months of the date of notification. If an existing conservation and renewable energy program
is revoked at any time after approval, a notification outlining the deficiencies in such program will be given in
writing to the Contractor by Western. Deficiencies must be remedied within 12 months of the date of notification.

If deficiencies in the Contractor’s conservation and renewable energy program or initial submittal
are not corrected within 12 months of Western's notification of deficiencies therein, the Contractor’s Entitlement
shall be reduced by 10% if the Authority is directed by Western to reduce Contractor’ s Entitlement.

Hoover C Energy

The Power Sales Contract does not allocate or sell any Hoover C Energy and nothing contained in
the Power Sales Contract shall require or be deemed to be an allocation or sale of Hoover C Energy by the Authority
to the Contractor, any of the other Contractors or any other person.

If the Authority offers to sell Hoover C Energy pursuant to a separate contract and if the
Contractor agrees to purchase any such Hoover C Energy from the Authority, the Authority agrees to transmit, or
cause to be transmitted, Hoover C Energy without charge, so long as such transmission does not result in any
increased cost to the Authority or to any other Contractor, such Hoover C Energy and deliver or cause to be
delivered, as adjusted for transmission losses, such Hoover C Energy to the Contractor, at the Point of Delivery in
accordance with the applicable provisions of the Wheeling Agreement; provided that the amount of such Hoover C
Energy purchased from the Authority when added to the Contractor’s Entitlement of Hoover Energy and the amount
of firming Energy purchased by the Contractor from the Authority does not exceed the transmission capacity
allocated to deliver Contractor’s Entitlement of Hoover Capacity. If the Contractor desires to purchase Hoover C
Energy in amounts such that the aggregate amount of Energy purchased from the Authority exceeds the transmission
capacity allocated to deliver Contractor’s Entitlement of Hoover Energy as provided in the preceding sentence,
nothing shall be deemed to preclude the Contractor from purchasing such Hoover C Energy if it providesfor its own
transmission of such Hoover C Energy or enters into a separate agreement with the Authority for the transmission of
such Hoover C Energy.

C-14



APPENDIX D

SUMMARY OF CERTAIN PROVISIONS OF THE
POWER RESOURCE REVENUE BOND RESOLUTION



THISPAGE INTENTIONALLY LEFT BLANK



APPENDIX D

SUMMARY OF CERTAIN PROVISIONS OF
THE POWER RESOURCE REVENUE BOND RESOLUTION

The following is a general summary of certain provisions of the Resolution. The summary is not
to be considered a full statement of the terms of the Resolution and accordingly is qualified by reference thereto and
is subject to the full text thereof. A copy of the Resolution may be obtained from the Authority upon request. The
section references shown below in parenthesis are to particular sections of the Resolution.

Definitions

The following are definitions in summary form of certain terms contained in the Resolution and
used herein:

“Accreted Vaue' means, with respect to any Capital Appreciation Bonds, an amount equal to the
principal amount of such Capital Appreciation Bond (determined on the basis of the principal amount per $5,000 at
meaturity thereof) plus the amount assuming semi-annual compounding of earnings which would be produced on the
investment of such principal amount, beginning on the dated date of such Capital Appreciation Bond and ending at
the maturity date thereof, at a yield which, if produced until maturity, will produce $5,000 at maturity. As of any
Vauation Date, the Accreted Value of any Capital Appreciation Bonds shall mean the amount set forth for such date
in the supplemental resolution authorizing such Capital Appreciation Bonds and as of any date other than a
Vauation Date, the sum of (a) the Accredited Value on the preceding Valuation Date, and (b) the product of (1) a
fraction, the numerator of which is the number of days having elapsed from the preceding Valuation Date and the
denominator of which is the number of days from such preceding Valuation Date to the next succeeding Vauation
Date, and (2) the difference between the Accreted Va ues for such Valuation Dates.

“Accrued Aggregate Debt Service” means, as of any date of calculation, an amount equal to the
sum of the amounts of accrued Debt Service with respect to all series, calculating the accrued Debt Service with
respect to each series at an amount equal to the sum of (i) interest on the Bonds of such series accrued and unpaid
and to accrue to the end of the then current calendar month, and (i) Principal Installments due and unpaid and that
portion of the Principal Installment for such Series next due which would have accrued (if deemed to accrue in the
manner set forth in the definition of Debt Service) to the end of such calendar month; provided, however, that there
shall be excluded from the calculation of Accrued Aggregate Debt Service any Principal Installments which are
Refundable Principal Installments. For purposes of this definition, the principal and interest portions of the
Accreted Value of Capital Appreciation Bonds and the Appreciated Value of the Capital Appreciation and Income
Bonds becoming due at maturity or by virtue of a Sinking Fund Installment shall be included in the calculations of
accrued and unpaid and accruing interest or Principal Installments in such manner and during such period of time as
is specified in the supplemental resolution authorizing such Capital Appreciation Bonds or Capital Appreciation and
Income Bonds.

“Additional Projects’ means any project or works authorized by Section 45-2503 of the Act (the
State Water and Power Plan) and facilities used in connection therewith for which the Authority may issue bonds or
notes.

“Adjusted Aggregate Debt Service” for any period means, as of any date of calculation, the
Aggregate Debt Service for such period except that, if any Refundable Principal Installment for any series of Bonds
isincluded in Aggregate Debt Service for such period, Adjusted Aggregate Debt Service shall mean Aggregate Debt
Service determined asif each such Refundable Principal Installment had been payable, over a period extending from
the due date of such Principal Installment through the later of the 25th anniversary of the issuance of such series of
Bonds or the 10th anniversary of the due date of such Principal Installment, in installments which would have
required equal annual payments of principal and interest over such period. Interest deemed payable in any Fiscal
Y ear after the actual due date of any Refundable Principal Installment of any series of Bonds shall be calculated at
the average rate of interest actually payable on the Bonds of such series at the time the calculation is made (using the
true, actuarial method of calculation).

D-1



“Aggregate Debt Service” for any period means, as of any date of calculation, the sum of the
amounts of Debt Service for such period with respect to all series.

“Appreciated Value” means, with respect to any Capital Appreciation and Income Bond up to the
Interest Commencement Date, an amount equal to the principal amount of such Capital Appreciation and Income
Bond (determined on the basis of the principal amount per $5,000 at the Interest Commencement Date thereof) plus
the amount, assuming semi-annual compounding of earnings which would be produced on the investment of such
principal amount, beginning on the dated date of such Capital Appreciation and Income Bond and ending on the
Interest Commencement Date, at a yield which, if produced until the Interest Commencement Date, will produce
$5,000 at the Interest Commencement Date. As of any Vauation Date, the Appreciated Vaue of any Capita
Appreciation Income Bond shall mean the amount set forth for such date in the supplemental resolution authorizing
such Capital Appreciation Bonds and as of any date other than a Valuation Date, the sum of (a) the Appreciated
Value on the preceding Vauation Date, and (b) the product of (1) afraction, the numerator of which is the number
of days having elapsed from the preceding Valuation Date and the denominator of which isthe number of days from
such preceding Valuation Date to the next succeeding Vauation Date, and (2) the difference between the
Appreciated Values for such Valuation Dates.

“Authorized Officer of the Authority” means the Chairman, Vice Chairman, Administrator or
Secretary of the Authority or any person or persons designated by the Authority by resolution to act on behalf of the
Authority under the Resolution. The designation of such person or persons shall be evidenced by a written
certificate containing the specimen signature of such person or persons and signed on behalf of the Authority by its
Chairman.

“Bond or Bonds’ means any bonds, rates or other evidences of indebtedness (other than
Subordinated Debt), as the case may be, authenticated and delivered under and Outstanding pursuant to the
Resolution.

“Boulder Canyon Project Agreement” means the Agreement between the Authority and the United
States of America, acting through the Western Area Power Administration of the Department of Energy, authorized
by the 1984 Hoover Act, pursuant to which the Authority purchases Hoover Power, as the same may be amended or
supplemented.

“Business Day” means any day other than a Saturday, a Sunday, a legal holiday in the State or a
day on which either the Trustee or the Authority is legally authorized to close.

“Capital Appreciation Bonds’ means any Bonds issued under the Resolution as to which interest
is payable only at the maturity or prior redemption of such Bonds.

“Capital Appreciation and Income Bonds’ means any Bonds issued under the Resolution as to
which interest is deferred prior to the Interest Commencement Date.

“Credit Facility” means a letter of credit, surety bond, loan agreement, standby purchase
agreement or other credit agreement, facility or insurance or guaranty arrangement pursuant to which the Authority
or another person is entitled to obtain funds to pay Bonds and interest thereon tendered to the Authority or athird
party for payment, purchase or redemption in accordance with the Resolution.

“Debt Service” for any period means, as of any date of calculation and with respect to any series,
an amount equal to the sum of (i) the interest accruing during such period on such series of Bonds except to the
extent such interest is to be paid from deposits made from Bond proceeds into the Debt Service Account in the Debt
Service Fund, and (ii) that portion of each Principal Installment for such series which would accrue during such
period if such Principal Installment were deemed to accrue daily in equal amounts from the next preceding Principal
Installment due date for such series or, if there should be no preceding Principal Installment due date, from a date
one year (or such lesser period as shall be appropriate if Principal Installments shall become due more frequently
than annually) preceding the due date of such Principal Installment or from the date of issuance of the Bonds of such
series, whichever islater. In the case of Variable Interest Rate Bonds, with respect to a particular period and date of
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calculation, the interest rate thereon shall be calculated on the assumption that such Bonds will bear interest during
such period at the Maximum Interest Rate for such Bonds; provided that, if on such date of calculation the interest
rate on such Bonds shall then be fixed for a specified period, the interest rate used for such specified period for the
purposes of the foregoing calculation shall be such actual interest rate. For purposes of this definition the principal
and interest portions of the Accreted Value and Appreciated Value of Capital Appreciation Bonds and Capital
Appreciation and Income Bonds, respectively, becoming due at maturity or by virtue of a Sinking Fund Installment
shall be included in the calculations of accrued and unpaid and accruing interest or Principal Installments in such
manner and during such period of time as is specified in the supplemental resolution authorizing such Capital
Appreciation Bonds.

“Debt Service Reserve Requirement” means, as of any date of calculation and subject to
adjustment as hereinafter provided, an amount equal to the greatest amount of Adjusted Aggregate Debt Service for
any Fiscal Year. The amount of the Debt Service Reserve Reguirement shall be adjusted as follows: (i) in the
supplemental resolution authorizing Variable Interest Rate Bonds, the Debt Service Reserve Requirement shall be
calculated so as to limit the Maximum Interest Rate for such Variable Rate Bonds to an interest rate not less than
12% per annum, and (ii) if any Variable Interest Rate Bond or Bonds shall be converted to a fixed rate Bond or
Bonds for the remainder of the term thereof and as a result of such conversion a deficiency shall be created in the
Debt Service Reserve Account in the Debt Service Fund, the Debt Service Reserve Requirement shall be calculated
so as to exclude the amount of such deficiency and the Debt Service Reserve Requirement shall be increased in each
of the Fiscal Years after the date of such conversion by an amount which shall be equal to 50% of the aforesaid
deficiency.

“Insurer” means any nationally recognized company engaged in the business of insuring bonds
which may from time to time insure the payment of the principal of and interest on al or a portion of the Bonds of
any series.

“1984 Hoover Act” means the Hoover Power Plant Act of 1984, Act of August 17, 1984 (P.L.
98-381, 98 Stat. 1333).

“Hoover Power” means the capacity and energy of the power plant at the Hoover Dam purchased
by the Authority pursuant to the Boulder Canyon Project Agreement.

“Hoover Power Sales Contract” means the Power Sales Contracts for the sale of Hoover Power
between the Authority and the Contractors named therein, as the same may be amended or supplemented.

“Hoover Uprating Project” means the Authority’s right to the increased generating capacity of the
Hoover Powerplant resulting from the authorization under the 1984 Hoover Act, to be financed as a prepayment of
capacity and energy pursuant to the Uprating Agreement.

“Interest Commencement Date” means, with respect to any particular Capital Appreciation and
Income Bond, the date specified in the supplemental resolution authorizing such Bonds (which date must be prior to
the maturity date for such Bonds) after which interest ceases to be deferred and compounded and the interest
becomes currently payable.

“Investment Securities’ means and includes any of the following securities, if and to the extent the
same are at the time legal for investment of the Authority’s funds:

Q) Direct obligations of the United States of America (including certificates that evidence direct
ownership of the right to payments of principal or interest on such obligations, provided that such
obligations shall be held in trust on behalf of the owner of such certificates by a bank or trust company or a
national banking association meeting the requirements for a successor Trustee under the Resolution) or
obligations the principal of and interest on which are unconditionally guaranteed by United States of
America;
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(i) Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by any of the
following federal agencies if such obligations are backed by the full faith and credit of the United States of
America (stripped securities shall only be deemed Investment Securities if they have been stripped by the
agency itself):

€) Export-Import Bank - direct obligations or fully guaranteed certificates of beneficial
ownership;
(b) Farmers Home Administration - certificates of beneficial ownership;

(© Federal Financing Bank;
(d) Federal Housing Administration debentures;
(e General Services Administration - participation certificates;

()] Government National Mortgage Association (“GNMA”) - GNMA guaranteed
mortgage-backed bonds and GNMA guaranteed pass-through obligations;

(9) U.S. Maritime Administration - guaranteed Title XI financing; and
(h) U.S. Department of Housing and Urban Development - project notes, local authority
bonds, New Communities debentures which are United States guaranteed debentures; and
public housing notes and bonds which are guaranteed by the United States;
(i) Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by any of the
following non-full faith and credit United States government agencies (stripped securities are only deemed
Investment Securities if they have been stripped by the agency itself);
@ Federal Home Loan Bank System - senior debt obligations;

(b) Federal Home Loan Mortgage Corporation (FHLMC) - participation certificates and
senior debt obligations;

(© Federal National Mortgage Association (FNMA) - mortgage-backed securities and senior
debt obligations;

(d) Student Loan Marketing Association - senior debt obligations; and

(e Resolution Funding Corporations obligations.
(iv) Money market funds registered under the Federal Investment Company Act of 1940, whose shares
are registered under the Federal Securities Act of 1933, and having a rating by S& P of AAAM-G; AAAm;
or AAm,
(v) Certificates of deposit secured at all times by collateral described in (i) and/or (ii) above which are
issued by commercial banks, savings and loan associations or mutual savings banks and the collateral must
be held by athird party and the bondholders must have a perfected first security interest in the collateral;
(vi) Certificates of deposit, savings accounts, deposit accounts of money market deposits which are
fully insured by the Federal Deposit Insurance Corporation or the Federal Savings and Loan Insurance
Corporation;

(vii) Investment Agreements, including guaranteed investment contracts, acceptable to the 1998 Series
Bond Insurer so long as the 1998 Series Bonds are Outstanding;
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(viii)  Commercia paper rated, at the time of purchase, “Prime - 1” by Moody’s or “A-1" or better by
XK P,

(ix) Bonds or notes issued by any state or municipality which are rated by Moody’s or S& P in one of
the two highest rating categories assigned by such agencies;

x) Federal funds or bankers acceptances with a maximum term of one year of any bank which has an
unsecured, uninsured and unguaranteed obligation rating of “Prime - 1" or “A3 or better by Moody’s and
“A-1" or “A” or better by S&P;

(xi) Repurchase agreements that provide for the transfer of securities from a dealer bank or securities
firm (seller/borrower) to the Authority (buyer/lender), and the transfer of cash from the Authority to the
dealer bank or securities firm with an agreement that the dealer bank or securities firm will repay the cash
plus a yield to the Authority in exchange for the securities at a specified date provided, however,
repurchase agreements must satisfy the following criteria

@ The repurchase agreement must be between the Authority and a dealer bank or securities
firm and such dealer bank must be a primary dealer on the Federal Reserve reporting
dealer list which israted “A" or better by S& P and Moody’s, and such bank must be a
bank rated “A” or above by S& P and Moody’s;

(b) The written repurchase agreement must include the following provisions:

() the collateral securities must be direct United States obligations, or Federal
agencies backed by the full faith and credit of the United States (including FNMA and
FHLMC);

(ii) aterm of up to 30 days,

(iii) the collateral must be delivered to the Trustee (if the Trustee is not supplying the
collateral) or third party acting as agent for the Trustee (if the Trustee is supplying the
collateral) before/simultaneous with payment (perfection by possession of certificated
securities); and

(iv) provision for valuation of collateral which provides that the securities must be
valued weekly, market-to-market at current market price plus accrued interest and the
value of collateral must be equal to 104% of the amount of cash transferred by the
Authority to the dealer bank or security firm under the repo plus accrued interest. If the
value of securities held as collateral slips below 104% of the value of the cash transferred
by the Authority, then additional cash and/or acceptable securities must be transferred.
If, however, the securities used as collateral are FNMA or FHLMC, then the value of
collateral must equal 105%; and

(© A lega opinion which must be delivered to the Authority which states in effect that the
repurchase agreement meets guidelines under state law for legal investment of public
funds; and

(xii) Any state administered pool investment in the Authority is statutorily permitted or required to
invest.

“Liquidity Facility” means a letter of credit or other Credit Facility issued by afinancial institution
or insurance company or association which has been rated not lower than the second highest rating category by
Moody’s and S&P's, respectively, which letter of credit or Credit Facility is payable on demand in the event the
terms under which such letter of credit or Credit Facility require payment thereunder.
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“Maximum Interest Rate” means, with respect to any particular Variable Interest Rate Bond, a
numerical rate of interest, which shall be set forth in the supplemental resolution authorizing such Bond, that shall
be the maximum rate of interest such Bond may at any time bear.

“Minimum Interest Rate” means, with respect to any particular Variable Interest Rate Bond, a
numerical rate of interest which may (but need not) be set forth in the supplemental resolution authorizing such
Bond, that shall be the minimum rate of interest such Bond may at any time bear.

“Moody’s” means Moody’s Investors Service, a corporation organized ad existing under the laws
of the State of Delaware, its successors and their assigns, if any.

“Net Revenues’ for any period means the Revenues during such period minus Operating Expenses
during such period.

“Operating Expenses’ means al the Authority’s costs and expenses for operation, maintenance,
and ordinary repairs, renewals and replacements not constituting units of property (as prescribed in the Uniform
System of Accounts) of the Power Resources, including all costs of producing and delivering electric capacity and
energy from the Power Resources and providing dispatching, transmission and other services and payments (other
than payments out of Bond proceeds) into reserves in the Operating Fund for items of Operating Expenses the
payment of which is not immediately required, and shall include, without limiting the generality of the foregoing,
costs of purchased power including transmission expenses incurred to meet obligations under the Boulder Canyon
Project Agreement, the Whedling Agreement or other similar agreements relating to any Additional Project, fuel
costs, costs of transmission service, costs of dispatching and other related services, generating capacity reserve and
backup services and scheduled, emergency, or other interchange service, credit obligations to the extent permitted
by the Resolution, rents, administrative and general expenses, engineering expenses, legal and financial advisory
expenses, required payments to pension, retirement, health and hospitalization funds, taxes, payments in-lieu-of
taxes and other governmental charges, insurance premiums, and any other current expenses or obligations required
to be paid by the Authority under the provisions of the Resolution or under or in connection with the performance of
its obligations under the Boulder Canyon Project Agreement or the Wheeling Agreement or by law, al to the extent
properly allocable to the Power Resources, the fees and expenses of me fiduciaries with respect to any Bonds
secured by a letter of credit or other credit facility, the costs of lines of credit, letters of credit, insurance and any
other means of providing credit enhancement or credit support for the Bonds, costs incurred in connection with
interest rate exchanges, futures contracts or other similar financing arrangements, and any fees and expenses relating
to the issuance or administration of any Variable Interest Rate Bonds or any Option Bonds. Operating Expenses
shall not include any alowance for depreciation, interest, amortization or any costs and expenses for new
construction. There shall be included in Operating Expenses an equitably allocated portion of the Authority’s
general and administrative expenses which are properly chargeable to the Power Resources.

“Option Bonds’ means Bonds which by their terms may be tendered by and at the option of the
Holder thereof for payment or purchase by the Authority or another party prior to the stated maturity thereof, or the
maturities of which may be extended by and at the option of the Holder thereof.

“Qutstanding,” when used with reference to Bonds, means, as of any date, Bonds theretofore or
thereupon being authenticated and delivered under the Resolution except:

0] Bonds cancelled by the Trustee at or prior to such date;

(i) Bonds (or portions of Bonds) for the payment or redemption of which moneys, equa to the
principal amount or Redemption Price thereof, as the case may be, with interest to the date of maturity or
redemption date, shall be held in trust under the Resolution and set aside for such payment or redemption
(whether at or prior to the maturity or redemption date), provided that if such Bonds (or portions of Bonds)
are to be redeemed, notice of such redemption shall have been given or provision satisfactory to the Trustee
shall have been made for the giving of such notice as provided in the Resolution;
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(iii) Bonds in lieu of or in substitution for which other Bonds shall have been authenticated and
delivered pursuant to the Resolution;

(iv) Bonds deemed to have been paid as provided in the Resolution; and

(V) Option Bonds deemed tendered in accordance with the provisions of the supplemental resolution
authorizing such Bonds on the applicable adjustment or conversion date, if interest thereon shall have been
paid through such applicable date and the purchase price thereof shall have been paid or amounts are
available for such payment as provided in the Resolution.

“Pledged Property” means the right, title and interest of the Authority to the Boulder Canyon
Project Agreement, the Power Sales Contracts, the Wheeling Agreement, the Surplus Revenues Agreement, the
Revenues and Funds, including Investment Securities held in any such Funds under the Resolution, together with all
proceeds and revenues of the foregoing and all other moneys, securities or funds pledged for the payment of the
principal or redemption price of and interest on the Bonds and the Authority’s other obligations under this
Resolution in accordance with the terms and provisions of this Resolution; provided, however, Pledged Property
shall not include the Boulder Canyon Project Agreement, the Power Sales Contracts and the Wheeling Agreement
prior to the Escrow Disbursement Date.

“Power Resource” means the Hoover Uprating Project or any Additional Project and Power
Resources shall mean the Hoover Uprating Project and any Additional Project.

“Power Resource Agreements’ means the Uprating Agreement, the Wheeling Agreement and any
other agreement pursuant to which the Authority acquires any rights or interests in any Power Resource.

“Power Sales Contracts’ means (i) the Hoover Power Sales Contracts, and (ii) with respect to any
Additional Project, the contract providing for the sale of capacity and energy from such Additional Project between
the Authority and the parties named therein, as such contracts may be amended or supplemented.

“Principal Installment” means, as of any date of calculation and with respect to any Series, so long
as any Bonds thereof are Outstanding, (i) the principal amount of Bonds of such series due on a certain future date
for which no Sinking Fund Installments have been established (including the principal amount of Option Bonds
tendered for payment and not purchased), or (ii) the unsatisfied balance (determined as provided in the Resolution)
of any Sinking Fund Installments due on a certain future date for Bonds of such series, plus the amount of the
sinking fund redemption premiums, if any, which would be applicable upon redemption of such Bonds on such
future date in a principal amount equal to said unsatisfied balance of such Sinking Fund Installments, or (iii) if such
future dates coincide as to different Bonds of such series, the sum of such principal amount of Bonds and of such
unsatisfied balance of Sinking Fund Installments due on such future date plus such applicable redemption premiums,
if any.

“Refundable Principal Installment” means any Principal Installment for any series of Bonds which
the Authority intends to pay with moneys which are not Revenues, provided that such intent shall have been
expressed in the supplemental resolution authorizing such series of Bonds and provided further that such Principal
Installment shall be a Refundable Principal Installment only through the penultimate day of the month preceding the
month in which such Principal Installment comes due or such earlier time as the Authority no longer intends to pay
such Principal Installment with moneys which are not Revenues.

“Revenues’ means (i) all fees, rents and charges and other income derived or to be derived by the
Authority from or for the operation, use or services of the Power Resources, (ii) any other amounts received from
any other source by the Authority and pledged by the Authority as security for the payment of Bonds including,
without limitation, amounts derived from the Pledged Property, (iii) moneys deposited in the Debt Service Account
in the Debt Service Fund from the State Water and Power Development Fund, and (iv) interest received or to be
received on any moneys or securities held pursuant to the Resolution and paid or required to be paid into the
Revenue Fund.
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“S&P's’ means Standard & Poor’s Corporation, a corporation organized and existing under the
laws of the State of New Y ork, and its successors and their assigns, if any.

“State Water and Power Development Fund” means the fund in the treasury of the State held by
State Treasurer which is created pursuant to Section 45-2511 of the Act.

“Surplus Revenues Agreement” means the agreement or agreements between the Authority and
the State Director of Water Resources entered into pursuant to the provisions of Section 45-2509 of the Act.

“Uprating Agreement” means the contract between the Authority and the United States of
America, acting through the Bureau of Reclamation of the Department of the Interior, pursuant to which the
Authority has agreed to advance funds for the Uprating Project, as the same may be amended or supplemented.

“Vauation Date” means with respect to any Capital Appreciation Bonds and Capital Appreciation
and Income Bonds, the date or dates set forth in the supplemental resolution authorizing such Bonds on which
specific Accreted Vaues or Appreciated Values are assigned to the Capital Appreciation Bonds and Capital
Appreciation and Income Bonds, as the case may be.

“Variable Interest Rate” means a variable interest rate to be borne by a series of Bonds or any one
or more maturities within a series of Bonds. The method of computing such variable interest rate shall be specified
in the supplemental resolution authorizing such series of Bonds and shall be based on (i) a percentage or percentages
or other function of an objectively determinable interest rate or rates (e.g., a prime lending rate) or a function of such
objectively determinable interest rate or rates which may be in effect from time to time or at a particular time or
times; provided that, such variable interest rate shall be subject to a Maximum Interest Rate and may be subject to a
Minimum Interest Rate and that there may be an initial rate specified, in each case as provided in such supplemental
resolution, or (ii) a stated interest rate that may be changed from time to time as provided in the supplemental
resolution authorizing such series, provided that such interest rate shall be subject to a Maximum Interest Rate.
Such supplemental resolution shall also specify either (i) the particular period or periods of time or manner of
determining such period or periods of time for which each value of such variable interest rate shall remain in effect,
or (ii) the time or times upon which any change in such variable interest rate shall become effective.

“Variable Interest Rate Bonds,” for any period of time, means Bonds which during such period
bear a Variable Interest Rate, provided that Bonds the interest rate on which shall have been fixed for the remainder
of the term thereof shall no longer be Variable Interest Rate Bonds.

Pledge of Pledged Property

The Bonds will be special obligations of the Authority payable solely from and secured as to the
payment of the principal and Redemption Price thereof, and interest thereon, in accordance with their terms and the
provisions of the Resolution solely by the Pledged Property. There will be pledged and assigned as security for the
payment of the principal and Redemption Price of, and interest on, the Bonds in accordance with their terms and the
provisions of the Resolution, subject only to the provisions of the Resolution permitting the application thereof for
the purposes and on the terms and conditions set forth in the Resolution, all of the Pledged Property. All Pledged
Property shall immediately be subject to the lien of this pledge without any physical delivery thereof or further act,
and the lien of this pledge shall be valid and binding as against all persons having claims of any kind in tort, contract
or otherwise against the Authority, irrespective of whether such persons have notice thereof. (Section 501)

Application of Revenues

The Resolution establishes the following Funds and Account; for the application of Revenues,
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Funds Held By

(1) Construction FUNM ..........ccceoerinenenenereeeeee e Trustee
(2) RevenueFUNd ........cccceoivecieecece e Authority
(3) Operating Fund, consisting of an Operation Account........ Authority
(4) Debt Service Fund, consisting of a Debt Service Account

and a Debt Service Reserve Account Trustee...........ccv..... Trustee
(5) Subordinated Debt FUN .........c.cocevvvvveneie e Trustee
(6) Power Resource Development Fund .........cccceeeveeevenennenne. Authority
(7) General Reserve FUNd .........ccocooveevinineneese e Authority
(Section 502)

Construction Fund. There shall be paid into the Construction Fund the amounts required to be so
paid by the provisions of the Resolution, and there may be paid into the Construction Fund, at the option of the
Authority, any moneys received by the Authority from any source, unless required to be otherwise applied as
provided by the Resolution. Amounts in the Construction Fund shall be applied to pay the cost of acquisition and
construction of a Power Resource in the manner provided in the Resolution and the supplemental resolution
authorizing a series of Bondsto finance the cost and acquisition of a Power Resource.

There shall be established within the Construction Fund a separate account (i) the Hoover
Uprating Project, and (ii) each Additional Project, the cost of acquisition and construction of which isto be paid out
of the Construction Fund.

The Trustee shall make payments from the Construction Fund in the amounts, at the times, in the
manner, and on the other terms and conditions set forth in the Resolution.

To the extent that other moneys are not available therefor, amounts in the Construction Fund shall
be applied to the payment of Principal Installments of and interest on Bonds when due.

The completion of construction of any Power Resource financed in whole or in part by the
issuance of Bonds shall be evidenced by a certificate or certificates of an Authorized Officer of the Authority, which
shall be filed with the Trustee, stating (i) that such Power Resource has been completed in accordance with the plans
and specifications applicable thereto, (ii) the date of such completion, and (iii) the amount, if any, required in the
opinion of the signer or signers for the payment of any remaining part of the cost of acquisition and construction
thereof. (Section 503)

Payments into Certain Funds. All Revenues shall be promptly deposited by the Authority upon
receipt thereof into the Revenue Fund. In each month after the deposit of Revenues into the Revenue Fund (but in
any case no later than the last Business Day of such month), the Authority shall credit to, or shall transfer to the
Trustee for deposit in, the following Funds and Accounts in the following order the amounts set forth below (such
application to be made in such a manner so as to assure immediately available funds in such Funds on the last
Business Day of such month):

(@D} To Operating Fund, for credit to the Operating Amount, such amount as the Authority
shall estimate is required, together with amounts then on deposit therein, to provide the payment of Operating
Expenses estimated to be paid through the next month.

2 To the Debt Service Fund, (i) for credit to the Debt Service Account, the amount, if any,
required so that the balance in said Account shall equal the Accrued Aggregate Debt Service as of the last day of the
then current month or, if interest and/or principal are required to be paid to Holders of Bonds during the next
succeeding month on a day other than the first day of such month, Accrued Aggregate Debt Service as of the day

D-9



through and including which such interest and/or principal is required to be paid, and (ii) for credit to the Debt
Service Reserve Account, the amount, if any, required for such Account, after giving effect to any surety bond,
insurance policy, letter of credit or other similar obligation deposited in such Account pursuant to the Resolution to
equal the Debt Service Reserve Requirement as of the last day of the then current month.

3 To the Subordinated Debt Fund, the amount, if any, required to apply principal or sinking
fund installments of and interest on each issue of Subordinated Debt and reserves therefor and the amounts, if any,
to pay tendered Subordinated Debt, in accordance with the resolution or other debt instrument authorizing such issue
of Subordinated Debt.

4 To the Power Resource Development Fund, the amount, if any, to be deposited in said
Fund for such month pursuant to the then current Annual Budget.

(5) To the General Revenue Fund, the remaining balance, if any, of moneys in the Revenue
Fund making the above credits and deposits.

Operating Fund

Amounts credited to the Operating Account shall be applied from time to time by the Authority to
the payment of Operating Expenses.

Debt Service Fund - Debt Service Account

The Trustee shall pay out of the Debt Service Account to the respective Paying Agents (i) on or
before each interest payment date for any of the Bonds, the amount required for the interest payable on such date;
(i) on or, before each Principal Installment due date, the amount required for the Principal Installment payable on
such due date; and (iii) on or before any redemption date for the Bonds, the amount required for the payment of
interest on the Bonds then to be redeemed. Such amounts shall be applied by the Paying Agent on and after the due
dates thereof. The Trustee shall also pay out of the Debt Service Account the accrued interest included in the
purchase price of Bonds purchased for retirement.

Amounts accumulated in the Debt Service Account with respect to any Sinking Fund Installment
may and, if so directed by the Authority, shall be applied by the Trustee, on or prior to the 40th day next preceding
the due date of such Sinking Fund Installment, to (i) the purchase of Bonds of the series and maturity for which such
Sinking Fund Installment was established, or (ii) the redemption at the applicable sinking fund redemption price of
such Bonds, if then redeemable by their terms. As soon as practicable after the 40th day preceding the due date of
any such Sinking Fund Installment, the Trustee shall proceed to call for redemption, on such due date Bonds of the
series and maturity for which such Sinking Fund Installment was established (except in the case of Bonds maturing
on a Sinking Fund Installment Date) in such amount as shall be necessary to complete the retirement of the
unsatisfied balance of such Sinking Fund Installment.

In the event of the refunding of any Bonds, the Trustee shall, if the Authority so directs, withdraw
from the Debt Service Account in the Debt Service Fund all, or any portion of, the amounts accumulated therein
with respect to Debt Service on the Bonds being refunded and deposit such amounts with itself as Trustee to be held
for the payment of the principal or redemption price, if applicable, and interest on the Bonds being refunded;
provided that such withdrawal shall not be made unless (i) immediately thereafter Bonds being refunded shall be
deemed to have been paid pursuant to the Resolution, and (ii) the amount remaining in the Debt Service Account in
the Debt Service Fund, after giving effect to the issuance of Refunding Bonds and the disposition of the proceeds
thereof, shall not be less than the requirement of such Account pursuant to the Resolution. In the event of such
refunding, the Authority may also direct the Trustee to withdraw from the Debt Service Account in the Debt Service
Fund all, or any portion of, the amounts accumulated therein with respect to Debt Service on the Bonds being
refunded and deposit such amounts in any Fund or Account under this Resolution; provided, however, that such
withdrawal shall not be made unless items (i) and (ii) referred to hereinabove have been satisfied and provided,
further, that, at the time of such withdrawal, there shall exist no deficiency in any Fund or Account held under the
Resolution.
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Debt Service Fund - Debt Service Reserve Account

If five days prior to any interest or Principal Installment due date with respect to any series of
Bonds payment for such interest or Principal Installment in full has not been made or provided for, the Trustee shall
forthwith withdraw from the Debt Service Reserve Account an amount not exceeding the amount required to
provide for such payment in full and deposit such amount in the Debt Service Account for application to such
payment.

Whenever the amount in the Debt Service Reserve Account shall exceed the Debt Service Reserve
Requirement, after giving effect to any surety bond, insurance policy or letter of credit deposited in such Account
pursuant to the Resolution such excess shall be deposited in the Revenue Fund.

Whenever the amount in the Debt Service Reserve Account (exclusive of any surety bond, letter of
credit or insurance policy therein), together with the amount in the Debt Service Account is sufficient to pay in full
all Outstanding Bonds in accordance with their terms (including principal or applicable sinking fund Redemption
Price and interest thereon), the funds on deposit in the Debt Service Reserve Account shall be transferred to the Debt
Service Account.

In lieu of the required transfers or deposits to the Debt Service Reserve Account, the Authority
may cause to be deposited into the Debt Service Reserve Account a surety bond or an insurance policy for the
benefit of the holders of the Bonds in an amount equal to the difference between the Debt Service Reserve
Requirement and the sums then on deposit in the Debt Service Reserve Account, if any.

In the event of the refunding of any Bonds, the Trustee shall, if the Authority so directs, withdraw
from the Debt Service Reserve Account in the Debt Service Fund all, or any portion of, the amounts accumulated
therein with respect to the Bonds being refunded and deposit such amounts with itself as Trustee to held for the
payment of the principal or redemption price, if applicable, and interest on the Bonds being refunded.

Subordinated Debt Fund

The Trustee as directed by the Authority shall apply amounts in the Subordinated Debt Fund to the
payment of the principal or sinking fund installment of and interest on each issue of Subordinated Debt and reserves
therefor in accordance with the provisions of, and subject to the priorities and limitations and restrictions provided
in, the resolution or other debt instrument authorizing each issue of such Subordinated Debt or for the payment of
Credit Obligations.

If at any time the amount on deposit in the Debt Service Reserve Account shall be less than the
Debt Service Reserve Requirement and there shall not be any moneys available in the General Reserve Fund and the
State Water and Power Development Fund to make up such deficiency, the Trustee shall forthwith transfer from the
Subordinated Debt Fund for deposit in the Debt Service Reserve Account the amount necessary (or all moneys in
said Subordinated Debt Fund, if necessary), to make up such deficiency.

Subject to the provisions of, and to the priorities and limitations and restrictions provided in, the
resolution, indenture or other instrument securing each issue of Subordinated Debt, amounts in the Subordinated
Debt Fund which the Authority at any time determines to be in excess of the requirements of such Fund, may, at the
direction of the Authority, be transferred to the General Reserve Fund and applied in accordance with the
Resolution.

Power Resource Development Fund

Subject to the Resolution, amounts in the Power Resource Development Fund shall be applied by
the Authority for its costs in developing power resources or for other lawful purposes of the Authority.

Notwithstanding any of the provisions of the Resolution, if at any time the amount on deposit in
the Debt Service Reserve Account shall be less than the Debt Service Reserve Requirement and there shall not be
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any moneys available in the General Reserve Fund and the State Water and Power Development Fund to make up
such deficiency or if there shall be a deficiency in the Subordinated Debt Fund, the Trustee shall forthwith transfer
from the Power Resource Development Fund for deposit in the Debt Service Reserve Account and the Subordinated
Debt Fund, in that priority, the amount necessary on all moneys in said Power Resource Development Debt Fund
and the Subordinated Debt Fund, in that order, if necessary), to make up such deficiency.

Amount in the Power Resource Development Fund which the Authority at any time determines to
be in excess of the requirements of such Fund, may, at the direction of the Authority be transferred to the General
Reserve Fund and applied in accordance with the Resolution.

General Reserve Fund

The Authority shall apply moneys credited to the General Reserve Fund in the following amounts
and in the following order of priority: (i) to the Trustee for deposit in the Debt Service Account and the Debt Service
Reserve Account in the Debt Service Fund, in that order, the amount necessary (or all moneys in General Reserve
Fund, if necessary) to make up any deficiencies in payments to said Accounts required by the Resolution, (ii) to the
Trustee for deposit in the Debt Service Reserve Account in the Debt Service Fund the amount necessary (or al
moneys in the General Reserve Fund, if necessary) to make up any deficiency in such Account after giving effect to
any surety bond, insurance policy or letter of credit deposited in such Account pursuant to the Resolution, resulting
from any transfer of moneys from said Debt Service Reserve Account to the Debt Service Account, and (iii) to the
Trustee for deposit in the Subordinated Debt Fund the amount necessary (or all moneys in the General Reserve
Fund, if necessary) to make up any deficiency in such Fund.

Amount in the General Reserve Fund not required to meet a deficiency as reimbursed by the
Resolution shall upon determination of the Authority be applied to or set aside for any one or more of the following:

Q) the purchase or redemption of any Bonds, including without limitation Option Bonds tendered for
payment and not remarketed, or purchase or redemption of Subordinated Debt, and to provide for expenses
in connection with the purchase or redemption of any Bonds or Subordinated Debt or any reserves which
the Authority determines shall be required for such purposes,

(i) payments into the Subordinated Debt Fund for application to the purposes of such Fund;
(iii) transfer to the Operating Account in the Operating Fund for the payment of Operating Expenses,

(iv) payment of any extraordinary operation and maintenance costs, including the prevention or
correction of any unusual loss or damage, in connection with the Power Resources, al to the extent not
provided for in the then current Annual Budget;

(v) payments into any separate account or account established in the Construction Fund for
application to the purposes of such account;

(vi) payments to the State Treasurer for deposit in the State Water and Power Development Fund at the
times and in the manner set forth in the Surplus Revenues Agreement; or

(vii) any other lawful purpose of the Authority related to the Power Resources.

Upon any purchase or redemption pursuant to the preceding paragraph of Bonds of any series and
maturity for which Sinking Fund Installments shall have been established, there shall be credited toward each such
Sinking Fund Installment thereafter to become due (other than the next such date) an amount bearing the same ratio
to such Sinking Fund Installment as the total principal amount of such Bonds so purchased or redeemed bears to the
total amount of al such Sinking Fund Installments to be so credited. The portion of any such Sinking Fund
Installment remaining after the deduction of any such amounts credited toward the same (or the original amount of
any such Sinking Fund Installment if no such amounts shall have been credited toward the same) shall constitute the
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unsatisfied balance of such Sinking Fund Installment due for the purpose of calculation of Sinking Fund
Installments due on a future date. (Sections 504, 505, 506, 507, 508, 509, 510 and 511)

Additional Bonds; Refunding Bonds

One or more series of Additional Bonds may be authenticated and delivered upon origina
issuance at any time or from time to time for the purpose of paying al or a portion of the cost of acquisition and
construction of any Additional Project. The issuance of Additional Bonds for an Additional Project is subject to
certain conditions including delivery of a certificate of an authorized officer of the Authority setting forth (a) for any
period of 12 consecutive calendar months within the 24 calendar months preceding the date of the authentication and
delivery, the Net Revenues for such period, and (b) the Aggregate Debt Service during the period for which Net
Revenues are set forth pursuant to (A) with respect to al Series of Bonds which were then Outstanding excluding
from Aggregate Debt Service any Principa Installment or portion thereof which was paid from sources other than
Revenues, and showing that the amount set forth in (A) is equal to or greater than the amount set forth in (B); and
delivery of a certificate of the Consulting Engineer stating that the Net Revenues for each of the full Fiscal Yearsin
the period specified in the next sentence, as such Net Revenues are estimated by the Consulting Engineer shall be
equal to or greater than the Adjusted Aggregate Debt Service for each such Fiscal Year, as estimated by the
Consulting Engineer. The period to be covered by such certificate shall be the period beginning with the Fiscal Y ear
in which the Series of Bonds is authenticated and delivered and ending with the later of (a) the fifth full Fiscal Year
after such date of authentication and delivery or (b) the first full Fiscal Year in which less than 10% of the interest
coming due on Bonds estimated by the Consulting Engineer to be Outstanding is to be paid from deposits made
from Bond proceeds in the Debt Service Account in the Debt Service Fund (including amounts, if any, to be
transferred thereto from the Construction Fund). The proceeds, including accrued interest, of the Additional Bonds
of each series shall be applied simultaneously with the delivery of such Bonds as provided in the supplemental
resolution authorizing such series.

One or more series of Refunding Bonds may be issued at any time to refund Outstanding Bonds of
one or more series or one or more maturities within a series or any Bonds of one or more maturities within one or
more series. Refunding Bonds shall be issued in a principal amount sufficient, together with other moneys available
therefor, to accomplish such refunding and to make the deposits in the Funds and Accounts under the Resolution
required by the provisions of the supplemental resolution authorizing such Bonds. (Sections 204 and 205)

Subordinated Debt

The Authority may, at any time, or from time to time, issue Subordinated Debt for any of its
corporate purposes payable out of, and which may be secured by a pledge of, such amounts in the Subordinated
Debt Fund as may from time to time be available for the purpose of payment thereof; provided, however, that such
pledge shall be, and shall be expressed to be, subordinate and junior in al respects to the pledge and lien created by
the Resolution as security for the Bonds. For the purposes of this provision, Subordinated Debt shall include credit
obligations payable from the Subordinated Debt Fund.

The Authority may aso, at any time or from time to time, issue Subordinated Debt to refund any
Subordinated Debt issued as provided in the Resolution or to refund Outstanding Bonds of one or more series or one
or more maturities within a series. Such Subordinated Debt issued for refunding purposes may be payable out of,
and may be secured by a pledge of, such amounts in the Subordinated Debt Fund as may from time to time be
available therefor, provided that any such payment or pledge shall be, and shall be expressed to be, subordinate and
junior in all respects to the pledge and lien created by the Resolution as security for the Bonds.

Any issue of Subordinated Debt may have such rank or priority with respect to any other issue as

may be provided in the resolution, indenture or other instrument securing such issue of Subordinated Debt and may
contain such other provisions as are not in conflict with the provisions of the Resolution. (Section 513)
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Investment of Certain Funds

Moneys held in the Debt Service Fund shall be invested and reinvested by the Trustee to the
fullest extent practicable in Investment Securities, (a) in the case of moneys held in the Debt Service Reserve
Account within ten years, and (b) in the case of moneys held by the Debt Service Account not later than such times
as shall be necessary to provide moneys when needed for payments to be made from such Account Moneys held in
the Revenue Fund and the Construction Fund may be invested and reinvested in Investment Securities which mature
not later than such times as shall be necessary to provide moneys when needed for payments to be made from such
Fund. Moneys held in the Operating Fund and the Power Resource Development Fund shall be invested in
Investment Securities which mature within twelve months and moneys held in the General Reserve Fund shall be
invested in Investment Securities which mature within 24 months, and in any case the Investment Securities in such
Funds shall mature not later than such times as shall be necessary to provide moneys when needed for payments to
be made from such Funds. Subject to the terms of any resolution, indenture or other instrument securing any issue
of Subordinated Debt, moneys held in the Subordinated Debt Fund shall be invested and reinvested to the fullest
extent practicable in Investment Securities which shall mature not later than such times as shall be necessary to
provide moneys when needed for payments to be made from such Fund. The Trustee shall make all such
investments of moneys held by it in accordance with written instructions from time to time received from any
Authorized Officer of the Authority. In making any investment in any Investment Securities with moneys in any
Fund or Account established under the Resolution, the Authority may instruct the Trustee or any Depository to
combine such moneys with moneys in any other Fund or Account, but solely for purposes of making such
investment in such Investment Securities.

Unless otherwise provided in a supplemental resolution and except as provided in the Resolution,
interest (net of that which represents a return of accrued interest paid in connection with the purchase of any
investment) earned or any gain realized on any moneys or investments in such Funds and Accounts, other than the
Construction Fund, shall be paid into the Revenue Fund on a periodic basis at least quarterly as shall be directed by
the Authority; provided, however, that at the direction of the Authority, such income earned on moneys or
investments in any Fund or Account or any portion thereof shall be paid into the Construction Fund. Interest earned
or gain realized on any moneys or investments in the Construction Fund shall be held in such Fund for the purposes
thereof or, if so directed by the Authority, paid into the Revenue Fund. (Section 603)

Certain Covenants of the Authority

Creation of Lien and Sale and Lease of Property. The Authority shall not issue any bonds, notes,
debentures, or other evidences of indebtedness of similar nature, other than the Bonds, payable out of or secured by
a pledge or assignment of the Pledged Property or other moneys, securities or funds held or set aside by the
Authority or by the Fiduciaries under the Resolution and shall not create or cause to be created any lien or charge on
the Pledged Property, or such moneys, securities or funds, provided, however, that nothing contained in the
Resolution shall prevent the Authority from issuing, if and to the extent permitted by law (i) evidences of
indebtedness (a) payable out of moneys in the Construction Fund as part of the Cost of Acquisition and Construction
of the Power Resources, or (b) payable out of, or secured by a pledge or assignment of, Revenues to be received on
and after such date as the Pledge of the Revenues provided in the Resolution shall be discharged and satisfied, (ii)
Subordinated Debt, or (iii) bonds, notes, debentures or other evidences of indebtedness payable out of the General
Reserve Fund.

No part of, or interest of the Authority in, any of the Power Resources shall be sold, leased,
mortgaged or otherwise disposed of, except that the Authority may sell or exchange at any time and from time to
time any property or facilities constituting part of the Power Resources, other than its interest in the Uprating
Project, only if it shall determine that such property or facilities are not necessary for the purposes of the Authority
in the operation of the Power Resources. The Authority may also, subject to any Power Resource Agreement
relating to the use, operation and output of any Power Resource, lease or make contracts or grant licenses for the
operation of, or make arrangements for the use of, or grant easements or other rights with respect to, any part of the
Power Resources, provided that any such lease, contract, license, arrangement, easement or right (i) does not impede
the operation by the Authority or its agents of the Power Resources and (ii) does not in any manner impair or
adversely affect the rights or security of the Bondholders under the Resolution; and provided, further, that if the
book value of the property to be covered by any such lease, contract, license, arrangement, easement or other right is
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in excess of 1% of the book value of the assets of the Authority at such time, the Authority shall first file with the
Trustee a certificate of the Consulting Engineer that the action of the Authority with respect thereto does not result
in a breach of the conditions under this paragraph. Any payments received by the Authority under or in connection
with any such lease, contract, license, arrangement, easement or right in respect of the Power Resources or any part
thereof shall be deposited in the Revenue Fund. (Section 707)

Annual Budget. Not less than 60 days prior to the beginning of each Fiscal Year, the Authority
shall prepare and file with the Trustee and the Consulting Engineer an Annual Budget for the ensuing Fiscal Year
which shall set forth in reasonable detail the estimated Revenues and Operating Expenses and other expenditures
relating to the Power Resources for such Fiscal Year and which shall include monthly appropriations for the
estimated amounts to be deposited during each month in such year in the Operating Fund and the requirements, if
any, for and the amounts estimated to be deposited during each month from each Fund and Account established
under the Resolution. Such Annual Budget also may set forth such additional material as the Authority may
determine. Following the end of each fiscal quarter and at such other times as the Authority shall determine, the
Authority shall review its estimates set forth in the Annual Budget for such Fiscal Year, and in the event such
estimates do not substantially correspond with actual Revenues, Operating Expenses or other requirements, or if
there are at any time during any such Fiscal Y ear extraordinary receipts or payment of unusual costs, the Authority
shall prepare an amended Annual Budget for the remainder of such Fiscal Year. The Authority also may at any time
adopt an amended Annual Budget for the remainder of the then current Fiscal Year. (Section 711)

Rate Covenant. The Authority shall fix, establish, maintain and collect rents, rates, fees and
charges under the Power Sales Contracts and shall otherwise charge and collect rents, rates, fees and charges for the
use or the sale of the output, electric capacity and energy or service of the Power Resources, which together with
other available Revenues are expected to produce Revenues for each Fiscal Year which will be at least sufficient for
such Fiscal Year to pay the sum of:

0] all Operating Expenses for such Fiscal Y ear;

(i) a sum equal to the Aggregate Debt Service for such Fiscal Year computed as of the beginning of
such Fiscal Y ear;

(iii) the amount, if any, to be paid during such Fiscal Year into the Debt Service Reserve Account in
the Debt Service Fund (other than amounts required to be paid into such Account out of the proceeds of
Bonds);

(iv) asum equal to the debt service on any Subordinated Debt for such Fiscal Y ear computed as of the
beginning of such Fiscal Year; and

(v) amounts necessary to pay and discharge all charges or liens payable out of the Revenues when due and
enforceable, provided, however, that any Principal Installment which is a Refundable Principal Installment
may be excluded from Aggregate Debt Service for purposes of the foregoing but only to the extent that the
Authority intends to any such Principal Investments from sources other than Revenues.

Promptly upon (a) any material decrease in any month in the Revenues anticipated to be produced
by any rents, fees, rates or charges at the time of adoption of such rents, fees, rates or charges or any later review
thereof, (b) any material increase in expenses of operation of the Power Resources on any month not contemplated
at the time of adoption of the rents, fees, rates and charges then in effect or any later review thereof, or (c) any other
material change in the circumstances which were contemplated at the time such rent, fees, rates and charges were
most recently reviewed, but not |ess frequently than once every 12 months, the Authority shall review the rents, fees,
rates and charges so established and shall promptly establish or revise such rents, rates, fees and charges as
necessary to comply with the foregoing requirements, provided that such rents, fees, rates and charges shall in any
event produce moneys sufficient to enable the Authority to comply with al its covenants under the Resolution.

The Authority will not furnish or supply or cause to be furnished or supplied any use, output or
service of the Power Resources, free of charge to any person, firm or corporation, public or private, and the
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Authority will enforce the payment of any and al accounts owing to the Authority by reason of the ownership and
operation of the Power Resources by discontinuing such use, output or service, or by filing suit therefor within 120
days after any such accounts are due, or by both such discontinuance and by filing suit. (Section 712)

Power Sales Contracts, Amendment. The Authority shall collect all amounts payable to it
pursuant to the Power Sales Contracts or payable to it pursuant to any other contract for the sale or use of output,
capacity or other service from the Power Resources or any part thereof and as soon as practicable after receipt
thereof, and in any event within ten days of such receipt, shall deposit the same into the Revenue Fund. The
Authority shall enforce the provisions of the Power Sales Contracts and duly perform its covenants and agreements
thereunder. The Authority will not consent or agree to or permit any rescission of or amendment to any Power Sales
Contract unless it shall have delivered to the Trustee (@) a certificate of the Consulting Engineer stating that, in its
opinion, such action will not preclude the Authority from complying with the covenant set forth in the Resolution,
and (b) a certificate of an Authorized Officer of the Authority setting forth a determination by the Commission that,
taking into account all relevant facts and circumstances, including, if and to the extent the Authority deems
appropriate, the advice or opinions of the Consulting Engineer as to engineering matters, its Bond Counsel as to
legal matters and other consultants and advisors, such action will not have a material adverse effect on the interests
of Bondholders. A copy of each Power Sales Contract certified by an Authorized Officer of the Authority shall be
filed with the Trustee, and prior to execution by the Authority of any such amendment thereof, a copy of such
amendment certified by the Authorized Officer of the Authority shall be filed with the Trustee. Nothing contained
herein shall be deemed to prevent the Authority from enforcing the terms and provisions of the Power Sales
Contract. (Section 713)

Maintenance of Insurance. Subject to the Power Resources Agreements, the Authority shall at all
times use its best efforts to keep or cause to be kept the properties of the Power Resources which are of an insurable
nature (and for which the Authority has the Obligation to insure or cause to be insured pursuant to the Power
Resource Agreement) and of the character usualy insured by those operating properties similar to the Power
Resources insured against loss or damage by fire and from other causes customarily insured against and in such
relative amounts so are usually obtained. The Authority shall at al times use its best efforts to maintain or cause to
be maintained insurance or reserves against loss or damage from such hazards and risks to the person and property
of others as are usually insured or reserved against by those operating properties similar to the properties of the
Power Resources. The Authority shall only be required to obtain such insurance if the same is available at
reasonable rates and upon reasonable terms and conditions but if such insurance is not so obtainable, the Authority
shall deliver an opinion to the Trustee of an independent insurance consultant to that effect. (Section 714)

Accounts and Reports. The Authority shall keep or cause to be kept proper books of record and
account (separate from all other records and accounts) in which complete and correct entries shall be made of its
transactions relating to the Power Resources and each Fund and Account established under the Resolution and
which, together with all other books and papers of the Authority, including insurance policies, relating to the Power
Resources, shal at all times be subject to the inspection of the Trustee and the Holders of an aggregate of not less
than 5% in principal amount of the Bonds then Outstanding or their representatives duly authorized in writing.

The Trustee and the Authority shall advise each other promptly after the end of each fiscal quarter
of their respective transactions during such quarter relating to each Fund and Account held by it under the
Resolution.

The Authority shall annually, within 120 days after the close of each Fiscal Year, file with the
Trustee and otherwise as provided by law, a copy of an annual report for such Fiscal Year, accompanied by a
certificate of an Accountant relating to the Power Resources which shall include the following statements in
reasonable detail; a statement of assets and liabilities as of the end of such Fiscal Y ear; a statement of Revenues and
Operating Expenses for such Fiscal Y ear; and a summary with respect to each Fund and Account established under
the Resolution of the receipts therein and disbursements therefrom during such Fiscal Year and the amount held
therein at the end of such Fiscal Year. Such certificate shall state whether or not, to the knowledge of the signer, the
Authority is in default with respect to any of the covenants, agreements or conditions on its part contained in the
Resolution, and if so, the nature of such default. The annual report of the Authority required by the Act, if it
includes the statements required herein athough for a different period, may be used by the Authority in lieu of the
annual report required of this paragraph.
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The reports, statements and other documents required to be furnished to the Trustee pursuant to
any provisions of the Resolution shall be available for the inspection of Bondholders at the office of the Trustee and
shall be mailed to each Bondholder who shall file a written request therefor with the Authority. The Authority may
charge for such reports, statements and other documents, a reasonable fee to cover reproduction, handling and

postage.

The Authority shall file with the Trustee (a) forthwith upon becoming aware of any Event of
Default or default, in the performance by the Authority of any covenant, agreement or condition contained in the
Resolution, a certificate signed by an Authorized Officer of the Authority and specifying such Event of Default or
default, and (b) within 120 days after the end of each Fiscal Y ear a certificate signed by an Authorized Officer of the
Authority stating that, to the best of his knowledge and belief, the Authority has kept, observed, performed and
fulfilled each and every one of its covenants, agreements and obligations, contained in the Resolution and there does
not exist at the date of such certificate any default by the Authority under the Resolution or any Event of Default or
other event which, with the lapse of time would become an Event of Default, or, if any such default or Event of
Default or other event shall so exist, specifying the same and the nature and status thereof. (Section 716)

State Water and Power Development Fund

To the extent required by the Act, amounts, if any, deposited in the State Water and Power
Development Fund pursuant to the Surplus Revenues Agreement shall be accumulated therein as a bond reserve
which is equal to the sum of the maximum Debt Service on the Bonds in the then current or any future Fiscal Y ear
and the maximum principal and interest coming due on outstanding Subordinated Bonds in the then current or any
future Fiscal Year.

To the extent required by the Act, any time the amount on deposit in the State Water and Power
Development Fund is in excess of said bond reserve, such excess shall be paid by the State Treasurer upon written
application thereof by an Authorized Officer of the Authority to the Trustee for deposit in the Debt Service Account
in the Debt Service Fund and such excess shall be deemed Revenues for the purpose of the Resolution.

The State Treasurer shall, as required by the Act, apply moneys deposited into the State Water and
Power Development Fund in the following amounts and in the following order of priority: (i) to the Trustee for
deposit in the Debt Service Account and the Debt Service Reserve Account in the Debt Service Fund, in that order,
the amount necessary (or all moneys in the State Water and Power Development Fund, if necessary) to make up any
deficiencies in payments to said Accounts required by the Resolution, (ii) to the Trustee for deposit in the Debt
Service Reserve Account in the Debt Service Fund the amount necessary (or al moneys in the State Water and
Power Development Fund, if necessary) to make up any deficiency in such Account after giving effect to any surety
bond, insurance policy or letter of credit deposited in such Account pursuant to the Resolution, resulting from any
transfer of moneys from said Debt Service Reserve Account to the Debt Service Account, and (iii) to the Trustee for
deposit in the Subordinated Debt Fund the amount necessary (or al moneys in the State Water and Power
Development Fund, if necessary) to make up any deficiency in such Fund. (Section 718)

Events of Default
The following events shall constitute an Event of Default under the Resol ution:
0] failure of the Authority to pay the principal of redemption price of any Bond when due;

(i) failure of the Authority to pay any installment of interest on any Bond or the unsatisfied balance of
any Sinking Fund Installment therefor when due;

(i) failure of the Authority to perform or observe any other of the covenants, agreements or conditions
on its part in the Resolution or in the Bonds contained, and such default shall continue for a period of 60
days after written notice thereof; or

(iv) certain events of bankruptcy or insolvency.
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Upon the happening of an Event of Default, the Trustee or the Holders of not less than 25% in
principal amount of the Bonds Outstanding may declare the principal of all the Bonds then Outstanding, and the
interest accrued thereon, to be due and payable immediately, and upon any such declaration shall become and be
immediately due and payable; provided that if any Bonds are insured Bonds then the acceleration of such Bonds is
subject to the counsel of the Insurer.

If an Event of Default shall happen and shall not have been remedied, the Authority, upon the
demand of the Trustee, shall pay over or cause to be paid over to the Trustee (a) forthwith, all Pledged Property then
held by the Authority under the Resolution, and (b) all Revenues which are not paid directly to the Trustee as
promptly as practicable after receipt thereof.

During the continuance of the Event of Default, the Trustee shall apply the Pledged Property
including all moneys, securities, funds and Revenues received by the Trustee pursuant to any right given or action
taken under the provisions of the Resolution, to, inter alia, the payment of all installments of interest then due in the
order of the maturity of such installments, together with accrued and unpaid interest on the Bonds theretofore called
for redemption and, if the amount available shall not be sufficient to pay in full any installment or installments
maturing on the same date, then to the payment thereof ratably, according to the amounts due thereon; to the persons
entitled thereto, without any discrimination or preference, and to the payment of the unpaid principal or redemption
price of any Bonds which shall have become due, whether at maturity or by call for redemption, in the order of their
due dates, and, if the amount available shall not be sufficient to pay in full all the Bonds due on any date, then to the
payment thereof ratably, according to the amounts of principal or redemption price due on such date, to the persons
entitled thereto, without any discrimination or preference; provided, however, that if the principal of al of the Bonds
shall have become or have been declared due and payable, the Trustee shall apply such Pledged Property to, inter
alia, the payment of the principal and interest then due and unpaid upon the Bonds without preference or priority of
principal over interest or of interest over principal, or of any installment of interest over any other installment of
interest, or of any Bond over any other Bond, ratably, according to the amounts due respectively for principal and
interest, without any discrimination or preference except as to any difference in the respective rates of interest
specified in the Bonds.

If an Event of Default shall happen and shall not have been remedied, the Trustee may proceed,
and upon written request of the Holders of not less than 25% in principal amount of the Bonds Outstanding shall
proceed, to protect and enforce its rights and the right of the Holders of the Bonds under the Resolution forthwith by
asuit or suitsin equity or at law, whether for the specific performance of any covenant contained in, or in aid of the
execution of any power granted in the Resolution, or for an accounting against the Authority asif the Authority were
the trustee of an express trust, or in the enforcement of any other legal or equitable right as the Trustee, being
advised by counsel, shall deem most effectual to enforce any of its rights or to perform any of its duties under the
Resolution.

The Holders of not less than a mgjority in principal amount of the Bonds at the time Outstanding
may direct the time, method and place of conducting any proceeding for any remedy available to the Trustee, or
exercising any trust or power conferred upon the Trustee, provided that the Trustee shall have the right to decline to
follow any such direction if the Trustee shall be advised by counsel that the action or proceeding so directed may not
lawfully be taken, or if the Trustee isin good health shall determine that the action or proceeding so directed would
involve the Trustee in personal liability or be unjustly prejudicial to the Bondholders not parties to such direction.

Regardless of the happening of an Event of Default, the Trustee shall have power to, but unless
requested in writing by the Holders of 25% in principal amount of the Bonds then Outstanding and furnished with
reasonable security and indemnity, shall be under no obligation to, institute and maintain such suits and proceedings
asit may be advised shall be necessary or expedient to prevent any impairment of the security under the Resolution
by any acts which may be unlawful or in violation of the Resolution, and such suits and proceedings as the Trustee
may be advised shall be necessary or expedient to preserve or protect its interests and the interests of the
Bondholders.

No Holder of any Bond shall have any right to institute any suit, action or proceeding at law or in

equity for the enforcement of any provision of the Resolution or the execution of any trust under the Resolution or
for any remedy under the Resolution, unless such Holder shall have previously given to the Trustee written notice of
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the happening of an Event of Default, as defined in the Resolution, and the Holders of at least 25% in principal
amount of the Bonds then Outstanding shall have filed a written request with the Trustee, and shall have offered the
Trustee reasonable opportunity, either to exercise the Powers granted in the Resolution or by the laws of the State or
to institute such action, suit or proceeding in its own name, and unless such Holders shall have offered to the Trustee
adequate security and indemnity against the costs, fees (including reasonable attorneys fees), expenses and
liabilities to be incurred therein or thereby, and the Trustee shall have refused to comply with such request for a
period of 60 days after receipt by it of such notice, request and offer of indemnity.

Nothing in the Resolution or in the Bonds contained shall affect or impair the obligation of the
Authority, which is absolute and unconditional, to pay at the respective dates of maturity and places therein
expressed the principal of (and premium, if any) and interest on the Bonds to the respective Holders thereof, or
affect or impair the right of action, which is also absolute and unconditional, of any Holder to enforce such payment
of itsBond. (Sections 801, 903, 804 and 805).

Notice of Default. The Trustee shall promptly mail written notice of the occurrence of any Event
of Default and to each registered owns of Bonds then Outstanding at his address, if any, appearing upon the registry
books of the Authority. (Section 808)

Trustee; Paying Agents

The Resolution requires the appointment by the Authority of a Trustee and one or more Paying
Agents (which may include the Trustee). The Trustee may at any time resign by giving not less than 90 days written
notice to the Authority and may be removed at any time by the Holders. Any successor Trustee shall be a bank or
trust company organized under the laws of any state or a national banking association and shall have capital stock,
surplus and undivided earnings aggregating at least $50,000,000. (Sections 901, 902, 907, 908 and 909)

Amendments and Supplemental Resolutions

Any modification or amendment of the Resolution and of the rights and obligations of the
Authority and of the Holders of the Bonds thereunder, in any particular, may be made by a supplemental resolution,
with the written consent (i) of the Holders of at least amgjority in principal amount of the Bonds Outstanding at the
time such consent is given and (ii) in case less than all of the several series of Bonds then Outstanding are affected
by the modification or amendment, of the Holders of at least a majority in principal amount of the Bonds of each
series so affected and Outstanding at the time such consent is given; provided, however, that if such modification or
amendment will, by its terms, not take effect so long as any Bonds of any specified like series and maturity remain
Outstanding, the consent of the Holders of such Bonds shall not be required. No such modification or amendment
shall permit a change in the terms of redemption (including Sinking Fund Installments) or maturity of the principal
of any Outstanding Bond or of any, installment of interest thereon or a reduction in the principal amount or be
Redemption Price thereof or in the rate of interest thereon without the consent of the Holder of such Bond, or shall
reduce the percentages or otherwise affect the classes of Bonds the consent of the Holders of which is required to
effect any such modification or amendment.

The Authority may adopt (without the consent of any holders of the Bonds) at any time or from
time to time, a supplemental resolution for any one or more of the following purposes:

(@D} To close the Resolution against the authentication and delivery of Bonds or the issuance
of other evidences of indebtedness,

2 To add to the covenants and agreements of the Authority in the Resolution;

3 To add to the limitations and restrictions in the Resolution and restrictions to be observed
by the Authority;

4 To authorize Bonds of a series;
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(5) To authorize, in compliance with all applicable law, Bonds of each series to be issued in
the form of coupon Bonds;

(6) To authorize, in compliance with all applicable law, Bonds of each series to be issued in
the form of Bonds issued and held in book-entry form,;

@) Notwithstanding any other provisions of be Resolution, to authorize Bonds of a series
having terms and provisions different than the terms and provisions theretofore provided in the
Resolution;

(8) To confirm any pledge or assignment under the Resolution of the Pledged Property;

9 To comply with the provisions of any federal or state securities law, including, without
limitation, the Trust Indenture Act of 1939, as amended, or to comply with Section 103 of the
Internal Revenue Code of 1954, as amended; and

(10) To modify any of be provisions of the Resolution in any other respect whatever, provided
that such modification shall be effective only after all Bonds of each series Outstanding at the date
of the adoption of such Supplemental Resolution shall cease to be Outstanding. (Sections 1001
and 1102)

Defeasance

If the Authority shall pay or cause to be paid, or there shall otherwise be paid, to the Holders of all
Bonds the principal or redemption price, if applicable, and interest due or to become due thereon, at the timesand in
the manner stipulated in the Bonds and in the Resolution, then such Bonds shall cease to be entitled to any lien,
benefit or security under the Resolution, and all covenants, agreements and obligations of the Authority to the
Holders of such Bonds shall thereupon cease, terminate and become voice and be discharged and satisfied.

Bonds or interest installments for the payment or redemption of which moneys shall have been set
aside and shall be held in trust by the Paying Agents at the maturity or redemption date thereof shall be deemed to
have been paid within the meaning and with the effect expressed in the Resolution, as described in the preceding
sentence. All Outstanding Bonds shall prior to the maturity or redemption date thereof be deemed to have been paid
within the meaning and with the effect expressed in the Resolution if the following conditions are met: (i) in case
any of said Bonds are to be redeemed on any date prior to their maturity, the Authority shall have given to the
Trustee instructions to mail notice of redemption of such Bonds on said date, (ii) there shall have been deposited
with the Trustee either moneys in an amount which shall be sufficient, or Investment Securities the principal of and
the interest on which when due will provide moneys which, together with the moneys, if any, deposited with the
Trustee at the same time, shall be sufficient, to pay when due the principal or redemption price, if applicable, and
interest due and to become due on said Bonds on or prior to the redemption date or maturity date thereof, as the case
may be, and (iii) in the event said Bonds are not by their terms subject to redemption within the next succeeding 60
days, the Authority shall have given the Trustee instructions to mail a notice to the Holders of such Bonds that the
deposit described above has been made with the Trustee and that said Bonds are deemed to have been paid and
stating such maturity or redemption date upon which moneys are expected to be available for the payment of the
principal or redemption price, if applicable, on said Bonds. Investment Securities described in clause (i) of the
definition of Investment Securities only may be used for the purposes of defeasance. (Section 1201)
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APPENDIX E

SUMMARY OF CERTAIN PROVISIONS OF THE FEDERAL CONTRACTS
THE WESTERN CONTRACT
The following is a summary of certain provisions of the Contract for Electric Service (the
“Western Contract”) and is not to be considered as a full statement of the provisions thereof. This summary is

qualified by reference to and is subject to the complete Western Contract.

Unless the context clearly requires otherwise, all terms used herein shall have the meanings as
hereinafter set forth.

“Administrator” means the Administrator of Western.

“Advance Credits’ means credits provided by Western at any time in addition to those to be
provided based upon the Credit Schedule of the Contractor at the timein effect.

“Advance Credits Account” means the account established by the Contractor pursuant to the
Western Contract.

“Advances’ means advances made or anticipated to be made pursuant to the Bureau Contract or
the Interim Contract or both.

“Billing Period” means the service period beginning on the first day and extending through the last
day of any calendar month.

“Boulder Canyon Project” means all work authorized by the Boulder Canyon Project Act, the
Hoover Power Plant Act, and any additions authorized by Congress to be constructed and owned by the United
States, but exclusive of the main canal and appurtenances authorized by the Boulder Canyon Project Act, known as
the All-American Canal.

“Boulder City Area Projects’ means the Boulder Canyon Project, the Parker-Davis Project, and
the United States entitlement in the Navajo Generating Station (a feature of the Central Arizona Project).

“Bureau” means the Bureau of Reclamation of the Department of the Interior of the United States
of Americaand the successors and assigns to its duties and functions.

“Bureau Contract” means the Contract between the Bureau and a Schedule B Contractor, for the
Advance of Funds for the Uprating Program at Hoover Powerplant.

“Colorado River Dam Fund” means the special fund in the United States Treasury established by
Section 2(a) of the Boulder Canyon Project Act and available for carrying out the provisions of said Act, the
Boulder Canyon Project Adjustment Act, and the Hoover Power Plant Act.

“Contingent Capacity” means the aggregate of Schedule A Contingent Capacity and Schedule B
Contingent Capacity.

“Contract Capacity” means the amount of capacity to which the Contractor is entitled pursuant to
the Western Contract.

“Contractors’ means the entities entering into contracts with Western for electric service pursuant
to the Hoover Power Plant Act.

“Credit Amount” means, with respect to any Billing Period, the sum of the following:
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(1) The amount accruing for payment by or on behalf of the Schedule B Contractor with
respect to Indebtedness and Periodic Interest Costs in such Billing Period (excluding any portion
thereof scheduled to be paid from debt service or other reserves with respect to Indebtedness), as
shown by the most recent Credit Schedule furnished to Western by the Schedule B Contractor;

2 With respect to the month of July 1987, the Credit Amount shall also include the amount
accruing for payment by or on behalf of the Schedule B Contractor with respect to Indebtedness
and Periodic Interest Costs prior to July 1, 1987, as shown by the most recent Credit Schedule
furnished to Western by the Schedule B Contractor;

©)] The amount of any Credit Carryforward to be included in the Credit Amount for such
Billing Period pursuant to the Western Contract; and

4 The amount (positive or negative) of any Credit Difference not yet applied by Western
pursuant to the Western Contract.

“Credit Carryforward” means to the extent that, after applying the Credit Amount for any calendar
month Billing Period to the power bill of the Contractor rendered in such calendar month, there shall remain a
portion of the Credit Amount which has not been so applied, the portion of the Credit Amount so remaining shall
congtitute a Credit Carryforward.

“Credit Difference” means the amount of any difference between (i) the amounts accrued with
respect to Indebtedness and Period Interest Costs during a Fiscal Year, and (ii) the amounts included in the last
Credit Schedule with respect to such Fiscal Year.

“Credit Schedule” means an annua schedule provided to the Bureau and Western by the
Contractor, setting forth the Contractor’'s estimate of the amounts payable by or on behalf of the Contractor with
respect to all Indebtedness then outstanding and all related Periodic Interest Costs with respect to each calendar
month in the Fiscal Y ears covered thereby.

“Express Capacity” means the extent that the Output Capability less any Western Capacity is
greater than the Rated Capacity.

“Express Energy” means Energy in exams of 4,501,001,000 kilowatthours in any Fiscal Year
obligated from the Hoover Powerplant pursuant to Section 105(a)(1)(C) of the Hoover Power Plant Act.

“Federal Projects on the Colorado River” means the Boulder Canyon Project, the Parker-Davis
Project, and the Colorado River Storage Project system, consisting of the Glen Canyon, Flaming Gorge and Wayne
Aspinall units.

“Firm Energy” means Energy obligated from the Hoover Powerplant pursuant to Section
105(a)(1)(A) and/or Section 105(a)(1)(B) of the Hoover Power Plant Act.

“Fiscal Year” means the 12-month period so designated by federal law. Until changed by federal
law, Fiscal Year means the period commencing October 1 of each year, immediately following midnight September
30, and ending at midnight September 30 of the following year.

“Funded Interest Costs” means that portion of Interest Costs paid or anticipated to be paid from
the proceeds of Indebtedness.

“Indebtedness’ includes the following:
(N} The amount of all borrowed money and all guarantees, assumptions and other contingent

liabilities incurred to finance Advances, and the amount of all borrowed money, guarantees,
assumptions and liabilities incurred to finance Funded Interest Costs; and



(2 the amount of funds furnished to the Bureau by the Schedule B Contractor as Advances,
to the extent such funds are derived by the Schedule B Contractor from sources other than
described in clause (1) above, whether incurred or provided by the Schedule B Contractor or by
any entity acting on behalf of, or as assignee of, the Schedule B Contractor.

“Interest Costs” means all amounts used or anticipated to be used for interest payments, issuance
expenses, discounts, reserves, credit support and similar fees, remarketing fees and other financing expenses (to the
extent such other financing expenses are incurred to service or reduce interest payments with respect to
Indebtedness); whether incurred by the Schedule B Contractor or by any entity acting on behalf of, or assignee of,
the Schedule B Contractor.

“Interim Contract” means the Interim Contract Relating to the Uprating Program at Hoover
Powerplant dated March 11, 1986 entered into by the Contractors and the United States.

“Qutput Capability” means the capacity available from Hoover Powerplant at the Boulder Canyon
Project points of delivery at any given time with all units and equipment in service.

“Periodic Interest Costs’ means that portion of Interest Costs not constituting Funded Interest
Costs.

“Power” means Contract Capacity, Firm Energy, and Excess Energy.

“Rated Capacity” means the capacity of the Hoover Powerplant at the Boulder Canyon Project
points of delivery at a net effective head of 498 feet with all units and equipment in service.

“Schedule A Contingent Capacity” means the capacity shown in the schedule so captioned
appearing in section 105(a)(1)(A) of the Hoover Power Plant Act.

“Schedule A Contract Capacity” means the quantity of capacity calculated in accordance with the
Western Contract.

“Schedule A Contractor” means an entity that enters into a contract with Western pursuant to
Section 105(a)(1)(A) of the Hoover Power Plant Act.

“Schedule B Contingent Capacity” means the capacity shown in the schedule so captioned
appearing in section 105(a)(1)(B) of the Hoover Power Plant Act, supplemented, as to users in California, by the
allocation appearing in 50 Fed. Reg. 47830 et seq., November 20, 1985.

“Schedule 13 Contract Capacity” means the quantity of capacity calculated in accordance with the
Western Contract.

“Schedule B Contractor” means an entity that enters into a contract with Western pursuant to
Section 105(a)(1)(B) of the Hoover Power Plant Act and enters into a Bureau Contract.

“Uprating Program” means the program authorized by Section 101(a) of the Hoover Power Plant
Act for increasing the capacity of existing generating equipment and appurtenances at the Hoover Powerplant.

“Western Capacity” means the capacity to which Western is entitled pursuant to the Western
Contract.

“WSCC” means the Western Systems Coordinating Council, an affiliation of electric utility
systems established to promote reliable operation of the interconnected bulk power systems through the coordination
of planning and operation of generating and interconnected transmission facilities.



Term

The Western Contract, subject to prior termination as otherwise provided in the Western Contract,
shall remain in effect until midnight, September 30, 2017, without prejudice to any right conferred on the Contractor
by the Boulder Canyon Project Act, as amended and supplemented, provided that the Contractor is not in default
under the Western Contract on September 30, 2017.

Electric Serviceto be Furnished

Power Generation and Delivery Responsibilities. Power generation, and the associated operation,
maintenance, and making of replacements, however necessitated, of facilities and equipment at the Hoover
Powerplant are the responsibilities of the Bureau.

Subject to the statutory requirement that Hoover Dam and Lake Mead shall be used: first, for river
regulation, improvement of navigation and flood control; second, for irrigation and domestic uses and satisfaction of
present perfected rights mentioned in section 6 of the Boulder Canyon Project Act; and third, for power. The Bureau
shall rel ease water, make available generating capacity, and generate energy, in such quantities, and at such times, as
are necessary for the delivery of the capacity and energy to which Contractors are entitled.

The Bureau reserves the right to reschedule, temporarily discontinue, reduce, or increase the
delivery of water for the generation of electrical energy at any time for the purpose of maintenance, repairs, and/or
replacements, and for investigations and inspections necessary thereto, or to alow for changing reservoir and river
conditions, or for changes in kilowatthours generation per acre-foot, or by reason of compliance with the statutory
requirement; provided, that the Bureau shall, except in case of emergency, give Western reasonable notice in
advance of any change in delivery of water and Western shall promptly forward such notice to the Contractors, and
that the Bureau shall make such inspections and perform such maintenance and repair work at such times and in
such manner as to cause the least inconvenience possible to the Contractors and that the Bureau shall prosecute such
work with diligence and, without unnecessary delay, resume delivery of water as scheduled.

Western shall operate, maintain, replace and repair the Federal transmission system in order to
deliver the Contractor's Contract Capacity, Firm Energy, and Excess Energy entittements from the Hoover
Powerplant to Boulder Canyon Project points of delivery. Western shall measure and account for Power deliveries,
render bins, and maintain books of account to ensure the financial integrity of the Boulder Canyon Project.

Western shall accept from the Bureau and, subject to the terms and conditions stated in the
Western Contract, shall schedule, deliver, and measure Power to the Contractor, from and after each date of initial
service at the point(s) of delivery and voltage(s) set forth in the Western Contract.

Power being fungible, Western shall be permitted to satisfy its obligations under the Western
Contract by use of generation from Hoover Powerplant or other sources of generation available to Western;
provided, that the measure of the Contractor’s rights to Power under the Western Contract, shall be the quantity of
capacity and energy available from Hoover Powerplant. Subject to the contract rights of all Contractors being
preserved, and except as otherwise provided in the Western Contract, Western will utilize the Boulder Canyon
Project to optimize the operation of the Federal system. Western shall be obligated to provide regulation, ramping
and spinning reserves to the Contractor in quantities that can be provided by Hoover Powerplant; provided, that
Western may provide regulation, ramping and spinning reserves from other Federal projects on the Colorado River
if they can be made available from such other projects with the same quality as if they were provided by Hoover
Powerplant.

Undertaking of Western to Schedule Contract Capacity. Western shall schedule and measure, and
the Contractor shall accept, the Contractor’s Contract Capacity as set forth in the Western Contract.

If the Uprating Program results in Rated Capacity greater than or equal to 1,951,000 kilowatts,

Western shall be entitled to use the Output Capability in excess of 1,951,000 kilowatts only for the purpose of
meeting Western's contractual obligations to provide firm capacity at the Federal Projects on the Colorado River.
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Any such capacity not used by Western for the purpose specified above shall be available to Schedule A and
Schedule B Contractors.

Reductions in Contract Capacity and Western Capacity may result due to forced or planned
outages, the Uprating Program as scheduled the Bureau, river operations, or reservoir drawdown.

Any reduction in capacity due to a reduction in generating capacity or in the use of capacity of the
Hoover Powerplant, whether scheduled or unscheduled, shall be determined by the Bureau.

Any reduction in capacity due to a reduction in transfer capability, whether scheduled or
unscheduled, of the Boulder Canyon Project transmission or delivery system, shall be determined by Western.

Reductions in the Contractor’'s Contract Capacity and Western Capacity shall be allocated as
follows:

D Any such reductions in capacity shall first be made from Excess Capacity available and
shall be borne pro rata by the Schedule A and Schedule B Contractors receiving Excess Capacity.

2 Any such reductions in capacity shall secondly be borne by the Western Capacity to the
extent that such Western Capacity exists.

©)] Any further such reductions in capacity shall then be borne by:

Q) Schedule B Contractors on a pro rata basis if the reduction is due to the Uprating
Program as scheduled by the Bureau. To the extent such reduction exceeds the Contract Capacity
of the Schedule B Contractors, the remaining reduction shall be borne by Schedule A Contractors
on apro rata basis.

(i) Schedule A and Schedule B Contractors on a pro rata basis if the reduction is
due to a reason other than the scheduling of the reduction pursuant to the Uprating Program. To
the extent such reduction exceeds the Contract Capacity of the Schedule B Contractors, the
remaining reduction shall be borne by Schedule A Contractors on a pro rata basis.

As each increment of the Uprating Program becomes operable, the increase shall be made
available to the Schedule B Contractor as determined in the Western Contract.

Electric energy shall be delivered to the Contractor in quantities which the Contractor may from
time to time schedule, up to the Contract Capacity the Contractor is entitled to receive. The simultaneous rate of
delivery of Firm Energy and Excess Energy at the points of delivery shall not exceed the Contractor’s Contract
Capacity. Said Contract Capacity will be available in any hour within the Billing Period, except as otherwise
provided. During any period when the quantity of Contract Capacity available to a Contractor is not sufficient to
deliver the Contractor's Firm Energy and Excess Energy entitlements, subject to the availability of general
capability, the simultaneous rate of delivery for al points of delivery will be allowed on an interruptible basis to
exceed the Contractor’s Contract Capacity.

Energy Entitlement. Whenever Excess Energy is available, Western shall deliver it in accordance
with the order of priority set forth in the Western Contract. After the first and second priority entitlement to Excess
Energy has been obligated for delivery, Western shall make available one-third of the third-priority Excess Energy
to Arizona, one-third to Nevada, and one-third to the California Contractors.

When Excess Energy is forecast, scheduled, and delivered during any period and later during such
period it is forecast that only Firm Energy or a reduced quantity of Excess Energy deliveries can be made, the
amount of over-delivered Excess Energy shall be accounted for in an energy delivery deviation account. The return
of energy to Western by the Contractor receiving the over-delivered Excess Energy shall be made pursuant to
written metering and scheduling instructions developed pursuant to the Western Contract. Unless otherwise agreed,



this amount of energy should be (i) returned at mutually agreed upon points and rates of delivery within 12 months
of the date of notice of the change in characterization of energy, and (ii) returned during on-peak hours. Returned
energy deliveries by the Contractor shall not affect the rights of other Contractors.

The Contractor may be required by Western to schedule a minimum raw of delivery of energy
during the off-peak hours. The Contractor’s hourly minimum rate of delivery of energy as a result of the Bureau
complying with required minimum water releases shall be the lesser of (i) 25 % of the Contractor’s total Firm
Energy for the Billing Period involved divided by the off-peak hours for that period; or (ii) the Contractor's
proportional share of total Firm Energy and Excess Energy for the Billing Period involved multiplied by the overall
minimum rate of delivery of energy for required minimum water rel eases. Scheduled power purchases will not affect
the minimum rate of delivery required by minimum water releases.

At the request of the Contractor and at the Contractors expense, Western shall purchase energy to
meet that Contractor’'s Firm Energy deficiency. The price of firming energy shall be billed monthly at Western's
estimated annual average purchase price for firming energy, adjusted to the actual price, without interest, as soon
after the end of the Fiscal Y ear as such prices can be determined. Such firming arrangements are to be evidenced by
prior written agreement between the parties. The price to the Contractor for firming energy purchased for the
Contractor shall not include the Lower Colorado River Basin Development Fund Contribution Charge of 4.5 mills
per kwWh.

If the Contractor determines it is temporarily unable to utilize Firm Energy or Excess Energy
available to it, Western will, at the Contractor’s request, attempt to lay off al or part of the Firm Energy or Excess
Energy the Contractor declares to be available for lay off, first to other Contractors in the same state and then to the
other Contractors, and then to any potential purchaser. No other Contractor shall be obligated to accept any lay off
of Firm Energy or of Excess Energy. The rate to be paid by a purchaser agreeing to accept laid off Firm Energy or
Excess Energy shall be the rate that would have been paid by the Contractor requesting the lay off of such energy or
at the best lesser rate obtainable. A Contractor requesting Western to lay off Firm Energy or Excess Energy shall not
be relieved of its obligation to pay for such Firm Energy or Excess Energy, but any revenues received by Western
shall be credited against the requesting Contractor’ s obligation.

Procedure for Scheduling Quantities of Energy Available. Western will use the Boulder Canyon
Project with other resources available in order to make the deliveries of Power from the Boulder Canyon Project
more useful to the Contractors. Western will identify the term of transactions that will permit Western to accomplish
this goal. In the event that said terms can be agreed upon by Western and the Contractor as evidenced by the
Contractor’s acceptance of the annua schedule of deliveries Western will finalize the arrangements for the
transactions. Acceptance of such integration shall be at the sole discretion of the Contractor. Such integration shall
not impair the rights of any other Contractor.

Prior to May 1 of each year, Western shall furnish to the Contractor for review (i) the Bureau's
estimated annual operating schedule for the Hoover Powerplant showing estimated power generation and estimated
maintenance and Uprating Program outages; (ii) a draft rel ease pattern schedule showing the best forecast of energy
and a tabulation of forecasted capacity available to the Contractors during the ensuing 12-month period beginning
on June 1, by months, from the Boulder Canyon Project; and (iii) a listing of proposed transactions, including
firming energy purchases, and that; resulting energy projected to be available to the Contractors during the ensuing
12-month period beginning on June 1, by months, through integration of the Boulder Canyon Project with other
projects and sources available to Western.

Within fifteen (15) day, after receipt of the information listed above each Contractor shall submit
to Western comments on the draft release pattern schedule and outage schedule, and proposed schedules of that
Contractor’s use of capacity, Firm Energy, firming energy and Excess Energy, by months, for the year beginning on
June 1 and extending through May 31 of the next year.

Western shall thereupon prepare and furnish to the Contractors a preliminary release pattern
schedule and preliminary integration schedule for the ensuing 12-month period beginning on June 1, taking into
consideration to the extent possible the Contractor’ s proposed schedules.



The Contractor shall have 10 days from receipt of the preliminary release pattern schedule and
preliminary integration schedule to submit alternative schedules for delivery of its Firm Energy, firming energy and
Excess Energy.

Western shall meet with al interested Contractors to review the preliminary release pattern
schedule, preliminary integration schedule, alternative schedules, power rates, and any other items suggested by a
Contractor. Western shall provide written notice to the Contractors of the date and location of such meeting. After
Western has considered the information provided by the Contractor(s) prior to or at such meeting, it shall issue the
final release pattern schedule and integration schedule.

Within five days after receipt of the final release pattern schedule and integration schedule, the
Contractor shall then choose i) between the aforementioned schedules, and (ii) specify the quantity of firming
energy to be purchased by Western on behalf of the Contractor. The Contractor’s choice shall become the master
schedule for the Contractor for the ensuing 12-month period, beginning June 1. If the Contractor chooses the release
pattern schedule, its rights under the Western Contract shall not be diminished or impaired. Western shall furnish a
master schedule to each Contractor showing the combined deliveriesto all Contractors.

In the event of forced outages, or a change in forecasted river operations or in change outages that
necessitates a revision to the then effective master schedule, a revised master schedule shall be furnished to the
Contractors as soon as possible after the data become available. Western shall consider any information submitted
by the Contractor regarding such revised master schedule and shall make changes in such revised master schedule as
Western deems appropriate.

Use of Generation. Within the constraints of outages, river operations, or reservoir drawdown,
and to the extent the contractor does not exceed its energy entitlement, emergencies excepted, the Contractor shall
have the right to schedule loaded synchronized generation and unloaded synchronized generation, the sum of which
shall not exceed the Contractor’ s Contract Capacity.

The Contractor, through use of a dynamic signal from the Contractor or a scheduling entity to a
control center designated by Western, or through such other methods and procedures as the Contractor and Western
may agree, shall have the right to use previously scheduled synchronized generation for regulation, ramping from
zero to full schedule synchronized generation and the reverse, and spinning reserves in accordance with the
provisions of the Western Contract.

During emergencies the Contractor shall have the right for up to 12 hours, to schedule capacity in
excess of previously scheduled amounts, up to its Contract Capacity. In the event that delivery of energy during
emergencies causes the Contractor’s monthly energy entitlement to be exceeded, be energy delivered in excess of
the monthly energy entitlement shall be returned to Western during on-peak hours within seven (7) days of the
occurrence of the emergency.

Except as otherwise provided, the Contractor's use of energy to support the use of unloaded
synchronized generation for regulation, ramping and spinning reserves shall result in reduction in its energy
entitlement during on-peak hours in the next succeeding Billing Period. The amount of reduction during peak hours
in the Contractor’s monthly energy entitlement shall be the Contractor’s proportional share of the energy used to
support unloaded synchronized generation for the benefit of all Contractors using Hoover Power Plant Contingent
Capacity and Firm Energy.

Coordination of Power System. Except as the authorized representatives of the parties may from
time to time otherwise agree, each party shall provide or cause to be provided the reactive kilovoltamperess required
for the supply of its reactive power requirements and its share of the reactive requirements for voltage control a
point of interconnection between Western and the Contractor, or between Western and the Contractor’s suppliers,
subcontractors, agents, or customers. The parties shall coordinate the utilization of generation control equipment,
capacitors, or reactors to maintain transmission voltages and reactive Rows at acceptable levels for full system
performance and stability.



Each party shall provide or cause to be provided its spinning reserve requirements for its load;
provided, that such reserves shall meet or exceed the minimum reserve criteria established by the WSCC or a
sSuccessor organization.

Deliveries of Power shall be made pursuant to written metering and scheduling instructions
developed and agreed upon by the authorized representatives, or between Western and the scheduling entity subject
to the approval of the authorized representative of the Contractor, prior to June 1, 1987, detailing the operating
arrangements and scheduling and accounting procedures to be used. Such written metering and scheduling
instructions shall be developed in conformity with the following principles:

QD Metering and scheduling instructions are intended to implement the terms of the Western
Contract but not to modify or amend it and are, therefore, subordinate to the Western Contract.

2 It is the Contractor’s responsibility to effectuate agreement(s) with any third party or
parties which may be necessary to enable the Contractor to accept deliveries under the Western
Contract.

3 In the event the Contractor’s authorized representative or scheduling entity fails or
refuses to execute the initial metering and scheduling instructions or any revised instructions
which Western determines to be necessary, Western shall develop and temporarily implement
revised instructions until mutually acceptable instructions have been developed and executed by
Western, the scheduling entity and the authorized representative.

Billings, Paymentsand Scheduling of Rates

General. The Contractor shall pay monthly for electric service under the Western Contract in
accordance with the rates developed pursuant to the 1986 Regulations, other applicable regulations and, to the extent
applicable, Department of Energy Order No. RA-6120.2, as each may hereafter be amended or supplemented.

Payment for Capacity. The Contractor shall pay for all of its proportionate share of Schedule A
Contingent Capacity (1,488,000 kW) and its proportionate share of Schedule B Contingent Capacity completed
under the Uprating Program (Rated Capacity less 1,488,000 kW, not to exceed 503,000 kW) at the then effective
capacity charge when Contract Capacity is equal to or greater than 1,000,000 kW at any time during a Billing
Period. In the event that Contract Capacity is less than 1,000,000 kW during an entire Billing Period, the Contractor
shall pay the then effective capacity charge for the maximum quantity of Contract Capacity available to it at any
time during the Billing Period.

Revenue Insufficiency During Periods of Reduced Generation. In order to permit the Bureau to
operate and maintain the facilities of the Boulder Canyon Project when generation has been reduced to a point where
the revenues are insufficient to meet the cost of operation and maintenance, the Contractor shall pay a pro rata
portion of any monthly deficiency as provided in the Western Contract.

If the Bureau estimates that for two or more consecutive Billing Periods, hereinafter referred to as
the “Period of Insufficiency,” revenues from the sale of Power from the Hoover Powerplant will not be sufficient to
pay all of the operation and maintenance costs of the Boulder Canyon Project for the Period of Insufficiency, the
Bureau shall notify Western and Western shall notify the Contractor of the anticipated insufficiency. In making such
estimates, the Bureau shall first apply all funds available under Section 2(a) of the Boulder Canyon Project
Adjustment Act, as amended, including anticipated revenues during the Period of Insufficiency and any other
appropriated funds including emergency funds which are made available to the Bureau under any other applicable
provision of law, to meet the insufficiency. If the Bureau determines that such available funds are inadequate to pay
operation and maintenance costs, the Bureau shall notify Western indicating the estimated monthly deficiency to the
end of the Period of Insufficiency. Western shall bill the Contractor for its pro rata share of the monthly deficiency
in addition to the bill for capacity and energy actually made available. Such pro rata share shall be based 50% on the
Contractor’s percentage allocation of Contingent Capacity and 50% on the Contractor’'s percentage allocation of
Firm Energy. The bill shall be rendered and paid in the normal billing cycle as set forth in the General Power



Contract Provisions, and shall be a prepayment for power. Such prepayments shall be returned to the Contractor
through deficiency payment credits on the monthly power bills issued by Western to the Contractor. The amount of
the deficiency payment credit shall be equal to the proportionate share prepaid by the Contractor times the total
monthly credit to al Contractors. The prepayments shall be returned as soon as practicable, but in no event later than
September 30, 2017.

The maximum obligation of the Contractor for such deficiencies shall be (a) zero on June 1, 1987,
and shall increase as of the first day of each month at the rate of 1/36th of the Contractor’s pro rata of $12,000,000
plus escalation as provided in this paragraph until the total required to meet the Contractor’s pro rata share of the
$12,000,000, as so escalated has been reached, minus (b) any deficiency payments made pursuant to the
immediately preceding paragraph, plus (c) 1/36th of each deficiency payment as provided in this paragraph until the
total required to meet the Contractor’s pro rata share of the $12,000,000 as so escalated has been reached. In the
event that the Contractor has been required to make deficiency payments the obligation of the Contractor shall
increase monthly at the rate of 1/36th of each payment or payments made during each period or periods of
insufficiency; provided, however, the Contractor’s buildup of the obligation in (a) above and (c) above shall not
accrue during any Billing Period unless the capacity available from the Hoover Powerplant is equal to, or in excess
of 1,000,00 kW and associated energy during the entire immediately preceding Billing Period. The Contractor’s pro
rata share of $12,000,000 which is the estimated cost of operation and maintenance of the Boulder Canyon Project
for Fiscal Year 1991, may be escalated as follows:

On or before April 15th of each year, the Bureau shall include in cost data provided the Contractor
under 43 CFR 432.5 estimates of the operation and maintenance costs of the Boulder Canyon Project for each of the
next five Fiscal Y ears thereby giving the Contractor four years' notice of any resultant increase or decrease in the
above estimated cost and the Contractor’ s pro rata share thereof.

Credit for Prepayment of Power Charges. Pursuant to the Hoover Power Plant Act, and except as
otherwise provided in the Western Contract, the Schedule B Contractor is entitled to credits on the power bills
rendered under the Western Contract to reflect the funds advanced by the Schedule B Contractor under the Bureau
Contract of the Interim Contract of both and the interest costs incurred by the Schedule B Contractor with respect to
such finds. Within thirty days after the incurrence of any Indebtedness, or thirty days after the execution and
delivery of the Western Contract, whichever is later, the Schedule B Contractor shall deliver to Western and Bureau
a schedule setting forth the estimated amounts payable by or on behalf of the Schedule B Contractor in each year
with respect to all Indebtedness then outstanding and all related Periodic Interest Costs. If the Schedule B Contractor
shall incur any Indebtedness, the Schedule B Contractor shall, consistent with prevailing market conditions,
endeavor to structure its obligations to make annual payments of principal equal to not less than (i) in the case of
Indebtedness incurred on or prior to September 30, 2012, twenty four years or 90% of the then remaining term of the
Western Contract, whichever is shorter, or (ii) in the case of Indebtedness incurred after September 30, 2012, 80%
of the then remaining term of the Western Contract. Commencing with the second year in which any payment of
principal and interest is scheduled with respect thereto, the estimated amount of such principal and interest
scheduled to be payable in any year will not exceed 120% of the average amount of such principa and interest
scheduled to accrue for payment in al years commencing on or after October 1, 1987, in which principal is to be
paid.

With respect to Indebtedness furnished by the Schedule B Contractor as Advances: (i) the amount
of such Indebtedness shall be deemed to be payable in equal installments on the last day of each Billing Period from
the date of the Advance or June 1, 1987, whichever is later, to September 30, 2017; and (ii) the Periodic Interest
Costs with respect thereto shall be deemed to be payable monthly on the last day of each Billing Period, assuming an
annual interest rate equal to the average annual rate for Periodic Interest Costs of all Schedule B Contractors for all
Indebtedness based upon the then current Credit Schedules provided by such Schedule B Contractors.

Not less than 90 days (60 days if the Schedule B Contractor shall not have outstanding
Indebtedness) prior to the beginning of each year the Schedule B Contractor shall provide to Western and the
Bureau a Credit Schedule for each Billing Period for the remaining term of the Western Contract. A copy of each
Credit Schedule received by Western from each other Schedule B Contractor shall be provided promptly by Western
to all Contractors for their information.



Proceeds of indebtedness and investment income earned on the proceeds of |ndebtedness prior to
completion of the Hoover Uprating Program, remaining at the completion or termination of construction of the
Hoover Uprating Program (to the extent not then required for reserves required by the terms of the instruments
establishing such Indebtedness) shall be used by or on behalf of the Schedule B Contractor to purchase or redeem
Indebtedness at the earliest date after such completion or termination at which (i) such Indebtedness is required by
the terms of the instruments establishing it to be purchased or redeemed, or (ii) such Indebtedness may be purchased
or redeemed and, in the judgment of the Schedule B Contractor, such redemption or purchase (when compared to
leaving the indebtedness outstanding to maturity) would produce an overall net reduction in credits to the Schedule
B Contractor pursuant to the Western Contract. Investment income earned on the proceeds of Indebtedness after the
completion of the Hoover Uprating Program (to the extent not used or to be used for Advances or for Interest Costs,
and net of any required rebate thereof) shall be applied, as earned, as a reduction of Periodic Interest Costs. The
Schedule B Contractor will use its best efforts to cause the reserves required by the terms of the instruments
establishing its Indebtedness to be invested from time to time at the highest yield consistent with law, prudent
investment policy and the instruments establishing the requirements for such reserves.

The Schedule B Contractor shall provide to Western and the Bureau as soon as practicable after
the end of each Fiscal Y ear a statement of the Credit Difference with respect to such Fiscal Y ear. Western shall add
to or reduce the Schedule B Contractor’s succeeding Credit Amounts, as appropriate, as soon as possible to reflect
any such Credit Difference.

Western shall apply, as a credit against the power bill of the Schedule B Contractor under the
Western Contract rendered in any Billing Period, the Credit Amount for such Billing Period; provided, that the
Credit Amount so applied shall not reduce the power bill rendered in any Billing Period below $0.00. If, after
applying such Credit Amount, there remains a Credit Carryforward, it shall be included in the Credit Amount for the
next succeeding Billing Period. The amount to be credited on the power bill rendered in any Billing Period shall be
deemed to be due from Western to the Schedule B Contractor on the date of payment by the Schedule B Contractor
of such Power hill (or, if the amount of such power bill shall be $0.00, on the date such power hill is rendered by
Western).

If Western shall derive revenues from the sale of power from the Boulder Canyon Project in any
Fiscal Year in excess of its revenue requirements therefor, Western may set aside and apply portions of such excess
revenues as Advance Credits on the power hills of the Schedule B Contractor in the next succeeding Fiscal Year;
provided, however, that (i) the power bill rendered to the Schedule B Contractor in any calendar month shall not be
reduced to below $0.00, and (ii) no Advance Credits shall be provided to the Schedule B Contractor when the
Advance Credits previously provided (net of any prior reductions) shall exceed the amount of credits shown by the
Credit Schedule of the Schedule B Contractor for the then current Fiscal Year and the four next succeeding Fiscal
Years.

The Schedule B Contractor shall collect charges from its purchasers of Power so that the
Advanced Credits, when received from Western, will not reduce the power bills to such purchasers. The Schedule B
Contractor will establish and maintain a reserve account (the “Advance Credits Account’), into which it will deposit
all moneys collected from such purchasers attributable to Advance Credits, and the investment income on such
Advance Credits Account shall be used in the same manner as other investment income is to be used.

If the Credit Amount applied in any Billing Period shall be less than the amount to be provided
based upon the Credit Schedule of the Schedule B Contractor for the then current Fiscal Y ear (thus creating a Credit
Carryforward), the amount then held in the Advance Credits Account shall be applied by the Schedule B Contractor
to its Indebtedness and Periodic Interest Costs in an amount equal to the amount of such deficiency, and the Credit
Carryforward and outstanding Advance Credits Account shall be induced by an equal amount.

If, at the commencement of any Fiscal Y ear beginning prior to October 1, 2017, there shall remain
a Credit Carryforward which shall equal or exceed 25% of the sum of the monthly Credit Amounts set forth in the
last Credit Schedule for the immediately preceding Fiscal Year, the Schedule B Contractor may require that the
amount of such Credit Carryforward be applied as a prepayment for the purchase of additional energy from Western,
which energy shall be obtained by Western from any lawfully available source and be scheduled by Western for
delivery to the Schedule B Contractor at the Boulder Canyon Project points of delivery as promptly as practicable, at
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a mutually agreeable time or times and at a price per kilowatthour equal to Western's then existing average annual
purchase price for energy.

If, on or after October 1, 2015, there shall remain or arise any Credit Carryforward or Credit
Difference, as soon as practicable after such Credit Carryforward or Credit Difference becomes known to Western,
the amount thereof shall be treated follows:

Q Any positive amount shall constitute a prepayment for the purchase of additional energy
from Western, which energy shall be scheduled by Western for delivery to the Schedule B
Contractor at the Boulder Canyon Project points of delivery as promptly as practicable, at a
mutually-agreeable time or times, and at a price per kilowatthour equal to Western’s then existing
average annual purchase price for energy.

2 Any negative amount will be billed by Western promptly to the Schedule B Contractor
which shall pay the amount within thirty (30) days after receipt of the billing.

Resale of Electric Energy

The Contractor agrees that the benefits of Federally-generated power shall be made available at
fair and reasonable terms to al of its customers at the lowest possible rates consistent with sound business
principles.

No Contractor shall sell for profit any of the Power contracted for under the Western Contract to
any Contractor or resale customer of such Contractor for resale by that customer.

All Power purchased by each Contractor under the Western Contract shall be used only in the
State in which such Contractor is located.

Conservation and Renewable Ener gy Program

The Contractor and each of its resale customers, shall develop and implement a conservation and
renewable energy program suitable for its own geographic area and type of utility operation and will submit said
program to Western for review and approval within 12 months after the date of execution of the Western Contract.

The initial conservation and renewable energy program submitted by the Contractor to Western
for itself or one of its resale customers will either be approved or disapproved within three months of receipt. If an
initial submittal is disapproved, notification of deficiencies in the program will be given in writing by Western.
Deficiencies must be remedied within 12 months of the date of notification. If an existing conservation and
renewable energy program is revoked at my time after approval, a natification outlining the deficiencies in such
program will be given in writing to the Contractor and, if applicable, to the resale customer by Western. Deficiencies
must be remedied within 12 months of the date of notification.

If Deficiencies in the Contractor’s program are not corrected within 12 months of Western's
notification of deficiencies in the Contractor’'s program, the Contractor’'s Power entitlement, as set forth in the
Western Contract, may be reduced by 109% at the discretion of the Administrator.

If deficiencies in the program of any of the Contractor’s resale customers are not corrected within
12 months of Western’s notification of deficiencies in the program, the Contractor shall, upon direction from the
Administrator, reduce the Contractor’ s resale customers Power entitlement by 10%. The Contractor shall reallocate,
in accordance with the Contractor’ s applicable regulations, the Power entitlement so reduced among its other resale
customers whose programs are approved; provided, that in the event the Contractor fails to reduce such resae
customer’s Power entitlement by 10%, pursuant to written notice by Western, Western may reduce the Contractors
Power entitlement, by alike amount.
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General Power Contract Provisions Made Part of Western Contract

Certain articles of the General Power Contract Provisions, effective July 15, 1985, were made a
part of the Western Contract with the same force and effect as if expressly set forth in the Western Contract. For
further information, see “General Power Contract Provisions’ in this Appendix E.

Future Regulations, M odifications, Waivers, Defaults

Any modification, extension, or waiver of any provision or requirement of any regulation or
contract granted for the benefit of any one or more Contractors in connection with electric service from the Boulder
Canyon Project shall not be denied to any other Contractor.

A default or failure of performance by any one or more Contractor shall not have the effect of
diminishing another Contractor’s rights under its Contractor or enlarging its obligations or costs if it is not itself in
defaullt.

THE WESTERN WHEELING CONTRACT

The following is a summary of certain provisions of the Contract for Firm and Nonfirm
Transmission Service (the “Western Wheeling Contract”) and is not to be considered as a full statement of the
provisions thereof. This summary is qualified by and is subject to the complete Western Wheeling Contract.

Term

The Western Wheeling Contract shall remain in effect until midnight, September 30, 2017, subject
to prior termination as otherwise provided in the Western Wheeling Contract.

The Authority shall have the right to terminate or amend the transmission service requirements for
the Authority’s portion of Boulder Canyon Project Schedule B power entitlement over the Baker-Davis and the
Parker-Davis System due to the recapture of Boulder Canyon Project Schedule B power by the Authority for the
benefit of the Central Arizona Water Conservation District.

The Authority shall be required to provide two years advance written notice to the contracting
officer, prior to amending or terminating the transmission service requirements. The two-year notice does not apply
to changes in transmission service requirements on the Pecific Intertie during the Uprating Program.

Firm Transmission Serviceto be Provided to the Authority by Western

Western has determined that surplus transmission system capacity is available for the Authority’s
use in the amount of 188,000 kW on the Pacific Intertie and 189,000 kW on the Parker-Davis System. Western shall
accept power and energy scheduled for the account of the Authority at points of receipt designated in the Western
Wheeling Contract, transmit such power and energy over its transmission system, and deliver power and energy to
the Authority at the points of delivery set forth in the Western Wheeling Contract, adjusted for losses, as set forth in
the Western Wheeling Contract.

Western has agreed to phase in the costs of the Pacific Intertie so that the Authority pays for
transmission service as capacity from the Uprating Program is made available to the Authority. However, in the
event Western receives awritten offer from athird party to purchase a specific quantity of firm transmission service
over the Pacific Intertie to commence on a specific date and Western does not have sufficient capacity to grant said
request because of Western's commitment to reserve such capacity for future use by the Authority under the
Western Wheeling Contract, Western will so advise the Authority in writing. The Authority shall become liable for
the payment in the entire 182,350 kW of capacity reserved for the Authority under the Western Wheeling Contract
at the then effective Pacific Intertie firm transmission service charge effective on the date which is coincident with
the effective date transmission service would have commenced to the third party.
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Western shall at al times have the right to use any portion of the transmission system capacity
reserved but not being used by the Authority to schedule the delivery of power and energy for the Authority under
the Western Wheeling Contract. Western reserves the right to grant the use of any such capacity to others on an
interruptible basis during the periods when the Authority does not schedule use of such capacity.

Nonfirm Transmission Service To Be Provided To The Authority By Western

Western, subject to the availability of excess; capacity in the transmission system as determined
exclusively by Western, will transmit energy scheduled from generating sources available to the Authority. Capacity
being used to transmit energy under the Western Wheeling Contract may be reduced or withdrawn, at the sole
discretion of Western, upon telephone notice given to the load dispatchers or other authorized representatives of the
Authority. The Authority recognizes that the nonfirm transmission service provided under the Western Wheseling
Contract is not to be used in place of providing adequate resources by firm transmission contracts or other means.

Western will accept energy scheduled for the account of the Authority at the points of receipt
designated in the Western Wheeling Contract, transmit such energy over its transmission system and deliver an
equivalent amount of energy to the Authority at the points of delivery set forth in the Western Wheeling Contract,
adjusted for losses as set forth in the Western Wheeling Contract.

Western shall have the right to interchange or exchange energy scheduled for the account of the
Authority at points of receipt designated in the Western Wheeling Contract, with or for energy otherwise available
to Western from other sources of generation, and to deliver for the account of the Authority at points of delivery
designated in the Western Wheeling Contract, such other energy in quantities scheduled, adjusted for losses as set
forth in the Western Wheeling Contract.

Chargesfor Firm Transmission Service

The Authority shall pay Western monthly for the amount of transmission system capacity,
expressed in kilowatts, contracted for under the Western Wheeling Contract and reserved for the Authority’s use at
Pacific Intertie points of delivery set forth in the Western Wheeling Contract.

The Authority shall pay Western monthly for the amount of transmission system capacity,
expressed in kilowatts, contracted for under the Western Wheeling Contract and reserved for the Authority’s use at
Parker-Davis System points of delivery set forth in the Western Wheeling Contract.

Charges For Nonfirm Transmission Service

The Authority shall pay Western monthly for nonfirm transmission service furnished over Pacific
Intertie facilities for the account of the Authority at the points of delivery designated in the Western Wheseling
Contract.

The Authority shall pay Western monthly for nonfirm transmission service furnished over
Parker-Davis facilities in accordance with rates, charges, and conditions set forth in the Western Wheeling Contract.

The Authority shall pay Western monthly for use of the Mead Substation 230 kV Pecific Intertie
facilities, to permit nonfirm energy to be scheduled and transmitted over the Parker-Davis System for receipt or
delivery at Mead Substation, in an amount equal to the number of kilowatthours so scheduled for receipt or delivery
at the Mead Substation 230-kV bus for transmission over the Parker-Davis System times the applicable charge per
kilowatthour specified in the Western Wheeling Contract. The charge per kilowatthour shall be reviewed
periodically and, if needed, arevised charge will be calculated based on the latest cost data available.

The Authority shall pay Western monthly for use of the Westwing Substation 554 or 230-kV
CAPINAYV facilities, to permit nonfirm energy to be scheduled for receipt or delivery at Westwing Substation and
transmitted over the Pacific Intertie, in an amount equal to the number of kilowatthours so scheduled for receipt or
delivery at the 500-kV or 230-kV Westwing Substation times the applicable charge per kilowatthour specified in the
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Western Wheeling Contract. The charge per kilowatthour shall be reviewed periodically and, if needed, a revised
charge will be calculated based on the latest cost data available.

Reactive Power

Except as the authorized representatives of the parties may from time to time otherwise agree,
each party shall provide or cause to be provided the reactive kilovoltamperes required for the supply of its reactive
power requirements and its share of the reactive requirements for voltage control at points of interconnection
between Western and the Authority, or between Western and the Authority’s suppliers, subcontractors or agents.
The parties shall coordinate the utilization of generation control equipment, capacitors, or reactors to maintain
transmission voltages and reactive flows at acceptable levels for full system performance and stability.

Scheduling Power Energy Deliveries

Deliveries of power and energy shall be scheduled in advance, emergencies excepted, and
accounted for on the basis of such advance schedules, all in accordance with procedures agreed upon in advance
between the authorized representatives of the parties. The procedures shall provide for the adaptation of such
schedules to the needs of day-to-day or hour-by-hour operation.

Metering and Scheduling I nstructions

No power and energy will be received or scheduled to be received for transmission for the
Authority and no deliveries will be made under the Western Wheeling Contract until authorized representatives of
the parties have agreed in writing to the scheduling and accounting procedure to be followed by the parties. If the
Authority fails or refuses to enter into written metering and scheduling instructions or any revised instructions that
Western exclusively determines to be necessary, Western shall promulgate revised instructions until mutually
acceptable instructions have been devel oped and executed by the authorized representative.

Control and Possession of Systems

Western and the Authority shall each at al times be and remain in exclusive control and
possession of its respective systems and the Western Wheeling Contract shall not be construed to grant either party
any rights of ownership in or possession of the other party’s system.
General Power Contract Provisions Made Part of Western Wheeling Contract

Certain provisions of the General Power Contract Provisions effective July 15, 1985, were made a
part of the Western Wheeling Contract, the same as if they had been expressly set forth in the Western Wheeling
Contract. For further information, see “General Power Contract Provisions’ in this Appendix E.

GENERAL POWER CONTRACT PROVISIONS

The following is a summary of certain provisions of die General Power Contract Provisions (the

“Contract Provisions’) and is not to be considered as a full statement of the provisions thereof. This summary is

qualified by reference to and is subject to the complete Contract Provisions. Certain Contract Provisions are
incorporated by reference into the Western Contract and the Western Wheeling Contract.

Applicability
The Contract Provisions shall be a part of the Western Contract and the Western Wheeling

Contract. Specific terms set forth in the Western Contract and the Western Wheeling Contract have precedence over
any provisionsin the Contract Provisions.
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Use of Capacity or Energy in Excess of Contract Obligation

The Authority is not entitled to use federal power, energy or capacity in amounts greater than the
Western Contract delivery obligation in effect for each type of service provided for the contract, except with the
approva of the contracting officer. Overruns shall not establish any continuing right thereto and the Authority shall
cease any overruns when requested by the contracting officer, or in one of authorized overruns, when the approval
expires, whichever occurs first. Nothing in the Western Contract or the Western Wheeling Contract shall obligate
Western to increase any delivery obligation. If additional power, energy or capacity is not available from Western,
the responsibility for securing additional power, energy or capacity shall rest wholly with the Authority.

Continuity of Service

With respect to the Western Wheeling Contract only, electric service will be supplied or
transmitted continuously except for: (1) fluctuations, interruptions, or reductions due to uncontrollable forces; (2)
fluctuations, interruptions, or reductions due to operation of devices installed for power system protection; and (3)
temporary fluctuations, interruptions, or reductions, which, in the opinion of the party supplying the service, are
necessary or desirable for the purposes of maintenance, repairs, replacements, installation of equipment, or
investigation and inspection. The party supplying service, except in case of emergency, will give the party to whom
service is being provided reasonable advance notice of such temporary interruptions or reductions and will remove
the cause thereof with diligence.

Conditions of Transmission Service

When the electric service under the Western Contract is furnished by Western over the facilities of
others by virtue of a transmission service arrangement, the power and energy shall be furnished at the voltage
available and under the conditions which exist from time to time on the transmission system over which the service
issupplied.

If the Authority, because of changes or conditions on the system over which the service under the
Western Contract is supplied, is required to make changes on its system at its own expense in order to continue
receiving service under the Western Contract, then the Authority may terminate service under the Western Contract
upon not less than 60 days written notice given to the contracting officer prior to making much change, but not
thereafter.

If Western notifies the Authority that electric service provided for under the Western Contract
cannot be delivered to the Authority because of an insufficiency of capacity available to Western in the facilities of
others over which service under the Western Contract is supplied, the Authority may terminate service under the
Western Contract upon not less than 60 days written notice given to the contracting officer prior to the date on
which said capacity ceases to be available to Western, but not thereafter.

Rates

Rates applicable under the Western Wheeling Contract shall be subject to change by Western in
accordance with appropriate rate adjustment procedures. The Authority, by written notice to the contracting officer
within 90 days after the effective date of a rate change, may elect to terminate the service billed by Western under
the new rate. Said termination shall to effective on the last day of the billing period requested by the Authority not
later than two years after the effective date of the new rate.

Billing and Payment
Western will issue bills to the Authority for service furnished during the preceding month within
10 days after the end of the billing period. If Western is unable to issue atimely monthly hill, it may elect to render

an estimated bill for that month to be followed by the final bill. Such estimated hill shall be subject to the same
payment provisions as afina hill.
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Payments are due and payable by the Authority before the close of business on the twentieth
(20th) calendar day after the date of issuance of each bill or be next business day thereafter if said day is a Saturday,
Sunday, or federa holiday. Bills shall be considered paid when payment is received by Western; provided, that
payments received by mail will be accepted as timely provided a United States Post Office first class mail postmark
indicates the payment was mailed at least three (3) calendar days before the due date.

Whenever the parties agree, payments due Western by the Authority may be offset against
payments due the Authority by Western for the sale or exchange of electric power and energy, use of transmission
facilities, operation and maintenance of eectric facilities, and other services. For services included in net billing
procedures, payments due one party in any month shall be offset against payment due the other party in such month,
and the resulting net balance shall be paid to the party in whose favor such balance exists. The parties shall exchange
such reports and information that either party requires for billing purposes. Net billing shall not be used for any
amounts due which are in dispute.

Nonpayment of Billsin Full when Due

Bills not paid in full by the Authority by the due date specified shall bear an initial charge of 2%
of the amount unpaid. Each day thereafter, a charge of 0.05% of the principal sum unpaid shall be added until the
amount due, including the 2% initial charge, is paid in full. Payments received will first be applied to the charges
for late payment assessed on the principal and then to payment of the principal.

Western shall have the right, upon not less than 15 days advance written notice, to discontinue
furnishing the services specified in the Western Contract or the Western Wheeling Contract for nonpayment of bills
in full when due and to refuse to resume such services so long as any part of the amount due remains unpaid. Such a
discontinuance of services shall not relieve the Authority of liability for minimum charges during the time serviceis
so discontinued.

Construction, Operation, and Maintenance of Contractor’s Power System

The Authority shall if applicable, require each of its members or transmission agents to construct,
operate and maintain its power system in a manner which, as determined by the contracting officer, shall not
interfere with the operation of the system of Western or its transmission agent; over which electric services are
furnished to the Authority under the Western Wheeling Contract, and in a manner which shall coordinate with the
protective relaying and other protective arrangements of the systems of Western or Western's transmission agents.
Western may reduce or discontinue furnishing services to the Authority if, after notice by the contracting officer, the
Authority fails or refuses to make such changes as may be necessary to eliminate an unsatisfactory condition on the
Authority’s power system which is determined by the contracting officer to interfere significantly under current or
probable conditions with any service supplied from the power system of Western or from the power system of a
transmission agent of Western. Such a reduction or discontinuance of service shall not relieve the Authority of
liahility for any minimum charges provided for in the Western Wheeling Contract during the time said services are
reduced or discontinued.

Contract Subject to Colorado River Compact

Where the energy sold under the Western Contract is generated from waters of the Colorado River
system, the Western Contract is made upon the express condition and with the express covenant that al rights under
the Western Contract shall be subject to and controlled by the Colorado River Compact approved by Section 13(a)
of the Boulder Canyon Project Act of December 21, 1928 (45 Stat. 1057) and the parties to the Western Contract
shall observe and be subject to and controlled by said Colorado River Compact in the construction, management and
operation of the dams, reservoirs and power plants from which electrical energy is to be furnished by Western to the
Authority under the Western Contract, and in the storage, diversion, delivery and use of water for the generation of
electrical energy to be delivered by Western to the Authority under the Western Contract.
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Uncontrollable For ces

Neither party shall be considered in default in performance of any of its obligations under the
Western Wheeling Contract, except to make payment of monthly bills for service furnished, when a failure of
performance shall be due to an uncontrollable force. Either party rendered unable to fulfill any of its obligations
under the Western Wheeling Contract by reason of an uncontrollable force shall give prompt written notice of such
fact to the other party and shall exercise due diligence to remove such inability with all reasonable dispatch.

Liability

The Authority agrees to indemnify and hold harmless the United States, its employees, agents, or
subcontractors, from any loss or damage and from any liability on account of personal injury, death, or property
damage or claims for personal injury, death, or properly damages of any nature whatsoever and by whomsoever
made arising out of the Authority’s, its employees, agents, and subcontractors’, construction, operation,
maintenance, or replacement activities under the Western Wheeling Contract.

The United States is liable only for negligence on the part of its officers and employees in
accordance with the Federal Tort Claims Act, as amended.

Contingent Upon Appropriations

Where activities provided for in the Western Contract and the Western Wheeling Contract extend
beyond the current fiscal year, continued expenditures by the United States are contingent upon Congress making
the necessary appropriations required for the continued performance of the United States obligations under the
Western Contract and the Western Wheeling Contract; provided, that such provisions are not applicable so long as
Western is to provide credits to the Authority pursuant to the Western Contract. In case such appropriation is not
made, the Authority hereby releases the United States from its contractual obligations and from al liability due to
the failure of Congress to make such appropriation.
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APPENDIX F

NORTON ROSE FULBRIGHT

(Date of Closing) Fulbright & Jaworski LLP
666 Fifth Avenue, 31st Floor
New York, New York 10103-3198

. . United States
Arizona Power Authority

1810 West Adams Street Tel +1 212 318 3000
Phoenix, Arizona 85007 Fax +1 212 318 3400

Dear Commissioners: nortonrosefulbright.com

We have examined a record of proceedings relating to the issuance of $26,565,000 aggregate
principal amount of Power Resources Revenue Bonds, 2014 Series (Hoover Prepayment Project) (Federaly
Taxable) (the “Bonds’) of the Arizona Power Authority (the “Authority”), a public body corporate and a public
corporation of the State of Arizona.

The Bonds are issued under and pursuant to A.R.S. 45-1701 et seq, inclusive, as amended and
supplemented (the “Act”), and under and pursuant to a resolution of the Authority adopted on December 6, 1985
entitled “Power Resources Revenue Bond Resolution” (said Resolution, as amended and supplemented to the date
hereof, the “Resolution™).

The Bonds will mature on October 1 in the years and bear interest at the respective rates per
annum shown below:

Principal Interest Principal Interest
Year Amount _Rate Year Amount _Rate
2018 $540,000 1.799% 2025 $ 660,000 3.829%
2019 550,000 2.199 2026 685,000 3.979
2020 560,000 2.708 2027 715,000 4.109
2021 580,000 3.058 2028 745,000 4.209
2022 595,000 3.329 2029 775,000 4.309
2023 615,000 3.509 2045 18,910,000 4918
2024 635,000 3.679

The Bonds are dated and shall bear interest from their date of delivery. Interest on the Bondsis
payable and is calculated as provided in the Resolution. The Bonds are subject to redemption prior to their maturity
as provided in the Resolution. The Bonds are in the form of registered Bonds in the denomination of $5,000 or any
integral multiple of $5,000 for the Bonds and are numbered from one upward, preceded by the letter R prefixed to
the number.

The Bonds are being issued (i) to prepay the Authority’s proportionate share of the obligations
incurred by the United States Bureau of Reclamation for certain improvements at Hoover Dam, (ii) to fund the Debt
Service Reserve Account, (iii) to capitalize interest payments to October 1, 2014, and (iv) to pay costs of issuance.
The Authority reserves the right to issue additional bonds on a parity with the Bonds under the Resolution on the
terms and conditions and for the purposes stated in the Resolution.

The Authority has entered into Power Sales Agreements (said Power Sales Agreements, as
amended, herein the “Power Sales Agreements’) with power purchasers in the State of Arizona (the “Power
Purchasers’) for the sale of Hoover Power (as defined in the Resolution) by the Authority to each of the Power
Purchasers.

We are of the opinion that:



1 The Authority is duly created and validly existing as a public body corporate and a public
corporation under the provisions of the Constitution and statutes of the State of Arizona, with full power and
authority under the Act to finance the Prepayment Program (as defined in the Resolution).

2. The Authority has the right and power under the Act to adopt the Resolution, and the
Resolution has been duly and lawfully adopted by the Authority and is enforceable in accordance with its terms, and
no other authorization for the Resolution is required. The Resolution creates the valid pledge which it purports to
create of the moneys, securities and funds created under the Resolution, subject only to the provisions of the
Resolution permitting the application thereof for the purposes and on the terms and conditions set forth in the
Resolution.

3. The Authority is duly authorized and entitled to issue the Bonds, and the Bonds have
been duly and validly authorized and issued by the Authority in accordance with the Constitution and statutes of the
State of Arizona, including the Act and the Resolution. The Bonds constitute the valid and binding obligations of
the Authority as provided in the Resolution, are enforceable in accordance with their terms and terms of the
Resolution and are entitled to the benefit of the Act and the Resolution. The Bonds are direct and special obligations
of the Authority and are payable solely from the Pledged Property and other funds pledged therefor under the
Resolution and neither the faith and credit of the Authority, the State of Arizona nor any political subdivision thereof
has been pledged to the payment of the principal of or redemption price, if any, or the interest on the Bonds.

4, The Authority has the right and power to enter and carry out its obligations under the
Power Sales Agreements and has duly authorized, executed and delivered the Power Sales Agreements, and the
Power Sales Agreements constitute valid and binding agreements of the Authority enforceable in accordance with
their respective terms.

5. Under the Constitution and laws of the State of Arizona, each Power Sales Agreement
constitutes a valid and binding agreement of the Power Purchaser party thereto enforceable in accordance with its
terms. In rendering the foregoing opinion, we have made no investigation of, and do not express any opinion with
respect to, the following as they may relate to the valid and binding nature of such Power Sales Agreement: (i) the
legal existence or formation of any Power Purchaser or the incumbency of any official or officer thereof, (ii) the
charter, by-laws or other governing instrument of any Power Purchaser, (iii) any local or special acts or any
ordinance, resolution or other proceedings of any Power Purchaser, including, without limitation, any proceedings
relating to the negotiation or authorization of any such Power Sales Agreement or the execution, delivery or
performance thereof, (iv) any bond resolution, indenture, contract, debt instrument, agreement or other instrument
(other than such Power Sales Agreement) or any governmental order, regulation or rule of law applicable to any
Power Purchaser, (v) any judicia order, judgment or decree in a proceeding to which any Power Purchaser is party
or (vi) any approval, consent, filing, registration or authorization by or with any regulatory authority or other
governmental or public agency, authority or person which may be or has been required for the authorization,
execution, delivery or performance by any Power Purchaser of its Power Sales Agreement (other than the approvals
by the Authority set forth in the Power Sales Agreement and the Act). The Authority has received opinions,
independent from this opinion, with respect to, among other things, the validity and enforceability of the Power
Sales Agreements with the Power Purchasers rendered by legal counsel to the respective Power Purchasers.

6. Under existing law, interest on the Bonds, is exempt from income taxes imposed by the
State of Arizona

The opinions expressed in paragraphs 2, 3, 4 and 5 hereof are qualified to the extent that the
enforceability of the Resolution, the Bonds and the Power Sales Agreements, respectively, may be limited by
applicable bankruptcy, insolvency, moratorium, reorganization or other similar laws affecting creditors rights
generaly and judicia discretion and no opinion is being rendered as to the availability of any particular remedy
therefor.

We have examined an executed Bond in registered form, and in our opinion the form of such Bond
and its execution are regular and proper.

Respectfully submitted,
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APPENDIX G

CONTINUING DISCLOSURE AGREEMENT

Dated asof March 1, 2014

Between

ARIZONA POWER AUTHORITY

And

THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A.,
asTrustee

$26,565,000
Arizona Power Authority
Power Resour ces Revenue Bonds
(Hoover Prepayment Project)
(Federally Taxable)
2014 Series
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CONTINUING DISCLOSURE AGREEMENT

This CONTINUING DISCLOSURE AGREEMENT dated as of March 1, 2014 (this “Continuing
Disclosure Agreement”), is executed and delivered by Arizona Power Authority (the “Issuer”) and The Bank of New
York Méellon Trust Company, N.A., as dissemination agent (the “ Dissemination Agent”).

RECITALS

1 This Continuing Disclosure Agreement is executed and delivered in connection with the issuance
by the Issuer of its $26,565,000 Power Resources Revenue Bonds (Hoover Prepayment Project) 2014 Series
(Federally Taxable) (the “Bonds’) which are being issued pursuant to the Power Resource Revenue Bond Resolution
adopted by the Issuer on December 6, 1985 (said Resol ution, as supplemented and amended the “ Resolution”).

2. The Issuer and the Dissemination Agent are entering into this Continuing Disclosure Agreement
for the benefit of the Beneficial Owners of the Bonds and in order to assist the Participating Underwriter in
complying with Rule 15¢2-12 of the Securities and Exchange Commission (the “Rule”). The Central Arizona Water
Conservation District (CAWCD”) is the only “obligated person” with responsibility for continuing disclosure
hereunder. CAWCD will execute a Consent and Acceptance substantially in the form of Exhibit D to this Agreement
in conjunction with the issuance of the Bonds, pursuant to which CAWCD will agree to provide the information
contained in the Annual Reports described below to the Issuer or the Dissemination Agent on or before the date time
provided herein.

In consideration of the mutual covenants and agreements herein, the Issuer and the Dissemination Agent
covenant and agree as follows:

Section 1. Definitions. In addition to the definitions set forth in the Resolution, which apply to any
capitalized term used in this Continuing Disclosure Agreement unless otherwise defined in this Section, the
following capitalized terms shall have the following meanings:

“Beneficial Owner” means any registered owner of any Bonds and any person which (@) has the power,
directly or indirectly, to vote or consent with respect to, or to dispose of ownership of, any Bonds (including persons
holding Bonds through nominees, depositories or other intermediaries), or (b) is treated as the owner of any Bonds
for federal income tax purposes.

“CAWCD Annual Report” means any Annual Report provided by CAWCD pursuant to, and as described
in, Section 3 of this Continuing Disclosure Agreement.

“Dissemination Agent” means The Bank of New York Mellon Trust Company, N.A., acting in its capacity
as Dissemination Agent hereunder, or any successor Dissemination Agent designated in writing by the Issuer.

“EMMA” means the Electronic Municipa Market Access system for municipal securities disclosures
established and maintained by the MSRB, which can be accessed at www.emma.msrb.org.

“Fiscal Year” means (i) with respect to the Issuer, the 12-month period beginning on October 1 and ending
on September 30, and (iv) with respect to CAWCD, the 12-month period beginning on January 1 and ending on
December 31, or any other 12-month period selected by the Issuer or CAWCD as the Fisca Year of the Issuer or
CAWCD for financial reporting purposes.

“Issuer Annual Information” means any Issuer Annua Information provided by the Issuer pursuant to,
and as described in, Section 2 of this Continuing Disclosure Agreement.

“Material Events’ means any of the events listed in Section 3(a) of this Continuing Disclosure
Agreement.
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“MSRB” means the Municipal Securities Rulemaking Board, or any successor repository designated as
such by the Securities and Exchange Commission in accordance with the Rule.

“Participating Underwriter” means any of the origina underwriters of the Bonds required to comply
with the Rule in connection with offering of the Bonds.

“ Rulen

means Rule 15c2-12(b)(5) adopted by the Securities and Exchange Commission under the

Securities Exchange Act of 1934, as the same may be amended from time to time.

Section 2. Provision of Annual Reports.

(@

(b)

(©

The Issuer shall, or shall cause the Dissemination Agent to, not later than 180 days after the end of
the each Fiscal Year, commencing with the year ending September 30, 2014, file with the MSRB,
through EMMA, the following financial information and operating data (the “lIssuer Annual
Information”):

(@D} The audited financia statements of the Issuer for the prior fiscal year, beginning with the
fiscal year ended September 30, 2014, prepared in accordance with accounting principles
generaly accepted in the United States of America. If audited financial statements of the
Issuer are not available by the time the Issuer Annual Information is required to be filed,
the Issuer Annual Information may contain unaudited financial statements in a format
similar to the Issuer financial statements contained in this Official Statement, and the
audited financial statements will be filed in the same manner as the Issuer Annua
Information promptly after they become available.

2 Updates as of the end of the Fiscal Year of certain financial information and operating
data contained in the final Official Statement, as described in Exhibit A, in substantially
the same format contained in the final Official Statement.

Any or al of the items listed above may be included by specific reference to other documents,
including official statements of debt issues with respect to which the Issuer is an “obligated
person” (as defined by the Rule), which have been provided to the MSRB and is available through
EMMA or the Securities and Exchange Commission. If the document included by reference is a
final official statement, it must be available from the MSRB on EMMA. The Issuer shal clearly
identify each such other document so included by reference.

In each case, the Issuer Annual Information may be submitted as a single document or as separate
documents comprising a package, and may cross-reference other information as provided in this
Section; provided that the audited financial statements of the Issuer may be submitted separately
from the balance of the Issuer Annual Information and later than the date required above for the
filing of the Issuer Annual Information if they are not available by that date. If the Issuer’s Fiscal
Year changes, it shall give notice of such change in the same manner as for a Material Event under
Section 3.

Not later than the date specified in subsection (&) for providing the Issuer Annual Information to
the MSRB, the Issuer shall either (1) provide the Issuer Annual Information to the Dissemination
Agent, with written instructions to file the Issuer Annual Information as specified in subsection
(@), or (2) provide written notice to the Dissemination Agent that the I ssuer has provided the I ssuer
Annual Information to the MSRB (or will do so prior to the deadline specified in subsection (a)).

If the Dissemination Agent has not received either the Issuer Annua Information with filing
instructions or a written notice from the Issuer that it has provided the Issuer Annual Information
to the MSRB by the date required in subsection (a), the Dissemination Agent shall send a notice to
the MSRB in substantially the form attached as Exhibit D.
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(d)

()

(f)

The Dissemination Agent shall, unless the Issuer has provided the Issuer Annual Information to
the MSRB, promptly following receipt of the Issuer Annual Information and instructions required
in subsection (b) above, provide the Issuer Annual Information to the MSRB and provide a report
to the Issuer certifying that the Issuer Annual Information has been provided pursuant to this
Continuing Disclosure Agreement, stating the date it was provided to the MSRB.

In addition to the foregoing requirements of this Section, the Issuer agrees to provide copies of the
most recent Issuer Annual Report to any requesting Beneficial Owner or prospective Beneficial
Owner, but only after the same have been delivered to the MSRB on EMMA.

Theissuer Annual Report shall be filed with the MSRB in such manner and format asis prescribed
by the MSRB.

Section 3. Provision of CAWCD Annual Reports

@

(b)

(©

The Issuer shall, or shall cause the Dissemination Agent to, not later than 180 days after the end of
the each Fiscal Year, commencing with the year ending December 31, 2013, file with the MSRB,
through EMMA,, the following financial information and operating data (the “CAWCD Annua
Report”):

(@D} The audited financial statements of CAWCD for the prior fiscal year, beginning with the
fiscal year ended December 31, 2013, prepared in accordance with accounting principles
generaly accepted in the United States of America. If audited financial statements of the
CAWCD are not available by the time the CAWCD Annual Report is required to be filed,
the CAWCD Annua Report may contain unaudited financial statements in a format
similar to the Issuer financial statements contained in this Official Statement, and the
audited financial statements will be filed in the same manner as the CAWCD Annual
Report promptly after they become available.

Any or al of the items listed above may be included by specific reference to other documents,
including official statements of debt issues with respect to which the CAWCD is an “obligated
person” (as defined by the Rule), which have been provided to the MSRB and is available through
EMMA or the Securities and Exchange Commission. If the document included by reference is a
final official statement, it must be available from the MSRB on EMMA. The Issuer shal clearly
identify each such other document so included by reference.

In each case, the CAWCD Annua Report may be submitted as a single document or as separate
documents comprising a package, and may cross-reference other information as provided in this
Section; provided that the audited financial statements of the CAWCD may be submitted
separately from the balance of the CAWCD Annual Report and later than the date required above
for the filing of the CAWCD Annual Report if they are not available by that date. If CAWCD’s
Fiscal Year changes, it shall give notice of such change in the same manner asfor a Material Event
under Section 4.

Not later than the date specified in subsection (a) for providing the Annual Report to the MSRB,
the Issuer shall either (1) provide the CAWCD Annua Report to the Dissemination Agent, with
written instructions to file the CAWCD Annua Report as specified in subsection (a), or (2)
provide written notice to the Dissemination Agent that the Issuer has provided the CAWCD
Annual Report to the MSRB (or will do so prior to the deadline specified in subsection (a)).

If the Dissemination Agent has not received either the CAWCD Annua Report with filing
instructions or a written notice from the Issuer that it has provided an CAWCD Annual Report to
the MSRB by the date required in subsection (a), the Dissemination Agent shall send a notice to
the MSRB in substantially the form attached as Exhibit C.
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(d)

()

(f)

The Dissemination Agent shall, unless the Issuer has provided the CAWCD Annual Report to the
MSRB, promptly following receipt of the CAWCD Annua Report and instructions required in
subsection (b) above, provide the CAWCD Annual Report to the MSRB and provide a report to
the Issuer certifying that the CAWCD Annua Report has been provided pursuant to this
Continuing Disclosure Agreement, stating the date it was provided to the MSRB.

In addition to the foregoing requirements of this Section, the Issuer agrees to provide copies of the
most recent CAWCD Annual Report to any requesting Beneficial Owner or prospective Beneficial
Owner, but only after the same have been delivered to the MSRB on EMMA.

The CAWCD Annual Report shall be filed with the MSRB in such manner and format as is
prescribed by the MSRB.

Section 4. Reporting of Material Events.

(@

(b)

(©)

No later than 10 business days after the occurrence of any of the following events, the I ssuer shall
give, or cause to be given to the MSRB, through EMMA, notice of the occurrence of any of the
following events with respect to the Bonds (“Material Events’):

@ principal and interest payment delinquencies;

2 non-payment related defaults, if material;

3 unscheduled draws on debt service reserves reflecting financial difficulties;

4 unscheduled draws on credit enhancements reflecting financial difficulties;

(5) substitution of credit or liquidity providers, or their failure to perform;

(6) adverse tax opinions; the issuance by the Internal Revenue Service of proposed or final
determinations of taxability, Notices of Proposed Issue (IRS Form 5701-TEB) or other
material notices or determinations with respect to the tax status of the Bonds, or other
material events affecting the tax status of the Bonds;

(7 modifications to rights of bondholders, if material;

(8 bond calls, if material, and tender offers;

9 defeasances,

(20 release, substitution or sale of property securing repayment of the Bonds, if material;

(1D rating changes;

(12 bankruptcy, insolvency, receivership or similar event of the I ssuer;

(13) the consummation of a merger, consolidation, or acquisition involving the Issuer or the
sale of al or substantialy all of the assets of the Issuer, other than in the ordinary course
of business, the entry into a definitive agreement to undertake such an action or the
termination of a definitive agreement relating to any such actions, other than pursuant to
itsterms, if material; and

14 appointment of a successor or additional trustee or the change of name of the trustee, if
material.

The Dissemination Agent shall, promptly after obtaining actual knowledge of the occurrence of
any event that it believes may constitute a Material Event, contact the Executive Director of the
Issuer or his or her designee, or such other person as the Issuer shall designate in writing to the
Dissemination Agent from time to time, inform such person of the event, and request that the
Issuer promptly notify the Dissemination Agent in writing whether or not to report the event
pursuant to subsection (d). If in response to a request under this subsection (b), the Issuer
determines that the event does not constitute a Material Event, the Issuer shall so notify the
Dissemination Agent in writing and instruct the Dissemination Agent whether or not to report the
occurrence pursuant to subsection (d).

Whenever the Issuer obtains knowledge of the occurrence of a Material Event, because of a notice
from the Dissemination Agent pursuant to subsection (b) or otherwise, the Issuer shall promptly
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notify and instruct the Dissemination Agent in writing to report the occurrence pursuant to
subsection (d).

(d) If the Dissemination Agent receives written instructions from the I ssuer to report the occurrence of
a Material Event, the Dissemination Agent shall promptly file a notice of such occurrence to the
MSRB, with a copy to the Issuer. Notwithstanding the foregoing, notice of Materia Events
described in subsections (a)(8) and (9) need not be given under this subsection any earlier than the
notice (if any) of the underlying event is given to the registered owners of affected Bonds pursuant
to the Resolution.

Section 5. Termination of Reporting Obligation. The Issuer's and the Dissemination Agent's
obligations under this Continuing Disclosure Agreement shall terminate upon the legal defeasance, prior redemption
or payment in full of al of the Bonds. If the Issuer’s obligations under this Continuing Disclosure Agreement are
assumed in full by some other entity, such person shall be responsible for compliance with this Continuing
Disclosure Agreement in the same manner as if it were the Issuer, and the Issuer shall have no further responsibility
hereunder. If such termination or substitution occurs prior to the final maturity of the Bonds, the Issuer shall give
notice of such termination or substitution in the same manner as for aMaterial Event under Section 4.

Section 6. Dissemination Agents. The Issuer may, from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Continuing Disclosure Agreement, and may
discharge any such Agent, with or without appointing a successor Dissemination Agent. The Dissemination Agent
may resign as dissemination agent hereunder at any time upon 30 days prior written notice to the Issuer. It is
understood and agreed that any information that the Dissemination Agent may be instructed to file with the MSRB
shall be prepared and provided to it by the Issuer. The fact that the Dissemination Agent or any affiliate thereof may
have any fiduciary or banking relationship with the Issuer shall not be construed to mean that the Dissemination
Agent has actual knowledge of any event or condition except as may be provided by written notice from the Issuer.
The Dissemination Agent shall not be responsible in any manner for the content of any notice or report (including
without limitation the Annual Report) prepared by the Issuer pursuant to this Continuing Disclosure Agreement.
Theinitial Dissemination Agent is The Bank of New Y ork Mellon Trust Company, N.A.

Section 7. Amendment; Waiver. Notwithstanding any other provision of this Continuing
Disclosure Agreement, the Issuer and the Dissemination Agent may amend this Continuing Disclosure Agreement
and any provision of this Continuing Disclosure Agreement may be waived, provided that Bond Counsel or other
counsel experienced in federal securities law matters provides the Issuer and the Dissemination Agent with its
written opinion that the undertaking of the Issuer contained herein, as so amended or after giving effect to such
waiver, is in compliance with the Rule and all current amendments thereto and interpretations thereof that are
applicable to this Continuing Disclosure Agreement. No amendment to this Continuing Disclosure Agreement may
be made that affects the information and timing of information to be provided by CAWCD without the written
consent of CAWCD.

In the event of any amendment or waiver of a provision of this Continuing Disclosure Agreement, the
Issuer shall describe such amendment or waiver in the next Annual Report, and shall include, as applicable, a
narrative explanation of the reason for the amendment or waiver and its impact on the type (or, in the case of a
change of accounting principles, on the presentation) of financial information or operating data being presented by
the Issuer. In addition, if the amendment relates to the accounting principles to be followed in preparing financial
statements, (1) notice of such change shall be given in the same manner as for a Material Event under Section 3, and
(2) the Annual Report for the year in which the change is made should present a comparison (in narrative form and
aso, if feasible, in quantitative form) between the financial statements as prepared on the basis of the new
accounting principles and those prepared on the basis of the former accounting principles.

Section 8. Additional Information. Nothing in this Continuing Disclosure Agreement or the
Consent and Acceptance, as applicable, shall be deemed to prevent the Issuer or CAWCD from disseminating any
other information, using the means of dissemination set forth in this Continuing Disclosure Agreement or any other
means of communication, or including any other information in any Annual Report or, in the case of the Issuer, any
notice of occurrence of a Material Event, in addition to that which is required by this Continuing Disclosure
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Agreement or the Consent and Acceptance, as applicable. If the Issuer or CAWCD chooses to include any
information in any Annual Report or, in the case of the Issuer, any notice of occurrence of a Material Event, in
addition to that which is specifically required by this Continuing Disclosure Agreement or the Consent and
Acceptance, as applicable, the Issuer or CAWCD shall have no obligation under the applicable agreement to update
such information or include it in any future Annual Report or notice of occurrence of aMaterial Event.

Section 9. Default. If the Issuer or the Dissemination Agent fails to comply with any provision of
this Continuing Disclosure Agreement, any Participating Underwriter or any Beneficial Owner of the Bonds may
take such actions as may be necessary and appropriate, including seeking mandamus or specific performance by
court order, to cause the Issuer or the Dissemination Agent, as the case may be, to comply with its obligations under
this Continuing Disclosure Agreement. A default under this Continuing Disclosure Agreement shall not be deemed
an event of default under the Resolution or the Bonds, and the sole remedy under this Continuing Disclosure
Agreement in the event of any failure of the Issuer or the Dissemination Agent to comply with this Continuing
Disclosure Agreement shall be an action to compel performance.

Section 10. Duties and Liabilities of Dissemination Agent. The Dissemination Agent shall have
only such duties as are specifically set forth in this Continuing Disclosure Agreement, and, to the extent permitted
by law, the Issuer agrees to indemnify and save the Dissemination Agent, its officers, directors, employees and
agents, harmless against any loss, expense and liabilities which it may incur arising out of or in the exercise or
performance of its powers and duties hereunder, including the costs and expenses (including attorney’s fees and
expenses) of defending against any claim of liability, but excluding liabilities due to the Dissemination Agent’s gross
negligence or wilful misconduct. The obligations of the Issuer under this Section shall survive resignation or
removal of the Dissemination Agent and payment of the Bonds. The Issuer shall pay the fees, charges and expenses
of the Dissemination Agent in connection with its administration of this Continuing Disclosure Agreement. Neither
the Dissemination Agent nor any of its officers, directors, employees or agents shall be liable for any action taken or
omitted under this Continuing Disclosure Agreement or in connection herewith except to the extent caused by the
Dissemination Agent’s gross negligence or willful misconduct. None of the provisions of this Agreement shall
require the Dissemination Agent to expend or risk its own funds or otherwise to incur any liability, financial or
otherwise, in the performance of any of its duties hereunder. The Dissemination Agent may conclusively rely and
shall be fully protected in acting or refraining from acting upon any resolution, certificate, statement, instrument,
opinion, report, notice, request, consent, order, approval or other paper or document believed by it to be genuine and
to have been signed or presented by the proper party or parties. The Dissemination Agent may consult with counsel
and the advice or any opinion of counsel shall be full and complete authorization and protection in respect of any
action taken or omitted by it hereunder in good faith and in accordance with such advice or opinion of counsel. The
Dissemination Agent may execute any of the trusts or powers hereunder or perform any duties hereunder either
directly or by or through agents, attorneys, custodians or nominees appointed with due care, and shall not be
responsible for any willful misconduct or negligence on the part of any agent, attorney, custodian or nominee so
appointed.

Any bank, corporation or association into which the Dissemination Agent may be merged or converted or
with which it may be consolidated, or any bank, corporation or association resulting from any merger, conversion or
consolidation to which the Dissemination Agent shall be a party, or any bank, corporation or association succeeding
to al or substantially al of the corporate trust business of the Dissemination Agent shall be the successor of the
Dissemination Agent hereunder without the execution or filing of any paper with any party hereto or any further act
on the part of any of the parties hereto except on the part of any of the parties hereto where an instrument of transfer
or assignment is required by law to effect such succession, anything herein to the contrary notwithstanding.

Section 11. Notices. Any notices or communications to or among any of the parties to this
Continuing Disclosure Agreement may be given by registered or certified mail, return receipt requested, or by
confirmed facsimile, or delivered in person or by overnight courier, and will be deemed given on the second day
following the date on which the notice or communication is so mailed, as follows:
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Tothelssuer: Arizona Power Authority
1810 West Adams Street
Phoenix, Arizona 85007
Attention: Executive Director
Fax: (602) 253-7970

To the Dissemination Agent: The Bank of New York Mellon Trust Company, N.A.
400 South Hope Strest, Suite 400
LosAngeles, California 90071
Attention: Justin Bui
Fax: (877) 269-6192

Any notice required to be given to the Issuer or the Dissemination Agent shall aso be given to CAWCD, as
follows:

To CAWCD: Central ArizonaWater Conservation District
23636 N. Seventh Street
Phoenix, AZ 85024
Attention: General Manager
Fax: (623) 869-2333

Any person may, by written notice to the other persons listed above, designate a different address or
telephone number(s) to which subsequent notices or communications should be sent.

Section 12. Beneficiaries. This Continuing Disclosure Agreement shall inure solely to the benefit of
the Issuer, the Dissemination Agent, CAWCD, the Participating Underwriter, and Beneficial Owners from time to
time of the Bonds, and shall create no rightsin any other person or entity.

Section 13. Severability. If any provision in this Continuing Disclosure Agreement, the Resolution
or the Bonds shall be invalid, illegal or unenforceable, the validity, legality and enforceability of the remaining
provisions shall not in any way be affected or impaired thereby.

Section 14. Counterparts. This Continuing Disclosure Agreement may be executed in severa
counterparts, each of which shall be an original and all of which shall constitute but one and the same instrument.

Section 15. Electronic Transactions. The arrangement described herein may be conducted and
related documents may be stored by electronic means. Copies, telecopies, facsimiles, electronic files and other
reproductions of origina documents shall be deemed to be authentic and valid counterparts of such original
documents for all purposes, including the filing of any claim, action or suit in the appropriate court of law.

Section 16. Governing Law. This Continuing Disclosure Agreement shall be governed by and
construed in accordance with the laws of the State of Arizona.

[Remainder of Page Intentionally Left Blank.]
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IN WITNESS WHEREOF, the Issuer and the Dissemination Agent have caused this Continuing
Disclosure Agreement to be executed as of the day and year first above written.

ARIZONA POWER AUTHORITY
By:

Name: Michael A. Gazda
Title: Interim Acting Executive Director

THE BANK OF NEW YORK MELLON TRUST
COMPANY, N.A.,
as Dissemination Agent

By:
Title: Authorized Officer

G-9



EXHIBITA

FINANCIAL INFORMATION AND OPERATING DATA TO BE
INCLUDED IN THE ISSUER ANNUAL INFORMATION

The following sections and tables contained in the final Official Statement:

(1) “HOOVER POWER MARKETING BY THE AUTHORITY — COST OF HOOVER POWER;”
(i) “HOOVER POWER MARKETING BY THE AUTHORITY — Authority Power Purchasers;” and
(iii) “AUTHORITY FINANCIAL MATTERS — Revenues and Expenses’ and “ — Authority’s

Historical Hoover Power Costs and Rates.”

The above information need not be provided separately in the Issuer Annua Information if such
information is available in the audited financial statements of the Issuer or in schedules to the audited financial
statements of the Issuer (without regard to whether such schedules are considered audited).
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EXHIBIT B

NOTICE OF FAILURE TO FILE ISSUER ANNUAL INFORMATION

Name of Issuer: Arizona Power Authority

Name of Bond I ssue: $26,565,000 Power Resources Revenue Bonds (Hoover Prepayment Project) 2014 Series
(Federal Taxable) (the “Bonds’)

Date of | ssuance: [Closing Date]

NOTICE IS HEREBY GIVEN that Arizona Power Authority has not provided an Issuer Annual
Information with respect to the above-named Bonds as required by the Continuing Disclosure Agreement dated as of
March 1, 2014, between Arizona Power Authority and The Bank of New York Mellon Trust Company, N.A., as
Dissemination Agent. [The Issuer has informed the Dissemination Agent that the Issuer anticipates that the Issuer
Annua Information will be provided by J

Dated: _
THE BANK OF NEW YORK MELLON TRUST
COMPANY, N.A., as Dissemination Agent
on behalf of Arizona Power Authority
cC: Arizona Power Authority

Central ArizonaWater Conservancy District
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EXHIBIT C

NOTICE OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer: Arizona Power Authority

Name of Bond I ssue: $26,565,000 Power Resources Revenue Bonds (Hoover Prepayment Project) 2014
Series (Federal Taxable) (the “Bonds’)

Name of Obligated Person: Central ArizonaWater Conservancy District (“CAWCD")
Date of | ssuance: [Closing Date]

NOTICE ISHEREBY GIVEN that CAWCD has not provided the CAWCD Annua Report with respect
to the above-named Bonds as required by the Continuing Disclosure Agreement dated as of March 1, 2014, between
Arizona Power Authority and The Bank of New York Mellon Trust Company, N.A., as Dissemination Agent. [The
Issuer has informed the Dissemination Agent that the Issuer anticipates that the CAWCD Annual Report will be
provided by ]

Dated: _
THE BANK OF NEW YORK MELLON TRUST
COMPANY, N.A., as Dissemination Agent
on behalf of Arizona Power Authority
cC: Arizona Power Authority

Central ArizonaWater Conservancy District
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EXHIBIT D

CONSENT AND ACCEPTANCE

The Central Arizona Water Conservation District (CAWCD) consents to the attached Continuing
Disclosure Agreement dated as of March 1, 2014 (the “ Continuing Disclosure Agreement”). Capitalized terms not
otherwise defined in this Consent and A cceptance have the meanings given those termsin the Continuing Disclosure
Agreement.

1. CAWCD shal, not later than 180 days after the end of each Fiscal Year, commencing with the year
ending December 31, 2013, submit to the Issuer or the Dissemination Agent:

(@ The audited financial statements of CAWCD, prepared in accordance with accounting
principles generally accepted in the United States of America. If audited financial statements
of CAWCD are not available by the time the financia statements are required to be filed, the
submission may contain unaudited financial statements in a format similar to the financial
statements contained in this Official Statement, and the audited financial statements will be
filed promptly after they become available.

2. If CAWCD fails to comply with any of its obligations under this Consent and Acceptance, any
Participating Underwriter or any Beneficial Owner of the Bonds may take such actions as may be
necessary and appropriate, including seeking mandamus or specific performance by court order, to
cause CAWCD to comply with its obligations hereunder. A default under this Consent and Acceptance
shall not be deemed an event of default under the Power Sales Contract, and the sole remedy hereunder
in the event of any failure of CAWCD to comply herewith shall be an action to compel performance.

Date: March 27, 2014
Central Arizona Water Conservancy District

By:

Assistant General Manager
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PRINCIPAL PAYDOWN FACTOR TABLE
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APPENDIX H

PRINCIPAL PAYDOWN FACTOR TABLE

PRO RATA PASS-THROUGH DISTRIBUTION OF PRINCIPAL

$18,910,000 4.918% Term Bond Due October 1, 2045

Principal Mandatory

Paydown Sinking Paydown Remaining Remaining
Date Fund/Paydown Amount per Balance per Paydown Bond

(Octaber 1) Amounts $1,000 $1,000 Factor Factor

2030 $ 805,000.00 4257 957.43 0.042570 0.957430
2031 845,000.00 44.69 912.74 0.044685 0.912745
2032 885,000.00 46.80 865.94 0.046801 0.865944
2033 930,000.00 49.18 816.76 0.049180 0.816764
2034 975,000.00 51.56 765.20 0.051560 0.765204
2035 1,025,000.00 54.20 711.00 0.054204 0.710999
2036 1,075,000.00 56.85 654.15 0.056848 0.654151
2037 1,125,000.00 59.49 594.66 0.059492 0.594659
2038 1,180,000.00 62.40 532.26 0.062401 0.532258
2039 1,240,000.00 65.58 466.68 0.065574 0.466684
2040 1,300,000.00 68.74 397.94 0.068747 0.397938
2041 1,365,000.00 72.19 325.75 0.072184 0.325754
2042 1,430,000.00 75.62 250.13 0.075621 0.250132
2043 1,500,000.00 79.32 170.81 0.079323 0.170809
2044 1,575,000.00 83.29 87.52 0.083289 0.087520
2045 1,655,000.00 87.52 - 0.087520 0.000000

! Subject to change in the event of certain optional redemptions or purchases of 2014 Series Bonds and subject to DTC's (or
other securities depository) operational procedures on the date such mandatory sinking fund redemption.
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