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The $300,000,000 City of San Antonio, Texas Electric and Gas Systems Junior Lien Revenue Bonds, Taxable Series 2010A (Direct Subsidy - Build
America Bonds) (“Series 2010A Bonds”) and the $200,000,000 City of San Antonio, Texas Electric and Gas Systems Junior Lien Revenue Refunding
Bonds, Taxable Series 2010B Bonds (Direct Subsidy - Build America Bonds) (“Series 2010B Bonds” and, together with the Series 2010A Bonds, “Bonds™)
will be issued under and in conformity with the Constitution and laws of the State of Texas, including, with respect to the Series 2010A Bonds, Chapters
1371 and 1502, Texas Government Code, as amended, and, with respect to the Series 2010B Bonds, Chapter 1207, Texas Government Code, as amended,
and pursuant to two separate ordinances (together, “Ordinances”) adopted by the City Council (“City Council”) of the City of San Antonio, Texas (“City”)
on October 21, 2010. The City, in the Ordinances, authorizes the City Public Service Board of San Antonio, Texas (“CPS”, “Board” or “CPS Energy”) to
manage, operate, and maintain the City’s electric and gas systems (“Systems”). In the Ordinances, the City Council delegated to certain City representatives
the authority to execute approval certificates establishing final terms of the sale for the Bonds. These approval certificates were executed by a duly-
authorized representative of the City on October 28, 2010.

The Bonds are issuable only as fully registered obligations in denominations of $5,000 or any integral multiple thereof. Interest on the Bonds will accrue
from the date of their initial delivery to the initial purchasers thereof, respectively, named below (“Underwriters”) (expected to occur on or about
November 4, 2010) (“Closing Date”) and will be payable on February 1 and August | of each year, commencing February 1, 2011. The Bonds will be
issued in book-entry-only form and when issued will be registered in the name of Cede & Co., as nominee of The Depository Trust Company, New York,
New York (“DTC”) acting as securities depository (“Securities Depository”). The City reserves the right to discontinue the use of the Securities Depository,
but so long as DTC or its nominee is the registered owner of the Bonds, purchasers of the Bonds (“Beneficial Owners”) will not receive physical delivery of
certificates representing their interest in the Bonds purchased. The principal of, premium, if any, and interest on the Bonds will be payable by The Bank of
New York Mellon Trust Company, National Association, Dallas, Texas, as Paying Agent/Registrar, to the Securities Depository, which will in turn remit
such principal, premium, if any, and interest to the Beneficial Owners. See “THE BONDS — Book-Entry-Only System” herein.

The Bonds are subject to redemption prior to stated maturity at the prices, in the amounts, and at the times described herein. See “THE BONDS —
Redemption of Bonds” herein.

The Series 2010A Bonds are being issued to: (i) finance costs associated with constructing capital improvements of the Systems and (ii) pay costs and
expenses relating to their issuance. The Series 2010B Bonds are being issued to refund certain outstanding commercial paper notes (“Refunded
Obligations”) as disclosed on Appendix F hereto to lock-in current long term interest rates. The Bonds are special obligations of the City. Principal of and
interest on the Bonds are payable solely from and to the extent of and are secured, together with the currently outstanding Junior Lien Obligations, by a
junior lien on and pledge of the Net Revenues of the Systems, being remaining Net Revenues after monthly payments or transfers to provide for the
currently outstanding Senior Lien Obligations and any Additional Senior Lien Obligations outstanding from time to time, but prior to the payment of the
currently outstanding Commercial Paper Obligations and Inferior Lien Obligations.

The Ordinances do not create a mortgage or other security interest on the property of the Systems. The Bonds are special obligations of the City,
payable from a junior lien on the pledge of the Net Revenues of the Systems, and the taxing power of none of the City, any other political
subdivision of the State of Texas, nor the State of Texas is pledged for the payment thereof.

SEE INSIDE COVER PAGE FOR MATURITIES, INTEREST RATES AND PRICING SCHEDULE

The Series 2010A Bonds are offered when, as, and if issued and received by the Underwriters and subject to the approval of the Attorney General of the
State of Texas and the approval of certain legal matters by Fulbright & Jaworski L.L.P. and West & Associates, L.L.P. Co-Bond Counsel, both of San
Antonio, Texas. The Series 2010B Bonds are offered when, as, and if issued and received by the Underwriters and subject to the approval of the Attorney
General of the State of Texas and the approval of certain legal matters by Fulbright & Jaworski L.L.P. and Shelton & Valadez, P.C., Co-Bond Counsel, both
of San Antonio, Texas. Certain legal matters will be passed upon for the City by the City Attorney, by Carolyn E. Shellman, Esq., General Counsel for the
City Public Service Board, and for the Underwriters by McCall, Parkhurst & Horton L.L.P. and Law Offices of William T. Avila, P.C., Co-Underwriters’
Counsel, both of San Antonio, Texas. The Bonds are expected to be available for initial delivery to the Underwriters and credited through DTC on or about
November 4, 2010.
J.P. MORGAN (Senior Managing Underwriter for the Series 2010A Bonds)
BofA MERRILL LYNCH (Senior Managing Underwriter for the Series 2010B Bonds)

COASTAL SECURITIES, INC. JEFFERIES & COMPANY
LOOP CAPITAL MARKETS, LLC MORGAN KEEGAN & CO., INC.
RAMIREZ & CO., INC. RBC CAPITAL MARKETS
SAMCO CAPITAL MARKETS, INC. SOUTHWESTERN CAPITAL MARKETS, INC.

STERNE, AGEE & LEACH, INC.



MATURITIES, INTEREST RATES AND PRICING SCHEDULE

$300,000,000
CITY OF SAN ANTONIO, TEXAS
ELECTRIC AND GAS SYSTEMS
JUNIOR LIEN REVENUE BONDS,
TAXABLE SERIES 2010A
(DIRECT SUBSIDY - BUILD AMERICA BONDS)

$300,000,000 5.808% Term Bond due February 1, 2041; Yield 5.808%; CUSIP No.' 796253Y30

Dated October 1, 2010 (Interest to accrue from Closing on November 4, 2010)

$200,000,000
CITY OF SAN ANTONIO, TEXAS
ELECTRIC AND GAS SYSTEMS
JUNIOR LIEN REVENUE REFUNDING BONDS,
TAXABLE SERIES 2010B
(DIRECT SUBSIDY - BUILD AMERICA BONDS)

$200,000,000 6.308% Term Bond due February 1, 2037; Yield 6.308%; CUSIP No.' 796253Y48

Dated October 1, 2010 (Interest to accrue from Closing on November 4, 2010)

Redemption of Bonds
The Bonds are subject to redemption prior to stated maturity at the times, in the amounts, and at the prices and under the conditions described
herein under the subcaption “THE BONDS — Redemption of Bonds”.

(1) CUSIP numbers are included solely for the convenience of owners of the Bonds. CUSIP is a registered trademark of the American Bankers Association. CUSIP data herein is
provided by CUSIP Global Services, managed by Standard & Poor’s Financial Services LLC on behalf of The American Bankers Association. This data is not intended to create a
database and does not serve in any way as a substitute for the CUSIP Services. None of the City, the Co-Financial Advisors, nor the Underwriters is responsible for the selection or
correctness of the CUSIP numbers set forth herein.
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CITY OF SAN ANTONIO, TEXAS

CITY COUNCIL

Julian Castro, Mayor

Elisa Chan Philip A. Cortez Justin Rodriguez
Mary Alice P. Cisneros Ray Lopez Ivy Taylor
John G. Clamp David Medina Reed Williams

Jennifer V. Ramos

Sheryl Sculley — City Manager
Ben Gorzell, Jr. — Chief Financial Officer
Leticia M. Vacek — City Clerk
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CITY PUBLIC SERVICE BOARD OF SAN ANTONIO

Charles E. Foster, Chairman' Derrick Howard, Vice Chairman
Stephen S. Hennigan, Trustee' Homer Guevara, Jr., Trustee Julidn Castro, Mayor

Doyle N. Beneby — President & CEO
Paula Y. Gold-Williams — Treasurer, Executive Vice President and Chief Financial Officer
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CONSULTANTS
Fulbright & Jaworski L.L.P., Public Financial Management, Inc. and
West & Associates, L.L.P. and Estrada Hinojosa & Company, Inc.
Shelton & Valadez, P.C. Co-Financial Advisors

Co-Bond Counsel

1) See “DESCRIPTION OF PHYSICAL PROPERTY - Electric System — Nuclear Cost Issue and CPS Energy Internal Investigation” herein.
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USE OF INFORMATION

No dealer, broker, salesman, or other person has been authorized by the City to give any information or to make any representation
with respect to the Bonds, other than as contained in this Official Statement, and if given or made, such other information or
representations must not be relied upon as having been authorized by the City. This Official Statement does not constitute an offer
to sell or a solicitation of an offer to buy, nor shall there be any sale of the Bonds by any person in any jurisdiction in which it is
unlawful for such person to make such offer, solicitation, or sale. The information and expressions of opinions herein are subject
to change without notice, and neither the delivery of this Official Statement nor any sale made shall under any circumstances
create any implication that there has been no change in the information or opinions set forth herein after the date of this Official
Statement. See “CONTINUING DISCLOSURE OF INFORMATION” for a description of the undertaking of the City and the
Board to provide certain information on a continuing basis.

THE BONDS ARE EXEMPT FROM REGISTRATION WITH THE UNITED STATES SECURITIES AND EXCHANGE
COMMISSION AND CONSEQUENTLY HAVE NOT BEEN REGISTERED THEREWITH. THE REGISTRATION,
QUALIFICATION, OR EXEMPTION OF THE BONDS IN ACCORDANCE WITH APPLICABLE SECURITIES LAW
PROVISIONS OF THE JURISDICTIONS IN WHICH THESE BONDS HAVE BEEN REGISTERED, QUALIFIED, OR
EXEMPTED SHOULD NOT BE REGARDED AS A RECOMMENDATION FOR THE PURCHASE THEREOF.

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

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

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

None of the City, the Co-Financial Advisors, nor the Underwriters make any representation or warranty with respect to the
information contained in this Official Statement regarding The Depository Trust Company or its Book-Entry-Only System.

The agreements of the City and others related to the Bonds are contained solely in the contracts described herein. Neither
this Official Statement nor any other statement made in connection with the offer or sale of the Bonds is to be construed as
constituting an agreement with the purchasers of the Bonds.

THE COVER PAGE CONTAINS CERTAIN INFORMATION FOR GENERAL REFERENCE ONLY AND IS NOT
INTENDED AS A SUMMARY OF THIS OFFERING. INVESTORS SHOULD READ THE ENTIRE OFFICIAL
STATEMENT, INCLUDING ALL APPENDICES ATTACHED HERETO, TO OBTAIN INFORMATION ESSENTIAL TO
MAKING AN INFORMED INVESTMENT DECISION.

NEITHER THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES

COMMISSION HAS APPROVED OR DISAPPROVED OF THE BONDS OR PASSED UPON THE ADEQUACY OR
ACCURACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.
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OFFICIAL STATEMENT

Relating To
$300,000,000 $200,000,000
CITY OF SAN ANTONIO, TEXAS AND CITY OF SAN ANTONIO, TEXAS
ELECTRIC AND GAS SYSTEMS ELECTRIC AND GAS SYSTEMS
JUNIOR LIEN REVENUE BONDS, JUNIOR LIEN REVENUE REFUNDING BONDS,
TAXABLE SERIES 2010A TAXABLE SERIES 2010B
(DIRECT SUBSIDY - BUILD AMERICA BONDS) (DIRECT SUBSIDY - BUILD AMERICA BONDS)

INTRODUCTORY STATEMENT

This Official Statement, including the cover page and the Appendices hereto, of the City of San Antonio, Texas (“City”), is
provided to furnish information with respect to the City of San Antonio, Texas Electric and Gas Systems Junior Lien
Revenue Bonds, Taxable Series 2010A (Direct Subsidy - Build America Bonds) (“Series 2010A Bonds™) and the City of
San Antonio, Texas Electric and Gas Systems Junior Lien Revenue Refunding Bonds, Taxable Series 2010B (Direct
Subsidy - Build America Bonds) (“Series 2010B Bonds” and, collectively with the Series 2010A Bonds, “Bonds™). Certain
terms not defined herein will have the meanings ascribed thereto in the applicable Ordinance (hereinafter defined).

The Series 2010A Bonds are being issued to: (i) finance costs associated with constructing capital improvements of the
Systems and (ii) pay costs and expenses relating to their issuance. The Series 2010B Bonds are being issued to refund
certain outstanding commercial paper notes (“Refunded Obligations™) as disclosed on Appendix F hereto to lock-in current
long term interest rates. See “PLAN OF FINANCE” herein.

The Bonds are special obligations of the City. Principal of and interest on the Bonds are payable solely from and are
secured, together with the currently outstanding Junior Lien Obligations, by a junior lien on and pledge of the Net Revenues
of the Systems, being remaining Net Revenues after monthly payments or transfers to provide for the currently outstanding
Senior Lien Obligations and any Additional Senior Lien Obligations outstanding from time to time, but prior to the payment
of the currently outstanding Commercial Paper Obligations and Inferior Lien Obligations. The City has previously issued
and there remain outstanding as of October 28, 2010, $4,100,135,000 aggregate principal amount of Senior Lien Obligations
and $897,615,000 in Junior Lien Obligations (inclusive of the Bonds). The City has reserved the right to issue Additional
Senior Lien Obligations secured by liens on Net Revenues of the Systems that are senior to the liens thereon securing the
Bonds and other Junior Lien Obligations, as well as Additional Junior Lien Obligations secured by liens on and pledges of
Net Revenues of the System on parity with the Bonds and the currently outstanding Junior Lien Obligations, from time to
time in accordance with the provisions of the Ordinances described herein. The City may also issue obligations secured by
inferior liens on Net Revenues of the Systems without limitation, including $450,000,000 currently authorized commercial
paper notes (“Notes”), of which $330,000,000 was outstanding as of October 28, 2010 (but $200,000,000 of which is being
refunded by the Series 2010B Bonds), and $100,000,000 in flexible rate revolving notes (“Flex Rate Notes”), of which there
are currently $25,200,000 outstanding as of October 28, 2010. See “COMMERCIAL PAPER PROGRAM” and
“FLEXIBLE RATE REVOLVING NOTE PRIVATE PLACEMENT PROGRAM” herein.

In the Ordinances, as permitted by Chapter 1371, Texas Government Code, as amended with respect to the Series 2010A
Bonds and Chapter 1207, Texas Government Code, as amended, with respect to the Series 2010B Bonds, the City Council
delegated to certain authorized officials of the City, each a Designated Financial Officer, the authority to establish the final
terms of sale for the Bonds, to be evidenced in separate Approval Certificates relating to each series of Bonds. The
Approval Certificates were executed by a Designated Financial Officer on October 28, 2010 in conjunction with the sale of
the Bonds.

There follows in this Official Statement a description of the City, the City Public Service Board of San Antonio, Texas
(“Board” or “CPS Energy”), and the Systems; certain information relating to the City and the State of Texas (“State”);
certain information relating to the sources of payment for the Bonds, together with summaries of certain provisions of the
Ordinances and the Bonds; and a discussion of factors affecting the electric and gas industries generally. All references
herein to agreements and documents are qualified in their entirety by reference to the definitive forms thereof, and all
references to the Bonds are further qualified by reference to the information with respect thereto contained in the
Ordinances. Copies of such documents may be obtained from the City or the Co-Financial Advisors upon request by electronic
mail or upon payment of reasonable copying, handling and delivery charges.



This Official Statement speaks only as to its date and the information contained herein is subject to change. A copy of the
Final Official Statement relating to the Bonds will be available from the Municipal Securities Rulemaking Board (“MSRB”)
through its Electronic Municipal Market Access (“EMMA”) system. See “CONTINUING DISCLOSURE OF
INFORMATION?, herein, for a description of the City’s and the Board’s undertaking to provide certain information on a
continuing basis.

PLAN OF FINANCE

The Series 2010A Bonds are being issued to: (i) finance costs associated with constructing capital improvements of the
Systems and (ii) pay costs and expenses relating to their issuance. The Series 2010B Bonds are being issued to refund
certain outstanding commercial paper notes (“Refunded Obligations™) as disclosed on Appendix F hereto to lock-in current
long term interest rates.

The Refunded Obligations

The Refunded Obligations, and interest due thereon, are to be paid on the scheduled maturity dates from funds to be
deposited with The Bank of New York Mellon Trust Company, National Association, Dallas, Texas (“Escrow Agent”)
pursuant to an Escrow and Trust Agreement dated as of October 21, 2010 (“Escrow Agreement”) between the City and the
Escrow Agent. The refunding of the Refunded Obligations will result in fixing the long-term rate on such obligations (and
not produce gross or present value savings for the Systems) and will restore $200,000,000 of the City’s $450,000,000
authorized borrowing capacity under the Commercial Paper Program. CPS Energy currently anticipates a gross cash
defeasance of the Refunded Obligations.

The Series 2010B Ordinance (defined herein) provides that the City will deposit certain proceeds of the sale of the Series
2010B Bonds, along with other lawfully available funds of the City, if any, with the Escrow Agent in the amount necessary
to effectuate a gross cash defeasance of the Refunded Obligations and to accomplish the discharge and final payment of the
Refunded Obligations. Such funds will be held by the Escrow Agent in an escrow fund (“Escrow Fund”) irrevocably
pledged to the payment of principal of and interest on the Refunded Obligations and may be used to purchase certain
obligations of the United States of America and obligations of agencies or instrumentalities of the United States, including
obligations that are unconditionally guaranteed by the agency or instrumentality that are noncallable and that were, on the
date the Ordinance was adopted, rated as to investment quality by a nationally recognized rating firm not less than “AAA”
(“Federal Securities”). Under the laws of the State, particularly Section 1207.062(b), as amended, Texas Government Code,
“AAA” rated obligations of agencies or instrumentalities of the United States may be deposited with the Escrow Agent
under the terms of the Escrow Agreement for the payment and defeasance of the Refunded Obligations. Such maturing
principal of and interest on the Federal Securities, if any, will not be available to pay the debt service requirements on the
Bonds.

Issuance of the Series 2010B Bonds will be subject to delivery by Grant Thornton LLP, Minneapolis, Minnesota
(“Verification Agents”) of a report of the mathematical accuracy of certain computations. The Verification Agents will
verify from the information provided to them the mathematical accuracy as of the date of the closing on the Series 2010B
Bonds of the computations contained in the provided schedules to determine that the amounts deposited to the Escrow Fund
at Closing, will be sufficient to pay, when due, the principal and interest requirements of the Refunded Obligations. The
Verification Agents will express no opinion on the assumptions provided to them. See “VERIFICATION OF
MATHEMATICAL COMPUTATIONS” herein.

By the deposit of the proceeds of the Series 2010B Bonds and cash, with the Escrow Agent pursuant to the Escrow
Agreement, the City will have effected the defeasance of the Refunded Obligations pursuant to the terms of the ordinance
authorizing the issuance of the Refunded Obligations. It is the opinion of Fulbright & Jaworski L.L.P. and Shelton &
Valadez, P.C., Co-Bond Counsel with respect to the Series 2010B Bonds that, as a result of such defeasance, the Refunded
Obligations will no longer be payable from the Net Revenues but will be payable solely from the principal of and interest on
the Federal Securities and cash, if any, on deposit in the Escrow Fund and held for such purpose by the Escrow Agent, and
that the Refunded Obligations will be defeased and are not to be included in or considered to be indebtedness of the City for
the purpose of a limitation of indebtedness or for any other purpose. See “APPENDIX E - FORMS OF OPINIONS OF CO-
BOND COUNSELS” herein.

The City has covenanted in the Series 2010B Ordinance and the Escrow Agreement to make timely deposits to the Escrow
Fund, from lawfully available funds, of any additional amounts required to pay the principal of, premium, if any, and
interest on the Refunded Obligations if for any reason the cash balance on deposit or scheduled to be on deposit in the
Escrow Fund should be insufficient to make such payment.



THE BONDS

Security for the Bonds; General Terms

The Bonds are issued as Additional Junior Lien Obligations, which are special obligations of the City the principal of and
interest on which is payable solely from and to the extent of Net Revenues of the Systems remaining after monthly
payments on and transfers to provide for the currently outstanding Senior Lien Obligations and any Additional Senior Lien
Obligations of the Systems as set forth in the Ordinances and on parity with any Additional Junior Lien Obligations
hereafter issued, if certain historical earnings tests and other conditions are satisfied. See “THE BONDS — Additional
Bonds” herein for a description of the conditions under which Additional Senior Lien Obligations and Additional Junior
Lien Obligations can be issued. The pledge of and lien on Net Revenues securing the payment of the Bonds is superior to
the pledge thereof and lien thereon securing the currently outstanding Commercial Paper Obligations, as well as notes issued
from time to time under the City’s Flexible Rate Revolving Note Private Placement Program (defined herein).

The Ordinances do not create a mortgage or other security interest on the property of the Systems. The Bonds are
special obligations of the City, payable, together with the currently outstanding Junior Lien Obligations and any
Additional Junior Lien Obligations hereafter issued by the City, from a junior lien on the pledge of the Net Revenues
of the Systems. The taxing power of neither the City nor the State of Texas is pledged for the payment thereof.

The Bonds will bear interest at the rates and are scheduled to mature on the dates and in the amounts set forth in the
applicable table appearing on the inside cover page of this Official Statement. Interest on the Bonds will accrue from the
date of their initial delivery to the Underwriters (expected to occur on or about November 4, 2010) (“Closing Date”) and
will be payable on February 1 and August 1 of each year, commencing February 1, 2011. Registered owners of the Bonds
are those shown on the registration books kept by the Paying Agent/Registrar at the close of business on the 15th day of the
month next preceding each interest payment date (“Record Date”). The Bonds are issued as fully registered obligations in
denominations of $5,000 or any integral multiple thereof. The Bonds are initially issuable only to Cede & Co., the nominee
of The Depository Trust Company, New York, New York (“DTC”), pursuant to the Book-Entry-Only System described
herein. For such time as the Book-Entry-Only System is utilized, no physical delivery of the Bonds will be made to the
purchasers thereof and the principal of and interest on the Bonds will be payable by the Paying Agent/Registrar to Cede &
Co., which will make distribution of the amounts so paid to the Beneficial Owners of the Bonds. For such time as the Bonds
are issuable in Book-Entry-Only form, references herein and in the Bonds and the Ordinances to “registered owners” will
include only Cede & Co., as the nominee of DTC, the sole registered owner of the Bonds. See “THE BONDS — Book-
Entry-Only System” herein. The City reserves the right to discontinue the Book-Entry-Only System, whereupon interest on
the Bonds will be payable (i) by check mailed by the Paying Agent/Registrar, initially The Bank of New York Mellon Trust
Company, National Association, Dallas, Texas, on the interest payment date to the registered owners thereof as shown on
the records of the Paying Agent/Registrar, at the close of business on the Record Date, or (ii) by such other method,
acceptable to the Paying Agent/Registrar, at the written request of and at the risk and expense of the registered owner.

Refundable Tax Credit Bonds

Under and pursuant to recently-enacted federal legislation, being the American Recovery and Reinvestment Act of 2009,
effective February 17, 2009 (“Stimulus Act”), and in accordance with guidance released from time to time by the Internal
Revenue Service (“IRS”) concerning the same, the Bonds have been designated as “build America bonds” within the
meaning of section 54AA of the Internal Revenue Code of 1986, as amended (“Code”) and as “qualified bonds” under
section 54AA(g)(2) of the Code. Because of their qualification as “qualified bonds” under the Code, the City is entitled to
receive directly from the United States Department of the Treasury (“Treasury”) with respect to each series of Bonds a
refundable tax credit in an amount equal to 35% of the taxable interest paid on the Bonds by the City to the holders thereof
(“Refundable Tax Credit”). As a result of the City’s designation and election entitling it to the receipt of the
Refundable Tax Credit, no owner of Bonds will be entitled to a tax credit as a result of such ownership. See
“FEDERAL TAX TREATMENT OF TAXABLE BONDS” herein for a description of the effects upon the owners thereof
resulting from the City’s issuance of the Bonds as obligations, the interest on which is not excludable under section 103 of
the Code for federal income tax purposes, permitting their designation as “build America bonds”.

The Refundable Tax Credits are not directly pledged to the payment of the series of Bonds to which such Refundable Tax
Credit relates; however, the City, in the appropriate form or forms to be filed with the IRS on the Delivery Date and from
time to time thereafter notifying the Treasury of its elections with respect to the Bonds described above, and the request for
receipt of the Refundable Tax Credits, the City will provide for the Refundable Tax Credits to be delivered from the
Treasury directly to the Paying Agent/Registrar, for further deposit and allocation to a separate special interest and sinking
subaccount of each Bond Fund (as the same relates to each series of Bonds) created on the books and records of the Paying
Agent/Registrar relating solely to the series of Bonds to which such Refundable Tax Credit relates. The respective
agreements between the City and the Paying Agent/Registrar relating to each series of Bonds provides that the amount held
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in each such special interest and sinking subaccount shall be used to reduce the interest payment amount of the regularly
scheduled debt service payments on the applicable series of Bonds that the City is required to make under the applicable
Ordinance by remitting the same to the Paying Agent/Registrar.

The City has concluded in the Ordinances, which conclusion was confirmed as reasonable by the Systems’ external auditors,
that the Refundable Tax Credit, is not considered to be gross revenues of the Systems and, therefore, is not included in the
definition of, and does not constitute, Net Revenues. Accordingly, the Refundable Tax Credit is not included in the
calculation of gross revenues of the Systems (which are included in the Systems’ financial statements that are presented in
accordance with generally accepted accounting principles), is not directly pledged to the payment of the Bonds, and
(therefore) is not required to be deposited to the General Account or to flow through the flow of funds described herein
under the “THE BONDS — Flow of Funds” and does not become Net Revenues pledged to the payment of the Bonds or the
City’s other outstanding obligations secured by and payable from Net Revenues. Because of the foregoing, the City
anticipates that the entirety of the Refundable Tax Credit will be available as an offset to the scheduled debt service payment
requirements attributable solely to the Bonds.

The City’s continued receipt of the Refundable Tax Credits is subject to various requirements. No assurances are provided
that the City will receive each of the Refundable Tax Credits. Refundable Tax Credits will only be paid by the Treasury if
the applicable series of Bonds remains qualified in accordance with applicable Code provisions under which the original
“build America bond” and “qualified bond” designations were made. For the Bonds to be, and remain, designated as
“qualified bonds” for which the Refundable Tax Credits will be received, the City must comply with certain covenants with
respect to the Bonds regarding the use and investment of proceeds thereof, the use of property financed therewith, making
timely and proper filings with the IRS, and satisfying certain other requirements of the Code. Failure on the part of the City
to comply with the conditions imposed by the Code and future guidance to be provided by the Treasury and the IRS, may
cause the City to fail to receive one or both of the Refundable Tax Credits for the remaining term of the affected series of
Bonds and it could subject the City to a claim for refund of previously received Refundable Tax Credits. Moreover,
Refundable Tax Credits are subject to automatic offsets against certain amounts that may, for unrelated reasons, be owed by
the City to the United States of America or an agency thereof. In addition, see “THE BONDS - Redemption of Bonds”
herein for information concerning optional redemption of the Bonds upon the occurrence of an extraordinary event
(generally being the occurrence of an event that results in the loss of the right or opportunity of the City to receive all or part
of a Refundable Tax Credit).

Authority for Issuance

Series 20104 Bonds. The Series 2010A Bonds are issued under the provisions of applicable laws of the State, including
Chapters 1371 and 1502, Texas Government Code, as amended, the Home Rule Charter of the City, and an ordinance
adopted by the City Council on October 21, 2010 (“Series 2010A Ordinance™).

Series 2010B Bonds. The Series 2010B Bonds are issued under the provisions of applicable laws of the State, including
Chapters 1207, Texas Government Code, as amended, the Home Rule Charter of the City, and an ordinance adopted by the
City Council on October 21, 2010 (“Series 2010B Ordinance” and, together with the Series 2010A Ordinance, the
“Ordinances”; such Ordinances, individually, an “Ordinance”).

Delegated Sale Authority. As permitted by Chapter 1371, Texas Government Code, as amended, with respect to the Series
2010A Bonds, and Chapter 1207, Texas Government Code, as amended, with respect to the Series 2010B Bonds, the City
has, in the Ordinances, delegated to certain authorized officials of the City the authority to establish final terms of sale of the
Bonds, which final sales terms of each series of Bonds shall be evidenced in a separate “Approval Certificate” relating
thereto. The Approval Certificates relating to the Bonds were executed by a Designated Financial Officer on
October 28, 2010 in conjunction with the sale thereof.



Sources and Uses of the Series 20104 Bond Proceeds

The proceeds from the sale of the Series 2010A Bonds will be applied approximately as follows:

Sources of Funds

Principal Amount of the Series 2010A BONAS........cecieieriiriiniieieieieieeieeeeeee et $300,000,000.00
Total SOUICES OF FUNAS .....ovviiiriicrie ettt e e e e eeaeeeree s $300,000,000.00

Uses of Funds
Project FUNA DEPOSIL ...c.eoveieeieiiieiieiesieieteetei ettt ettt ettt st st et eseesesseseeseesenseseesensesesseneesensenas $297,731,457.00
UNAErWIIterS” DISCOUINL ....oovvviiiiiiiieeeiieie ettt ee et e e e ettt e e e ea e e e s eaaeeeeeaateesesaaseesssaateesssnaseessnaaeas 1,620,083.00
COSES OF ISSUANCE ..cvvvviieietiiee ettt e ettt e ettt e e e et eeeeaa e e e s eaateeeseeaaaeessensaeesenaaeessnnaneeas 648.460.00
Total USES Of FUNAS ......eeiiiiiiiiieceie ettt ettt ettt e et e e eare e ereeeareens $300,000,000.00

Sources and Uses of the Series 2010B Bond Proceeds

The proceeds from the sale of the Series 2010B Bonds, along with the Board’s cash contribution, will be applied
approximately as follows:

Sources of Funds

Principal Amount of the Series 2010B BONAS .........coveieriiriiririeieieeeeeeee e $200,000,000.00
Board’s Cash CONtIIDULION ........coouviiiiiiiii ettt ettt eat e e et e e e eeaae e e e eentaeeseeateeessennaeeeeenees 1,569,013.07
Total SOUICES OF FUNAS ...ttt e e e e aae e e eeateee e $201,569,013.07
Uses of Funds
ESCTOW FUNA DEPOSIL...c..eviiiieiiiiitiiiieieese sttt sttt sttt b sttt e e e $200,016,592.01
UNderwriterS” DISCOUNL ......c.veiiiveiitieeeieeeteeecteeeetee et e eeteeeeteeeeteeeeteeeeteeeetaeeeseeeeseeeeaseeeseeeseeenseeereean 1,077,768.56
COSES OF ISSUAINCE ..ccvvviieieeeeee ettt et e ettt e e ettt e e e et e e e eaaeeeeeeaaeeeeeeaaeeessensaeesesaeeessnnaeeeas 474,652.50
Total USES OF FUNAS .....oiiviiiiiiiiiiiceeeeee ettt e e ettt e e ettt e e e eaate e s esaaeeeeanes $201,569,013.07
Flow of Funds

The Ordinances provide that the gross revenues of the Systems are to be deposited in CPS Energy’s General Account, and
further provide that such gross revenues are pledged and appropriated, in the following priority, to: (i) the payment of
reasonable and proper maintenance and operating expenses of the Systems; (ii) the payment of Senior Lien Obligations or
Additional Senior Lien Obligations, including the establishment and maintenance of the reserve therefor; (iii) the payment
of any Prior Lien Bonds, which include the currently outstanding Junior Lien Obligations, including the City’s obligations
under the Liquidity Facilities (as defined in the ordinances authorizing such outstanding Junior Lien Obligations), the
Bonds, and any Additional Junior Lien Obligations, and for establishment and maintenance of a reserve therefor, if any; (iv)
the payment and security of the Commercial Paper Obligations and the Agreement (as defined in the ordinances authorizing
the issuance of the Commercial Paper Obligations); (v) the payment and security of obligations hereafter issued that are
inferior in lien to the Senior Lien Obligations, Additional Senior Lien Obligations, Prior Lien Bonds, Junior Lien
Obligations, Additional Junior Lien Obligations, the Commercial Paper Obligations and the Inferior Lien Obligations, which
includes notes issued from time to time under the City’s Flexible Rate Revolving Note Private Placement Program; (vi) the
payment of an annual amount equal to six percent (6%) of the gross revenues of the Systems to be deposited in the Repair
and Replacement Account provided for in the Ordinance; (vii) the payment of the annual amount due the General Fund of
the City, as provided in the Ordinances; and (viii) the extent of any remaining Net Revenues of the Systems in the General
Account, to the Repair and Replacement Account in accordance with the ordinances of the City authorizing the issuance of
the Senior Lien Obligations and Ordinances.

Rate Covenant

The City has covenanted in the Ordinances that it will at all times maintain rates and charges for the sale of electric energy,
gas, or other services furnished, provided and supplied by the Systems to the residents of the City and all other consumers
that will be reasonable and nondiscriminatory and which will be reasonably expected to produce gross revenues sufficient to
pay all maintenance and operating expenses of the Systems, and to produce Net Revenues sufficient, together with other
lawfully available funds, to pay debt service requirements on all revenue debt of the Systems, including the Senior Lien
Obligations (recognizing as an offset to the debt service owed on those outstanding Senior Lien Obligations designated as
“build America bonds” the refundable tax credit attributable to such obligations), any Additional Senior Lien Obligations,
the currently outstanding Junior Lien Obligations, the Bonds (recognizing as an offset to the debt service owed on the Bonds
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the Refundable Tax Credits attributable to such Bonds), Liquidity Facility obligations, any Additional Junior Lien
Obligations, the Commercial Paper Obligations, the Inferior Lien Obligations, and any Additional Inferior Lien Obligations.
The CPS Energy rate covenant is consistent with and supported by the relevant State statute concerning rate setting for
municipally-owned utilities (“Municipal Utilities”) such as CPS Energy. Section 1502.057, as amended, Texas Government
Code, provides that the charges for services provided by encumbered municipal systems, such as CPS Energy, must be “at
least sufficient to pay: all operating, maintenance, depreciation, replacement, improvement and interest charges in
connection with the utility system; for an interest and sinking fund sufficient to pay any public securities issued or
obligations incurred for any purpose relating to the utility system; and any outstanding debt against the system”. See
“APPENDIX D — CERTAIN PROVISIONS OF THE JUNIOR LIEN ORDINANCE” herein. Also, see “SAN ANTONIO
ELECTRIC AND GAS SYSTEMS — Retail Service Rates” and “Transmission Access and Rate Regulation” regarding rate
regulation herein.

Additional Bonds

The City may issue Additional Senior Lien Obligations on a parity with the currently outstanding Senior Lien Obligations if,
among other things, it has obtained a certificate from an independent certified public accountant to the effect that the Net
Revenues of the Systems during the previous fiscal year, or any 12 consecutive months out of the 15 months immediately
preceding the month in which the ordinance authorizing the Additional Senior Lien Obligations is passed, were (i) at least
1.50 times the maximum annual debt service requirements in any future fiscal year on all outstanding Senior Lien
Obligations and the proposed Additional Senior Lien Obligations, and (ii) at least 1.00 times the maximum annual debt
service requirements for any future fiscal year for Senior Lien Obligations, Additional Senior Lien Obligations, Junior Lien
Obligations, and Additional Junior Lien Obligations to be outstanding, assuming that adjustable rate interest accrues at The
Bond Buyer’s Revenue Bond Index with respect to the Junior Lien Obligations and adding or subtracting net payments due
on or receivable under interest rate hedge agreements, if any.

The City may issue Additional Junior Lien Obligations upon obtaining a certificate from a Designated Financial Officer to
the effect that the Net Revenues of the Systems during the previous fiscal year, or any 12 consecutive months out of the 18
months immediately preceding the month in which the ordinance authorizing such obligations is passed, were at least 1.00
times the maximum annual debt service requirements for any future fiscal year for Senior Lien Obligations, Additional
Senior Lien Obligations, Junior Lien Obligations, and Additional Junior Lien Obligations (including Liquidity Facility
obligations) to be outstanding, assuming that adjustable rate interest accrues at The Bond Buyer’s Revenue Bond Index with
respect to the Junior Lien Obligations and adding or subtracting net payments due on or receivable under interest rate hedge
agreements, if any.

The refundable tax credits to be received by the City in relation to the Bonds, including the Refundable Tax Credits, and
outstanding Senior Lien Obligations, as well as any future issue of City debt secured by and payable from a lien on and
pledge of Net Revenues, designated as “build America bonds” and elected to be treated as “qualified bonds” under the Code
will be considered as an offset to debt service for the purpose of satsifying any debt service coverage requirements serving
as a prerequisite to the issuance of additional indebtedness. See “THE BONDS — Refundable Tax Credit Bonds™ herein.

Perfection of Security for the Bonds

Chapter 1208, as amended, Texas Government Code, applies to the issuance of the Bonds and the pledge of the Net
Revenues and such pledge is therefore valid, effective, and perfected. Should State law be amended while the Bonds are
outstanding and unpaid, the result of such amendment being that the pledge of the Net Revenues is to be subject to the filing
requirements of Chapter 9, Texas Business and Commerce Code, in order to preserve to the registered owners of the Bonds
a security interest in such pledge, the City agrees to take such measures as it determines are reasonable and necessary to
enable a filing of a security interest in said pledge to occur.

Redemption of Bonds

Optional Redemption of the Series 20104 Bonds. The Series 2010A Bonds are subject to redemption prior to stated
maturity, at the option of the City, on any date, as a whole or in part, in principal amounts of $5,000 or any integral multiple
thereof, at the Series 2010A Bonds Make-Whole Redemption Price or, upon the occurrence of an Extraordinary Event, at
the Extraordinary Redemption Price.

Optional Redemption of the Series 2010B Bonds. The Series 2010B Bonds are subject to redemption prior to stated
maturity, at the option of the City, on any date from the Closing Date through January 31, 2020, as a whole or in part, in
principal amounts of $5,000 or any integral multiple thereof, at the Series 2010B Bonds Make-Whole Redemption Price or,
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upon the occurrence of an Extraordinary Event, at the Extraordinary Redemption Price. In addition, the Series 2010B Bonds
are subject to redemption prior to Stated Maturity, at the option of the City, on February 1, 2020, or on any date thereafter,
as a whole or in part in principal amounts of $5,000 or any integral multiple thereof (and if within a Stated Maturity at
random and by lot by the Paying Agent/Registrar), at the redemption price of par plus accrued interest to the date of
redemption.

Definition of Terms. For purposes of this section, capitalized terms used herein have the following meanings:

“Extraordinary Event” means the occurrence of a change to sections 54AA or 6431 of the Code (as such sections were
added by Section 1531 of the Stimulus Act, pertaining to “build America bonds”) or if there is any guidance published by
the IRS or the Treasury with respect to such sections or any other determination by the IRS or the Treasury, which
determination is not the result of an act or omission by the City to satisfy the requirements to receive the Refundable Tax
Credits from the Treasury, pursuant to which the City’s 35% Refundable Tax Credits from the Treasury are reduced or
eliminated.

“Extraordinary Redemption Price” means an amount equal to the greater of (i) the issue price of the Bonds set forth in the
Ordinance (but not less than 100% of the principal amount) of the Bonds to be redeemed or (ii) the sum of the present value
of the remaining scheduled payments of principal and interest on the Bonds to be redeemed to the maturity date of such
Bonds, not including any portion of those payments of interest accrued and unpaid as of the date on which the Bonds are to
be redeemed, discounted to the date on which the Bonds are to be redeemed on a semi-annual basis, assuming a 360-day
year containing twelve 30-day months, at the Treasury Rate plus 100 basis points, plus accrued interest on the Bonds to be
redeemed to the redemption date.

“Series 20104 Bonds Make-Whole Redemption Price” means an amount equal to the greater of (i) the issue price of the
Bonds set forth in the Ordinance (but not less than 100% of the principal amount) of the Bonds to be redeemed or (ii) the
sum of the present value of the remaining scheduled payments of principal and interest on the Bonds to be redeemed to the
maturity date of such Bonds, not including any portion of those payments of interest accrued and unpaid as of the date on
which the Bonds are to be redeemed, discounted to the date on which the Bonds are to be redeemed on a semi-annual basis,
assuming a 360-day year containing twelve 30-day months, at the Treasury Rate plus 30 basis points, plus accrued interest
on the Bonds to be redeemed to the redemption date.

“Series 2010B Bonds Make-Whole Redemption Price” means an amount equal to the greater of (i) the issue price of the
Bonds set forth in the Ordinance (but not less than 100% of the principal amount) of the Bonds to be redeemed or (ii) the
sum of the present value of the remaining scheduled payments of principal and interest on the Bonds to be redeemed to the
maturity date of such Bonds, not including any portion of those payments of interest accrued and unpaid as of the date on
which the Bonds are to be redeemed, discounted to the date on which the Bonds are to be redeemed on a semi-annual basis,
assuming a 360-day year containing twelve 30-day months, at the Treasury Rate plus 35 basis points, plus accrued interest
on the Bonds, to be redeemed to the redemption date.

“Treasury Rate” means, with respect to any redemption date for a particular Bond, the yield to maturity as of such
redemption date of Treasury securities with a constant maturity (as compiled and published in the most recent Federal
Reserve Statistical Release H.15 (519) that has become publicly available at least five business 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 or first date of
optional call at par (if applicable) of the Bond 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 Treasury securities adjusted to a
constant maturity of one year will be used.

Mandatory Sinking Fund Redemption of Bonds. The Bonds of each series are subject to mandatory sinking fund
redemption prior to their Stated Maturity from money required to be deposited in the applicable Bond Fund for such purpose
and shall be redeemed in part through Pro Rata Pass-Through Distribution of Principal in accordance with the formulaic
methodology evidenced in the Principal Paydown Factor Table attached hereto as Appendix G (if administratively permitted
by the Paying Agent/Registrar or the administrator of the securities depository system in which such mandatorily-redeemed
Bonds are then enrolled) or (if pro rata selection methodology is administratively unavailable) by lot or other customary
method, at the principal amount thereof plus accrued interest to the date of redemption in the following principal amounts on
February 1 in each of the years as set forth on the following page:



Series 2010A Bonds Series 2010B Bonds

Principal Principal
Year (2/1) Amount ($) Year (2/1) Amount ($)
2038 52,475,000 2034 50,045,000
2039 53,550,000 2035 48,750,000
2040 95,685,000 2036 49,985,000
2041 98,290,000* 2037 51,220,000*

*Payable at stated maturity

The principal amount of a Bond required to be redeemed pursuant to the operation of such mandatory redemption provisions
shall be reduced, at the option of the City, by the principal amount of any Bonds of such stated maturity which, at least 50
days prior to the mandatory redemption date (1) shall have been defeased or acquired by the City and delivered to the
Paying Agent/Registrar for cancellation, (2) shall have been purchased and canceled by the Paying Agent/Registrar at the
request of the City with money in the applicable Bond Fund, or (3) shall have been redeemed pursuant to the optional
redemption provisions set forth below and not theretofore credited against a mandatory redemption requirement.

Notice of Redemption for the Bonds

All notices of redemption shall (i) specify the date of redemption for the Bonds, (ii) identify the Bonds to be redeemed and,
in the case of a portion of the principal amount to be redeemed, the principal amount thereof to be redeemed, (iii) state the
redemption price, (iv) state that the Bonds, or the portion of the principal amount thereof to be redeemed, shall become due
and payable on the redemption date specified as well as the interest thereon, or on the portion of the principal amount
thereof to be redeemed, shall cease to accrue from and after the redemption date, and (v) specify that payment of the
redemption price for the Bonds, or the principal amount thereof to be redeemed, shall be made at the designated corporate
trust office of the Paying Agent/Registrar only upon presentation and surrender thereof by the registered owner. If a Bond is
subject by its terms to redemption and has been called for redemption and notice of redemption thereof has been duly given
or waived as provided in the applicable Ordinance, Bonds (or the principal amount thereof to be redeemed) so called for
redemption shall become due and payable and on the redemption date designated in such notice. Interest on said Bonds (or
the principal amount thereof to be redeemed) called for redemption shall cease to accrue and such Bonds shall not be
deemed to be outstanding.

The Paying Agent/Registrar and the City, so long as a Book-Entry-Only System is used for the Bonds, will send any notice
of redemption, notice of proposed amendment to the Ordinances or other notices with respect to the Bonds only to DTC.
Any failure by DTC to advise any DTC participant, or of any DTC participant or indirect participant to notify the Beneficial
Owner, shall not affect the validity of the redemption of the Bonds called for redemption or any other action premised on
any such notice. Redemption of portions of the Bonds by the City will reduce the outstanding principal amount of such
Bonds held by DTC. In such event, DTC may implement, through its Book-Entry-Only System, a redemption of such
Bonds held for the account of DTC participants in accordance with its rules or other agreements with DTC participants and
then DTC participants and indirect participants may implement a redemption of such Bonds from the Beneficial Owners.
Any such selection of Bonds to be redeemed will not be governed by the Ordinances and will not be conducted by the City
or the Paying Agent/Registrar. Neither the City nor the Paying Agent/Registrar will have any responsibility to DTC
participants, indirect participants or the persons for whom DTC participants act as nominees, with respect to the payments
on the Bonds or the providing of notice to DTC participants, indirect participants, or Beneficial Owners of the selection of
portions of the Bonds for redemption. See “THE BONDS — Book-Entry-Only System” herein.

Amendments

The City may amend the Ordinances without the consent of or notice to any registered owners in any manner not
detrimental to the interests of the registered owners, including the curing of any ambiguity, inconsistency, or formal defect
or omission therein. Without the consent of the holders of the Bonds the provisions of the Ordinances may be amended at
any time to ensure that the Bonds continue to qualify as “build America bonds” and “qualified bonds”, pursuant to the
provisions of the Ordinances, the Code, and the tax credit and representation agreement authorized in each of the
Ordinances. In addition, the City may, with the written consent of the holders holding a majority in aggregate principal
amount of the Bonds then Outstanding affected thereby, amend, add to, or rescind any of the provisions of the Ordinance;
provided that, without the consent of the holders, no such amendment, addition, or rescission shall (i) extend the time or
times of payment of the principal of and interest on the Bonds, reduce the principal amount thereof or the rate of interest
thereon, or in any other way modify the terms of payment of the principal of or interest on the Bonds, (ii) without the
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consent of the holders give any preference to any Bond over any other Bond, or (iii) reduce the aggregate principal amount
of Bonds required for consent to any such amendment, addition, or rescission.

Defeasance

The Ordinances provide for the defeasance of the Bonds when payment of the principal of and premium, if any, on the
Bonds plus interest thereon to the due date thereof (whether such due date be by reason of maturity, redemption or
otherwise) is provided by irrevocably depositing with a paying agent in trust (i) money in an amount sufficient to make such
payment and/or (ii) Government Securities certified by an independent public accounting firm of national reputation to
mature as to principal and interest in such amounts and at such times to insure the availability, without reinvestment, of
sufficient money to make such payment, and all necessary and proper fees, compensation, and expenses of the paying agent
for the Bonds. The Ordinances provide that “Government Securities” means (i) direct, noncallable obligations of the United
States of America, including obligations that are unconditionally guaranteed by the United States of America, (ii) non-
callable obligations of an agency or instrumentality of the United States of America, including obligations that are
unconditionally guaranteed or insured by the agency or instrumentality and that are rated as to investment quality by a
nationally recognized investment rating firm not less than “AAA” or its equivalent, and (iii) noncallable obligations of a
state or an agency or a county, municipality, or other political subdivision of a state that have been refunded and that are
rated as to investment quality by a nationally recognized investment rating firm not less than “AAA” or its equivalent.

Upon such deposit as described above, such Bonds will no longer be regarded to be outstanding obligations for any purpose,
including the application of any limitation on indebtedness. After firm banking and financial arrangements for the discharge
and final payment of the Bonds have been made as described above, all rights of the City to initiate proceedings to call the
Bonds for redemption or take any other action amending the terms of the Bonds are extinguished; provided, however, that,
in addition to the City’s continuing obligation to fund, from lawfully available funds, any shortfall in amounts held in trust
for the defeasance of the Bonds as described above, which continuing obligation is memorialized in each of the Ordinances,
the City’s right to redeem Bonds defeased to stated maturity is not extinguished if the City has reserved the option, to be
exercised at the time of the defeasance of the Bonds, to call for redemption, at an earlier date, those Bonds which have been
defeased to their stated maturity date, if the City: (i) in the proceedings providing for the firm banking and financial
arrangements, expressly reserves the right to call the Bonds for redemption; (ii) gives notice of the reservation of that right
to the owners of the Bonds immediately following the making of the firm banking and financial arrangements; and (iii)
directs that notice of the reservation be included in any redemption notices that it authorizes.

Registered Owners’ Remedies

If the City defaults in the payment of principal, interest, or redemption price on the Bonds when due, or if it fails to make
payments into any fund or funds created in the Ordinances, or defaults in the observation or performance of any other
covenants, conditions, or obligations set forth in the Ordinances, the registered owners may seek a writ of mandamus to
compel City officials to carry out their legally imposed duties with respect to the Bonds, if there is no other available remedy
at law to compel performance of the Bonds or the Ordinances and the City’s obligations are not uncertain or disputed. The
issuance of a writ of mandamus is controlled by equitable principles, so rests with the discretion of the court, but may not be
arbitrarily refused. There is no acceleration of maturity of the Bonds in the event of default and, consequently, the remedy
of mandamus may have to be relied upon from year to year. The Ordinances do not provide for the appointment of a trustee
to represent the interest of the bondholders upon any failure of the City to perform in accordance with the terms of the
Ordinances, or upon any other condition and accordingly all legal actions to enforce such remedies would have to be
undertaken at the initiative of, and be financed by, the registered owners. On June 30, 2006, the Texas Supreme Court ruled
in Tooke v. City of Mexia, 197 S.W.3d 325 (Tex. 2006) that a waiver of sovereign immunity in a contractual dispute must be
provided for by statute in “clear and unambiguous” language. Even if a judgment against the City could be obtained, it
could not be enforced by direct levy and execution against the City’s property. Chapter 1371, as amended, Texas
Government Code (“Chapter 1371”"), which pertains to the issuance of public securities by issuers such as the City, permits
the City to waive sovereign immunity in the proceedings authorizing the issuance of the Bonds. Notwithstanding its reliance
upon the provisions of Chapter 1371 in connection with its issuance of the Series 2010A Bonds (as further described in
“THE BONDS — Authority for Issuance” herein), the City has not waived the defense of sovereign immunity with respect
thereto. Because it is unclear whether the Texas legislature has effectively waived the City’s sovereign immunity from a suit
for money damages outside of Chapter 1371, bondholders may not be able to bring such a suit against the City for breach of
the Bonds or the Ordinances. Further, the registered owners cannot themselves foreclose on property within the City or sell
property within the City to enforce the tax lien on taxable property to pay the principal of and interest on the Bonds.
Furthermore, the City is eligible to seek relief from its creditors under Chapter 9 of the U.S. Bankruptcy Code (“Chapter 9”).
Although Chapter 9 provides for the recognition of a security interest represented by a specifically pledged source of
revenues (such as the Net Revenues), such provision is subject to judicial construction. Chapter 9 also includes an automatic
stay provision that would prohibit, without Bankruptcy Court approval, the prosecution of any other legal action by creditors

9



or bondholders of an entity that has sought protection under Chapter 9. Therefore, should the City avail itself of Chapter 9
protection from creditors, the ability to enforce any remedies under either Ordinance would be subject to the approval of the
Bankruptcy Court (which could require that the action be heard in Bankruptcy Court instead of other Federal or State
courts); and the Bankruptcy Code provides for broad discretionary powers of a Bankruptcy Court in administering any
proceeding brought before it. The opinions of Co-Bond Counsel will note that all opinions relative to the enforceability of
the Ordinances and the Bonds are qualified with respect to the customary rights of debtors relative to their creditors and by
general principles of equity which permit the exercise of judicial discretion.

Paying Agent/Registrar

The principal of the Bonds will be paid to the registered owner at stated maturity or prior redemption upon presentation of
the Bond to the Paying Agent/Registrar, which initially is The Bank of New York Mellon Trust Company, National
Association, at its offices located in Dallas, Texas. Interest on the Bonds will be paid to registered owners shown on the
records of the Paying Agent/Registrar on the Record Date, and such interest will be paid by check and sent by mail to the
address of such registered owner appearing on the registration books of the Paying Agent/Registrar or by such other
customary banking arrangements acceptable to the Paying Agent/Registrar requested by, and at the risk and expense of, the
registered owner. See “THE BONDS — Record Date” herein.

Successor Paying Agent/Registrar

The City reserves the right to replace the Paying Agent/Registrar. If the City replaces the Paying Agent/Registrar, the new
Paying Agent/Registrar shall accept the previous Paying Agent/Registrar’s records and act in the same capacity as the
previous Paying Agent/Registrar. Any successor Paying Agent/Registrar selected by the City shall be a bank, a trust
company, financial institution, or other entity duly qualified and legally authorized to serve and perform the duties of Paying
Agent/Registrar for the Bonds. Upon a change in the Paying Agent/Registrar for the Bonds, the City shall promptly cause a
written notice thereof to be sent to each registered owner of the Bonds by United States mail, first-class postage prepaid,
which notice shall give the address of the new Paying Agent/Registrar.

Record Date

The Record Date for determining the party to whom the interest on the Bonds is payable on any interest payment date is the
close of business on the fifteenth day of the month next preceding such interest payment date.

Future Registration

In the event the Book-Entry-Only System should be discontinued, the Bonds may be transferred, exchanged and assigned on
the registration books of the Paying Agent/Registrar, only upon presentation and surrender thereof to the Paying
Agent/Registrar and such transfer or exchange of the Bonds shall be without expense or service charge to the owner, except
for any tax or other governmental charges required to be paid with respect to such registration and transfer. A Bond may be
assigned by the execution of an assignment form on the Bond or by other instrument of transfer and assignment acceptable
to the Paying Agent/Registrar. A new Bond or Bonds will be delivered by the Paying Agent/Registrar in lieu of the Bonds
being transferred or exchanged at the corporate trust office of the Paying Agent/Registrar, or sent by United States mail,
first-class postage prepaid, to the new registered owner or his assignee. To the extent possible, new Bonds issued in an
exchange or transfer of Bonds will be delivered to the contracting party or assignee of the owner in not more than three (3)
business days after the receipt of the Bonds to be canceled in the exchange or transfer and the written instrument of transfer
or request for exchange duly executed by the owner or his duly authorized agent, in form satisfactory to the Paying
Agent/Registrar. Bonds registered and delivered in an exchange or transfer shall be in denominations of $5,000 for any one
maturity or any integral multiple thereof and for a like aggregate principal amount of the Bond or Bonds surrendered for
exchange or transfer.

Special Record Date for Interest Payment

In the event of a nonpayment of interest on a scheduled payment date, and for thirty days thereafter, a new record date for
such interest payment (“Special Record Date”) will be established by the Paying Agent/Registrar, if and when funds for the
payment of such interest have been received from the City. Notice of the Special Record Date and of the scheduled
payment date of the past due interest (which shall be fifteen days after the Special Record Date) shall be sent at least five
business days prior to the Special Record Date by United States mail, first-class postage prepaid to the address of each
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holder appearing on the Security Register at the close of business on the last business day next preceding the date of mailing
of such notice.

Replacement Bonds

The City has agreed to replace mutilated, destroyed, lost, or stolen Bonds upon surrender of the mutilated Bonds to the
Paying Agent/Registrar, or receipt of satisfactory evidence of such destruction, loss, or theft, and receipt by the City and
Paying Agent/Registrar of security or indemnity as may be required by either of them to hold them harmless. The City may
require payment of taxes, governmental charges, and other expenses in connection with any such replacement.

Book-Entry-Only System

This section describes how ownership of the Bonds is to be transferred and how the principal of, premium, if any, and
interest on the Bonds are to be paid to and credited by DTC while the Bonds are registered in its nominee name. The
information in this section concerning DTC and the Book-Entry-Only System has been provided by DTC for use in
disclosure documents such as this Official Statement. The City, the Co-Financial Advisors and the Underwriters believe the
source of such information to be reliable, but take no responsibility for the accuracy or completeness thereof.

The City cannot and does not give any assurance that (i) DTC will distribute payments of debt service on the Bonds, or
redemption or other notices, to DTC Participants, (ii) DTC Participants or others will distribute debt service payments paid
to DTC or its nominee (as the registered owner of the Bonds), or redemption or other notices, to the Beneficial Owners, or
that they will do so on a timely basis, or (iii) DTC will serve and act in the manner described in this Official Statement. The
current rules applicable to DTC are on file with the United States Securities and Exchange Commission, and the current
procedures of DTC to be followed in dealing with DTC Participants are on file with DTC.

DTC will act as securities depository for the Bonds. The Bonds will be issued as fully registered securities registered in the
name of Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized representative
of DTC. One fully registered certificate will be issued for each series of the Bonds in the aggregate principal amount of
such issue, and will be deposited with DTC.

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New York 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 provides custody and asset
servicing for about 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 also
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 securities 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 is the holding company for
DTC, National Securities Clearing Corporation, and Fixed Income Clearing Corporation, all 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 companies that clear
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect Participants™).
DTC has Standard & Poor’s highest rating: “AAA”. The DTC Rules applicable to its participants are on file with the United
States Securities and Exchange Commission. More information about DTC can be found at www.dtcc.com and
www.dtc.org.

Purchases of Bonds under the DTC system must be made by or through Direct Participants, who will receive a credit for the
Bonds on DTC’s records. The ownership interest of each actual purchaser of the Bonds (“Beneficial Owner™) is in turn to
be recorded on the Direct and Indirect Participants’ 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 interest in the Bonds are to be accomplished by
entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will
not receive certificates representing their ownership interests in the Bonds, except in the event that use of the book-entry
system for the Bonds is discontinued.
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To facilitate subsequent transfers, all 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 Bonds with DTC and their registration in the name of Cede & Co. or such other DTC nominee do not effect any
change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; DTC’s records
reflect only the identity of the Direct Participants to whose accounts such 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 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, defaults, and proposed amendments to the Bond documents. For example, Beneficial
Owners of Bonds may wish to ascertain that the nominee holding the Bonds for their benefit has agreed to obtain and
transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and addresses
to the Paying Agent/Registrar and request that copies of notices are 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 lot the amount of the interest of each Direct Participant in such issue to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the Bonds unless authorized
by a Direct Participant in accordance with DTC’s Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to
the City 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 the Bonds are credited on the record date (identified in a listing attached to the
Omnibus Proxy).

Redemption proceeds, principal and interest payments on the 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 detailed information from the City or the Paying Agent/Registrar on the 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 securities 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
(nor its nominee), the Paying Agent/Registrar or the City, subject to any statutory or regulatory requirements as may be in
effect from time to time. Payment of redemption proceeds, principal and interest payments to Cede & Co. (or such other
nominee as may be requested by an authorized representative of DTC) is the responsibility of the City; disbursement of such
payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial
Owners shall be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Bonds at any time by giving
reasonable notice to the City. Under such circumstances, in the event that a successor depository is not obtained, Bonds are
required to be printed and delivered.

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

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

So long as Cede & Co. is the registered owner of the Bonds, the City will have no obligation or responsibility to the DTC
Participants or Indirect Participants, or to the persons for which they act as nominees, with respect to payment to or
providing of notice to such Participants, or the persons for which they act as nominees.

Use of Certain Terms in Other Sections of this Official Statement

In reading this Official Statement, it should be understood that while the Bonds are in the Book-Entry-Only System,
references in other sections of this Official Statement to registered owners should be read to include the person for which the
Direct or Indirect Participant acquires an interest in the Bonds, but (i) all rights of ownership must be exercised through
DTC and the Book-Entry-Only System, and (ii) except as described above, notices that are to be given to registered owners
under the Ordinances will be given only to DTC.
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JUNIOR LIEN OBLIGATIONS

On May 15, 2003, the City issued $250,000,000 of Junior Lien Obligations (“2003 Junior Lien Obligations™) to fund certain
capital infrastructure improvements to the Systems and costs of issuance. The 2003 Junior Lien Obligations currently carry an
adjustable rate of interest that resets weekly. The final maturity date on any remaining outstanding principal of and interest on the
Junior Lien Obligations issued in May 2003 is February 1, 2033. Effective May 19, 2010, Jefferies & Company, Inc. assumed the
role of Remarketing Agent for the 2003 Junior Lien Obligations.

On November 18, 2004, the City issued an additional $160,000,000 of Junior Lien Obligations (“2004 Junior Lien Obligations”) to
acquire an additional 300 megawatts of electric generating capacity in the South Texas Project (“STP”).  See “DESCRIPTION
OF PHYSICAL PROPERTY - Electric System - South Texas Project” herein. In addition, the 2004 Junior Lien Obligations were
issued to make other improvements to the Systems and to pay for costs of issuance. On December 1, 2007, the 2004 Junior Lien
Obligations were remarketed in the principal amount of $152,000,000 in a Term Mode, with a three-year interest rate period and a
mandatory tender date of December 1, 2010. On December 1, 2010, $147,615,000 of the 2004 Junior Lien Obligations will be
remarketed in a Term Mode with a two-year interest rate period expiring November 30, 2012; $4,385,000 will be optionally
redeemed from funds heretofore deposited with an authorized escrow agent to effectuate the legal defeasance of these 2004 Junior
Lien Obligations. As a result, the 2004 Junior Lien Obligations are subject to mandatory tender on December 1, 2012. The 2004
Junior Lien Obligations have a final maturity date of December 1, 2027. While bearing interest in a Term Mode, the interest on
the 2004 Junior Lien Obligations is payable semi-annually on June 1 and December 1. Morgan Stanley & Co. Incorporated,
pursuant to the terms of a remarketing agreement dated November 1, 2004 (and as supplemented from time to time), has been
appointed as the remarketing agent for the 2004 Junior Lien Obligations.

After issuance of the Bonds described in this Official Statement, there will be $897,615,000 in aggregate principal amount of
Junior Lien Obligations outstanding. The mode for the variable rate Junior Lien Obligations or any portion thereof may be
converted to a different mode, or to an auction rate or term rate with an interest rate period of different duration, at the direction of
the City. Following such a conversion, the variable rate Junior Lien Obligations or portions thereof, will bear interest at the
corresponding daily rate, weekly rate, auction rate, commercial paper rate, term rate, or fixed rate. In connection with the issuance
of each series of the 2003 Junior Lien Obligations and the 2004 Junior Lien Obligations, the City enhanced their liquidity by
providing for the purchase of the 2003 Junior Lien Obligations and the 2004 Junior Lien Obligations that are not remarketed by the
remarketing agents through two separate Standby Bond Purchase Agreements, with two different banks. These banks, with respect
to the series of the 2003 Junior Lien Obligations and the 2004 Junior Lien Obligation, are not obligated to pay the principal or
redemption price of or interest on the 2003 Junior Lien Obligations or the 2004 Junior Lien Obligations under any circumstances,
but are obligated only to purchase tendered 2003 Junior Lien Obligations or tendered 2004 Junior Lien Obligations on and subject
to the terms, provisions, and conditions of each bank’s respective Standby Bond Purchase Agreement.

The borrowings from the Junior Lien Obligations are equally and ratably secured by and are payable from the Net Revenues of the
Systems, such pledge being subordinate and inferior to the pledge of Net Revenues securing the Senior Lien Obligations, but prior
and superior to the lien on and pledge of the Net Revenues securing the payment of the Commercial Paper Obligations or any
notes to be issued pursuant to the Flexible Rate Revolving Note Private Placement Program. The obligations of the City under the
two Standby Bond Purchase Agreements are secured on a parity basis with the pledge of the Net Revenues that secures all Junior
Lien Obligations (including the Bonds). See “RESPONSE TO COMPETITION — Debt and Asset Management Program” and
“CONSTRUCTION PROGRAM” herein.
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COMMERCIAL PAPER PROGRAM

Pursuant to authorization from the City, CPS Energy maintains a Commercial Paper Program to provide tax-exempt financing for
various purposes. The Commercial Paper Program, which has been amended numerous times since its inception, and which was
most recently amended and restated on June 26, 1997, currently is authorized to have Notes outstanding thereunder in an aggregate
principal amount not to exceed $450,000,000. A revolving credit agreement, as amended, with a consortium of banks (“Credit
Agreement”) permits CPS Energy to borrow up to an aggregate amount not to exceed $450,000,000 in immediately available
funds on a revolving basis, until November 1, 2012, with one-year extensions by mutual agreement of the City, the administrative
agent and the lenders, to pay the principal of maturing Notes. As of the date of this Official Statement, $330,000,000 in aggregate
principal amount of Notes was outstanding ($200,000,000 of which are to be refunded with proceeds of the Series 2010B Bonds).

The purpose of the Commercial Paper Program is to: (i) assist in the financing of capital improvements to the Systems;
(i1) provide working capital and funds for fuel acquisition; (iii) pay interest on resold Notes; (iv) refund outstanding Notes on
maturity; and (v) redeem other obligations of the Systems which are secured by and payable from a lien on and/or a pledge of Net
Revenues of the Systems. Scheduled maturities of the Notes may not extend past November 1, 2028 (the maturity date specified
in the ordinance authorizing the Commercial Paper Program). See “RESPONSE TO COMPETITION — Debt and Asset
Management Program” and “CONSTRUCTION PROGRAM?” herein.

The borrowings under the Commercial Paper Program, including the Notes, are equally and ratably secured by and are payable
from (i) the Net Revenues of the Systems, such pledge being subordinate and inferior to the pledge of Net Revenues securing the
Senior Lien Obligations, and the currently outstanding Junior Lien Obligations (including the Bonds); (ii) the proceeds from the
sale of additional bonds issued for that purpose or borrowings under the Commercial Paper Program; and (iii) borrowings under
and pursuant to the Credit Agreement. The obligations of the City under the Credit Agreement are secured on a parity basis with
the pledge of the Net Revenues that secures the Notes and constitute the Commercial Paper Obligations.

FLEXIBLE RATE REVOLVING NOTE PRIVATE PLACEMENT PROGRAM

The City has established a flexible rate revolving note program (“Flexible Rate Revolving Note Private Placement Program™) for
the benefit of the Systems, under which the City may issue taxable or tax exempt notes, bearing interest at fixed or variable rates
and having individual maturities of one year or less, in an aggregate principal amount at any one time outstanding not to exceed
$100,000,000 (“Flex Rate Notes™). This program became effective on April 28, 2009, and now provides additional liquidity in
support of the Systems. This program authorizes the issuance of such notes through November 1, 2028. These notes will be
secured by an inferior lien pledge of Net Revenues (to be classified as Inferior Lien Obligations pursuant to the Bond Ordinances),
funds, deposits, or investments of the Board legally available for such purpose, or any combination of the foregoing, and will be
sold, by private placement, to provider banks (anticipated to be the Board’s depository bank) under note purchase agreements
entered into by the City from time to time. JPMorgan Chase Bank, N.A. currently serves as the note purchaser under this program
by contractual arrangement in effect through December 31, 2010. CPS Energy expects to extend the note purchase agreements,
prior to the stated termination date, with JPMorgan Chase Bank, N.A. to December 2011.

On May 10, 2010, CPS Energy issued $25,200,000 of Flex Rate Notes, the interest on which is not excluded for purposes of
federal income taxation, under this program and used the proceeds on May 11, 2010, along with other lawfully-available funds, to
effectuate the defeasance of $25,745,000 of outstanding Senior Lien Obligations and Junior Lien Obligations, the interest on which
is excluded for purposes of federal income taxation. This action became necessary upon the transfer of tax exempt bond-financed
facilities as a part of its settlement of litigation relating to STP Units 3 and 4. See “DESCRIPTION OF PHYSICAL PROPERTY
— Electric System — Nuclear Cost Issue and CPS Energy Internal Investigation” herein. There are $25,200,000 of outstanding Flex
Rate Notes under the Flexible Rate Revolving Note Private Placement Program as of the date of this Official Statement.
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DEBT SERVICE REQUIREMENTS

The following schedule reflects annual principal and interest requirements on all outstanding Senior Lien Obligations and the
Junior Lien Obligations, including the annual debt service requirements on the Bonds. Debt service incurred on obligations issued
from time to time under the Commercial Paper Program and the Flexible Rate Revolving Note Private Placement Program,
respectively, is excluded. See “JUNIOR LIEN OBLIGATIONS”, “COMMERCIAL PAPER PROGRAM”, and “FLEXIBLE
RATE REVOLVING NOTE PRIVATE PLACEMENT PROGRAM?” herein.

Outstanding Senior Lien Obligations and Junior Lien Obligations

Junior Lien Obligations

Junior Lien Series 2010A Bonds ~ Series 2010B Bonds Total Senior and
Year Ending Total Senior Lien Obligations Debt Debt Junior Lien
February 1, Obligations : Outstanding > Service Service' Ob]igationss‘6
2011 $ 357,053,617 $ 15,351,044 $ 2,737,020 $ 1,981,763 $ 377,123,444
2012 363,533,974 15,351,044 11,325,600 8,200,400 398,411,018
2013 351,137,304 15,351,044 11,325,600 8,200,400 386,014,348
2014 354,532,123 15,904,600 11,325,600 8,200,400 389,962,723
2015 318,240,023 15,904,600 11,325,600 8,200,400 353,670,623
2016 310,847,898 15,904,600 11,325,600 8,200,400 346,278,498
2017 314,093,554 15,904,600 11,325,600 8,200,400 349,524,154
2018 300,659,310 15,904,600 11,325,600 8,200,400 336,089,910
2019 308,658,360 15,904,600 11,325,600 8,200,400 344,088,960
2020 308,652,930 15,904,600 11,325,600 8,200,400 344,083,530
2021 303,776,345 15,904,600 11,325,600 8,200,400 339,206,945
2022 312,781,233 15,904,600 11,325,600 8,200,400 348,211,833
2023 312,780,023 15,904,600 11,325,600 8,200,400 348,210,623
2024 312,779,960 15,904,600 11,325,600 8,200,400 348,210,560
2025 309,783,810 53,904,600 11,325,600 8,200,400 383,214,410
2026 113,980,610 52,384,600 11,325,600 8,200,400 185,891,210
2027 113,977,810 50,864,600 11,325,600 8,200,400 184,368,410
2028 113,974,272 44,959,600 11,325,600 8,200,400 178,459,872
2029 113,977,460 60,000,000 11,325,600 8,200,400 193,503,460
2030 113,981,772 58,000,000 11,325,600 8,200,400 191,507,772
2031 113,973,772 56,000,000 11,325,600 8,200,400 189,499,772
2032 112,896,348 54,000,000 11,325,600 8,200,400 186,422,348
2033 120,990,898 52,000,000 11,325,600 8,200,400 192,516,898
2034 119,163,004 - 11,325,600 58,245,400 188,734,004
2035 122,511,827 - 11,325,600 54,898,455 188,735,882
2036 123,271,827 - 11,325,600 54,134,607 188,732,034
2037 124,085,462 - 11,325,600 53,320,122 188,731,184
2038 124,934,980 - 63,800,600 - 188,735,580
2039 125,837,978 - 62,894,564 - 188,732,542
2040 53,393,042 - 103,007,944 - 156,400,986
2041 54,403,912 - 102,000,644 - 156,404,556
Totals $  6,604,665,438 $ 703,117,132 $ 628,906,372 $ 402,989,147 $ 8,339,678,089

(1) Excludes regularly scheduled interest due on the Taxable New Series 2009C Bonds and the Taxable New Series 2010A Bonds anticipated to be off-set by the refundable tax
credit to be received from the Treasury as a result of such obligations being designated as the refundable tax credit relating to the Taxable New Series 2009C Bonds and the
Taxable New Series 2010A Bonds.

(2) Assumes redemption in accordance with mandatory sinking fund requirements, but no redemption of the 2003 Junior Lien Obligations purchased by the liquidity bank. If the
2003 Junior Lien Obligations purchased by the liquidity bank are not remarketed by the end of the bank’s commitment period, they must be redeemed in ten semiannual
installments. Also assumes interest rate expense at 4% per annum. Actual interest rates are set weekly, as long as the 2003 Junior Lien Obligations remain in a weekly rate
mode, and will differ.

(3) Assumes redemption in accordance with mandatory sinking fund requirements, but no redemption of the 2004 Junior Lien Obligations purchased by the liquidity bank. If the
2004 Junior Lien Obligations purchased by the liquidity bank are not remarketed by the end of the bank’s commitment period, they must be redeemed in eight semiannual
installments. Interest on the 2004 Junior Lien Obligations is calculated at the current three-year term expiring November 30, 2010, at 3.625% which is the expected interest
rate for a new two-year Term Rate period commencing December 1, 2010 and extending to November 30, 2012, and at 4% per annum thereafter for purposes of illustration.
Actual interest rates will be variable after the current interest rate period and will differ.

(4) Excludes regularly scheduled interest due on these obligations anticipated to be off-set by the Refundable Tax Credit. See "THE BONDS - Refundable Tax Credit Bonds".

(5) Includes debt service on the Bonds. Senior Lien Obligations outstanding and Junior Lien Obligations outstanding represent the debt service requirements for the total
outstanding debt payable from and secured by the Net Revenues of the Systems, excluding debt service in respect of the Commercial Paper Program and the Flexible Rate
Revolving Note Placement Program. See "COMMERCIAL PAPER PROGRAM" and "FLEXIBLE RATE REVOLVING NOTE PRIVATE PLACEMENT PROGRAM".

(6) If the 2003 Junior Lien Obligations and the 2004 Junior Lien Obligations were to bear interest at the rate of 10% per annum (which is the maximum interest rate unless the
supporting liquidity facilities are amended), maximum total annual debt service requirements would increase from $398,411,018 to $411,495,874, in the fiscal year ending
February 1, 2012.
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Historical Net Revenues and Coverage

(Dollars in thousands) Fiscal Years Ended January 31,
2006 2007 2008 2009 2010 2010

Gross ReVenues” .......oovcvvvvervenn $ 1,754,927 $ 1,822,230 $ 1,943,313 $ 2,191,323 $ 1,981,103 $ 2,052,344
Maintenance & Operating Expenses ... 1,057,035 1,104,0373 1,177,337 1,408,3533 1,205,189 1,218,909
Available For Debt Service ............... $ 697,892 $ 718,193 $ 765976 $ 782,970 $ 775914 $ 833,435
Actual Principal and Interest

Requirements:
Senior Lien Obligations4. e § 256,442 $ 271,931 $ 290,954 $ 309,855 $ 332,540° $ 347,916
Junior Lien Obligations .................... $ 10,964 $ 15,006 $ 15179 $ 11,190 $ 6,987 $ 6,742
ACTUAL COVERAGE - Senior Lien” .. 2.72x 2.64x 2.63x 2.53x 2.33x 2.40x
ACTUAL COVERAGE -

Senior and Junior Liens ................. 2.61x 2.50x 2.50x 2.44x 2.29x 2.35x

PRO FORMA MADS COVERAGE
SeNiOr Lien «.vvvoveoeeeeeeeeeeee 1.92x 1.98x 2.11x 2.15x 2.13x 2.29x
Senior and Junior Liens® ................ 1.75x 1.80x 1.92x 1.97x 1.95x 2.09x

(1) Twelve months ended July 31, 2010.
(2) Calculated in accordance with the Bond Ordinances.

(3) Certain amounts in prior years have been reclassified to conform to the current-year presentation.

(4) Net of accrued interest where applicable.

(5) Includes a reduction in debt service of $5.0 million and $10.6 million for the year ending January 31, 2010, and twelve months ended July, 31, 2010,
respectively on the Taxable New Series 2009C Bonds and T axable New Series 2010A Bonds as a result of such obligations' designation as "build America
Bonds" and "qualified bonds" under the Code and the City's receipt of the refundable tax credits as a result thereof.

(6) Calculation differs from "FIVE-YEAR STATEMENT OF NET REVENUES AND DEBT SERVICE COVERAGE" herein, by the inclusion of nonoperating
expenses in the above schedule.

(7) Maximum annual debt service on Senior Lien Obligations.

(8) Maximum annual debt service on Senior Lien Obligations, the Bonds, and the Junior Lien Obligations is based upon the footnoted assumptions under

"Outstanding Senior Lien Obligations and Junior Lien Obligations," footnote 3, on the previous page.

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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SAN ANTONIO ELECTRIC AND GAS SYSTEMS

History and Management

The City acquired its electric and gas utilities in 1942 from the American Light and Traction Company, which had been ordered by
the federal government to sell properties under provisions of the Holding Company Act of 1935. The bond ordinances authorizing
the issuance of the currently outstanding Senior Lien Obligations, Junior Lien Obligations, Commercial Paper Notes and Inferior
Lien Obligations establish management requirements and provide that the complete management and control of the Systems is
vested in the Board. The Mayor of the City is a voting member of the Board, represents the City Council, and is charged with the
duty and responsibility of keeping the City Council fully advised and informed at all times of any actions, deliberations, and
decisions of the Board and its conduct of the management of the Systems. The present members of the Board are:

Originally Present

Name Profession Appointed to the Board Term Expires'
Charles E. Foster, AT&T, Retired January 14, 2010 January 31, 2012
Chairman Prodigy Internet, Retired
Derrick Howard, Executive Director, February 1, 2008 January 31, 2013
Vice Chairman Freeman Coliseum
Stephen S. Hennigan, Executive Vice President, June 1, 2001 January 31, 2011
Trustee San Antonio Federal Credit Union
Homer Guevara, Jr., Professor, Academic Chair - Business March 19, 2009 January 31, 2014
Trustee & Government, Northwest Vista College
Julian Castro, Mayor, June 1, 2009 May 31, 2011
Ex-Officio Member City of San Antonio

(1) Stephen S. Hennigan is currently serving his second term. Derrick Howard and Homer Guevara, Jr. are serving their first terms. Julidn Castro assumed his Board position upon
becoming Mayor on June 1, 2009. Charles E. Foster was selected to serve for Aurora Geis’s remaining term. See “DESCRIPTION OF PHYSICAL PROPERTY - Electric System -
Nuclear Cost Issue and CPS Energy Internal Investigation” herein for a discussion of recent developments affecting the Board and its members.

Vacancies in membership on the Board are filled by majority vote of the remaining members. New Board appointees must be
approved by a majority vote of the City Council. A vacancy in certain cases may be filled by authorization from the City Council.
The members of the Board are eligible for re-appointment by other Board members at the expiration of their first five-year term of
office to one additional term. Reappointments require approval by the City Council. In 1997, the City Council ordained that
Board membership should be representative of the geographic quadrants established by the City Council. New Board members
considered for approval by the City Council will be those whose residence is in a quadrant that provides such geographic
representation.

The Board is vested with all of the powers of the City with respect to the management and operation of the Systems and the
expenditure and application of the revenues, including all powers necessary or appropriate for the performance of all covenants,
undertakings, and agreements of the City contained in the bond ordinances, except regarding rates, condemnation proceedings, and
issuance of bonds, notes, or commercial paper. The Board has full power and authority to make rules and regulations governing
the furnishing of electric and gas service and full authority with reference to making extensions, improvements and additions to the
Systems, and to adopt rules for the orderly handling of CPS Energy’s affairs. It is empowered to appoint and employ all officers
and employees and must obtain and keep in force a “blanket” type employees’ fidelity and indemnity bond covering losses in the
amount of not less than $100,000.

The management provisions of the bond ordinances also grant the City Council authority to review Board action with respect to
policies adopted relating to research, development, and planning.

Citizens Advisory Committee

In 1997, CPS Energy established a 15-member Citizens Advisory Committee (“CAC”) to enhance its relationship with the
community and to address the City Council’s goals regarding broader community involvement with CPS Energy. The CAC meets
monthly and the primary goal of the CAC is to provide recommendations from the community on the operations of CPS Energy
for use by the Board and CPS Energy staff. Representing the various sectors of CPS Energy’s service area, the CAC encompasses
a broad range of customer groups in order to identify their concerns and understand their issues.



City of San Antonio City Council members nominate ten of the 15 members, one representing each district. The other five
members are at-large candidates interviewed and nominated by the CPS Energy Citizens Advisory Committee from those
submitting applications and resumes. The CPS Energy Board of Trustees appoints all members to the committee. Members can
serve up to three two-year terms.

Administration and Operating Personnel

CPS Energy had 3,659 employees as of July 31, 2010. The average tenure of a CPS Energy employee is over 13 years. The vast
majority of all executive and supervisory personnel have been schooled and trained in the utility industry. CPS Energy employees
have a broad range of benefits, including a defined benefit pension plan, group life insurance, hospitalization, major medical and
other benefits. Generally good working conditions have produced a stable, well-qualified, highly motivated work force which,
between August 1, 2009 and July 31, 2010, recorded an average turnover rate of 2.77%. There are approximately 1,686 wage
scale (hourly) employees in the CPS Energy work force.

CPS Energy links an employee incentive compensation plan to employee participation in controlling expenses, promoting safety,
maintaining low utility bills, and enhancing customer satisfaction. The Executive Incentive Plan, established in 1997, provides
links between CPS Energy’s competitiveness and each executive’s compensation. Incentive plans were implemented for the entire
salaried work force (including exempt and non-exempt employees) in 1998 and for the entire wage-scale (hourly) workforce in
2003.

CPS Energy continues to enhance its Performance Management system. This system supports a process that develops and
emphasizes performance against an established set of workforce attributes (behavioral factors) and engages all employees in
actively working toward key performance goals that align to organizational and business unit/area strategies and objectives. The
process is designed to provide for continual monitoring and a high level of coaching and feedback to reach performance
expectations, to provide meaningful developmental opportunities, to emphasize how results are achieved, and to reward and
recognize contributions toward business goals. The traditional employee annual review process and cost-of-living driven pay
system have been replaced with an enhanced performance assessment process, market-based salaries, and incentive awards based
on CPS Energy’s overall performance. In addition, CPS Energy is actively engaged in comprehensive workforce development and
succession planning processes to promote wider development opportunity for employees to learn and grow. These processes are
based on the foundational ideas that all employees are expected to develop to their maximum capabilities and that succession
planning must focus on ensuring that key positions in the organization are always staffed by employees who have the capacity to
keep the company operating at its highest level of productivity.

In the fall of 2006, CPS Energy announced plans for a major organizational redesign of CPS Energy’s management. This redesign
focused on preparing CPS Energy for the competitive deregulated market that it may be required to enter in the future. By
developing an optimal management structure, CPS Energy wants to ensure its continued success either in or out of the competitive
deregulated environment. The first phase of the organizational redesign plan began on November 21, 2006, when CPS Energy
announced the creation of a senior management “Strategy Development Team”. The goal of this management team is to
concentrate on corporate strategies for CPS Energy’s continued success. Reporting directly to the Strategy Development Team is
a management team that focuses on strategy implementation. The “Strategy Implementation and Innovation Team” concentrates
on transforming strategic plans into operational processes and actions. Phase one of the redesign was completed with the selection
of the members to the Strategy Implementation and Innovation Team on February 7, 2007. Phase two of the organizational
redesign focused on the development of CPS Energy’s next level management positions and this team is called the “Continuous
Quality Improvement Team”. This team is responsible for improving efficiencies and effectiveness of processes throughout the
organization. The Continuous Quality Improvement Team was established on November 7,2007. The Organizational
Development Division of Corporate Shared Services (“OD”) business area continues to monitor CPS Energy’s organizational
design, reviewing accountabilities of managers in these tiers of the organization.

CPS Energy’s principal executives and members of the Strategy Development Team include: Doyle N. Beneby, President & CEO;
Paula Gold-Williams, Treasurer, Executive Vice President and Chief Financial Officer; Jelynne LeBlanc-Burley, Executive Vice
President of Corporate Support Services & Chief Administrative Officer; John B. Moore, Executive Vice President of Energy
Delivery Services; Cristopher C. Eugster, Executive Vice President and Chief Sustainability Officer; Carolyn E. Shellman,
Secretary, Executive Vice President and General Counsel; Richard M. Pefia, Senior Vice President of Energy Development;
Michael K. Kotara, Senior Vice President of Fossil Generation; John Saenz, Jr., Senior Vice President of Retail Energy; Lloyd D.
(L.D.) Hollingsworth, Chief Risk Officer; Helen F. Madison, Chief Audit & Ethics Officer; Jim Campbell, Senior Director of
Governmental Relations and Communications; and Eduardo J. Belmares, Chief of Staff.
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Mr. Beneby joined CPS Energy on August 1, 2010 as President & CEQO. A veteran of the electric industry with over 25 years of
experience, Mr. Beneby held several leadership positions with Exelon Power and PECO (Philadelphia Electric Company) after
joining PECO in 2003. Most recently, he served as President of Exelon Power and Senior Vice President of Exelon Generation
where he was responsible for the operations of approximately 8,000 megawatts of natural gas, coal, hydroelectric and solar
generation in five states. Mr. Beneby previously held the positions of Senior Vice President, Vice President of Operations and
Vice President of Construction and Maintenance with Exelon Power. He has also held positions with Consumers Energy in
Michigan and Florida Power & Light. Mr. Beneby earned a bachelor’s degree in engineering from Montana Technical College
and a master of business administration degree from the University of Miami.

Ms. Gold-Williams joined CPS Energy in October 2004, and served as Controller & Assistant Treasurer, as well as Vice President
& Chief Administrative Officer before being appointed Executive Vice President for Financial Services and Chief Financial
Officer. Ms. Gold-Williams is responsible for the major areas of budgeting, finance, accounting, and the financial operations of
CPS Energy and also serves as Treasurer of the Board. Prior to joining CPS Energy, she held several senior management positions
at other companies, including serving as the Vice President of Finance for a publicly traded food service company from 2000 —
2004 with responsibilities over SEC reporting, debt management, financial planning and budgeting, tax and various accounting
functions. From 1998 to 2000, Ms. Gold-Williams initially served as the Controller for the same publicly traded company and
directly before that period she served as a Regional Controller for Time Warner Cable from 1990 — 1998. At Time Warner Cable,
Ms. Gold-Williams was responsible for all accounting functions and intermittently led other functions including IT, purchasing
and front counter customer service. Ms. Gold-Williams is a CPA and also holds a master of business administration degree with a
concentration in finance and accounting.

Ms. LeBlanc-Burley joined CPS Energy on April 7, 2008, as Vice President & Chief Administrative Officer for Organizational
Excellence & Shared Services after serving local municipal government for 24 years. She was appointed by the Board of Trustees
to serve as Acting General Manager on November 30, 2009. Ms. LeBlanc-Burley served in this role through August 1, 2010 when
she became Executive Vice President of Corporate Shared Services & Chief Administrative Officer. Before leaving the City of
San Antonio, she served as Deputy City Manager for Planning and Development. In her current role, Ms. LeBlanc-Burley is
responsible for all aspects of Human Resources Management, Supply Chain, Facilities and Information Services.
Ms. LeBlanc Burley holds a master’s degree in urban studies from Trinity University.

Mr. Moore joined CPS Energy on April 13, 2009, and serves as Executive Vice President of Energy Delivery Services (“EDS”).
Mr. Moore most recently served as Vice President of Transmission and Interconnection for E.ON Climate and Renewables, a large
developer and operator of wind generation. He previously worked as an independent consultant focused on electric and
telecommunications utilities, and he helped with the start-up of Grande Communications as Vice President and General Manager
for the Austin region. From 1997 to 2000, Mr. Moore was the Lower Colorado River Authority’s Executive Manager of Business
Development and Regulatory Affairs for Transmission, and he was General Manager of the City of Austin Electric Utility from
1984 to 1997. A graduate of the University of Texas at Austin, Mr. Moore holds a master of business administration degree.

Dr. Eugster became CPS Energy’s first Chief Sustainability Officer (“CSO”) on May 4, 2009. Dr. Eugster most recently served as
the City of Houston’s Officer for Sustainable Growth. Dr. Eugster initially worked for a consulting firm, served as an officer of an
energy hedge fund and ran his own consulting business before joining the City of Houston in 2007. Dr. Eugster received a Ph. D.
in electrical engineering from the Massachusetts Institute of Technology. Dr. Eugster holds two patents dealing with nano-
transmitter design and he has published more than 30 scientific papers. In his role as CSO, Dr. Eugster is responsible for
CPS Energy’s generation research and planning, environmental planning and compliance, and energy research and technology
Initiatives.

Ms. Shellman joined CPS Energy in July 2006. She previously served as General Counsel and Secretary for the Electric
Reliability Council of Texas (“ERCOT?”). Prior to that, she served as a partner in the utility sections of two separate Texas law
firms. Ms. Shellman has also served as the Director for the Hearings Division of the Public Utility Commission of Texas
(“PUCT”) and as a hearing officer with the PUCT. In addition to serving as CPS Energy’s General Counsel, she also serves as
Chief Compliance Officer and Secretary to the Board. Ms. Shellman has an undergraduate degree from Vassar College and a law
degree from the University of Oklahoma.

Mr. Pefia has been an employee of CPS Energy since 1983 and has previously served as Superintendent of Plant Betterment,
Maintenance and Betterment Services, Director of Engineering, Technical Services, and Human Resource Development. Mr. Pefia
was promoted to Vice President of Gas Systems in January 2002 and named Vice President of Fossil Generation in 2007. He
became Senior Vice President of Energy Development in December 2009. In his current role, he is responsible for Fuels
Procurement Marketing; Energy Market Operations; JKS 2 Construction Project; and for STP Nuclear Ownership. Mr. Pefia holds
a master of business administration degree from Our Lady of the Lake University.
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Mr. Kotara has been an employee of CPS Energy since 1985, and has held several leadership positions including Director of Gas
Engineering, Director of Marketing, Director of Generation Control & Marketing, Director of Fuels, Vice President of the Gas
Business Unit, Vice President of Wholesale Energy Markets and Executive Vice President of Energy Development. In his current
role as Senior Vice President of Fossil Generation, Mr. Kotara is responsible for management of CPS Energy’s fossil generation
portfolio.

Mr. Saenz joined CPS Energy in January 2006, as Director of Retail Energy. He currently serves as Senior Vice President of
Retail Energy and heads the company’s retail functions, which include customer services; customer relationships and sales;
strategic marketing; and economic development. Prior to joining CPS Energy, Mr. Saenz helped found Grande Communications
Inc., a Central Texas-based bundled telecommunications firm. He also served as president and CEO of ExecuMark Inc., an
executive consulting firm focused on sales and marketing strategies. Mr. Saenz also held executive positions with Central and
South West Energy Services and Central Power & Light Company.

Mr. Hollingsworth serves as Chief Risk Officer. Mr. Hollingsworth is responsible for CPS Energy’s Enterprise Risk Management
Program that includes risk management policies and controls, management reporting and on-going company-wide risk
assessments. In addition, Mr. Hollingsworth is responsible for credit risk management, insurance services, business continuity
management and corporate security services. Mr. Hollingsworth is Co-Chair of CPS Energy’s Enterprise Risk Management
Committee, and a member of the Corporate Compliance Committee, Enterprise Financial Analysis Committee, and the Enterprise
Technology Architecture Council. Mr. Hollingsworth’s previous roles include: Senior Director, Enterprise Risk Management for
R.W. Beck, Vice President of Finance for Cinergy Marketing and Trading, and Vice President and Chief Risk Officer for The
Energy Authority. Mr. Hollingsworth was also employed by Goldman Sachs as Vice President in their commodity trading
division, J. Aron and Company, and was a key person in the start-up of Arthur Andersen’s Enterprise Risk Management Practice at
their world headquarters in Chicago, IL.

Ms. Madison has been an employee of CPS Energy since 1976, and has held various positions in the financial and audit areas of
the company. She has headed the internal audit function for CPS Energy since May 1988. In 2005, she was given the additional
responsibility for the newly-established Ethics function for CPS Energy. In her role as the Chief Audit & Ethics Officer, Ms.
Madison is responsible for leading a comprehensive program of internal audits and reviews for CPS Energy, as well as a
comprehensive ethics program, and as such, has a direct reporting relationship to the Audit Committee of the Board of Trustees.
Ms. Madison also serves as Chair of the STP Audit Group, which is responsible for conducting independent audits on behalf of the
owners of STP. Ms. Madison holds a bachelor of business administration degree in accounting from The University of Texas at
Austin. In addition, she is a CPA and a Certified Internal Auditor.

Mr. Campbell joined CPS Energy in August of 2004. As Senior Director of Governmental Relations and Communications for
CPS Energy, Mr. Campbell is responsible for CPS Energy’s federal, state and local government activities, as well as internal and
external communications. Mr. Campbell served in a similar position with the City of San Antonio from 1997-2004. Prior to his
appointments in municipal government, Mr. Campbell was Chief of Staff to Texas State Representative Tom Ramsay and
Legislative Assistant and District Director to U.S. Congressman Jim Chapman. Mr. Campbell’s private-sector experience includes
employment with Houston Oil & Minerals Corporation and the Association of American Medical Colleges. He holds a bachelor’s
degree in political science, summa cum laude, from Texas A&M University.

Mr. Belmares joined CPS Energy in 2008, as Senior Director of Human Resources. He was appointed Acting Chief
Administrative Officer prior to holding his current position as Chief of Staff. In this role, Mr. Belmares is responsible for
supporting the President & CEO in providing leadership in the development, implementation, and execution of strategies, directing
the management and resolution of issues, ensuring complete and appropriate information is provided to the President & CEO and
the Board, and providing oversight and direction related to project management and performance measurements. Previously, Mr.
Belmares served more than nine years in various positions with the City of San Antonio, including Director of the Human
Resources Department and Director of the Office of Innovation and Reform. While with the City he also oversaw the Office of
Municipal Integrity and worked five years in the budget office, including two years as Budget Manager. Mr. Belmares holds a
master's degree in urban administration from Trinity University.

Service Area

The CPS Energy electric system serves a territory consisting of substantially all of Bexar County and small portions of the adjacent
counties of Comal, Guadalupe, Atascosa, Medina, Bandera, Wilson and Kendall. Certification of this service area was granted by
the PUCT.

CPS Energy is currently the exclusive provider of retail electric service within this service area, including the provision of electric
service to some Federal military installations located within the service area that own their own distribution facilities. As
discussed below under “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY - Electric Utility
Restructuring in Texas; Senate Bill 77, until and unless the City Council and the Board exercise the option to opt-in to retail
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electric competition (called “Texas Electric Choice” by the PUCT), CPS Energy has the sole right to provide retail electric services
in its service area. On April 26, 2001, after a thorough feasibility study was conducted and reviewed, the City Council passed a
resolution stating that the City did not intend to opt-in to the deregulated electric market beginning January 1, 2002, the date Texas
Electric Choice became effective. Senate Bill 7 (“SB 7”), adopted by the Texas Legislature in 1999, provides that electric “opt-in”
decisions are to be made by the governing body or the body vested with the power to manage and operate a municipal utility such
as CPS Energy. Given the relationship of the Board and the City Council, any decision to opt-in to electric competition would be
based upon the adoption of resolutions by both the Board and the City Council. If CPS Energy and the City choose to opt-in, other
retail electric energy suppliers would be authorized to offer retail electric energy in the CPS Energy service area and CPS Energy
would be authorized to offer retail electric energy in any other service areas open to retail competition in ERCOT. See
“CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY — ERCOT?”, herein. ERCOT is the independent
entity that monitors and administers the flow of electricity within the interconnected grid that operates wholly within Texas. See
“DESCRIPTION OF PHYSICAL PROPERTY - Electric System - Interconnected System” and “CUSTOMER RATES —
Governmentally Imposed Fees, Taxes or Payments” herein. CPS Energy has the option of acting in the role of the “Provider of
Last Resort” (hereinafter defined) for its service area in the event it and the City choose to opt-in. See “CERTAIN FACTORS
AFFECTING THE ELECTRIC UTILITY INDUSTRY - Electric Utility Restructuring in Texas; Senate Bill 77 herein.

In addition to the area served at retail rates, CPS Energy sells wholesale electricity to the Floresville Electric Light & Power
System, the City of Hondo, and the City of Castroville. These three wholesale supply agreements have remaining terms ranging
from three to five years until expiration. Additionally, CPS Energy has agreements to provide partial supply to various other
municipalities and cooperatives through June 2011. To optimize certain times when excess capacity is available, CPS Energy will
consider entering into additional long-term wholesale electric power agreements in the future. The requirements under the existing
wholesale agreements are firm energy obligations of CPS Energy.

The CPS Energy gas system serves the City and its environs, although there is no certificated CPS Energy gas service area. In
Texas, no legislative provision or regulatory procedure exists for certification of natural gas service areas. As a result, CPS Energy
competes against other gas supplying entities on the periphery of its service area. Pursuant to the authority provided by Section
181.026, Texas Utilities Code, among other applicable laws, the City has executed a license agreement (“License Agreement”)
with the City of Grey Forest, Texas (“Licensee”), dated as July 28, 2003, for a term through May 31, 2028. Pursuant to this
License Agreement, the City permits the Licensee to provide, construct, operate and maintain certain natural gas lines within the
boundaries of the City which it originally established in 1967 to provide extensions and other improvements thereto upon
compliance with the provisions of the License Agreement and upon the payment to the City of a quarterly license fee of 3% of the
gross revenues received by the Licensee from the sale of natural gas within the Licensed Area (as defined in the License
Agreement). Thus, in the Licensed Area, CPS Energy is in direct competition with Grey Forest Ultilities as a supplier of natural
gas.

CPS Energy also has 20-year Franchise Agreements with 30 incorporated communities in the San Antonio area. These Franchise
Agreements permit CPS Energy to operate its facilities in the cities’ streets and public ways in exchange for a franchise fee of 3%
on electric and natural gas revenues earned within their respective municipal boundaries. Of these 30 agreements, 24 expire in
2010. Of those 24, seventeen (17) passed renewal ordinances as of October 31, 2010. The remaining seven (7) were automatically
renewed for one year, per the terms of the agreements. The others expire in 2011, 2017, 2023, 2024 and 2029. In 2008,
CPS Energy and the City of Castroville, a current wholesale power customer, reached an agreement whereby CPS Energy would
operate and maintain the Castroville gas system. A similar two-year agreement was reached with the City of Lytle to operate and
maintain the Lytle natural gas system commencing January 1, 2010.
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Customer Base' as of July 31, 2010

Electric Gas

Number Percent Number Percent

Residential 626,597 88% Residential 302,753 93%

Commercial & Industrial 65,916 9% Commercial 17,990 6%

All Night Security Lighting 11,646 2% Industrial & Public 2,776 1%
Street Lighting, Public Authorities

& Other Utilities” 9,789 1%
Total 713,948 100% Total 323,519 100%

(1) See"FIVE-YEAR ELECTRIC AND GAS SALES BY CUSTOMER CATEGORY" and "FIVE-YEAR STATEMENT OF NET
REVENUES AND DEBT SERVICE COVERAGE" herein for information regarding consumption of energy and contribution of revenues
to the Systems by theaverage customers forthese categories as of July31,2010.

(2) Also includes off-sytem sales customers.

Retail Service Rates

Under the Texas Public Utility Regulatory Act (“PURA”), significant original jurisdiction over the rates, services, and operations
of “electric utilities” is vested in the PUCT. In this context, “electric utility” means an electric investor-owned utility. Since the
electric deregulation aspects of SB 7 became effective on January 1, 2002, the PUCT’s jurisdiction over electric investor-owned
utility (“IOU”) companies primarily encompasses only the transmission and distribution functions. PURA generally excludes
municipally-owned utilities (“Municipal Utilities”), such as CPS Energy, from PUCT jurisdiction, although the PUCT has
jurisdiction over electric wholesale transmission rates. See “Transmission Access and Rate Regulation” herein. Under the PURA,
a municipal governing body or the body vested with the power to manage and operate a Municipal Utility such as CPS Energy has
exclusive jurisdiction to set rates applicable to all services provided by the Municipal Utility with the exception of electric
wholesale transmission activities and rates. Unless and until the City Council and Board choose to opt-in to electric retail
competition, CPS Energy retail service electric rates are subject to appellate, but not original rate regulatory jurisdiction by the
PUCT in areas that CPS Energy serves outside the San Antonio City limits. To date, no such appeal to the PUCT of CPS Energy
retail electric rates has ever been filed. CPS Energy is not subject to the annual PUCT gross receipts fee payable by electric
utilities. See “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY - Electric Utility Restructuring in
Texas; Senate Bill 7” herein.

The Texas Railroad Commission (“TRC”) has significant original jurisdiction over the rates, services and operations of all natural
gas utilities in the State. Municipal Utilities such as CPS Energy are generally excluded from regulation by the TRC, except in
matters related to natural gas safety. CPS Energy retail gas service rates applicable to rate payers outside San Antonio are subject
to appellate, but not original rate regulatory jurisdiction, by the TRC in areas that CPS Energy serves outside the City limits. To
date, no such appeal to the TRC of CPS Energy retail gas rates has ever been filed. In the absence of a contract for service, the
TRC also has jurisdiction to establish gas transportation rates for service to Texas State Agencies by a Municipal Utility. A
Municipal Utility is also required to sell gas to and transport State-owned gas for “public retail customers,” including State
agencies, State institutions of higher education, public school districts, United States military installations, and United States
Veterans Affairs facilities, at rates provided by written contract between the Municipal Utility and the buyer entity. If agreement
to such a contract cannot be reached, a rate would be set by the legal and relevant regulatory body.

The City has covenanted and is obligated under the Bond Ordinances, as provided under the rate covenant, to establish and
maintain rates and collect charges in an amount sufficient to pay all maintenance and operating expenses of the Systems and to pay
the debt service requirements on all revenue debt of the Systems, including the outstanding Senior Lien Obligations, any
Additional Senior Lien Obligations, the currently outstanding Junior Lien Obligations, Liquidity Facility obligations, the Bonds,
any Additional Junior Lien Obligations, the Notes and Inferior Lien Obligations, and to make all other payments prescribed in the
Bond Ordinances.

Base rate changes over the past 18 years have consisted of a 4% combined electric and gas base rate increase effective
January 31, 1991; a 3.5% electric base rate adjustment effective May 19, 2005 that was more than offset by a reduction in fuel
costs, resulting from the purchase of an increased interest in STP Units 1 and 2 (defined herein); a 12.1% gas base rate adjustment
effective June 26, 2006; 3.5% system average electric and gas base rate increase that became effective on September 1, 2008; and
a 7.5% electric base rate increase and an 8.5% gas base rate increase that became effective on March 1, 2010. This most recent
base rate increase is described in greater detail on the following page.
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The 2005 electric rate adjustment was intended to cover the incremental costs to be incurred due to acquiring an additional 12%
share in the STP. While base rates increase because of the acquisition of additional nuclear generation (the ownership interest in
Units 1 and 2 was raised from 28% to 40%), the benefit from the lower priced nuclear power reduced customer bills overall. This
acquisition was completed in May 2005. See “DESCRIPTION OF PHYSICAL PROPERTY - Electric System - South Texas
Project” herein. CPS Energy also offers a monthly contract for renewable energy service (currently this is wind-generated
electricity) under Rider E15. The rate for Rider E15 was reduced to its current level effective on September 30, 2002. A rider to
the SLP rate, the Economic Incentive Rider E16, became effective March 10, 2003, and offers discounts off the SLP demand
charge for a period up to four years for new or added load of at least 10 megawatts (“MW?”). Under certain conditions, the
discount may be extended an additional three years. Customers that choose Economic Incentive Rider E16 must also meet City
employment targets and targets for purchases of goods or services from local businesses in order to qualify. CPS Energy also has
rates that permit recovery of certain miscellaneous customer charges and for extending lines to provide gas and electric service to
its customers. In May 2005, the Board adopted a change to its policies for both miscellaneous customer charges and line
extensions, which became effective January 1, 2006, increasing charges that had not been raised since 1986. The City Council
approved certain price changes in the CPS Energy Board-approved policy; however, the City ordinances prevented recovery of
increased line extension charges from developers of affordable housing and the City delayed implementation of certain
miscellaneous customer charges until April 1, 2006 (fees for disconnection, reconnection and field notification).

In June of 2007, the City Council passed an ordinance authorizing the creation of a five-year pilot program to develop electric and
gas value-added premium based optional services. The initial optional services are limited to a specified number of qualified
customers and include a: (1) Fixed Bill Program, (2) Flat Rate Program, (3) Windtricity Rider, and (4) Load Factor Rate Program.

In May 2009, the City Council passed a mechanism to fund CPS Energy’s Save for Tomorrow Energy Plan (“STEP”) energy
efficiency and conservation program, which will largely be funded through changes in the electric fuel adjustment fee. Each of
CPS Energy’s retail and wholesale rates contains an electric fuel adjustment or gas cost adjustment clause, which provides for
current recovery of fuel costs. The fuel cost recovery adjustments are set at the beginning of each CPS Energy billing cycle
month. See “CUSTOMER RATES — Fuel and Gas Cost Adjustment” herein.

On February 18, 2010, the City Council unanimously approved CPS Energy’s request for a 7.5% electric base rate increase and an
8.5% gas base rate increase, which is expected to result in a 4.2% bill impact per customer. The electric base rate increase was
requested primarily as a result of increases in debt service resulting from the CPS Energy’s capital plan that includes J.K. Spruce 2
(“JKS 27), LM6000 Gas Combustion Turbine Peakers and environmental upgrades to CPS Energy’s coal plants, which include
fuel gas desulfurization (“FGD”) scrubbers and selective catalytic reduction (“SCR”) equipment. The 4.2% bill impact includes a
reduction in fuel costs resulting from the JKS 2 plant that was previously placed into service on May 28, 2010. See
“DESCRIPTION OF PHYSICAL PROPERTY - Electric System — Generating Station Events” herein. CPS Energy expects to
continue to periodically seek electric and gas base rate increases that are intended to maintain debt coverage, debt to equity and
liquidity ratios.

Transmission Access and Rate Regulation

Pursuant to amendments made by the Texas Legislature in 1995 to the PURA (“PURA95”), Municipal Ultilities, including
CPS Energy, became subject to the regulatory jurisdiction of the PUCT for transmission of wholesale energy. PURA95 requires
the PUCT to establish open access transmission on the interconnected Texas grid for all utilities, co-generators, power marketers,
independent power producers and other transmission customers.

The 1999 Texas Legislature amended the PURA95 to expressly authorize rate authority over Municipal Utilities for wholesale
transmission and to require that the postage stamp method be used exclusively for pricing wholesale transmission transactions.
The PUCT in late 1999 amended its transmission rule to incorporate fully the postage stamp pricing method which sets the price
for transmission at the system average for ERCOT. CPS Energy’s wholesale open access transmission charges are set out in tariffs
filed at the PUCT, and are based on its transmission cost of service approved by the PUCT, representing CPS Energy’s input to the
calculation of the statewide postage stamp pricing method. The PUCT’s rule, consistent with provisions in PURA §35.005(b), also
provides that the PUCT may require construction or enlargement of transmission facilities in order to facilitate wholesale
transmission service. Additional information on recovery of ERCOT transmission fees is discussed in “CUSTOMER RATES —
Governmentally Imposed Fees, Taxes or Payments” and with respect to the transition to the nodal market is discussed in
“CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY - Post Senate Bill 7 Wholesale Market Design
Developments” herein.
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CUSTOMER RATES

CPS Energy’s electric and gas monthly rate schedules list the currently effective monthly charges payable by CPS Energy
customers. Each rate schedule briefly describes the types of service CPS Energy renders to customers billed in accordance with
that rate schedule, plus customer eligibility criteria. Customers with similar load and usage characteristics are grouped into rate
classes and are billed in accordance with the same rate schedule. The different electric rate classes include rate schedules for
residential, commercial, and industrial customers. There are also rate schedules for street lighting, other utilities and all night
security lights. The gas rate schedules are categorized into general, commercial and industrial.

Fuel and Gas Cost Adjustment

The rates feature a fuel cost adjustment provision in the electric rates and a gas adjustment provision in the gas rates which allow
CPS Energy to reconcile fuel and gas cost variances above or below fuel levels included in base rates. CPS Energy’s electric rates
are subject to a positive or negative monthly adjustment equal to the variance in the price of fuel above or below a base cost of
$0.01416 per kWh (“kilowatt-hour”). Similarly, CPS Energy’s base gas rates are subject to an adjustment equal to the variance in
the price of fuel above or below a base cost of $0.220 per CCF (100 cubic feet).

On May 21, 2009, the City Council approved a funding mechanism for the STEP program. The total cost of the STEP program
during the 2009 to 2020 time period is estimated at $849 million with annual cost ranging from $12.3 million to over $77 million.
While approximately $8 million a year is recovered through existing base rates annually, the additional costs for the STEP
program will be recovered through a STEP surcharge applied to the electric fuel adjustment. If energy use is reduced to levels
predicted, the benefits of this program should exceed the implementation costs. CPS Energy will reassess the STEP program in
calendar year 2019 to determine if continuing the program beyond 2020 is a viable option based on projected annual reductions in
energy consumption going forward and the costs that would be incurred to achieve such reductions. For additional information on
CPS Energy’s STEP energy efficiency and conservation program, see “ENERGY CONSERVATION AND PUBLIC SAFETY
PROGRAMS?”, herein.

Governmentally Imposed Fees, Taxes or Payments

The rates, as previously approved by various rate ordinances adopted by the City Council, may be adjusted without further action
by the City Council to reflect the increase or decrease in fees, taxes or other required payments to governmental entities or for
governmental or municipal purposes which may be hereafter assessed, imposed, or otherwise required and which are payable out
of or are based upon net revenues of the Systems.

In March 2000, two new governmental assessments resulting from regulatory changes in the Texas electric utility industry,
including the open access wholesale transmission charges, were added to CPS Energy’s electric billings as regulatory adjustments
and are updated annually or as needed. The first assessment recovers additional ERCOT-related transmission expenditures not
recovered through CPS Energy’s current base rates. For residential CPS Energy customer rates, this adjustment (effective
January 2010) currently adds an additional $0.00286 per kWh sold. The second assessment relates to CPS Energy’s share of the
cost to fund the staffing and operation of the Independent System Operator (“ISO”) for ERCOT, the implementation of the nodal
market within ERCOT, as well as other market-related costs due to congestion and voltage reliability issues. The PUCT retains
oversight authority over ERCOT. For residential CPS Energy customers, this charge increases bills by an additional $0.00132 per
kWh sold.

In March 2005, the TRC began imposing a regulatory fee to cover the cost of regulation by the TRC. The fee is based upon the

number of active gas customers and is recovered from CPS Energy gas customers through the payment of an annual fee assessed
one time during the year.
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TEN-YEAR ELECTRIC CUSTOMER STATISTICS
Fiscal Years Ended January 31,

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20107

RESIDENTIAL
Average Monthly KWh/

Customer 1,190 1,141 1,154 1,174 1,159 1,217 1,247 1,164 1,187 1,233 1,205
Average Monthly Bill/

Customer $85.55 $77.53 $81.54 $94.06 $87.39 $99.59 $98.27 $91.98 $107.60 $107.00 $106.23
Average Monthly

Revenue/KWh $0.0719 $0.0679 $0.0707 $0.0801 $0.0754 $0.0818 $0.0788 $0.0790 $0.0906 $0.0868 $0.0881
COMMERCIAL AND

INDUSTRIAL
Average Monthly KWh/

Customer 11,145 11,116 11,334 12,174 11,345 11,187 11,036 10,887 10,856 10,685 10,722
Average Monthly Bill/

Customer $629.98 $594.33 $631.54 $790.31 $691.48 $754.65 $710.85 $722.94 $828.72 $801.81 $808.34
Average Monthly

Revenue/KWh $0.0565 $0.0535 $0.0557 $0.0649 $0.0609 $0.0675 $0.0644 $0.0664 $0.0763 $0.0750 $0.0754
ALL CUSTOMERS
Average Monthly KWh/

Customer 2,475 2,404 2,434 2,440 2,401 2,471 2,499 2,392 2,419 2,427 2,409
Average Monthly Bill/

Customer $154.65 $142.08 $151.31 $173.82 $159.88 $180.27 $174.92 $170.01 $197.33 $192.98 $192.83
Average Monthly

Revenue/KWh $0.0625 $0.0591 $0.0622 $0.0712 $0.0666 $0.0730 $0.0700 $0.0711 $0.0816 $0.0795 $0.0800

(1) Excludes unbilled revenues and off-system sales.
(2) Twelve months ended July 31, 2010.

HISTORICAL RECORD OF CITY OF SAN ANTONIO GENERAL FUND
BENEFITS FROM CITY'S ELECTRIC AND GAS UTILITY SYSTEMS

(Dollars in thousands)

Fiscal Years Ended January 31,
Payments 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2010'

To Cityz’3 § 185006 $ 168,135 § 172,235 $ 206,057 § 194,901 $ 227,178 § 235898 $ 247854 § 282,140 $ 260,636 $ 268,447

(1) Twelve months ended July 31, 2010.
(2) Payments to the City, by ordinance, are not to exceed 14% of CPS Energy's gross revenue (includes wholesale revenues), and includes cash payments and refund of charges

for furnishing the City electricity and gas services, and for a street light replacement program.
(3) Excludes additional payments to the City. See "CONSTRUCTION PROGRAM" herein.

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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ELECTRIC SYSTEM

SALES IN KWH’
Residential
Commercial & industrial
Street lighting
Public authorities
Other utilities
ANSI®
Total sales in KWH

AVERAGE NUMBER
OF CUSTOMERS
Residential
Commercial & industrial
Street lighting
Public authorities
Other utilities
ANSI3

Total customers

KWH SALES PER
CUSTOMER
Residential

Commercial & industrial

GAS SYSTEM

SALES IN MCF’

Residential

Commercial

Industrial

Public authorities
Total sales in MCF

AVERAGE NUMBER

OF CUSTOMERS

Residential

Commercial

Industrial

Public authorities
Total customers

MCF SALES PER
CUSTOMER
Residential
Commercial
Industrial

FIVE-YEAR ELECTRIC AND GAS SALES BY CUSTOMER CATEGORY

Fiscal Years Ended January 31,

2006 2007 2008 2009 2010 2010’
8,052,142,783 8,546,981,548 8,247,226,694 8,608,618,534 9,104,633,143 8,089,235,953
8,074,456,666 8,264,544,798 8,345,090,126 8,479,360,921 8,392,016,225 8,472,189,653

81,014,821 91,350,091 90,270,267 91,489,154 91,614,934 91,708,189
1,965,844,597 2,218,197,824 2,236,166,801 2,395,159,428 2,394,638,258 2,476,416,735
1,849,949,855 2,958,437,090 3,930,778,217 3,526,629,066 3,041,256,493 3,996,545,090

20,850,505 21,199,115 21,410,010 23,514,275 23,417,810 23,498,050

20,044259227  22,100,710466 22870942115  23,124771,378  23,047,576863  24,049,593,670
551,355 571,148 590,560 604,275 615,496 621,416
60,145 62,407 63,875 65,090 65,448 65,846
422 2,320 2,299 2,310 2,319 2,321
6,293 5,628 6,033 6,255 6,621 6,893

20 18 19 23 24 29
10,725 10,953 11212 11,407 11,556 11,594
628,960 652,474 673,998 689,360 701,464 708,099
14,604 14,965 13,965 14,246 14,792 14,466
134,250 132,430 130,647 130,271 128,224 128,667
9,794,730 9,474,163 10,742,076 9,415,723 10,497,562 12,182,152
8,420,965 8,719,182 9,026,441 8,916,308 9,330,700 10,182,557
1,184,875 1,095,727 973,020 815,360 848,333 745,830
2,258,826 2,081,997 2,138,054 2,040,126 2,149,677 2,382,026
21,659,396 21,371,069 22,879,591 21,187,517 22,826,272 25,492,565
288,898 292,083 296,173 298,996 300,646 301,538
18,411 18,237 18,260 18,164 18,124 18,061

80 76 67 63 60 54

2373 2,540 2,729 2,765 2,771 2,749
309,762 312,936 317,229 319,088 321,601 322,402
34 32 36 31 35 40

457 478 494 491 515 564
14,811 14,417 14,523 12,942 14,139 13,812

(1) Twelve months ended July 31, 2010.

(2) Excludes unbilled revenues.

(3) All Night Security Lighting.
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FIVE-YEAR STATEMENT OF NET REVENUES AND DEBT SERVICE COVERAGE

Fiscal Years Ended January 31,

2006 2007 2008' 2009 2010 2010>°

ELECTRIC SYSTEM

BILLED REVENUES

Residential $658,916,783 $673,553,856 $651,864,384 $780,252,955 $790,296,616 $792,164,102
Commercial & industrial 544,660,000 532,343,750 554,137,294 647,298,754 629,721,617 638,709,266
Street lighting 11,414,666 11,314,041 11,617,586 12,914,300 13,367,606 $13,910,383
Public authorities 117,661,362 127,237,302 131,412,709 160,622,388 160,157,270 162,746,286
Other utilities 107,656,944 145,115,015 206,176,165 258,311,828 132,204,411 158,351,066
ANSL' 3,298,367 3,254,248 3,347,817 3,993,057 4,100,464 4,278,779
Other 15,951,021 13,751,476 30,240,548 17,023,901 10,774,022 5,719,092

Total revenues 1,459,559,143 1,506,569,688 1,588,797,003 1,880,417,183 1,740,622,006 1,775,878,974
OPERATION & MAINTENANCE

EXPENSE
Production 499,098,803 531,000,491 579,840,563 781,103,466 622,600,068 598,209,291
Transmission 12,029,652 16,441,817 13,666,229 16,213,504 44.313,394 36,923,436
Distribution 61,000,014 74,386,837 83,258,140 83,712,446 79,771,716 74,225,394
Regulatory assessments 37,083,246 28,644,959 23,192,383 31,256,674 36,032,960 35,893,660
Customer accounts 18,673,088 22,523,086 24,458,144 25,682,308 28,221,506 24,325,208
Customer information 1,436,331 791,074 730,354 371,983 333,875 386,751
Administrative & general 77,595,068 58,947,387 75,724,322 82,020,830 38,347,373 63,260,577
Payroll taxes 7,496,083 4,651,131 5,243,744 4,854,833 4,690,119 4,578,277
STP decommissioning expense 4,380,000 4,380,000 4,380,000 - 2,219,004 2,217,480
STP operation & maintenance expense 131,601,697 149,100,712 160,391,746 177,527,723 183,478,195 202,575,133

Total expenses 850,393,982 891,367,494 970,885,625 1,202,743,767 1,040,008,210 1,042,595,207

Operating income - electric 609,165,161 615,202,194 617,911,378 677,673,416 700,613,796 733,283,767
GAS SYSTEM
BILLED REVENUES
Residential 119,685,785 120,927,007 137,646,461 128,136,627 117,178,502 141,204,090
Commercial & industrial 102,757,554 99,297,749 100,796,578 105,357,182 80,310,178 92,378,514
Public authorities 21,707,539 19,766,696 19,987,023 20,498,684 16,252,552 19,364,806
Other 1,153,715 1,144,716 1,375,480 1,454,758 1,553,615 1,463,464

Total revenues 245,304,593 241,136,168 259,805,542 255,447,251 215,294,847 254,410,874
OPERATION & MAINTENANCE

EXPENSE
Gas purchased 170,893,663 174,793,363 166,763,181 164,422,577 127,097,295 148,027,338
Distribution 16,648,494 18,694,494 16,984,251 17,571,652 16,377,773 14,884,300
Customer accounts 9,197,192 11,093,460 12,046,548 12,649,495 13,900,145 11,981,072
Customer information 478,777 263,691 243,451 123,994 111,292 128,917
Administrative & general 8,302,787 6,219,420 7,623,412 8,334,621 3,916,067 6,445,487
Payroll taxes 1,120,105 694,997 783,548 725,435 700,822 684,110

Total expenses 206,641,018 211,759,925 204,444,391 203,827,774 162,103,394 182,151,724

Operating income - gas 38,663,575 29,376,243 55,361,151 51,619,477 53,191,453 72,259,150
Combined operating income -

Electric and gas 647,828,736 644,578,437 673,272,530 729,292,893 753,805,249 805,542,917
Nonoperating income” 50,063,264 74,524,014 94,710,771 55,458,451 25,185,995 24,248,826

Net revenues, per ordinances $697,892,000 $719,102,451 $767,983,301 $784,751,344 $778,991,244 $829,791,743
DEBT SERVICE’

Senior lien obligations -

Principal and interest $256,442,059 $271,931,037 $290,953,913 $309,855,256 $332,540,132 $347,915,799
Junior lien obligations - interest 10,964,118 15,005,843 15,179,106 11,190,153 6,987,126 6,742,145
Interest on commercial paper 7,693,133 8,503,062 14,378,366 8,613,289 1,999,500 1,519,532

Total debt service $275,099,311 $295,439,942 $320,511,385 $329,658,698 $341,526,758 $356,177.476
DEBT SERVICE COVERAGE’

Senior & junior lien obligations,

commercial paper and FRRN 2.54x 2.43x 2.40x 2.38x 2.28x 2.33x

Senior lien obligations 2.72x 2.64x 2.64x 2.53x 2.34x 2.39x

(1) Excludes component units.

(2) Twelve months ended July 31, 2010.

(3) Includes a reclass between Electric & Gas Administrative & general and STP operation & maintenance expense subsequent to prior publications.

(4) All Night Security Lighting.

(5) Excludes Fair Value Adjustments and gain/loss from hedging transactions.

(6) Excludes regularly scheduled interest due on these obligations anticipated to be off-set by the Refundable Tax Credit. See "THE BONDS - Refundable Tax Credit Bonds".
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FORWARD-LOOKING STATEMENTS

This Official Statement, including the Appendices hereto, contains forward-looking statements within the meaning of the federal
securities laws. Such statements are based on currently available information, expectations, estimates, assumptions and
projections, and management’s judgment about the power utility industry and general economic conditions. Such words as
“expects”, “intends”, “plans”, “believes”, “estimates”, “anticipates” or variations of such words or similar expressions are intended
to identify forward-looking statements. The forward-looking statements are not guarantees of future performance. Actual results
may vary materially from what is contained in a forward-looking statement. Factors which may cause a result different from those
expected or anticipated include, among other things, new legislation, increases in suppliers’ prices, particularly prices for fuel in
connection with the operation of the Systems, changes in environmental compliance requirements, acquisitions, changes in

customer power use patterns, natural disasters and the impact of weather on operating results.

Although CPS Energy believes in making any such forward-looking statement, its expectations are based on reasonable
assumptions, any such forward-looking statement involves uncertainties and is qualified in its entirety by reference to factors both
identified within this Official Statement and from publicly available resources about the electric and gas businesses, regulation and
regulatory authorities for that business, and the City that could cause the actual results of CPS Energy to differ materially from
those contemplated in such forward-looking statements.

Any forward-looking statement speaks only as of the date on which such statement is made, and CPS Energy undertakes no
obligation to update any forward-looking statement to reflect events or circumstances after the date on which such statement is
made or to reflect the occurrence of unanticipated events. New factors emerge from time to time and it is not possible for
CPS Energy to predict all of such factors, nor can it assess the impact of each such factor or the extent to which any factor, or
combination of factors, may cause results to differ materially from those contained in any forward-looking statement.

MANAGEMENT DISCUSSION

CPS Energy’s audited financial statements for the fiscal years ended January 31, 2010 and 2009, and the Independent Auditors’
report thereon are in APPENDIX B. As described herein, CPS Energy adopted Statement No. 34 of the Governmental Accounting
Standards Board (“GASB”) during its fiscal year ended January 31,2002, which required the preparation of a Management
Discussion and Analysis (“MD&A”) in connection with the annual financial report of CPS Energy. Reference is hereby made to
APPENDIX B for the MD&A pertaining to the CPS Energy fiscal year ended January 31, 2010.  Unaudited financial results for
the 12 months ended July 31, 2010 and 2009 are shown in APPENDIX C.

The operating results of the Systems reflect the results of past operations and are not necessarily indicative of results of operations
for any future period. Future operations will be affected by factors relating to changes in rates, fuel and other operating costs,
utility industry regulation and deregulation, environmental regulation, economic growth of the community, population, weather,
and other matters; the nature and effect of which cannot at present be determined. See “FORWARD-LOOKING STATEMENTS”
herein.

IMPLEMENTATION OF NEW ACCOUNTING POLICIES

This section of the Official Statement describes various GASB pronouncements, as assessed and implemented by CPS Energy,
where applicable. Any (Note) reference relates to items in CPS Energy’s fiscal year 2010 annual report.

e GASB Statement No. 51, Accounting and Financial Reporting for Intangible Assets. This Statement provides additional
guidance for accounting and reporting standards for intangible assets. The objective of this Statement is to reduce
inconsistencies in financial reporting by providing further guidance on classification, recognition, measurement,
impairment, presentation and disclosures related to intangible assets. There was no impact to the CPS Energy’s financial
statements as a result of this implementation.

e GASB Statement No. 53, Accounting and Financial Reporting for Derivative Instruments. This Statement addresses the
recognition, measurement and disclosure of information regarding derivative instruments entered into by state and local
governments. It generally requires that derivatives be reported on the balance sheet at fair value and realized and
unrealized gains/losses be reported on the statement of revenues, expenses and change in fund net assets. As an
exception, hedge accounting would be required for potential hedging derivative instruments that are determined to be
effective. Under hedge accounting, gains/losses are reported on the balance sheet as deferred credits/charges until
expiration of the contract, at which time the deferred credits/charges are reported as an adjustment to the underlying
hedged transaction. Disclosure requirements are presented on Note 11 — Other Financial Instruments.
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e GASB Statement No. 55, The Hierarchy of Generally Accepted Accounting Principles for State and Local Governments.
The GAAP hierarchy governs what constitutes GAAP for all state and local governmental entities. It lists the order of
priority of pronouncements that a governmental entity should look to for accounting and financial reporting guidance.
There was no impact to the CPS Energy’s financial statements as a result of this implementation.

e GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance Contained in the AICPA
Statements on Auditing Standards. The objective of GASB Statement No. 56 is to incorporate three issues that were not
previously addressed in the authoritative literature that establishes accounting principles—going concern considerations,
related party transactions and subsequent events. These issues are currently addressed in the AICPA Statements on
Auditing Standards; however, the GASB staff felt they would be more appropriately included in the accounting and
financial reporting standards than in the auditing literature. The purpose of the statement is not to issue new guidance, but
to incorporate existing guidance into the GASB standards to improve financial reporting by consolidating all sources of
generally accepted accounting principles for state and local governments into one source. There was no impact to the
CPS Energy’s financial statements as a result of this implementation.

For the fiscal year ended January 31, 2009, CPS Energy implemented:

e  GASB Statement No. 49, Accounting and Financial Reporting for Pollution Remediation Obligations. This statement
provides guidance that explains when pollution remediation-related obligations should be reported and how pollution
remediation costs and liabilities should be determined. Disclosure requirements are presented in Note 16 — Pollution
Remediation Obligation.

e GASB Technical Bulletin 2008-1, Determining the Annual Required Contribution Adjustment for Postemployment
Benefits. This technical bulletin provides guidance that allows the annual required contribution (“ARC”) adjustment for
other postemployment benefits (“OPEBs”) to be based on actual amounts associated with the amortization of past
contribution deficiencies and excesses included in the ARC in cases in which those amounts are known by the actuary.
No impact resulted from the guidance provided under this Technical Bulletin.

In addition to the GASB items described above, CPS Energy changed its method of accounting for the Decommissioning Trusts
beginning in fiscal year 2009. Under the new method, a pro rata share of total decommissioning costs (as determined by the most
recent cost study) has been recognized as a liability. In subsequent years, annual decommissioning expense and an increase in the
liability will reflect the effects of inflation and an additional year of plant usage.

Additionally, due to requirements under the Code of Federal Regulations governing nuclear decommissioning trust funds,
guidance under Financial Accounting Standard (“FAS”) 71, Accounting for the Effects of Certain Types of Regulation, has been
followed. Under this guidance, the zero fund net assets approach to accounting for the Decommissioning Trusts (“Trusts”) has
been retained. In accordance with FAS 71, the cumulative effect of activity in the Trusts has been recorded as a regulatory liability
reported on the balance sheets as net costs refundable through future rates since any excess funds are payable to customers. Going
forward, prolonged unfavorable economic changes could result in the assets of the Trusts being less than the estimated
decommissioning liability. In that case, instead of an excess as currently exists, there would be a deficit that would be reported as
net costs recoverable through future rates. This amount would be receivable from customers.

Current-year activity in the Trusts has been reported in the nonoperating income (expense) section of the Statements of Revenues,
Expenses and Changes in Fund Net Assets as net costs recoverable (refundable) through future rates. There was no impact to fund
net assets as a result of this change in accounting method. Prior-year amounts have been reclassified to conform to current-year
presentation.

Other than the aforementioned changes, there were no additional significant accounting principles or reporting changes
implemented in the fiscal year ending January 31, 2010. Other accounting and reporting changes that occurred during the prior
reporting year continued into the fiscal year ending January 31, 2010. These accounting changes and the effects on the financial
statements are described in greater detail in the MD&A and in the notes to the audited financial statements included in APPENDIX
B.
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PENSION AND OTHER POST EMPLOYMENT BENEFITS

CPS Energy provides Pension and Other Post Employment Benefits (“OPEBs”) for its employees. There are four plans, which
include: the Pension Plan, the Group Health Plan, the Group Life Insurance Plan, and the Disability Income Plan (the Group
Health Plan, the Group Life Insurance Plan, and the Disability Income Plan, collectively referred to herein as the “Employee
Benefit Plans”). All plans are reported on a calendar year basis. While all plans are separately and independently audited,
CPS Energy discloses relevant information about them in its Notes or Financial Statements. See “Basic Financial Statements —
Note 8 — Employee Pension Plan and Note 9 — Other Postemployment Benefits” in Appendix B (“Notes 8 & 97).

Pension Plan

The Pension Plan is a self-administered, single-employer, defined-benefit contributory pension plan and provides retirement and
ancillary benefits for all CPS Energy employees who complete a minimum period of service and/or otherwise become eligible.
The benefits provided by the Pension Plan are paid from a Pension Trust Fund established by CPS Energy that is kept separate
from and in addition to the benefits employees are entitled to receive under any other CPS Energy program and under the federal
Social Security Act. This Pension Plan and the Pension Trust Fund were established by the Board in accordance with applicable
law and are maintained for the exclusive benefit of the eligible employees and their beneficiaries. Consistent with the GASB
Statement No. 14 Implementation Guide, the Pension Plan is not categorized as a component unit of CPS Energy.

Employee Benefit Plans

The Employee Benefit Plans are single-employer contributory plans that are funded by employee contributions and annual
contributions from CPS Energy as determined by the Board in accordance with applicable law. The assets of the Employee
Benefit Plans are stated at fair market value.

The Group Health and the Group Life Insurance plans provide benefits for employees, their spouses, and covered dependents.
Additionally, most CPS Energy employees are also eligible for these benefits upon retirement. CPS Energy established each plan
as a “risk pool” as that term is defined in the Texas Political Subdivision Employees Uniform Group Benefits Act (“Act”), Chapter
172 Texas Local Government Code. These plans are each operated at all times and in all respects as a risk pool under the Act.
CPS Energy’s Disability Income Plan, also established as a risk pool, provides income to eligible employees of CPS Energy who
become disabled.

Prior to fiscal year 2008, the Employee Benefit Plans were reported as component units of CPS Energy, and their financial results
were blended with those of CPS Energy. In order to properly implement GASB Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pension, the Employee Benefit Plans were removed as
component units from the CPS Energy financial statements for fiscal year 2008. Additionally, the fiscal year 2007 financial
statements were restated with the removal of these component units for ease of comparability.

PENSION AND OPEB LIABILITIES

Actuarial Value of Plan Assets

CPS Energy annually retains an actuarial firm to perform actuarial valuations for the Pension Plan and each of the Employee
Benefit Plans. Conducted in accordance with generally accepted actuarial principles and practices, the actuarial reports summarize
the funding status of each plan for the current and prior year. The reports also provide projected funding contribution requirements
for CPS Energy’s next fiscal year. The actuarial value of the assets of each of the plans represents an adjusted value determined by
the actuary, in accordance with industry standards, and therefore will not equal the amounts shown in the plans’ balance sheets.

Actuarial Accrued Liability
The Actuarial Accrued Liability (“AAL”) is calculated on a present value basis. Significant actuarial assumptions used in the
calculations include, but are not limited to, rates of mortality, rates of retirement, the estimated number of participants expected to

withdraw from the program(s), expected base salary increases, overtime rates, disability rates, medical cost increases, and
investment returns. The AAL includes liabilities for current retirees and active employees for benefits at retirement.
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Use of Assumptions and Estimates

As set forth herein and in Notes 8 & 9 of Appendix B, the disclosures relating to the Pension Plan and the OPEBs are based upon
certain assumptions and estimates that may vary based upon the risk factors. To the extent that these assumptions and estimates do
not materialize or are inaccurate, the financial information disclosed herein and in Notes 8 & 9 of Appendix B, including the
estimated as compared to the actual values of the assets and liabilities, could change substantially and in a materially adverse
manner. The actuarial values determined for benefit plan assets and liabilities include reasonable assumptions, which are estimates
based on information available at the time the study was conducted. On June 30,2006, GASB issued a Technical Bulletin
regarding the Medicare Part D subsidy. The Part D subsidy pertains to benefits beginning January 1,2006. The Technical
Bulletin clarified that the Medicare Part D subsidy should be excluded when reporting the AAL. The Group Health Plan AAL, as
reported below, therefore excludes any offset in costs resulting from the government subsidizing voluntary prescription drug
benefits under Part D of the Social Security Act, established as part of the Medicare Prescription Drug Improvement and
Modernization Act of 2003.

Pension and Employee Benefit/tOPEB Funding

The following schedule outlines CPS Energy’s Pension and OPEB funding status based on Actuarial Valuation Dates of
January 1, 2009, January 1, 2008 projected to February 1, 2009 and January 1, 2007 projected to February 1, 2008'. Although
CPS Energy is not contractually required to make contributions to fund the future liabilities of the Employee Benefit Plans, it has
been voluntarily doing so since 1992.

PENSION AND EMPLOYEE BENEFIT PLANS

($ in millions)

(A) Actuarial Value of Assets (B) Actuarial Accrued Liability ("AAL")2

Actuarial Valuation Date ':

Jan. 1, 2008 Jan. 1, 2007 Jan. 1, 2008 Jan. 1,2007
projected to projected to projected to projected to
Jan. 1, 2009 Feb. 1, 2009 Feb. 1, 2008 Jan. 1, 2009 Feb. 1, 2009 Feb. 1, 2008
Pension $ 1,067.8 $ 1,145.0 $ 1,084.6 $ 1,1840 § 1,169.3 § 1,103.9
OPEBs:
Group Health $ 1992 § 2043 $ 194.9 $ 1983 § 2194 § 2473
Group Life 46.8 49.6 49.1 36.1 355 33.0
Disability 3.6 3.8 3.7 6.9 6.6 5.7
Total OPEBs $ 2496 § 2577 § 247.7 $ 2413 8 2615 § 286.0
(B) - (A) Unfunded AAL (A) / (B) Funded Ratio
Actuarial Valuation Date ':
Jan. 1, 2008 Jan. 1, 2007 Jan. 1, 2008 Jan. 1,2007
projected to projected to projected to projected to
Jan. 1, 2009 Feb. 1, 2009 Feb. 1, 2008 Jan. 1, 2009 Feb. 1, 2009 Feb. 1, 2008
Pension $ 1161 $ 243§ 19.3 90.2% 97.9% 98.3%
OPEBs:
Group Health $ 09) $ 151§ 524 100.5% 93.1% 78.8%
Group Life (10.7) (14.1) (16.1) 129.7% 139.7% 148.7%
Disability 33 2.8 2.0 52.3% 57.2% 65.3%
Total OPEBs $ 83) § 38 8§ 383 103.4% 98.5% 86.6%

1) The valuation methodology was changed for the two years reported with February 1 valuation dates, to collect data and asset information as of January 1 of the
preious plan year and project to February 1 of the next year based on assumptions. This methodology was discontinued for the period reported with January 1, 2009

valuation date and data was collected and asset information as of January 1, 2009 was used for the valuation for Fiscal Year Beginning February 1, 2010.

2) Includes liabilities for retirees, fully eligible actives, and actives not yet fully eligible. The Group Health Plan does not reflect Medicare Part D Subsidy of
approximately $39.8 million for January 1, 2009, $47.9 million for February 1, 2009, and $42.7 million for February 1, 2008.
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CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY

The Electric Utility Industry Generally

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,
such as those of the Systems. One of the most significant of these factors is the effort 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 on
both the wholesale and retail level. For a description of the competition in the electric utility industry in Texas and the response of
the Systems thereto, see “Electric Utility Restructuring in Texas; Senate Bill 7” herein.

In addition, such 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 a national energy policy, (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 non-governmental 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, and (xi) effects of the financial difficulties
confronting the power marketers. Any of these factors (as well as other factors) could have an effect on the financial condition of
any given electric utility and likely will affect individual utilities in different ways. CPS Energy cannot predict what future effects
these factors may or will have on its business operations and financial condition, but the effects could be significant. The
following is a brief discussion of several factors. 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 available from sources in the public domain, and potential purchasers of the Bonds should obtain and review such
information.

Federal Energy Legislation

Federal legislation continues to impose requirements on CPS Energy. In December 2007, the President signed the Energy
Independence and Security Act (“EISA”), requiring utilities to consider, for adoption, rejection, or modification by
December 19, 2009, the implementation of (1) integrated resource planning; (2) rate design modifications to promote energy
efficiency investments; (3) smart grid investments; and (4) smart grid information. CPS Energy has been studying technologies
that would allow implementation of the standards, as modified to fit its needs and has completed the regulatory assessment as
required under the Act. Municipal Utilities, such as CPS Energy, are designated as “non-regulated” under EISA, as well as the
2005 Energy Act, because those utilities are not regulated by state utility commissions.

The Energy Policy Act of 2005 (“2005 Energy Act”) extended limited Federal Energy Regulatory Commission (“FERC”)
jurisdiction, known as “FERC-Lite”, over public power entities within ERCOT such as CPS Energy that own transmission lines,
and gave FERC authority to delegate certain transmission reliability standard-setting responsibilities to an Electric Reliability
Organization (“ERO”) and, with the ERO, establish mandatory reliability standards for operation of the nation’s transmission
system. CPS Energy has operated its electric system under compatible ERCOT reliability standards for many years, so
CPS Energy does not anticipate any problems with FERC’s reliability standards. In fact, CPS Energy’s transmission owner
(“TO”) and distribution service provider (“DSP”) units underwent an audit by the North American Electric Reliability Corporation
and the Texas Regional Entity in spring 2008 and passed the audit without penalty. Its generation owner (“GO”), generation
operator (“GOP”), and qualified scheduling entity (“QSE”) units were audited in May 2009 and passed the audit without penalty.
Finally, CPS Energy entities submitted certificates regarding their compliance with the NERC Critical Infrastructure Protection
(“CIP”) standards by December 31, 2009. Additional information on FERC’s authority over CPS Energy can be found in “FERC
Authority” herein.

The 2005 Energy Act included several provisions that could affect CPS Energy’s business and continue to be evaluated by
management, including:

e repeal of existing Public Utility Holding Company Act of 1935 requirements;

e conditional termination of the mandatory federal purchase and sale requirements for co-generation and small power
production;

e cxpansion of FERC’s merger review authority;

e re-authorization of renewable energy production incentives for solar, wind, geothermal, and biomass and authorization of
new incentives for landfill gas;

e incentives for development of new commercial nuclear power plants and other non- or low-carbon emitting technologies;
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e cstablishment of a 7.5% goal for increased renewable energy use by the federal government by 2013, and of a 20%
required reduction in energy use by federal buildings by 2015; and
e increased funding for weatherization of low-income homes and for state energy efficiency programs.

The 2005 Energy Act also included provisions affecting existing nuclear generating units, including:

e extension of the Price-Anderson Act to 2025 and increases in the retrospective premiums for which licensees are liable
for claims resulting from a nuclear incident;

e cxpansion of the Nuclear Regulatory Commission (“NRC”) authority to regulate decommissioning trust funds (primarily
affecting funds held by former plant licensees);

e direction of the U.S. Department of Energy (“DOE”) to take responsibility for safe disposal of high-level radioactive
waste;

e procedural protections for individuals filing claims under federal whistleblower provisions;

e enhanced provisions relating to NRC oversight of the security of licensed facilities; and

e various decommissioning tax-related adjustments beneficial to federal tax-paying licensees.

Furthermore, the Energy Policy Act of 2005 amended the Public Utility Regulatory Policies Act of 1978 (“PURPA”) by adding
five new standards that Municipal Utilities must consider and determine whether to implement. These new standards address net
metering, diversity of fuel sources, efficiency of fossil-fuel-fired generation, time-based or “smart” metering, and the
interconnection of distributed generation. CPS Energy considered the new standards and developed five modified standards that
more accurately reflect local conditions and priorities. These new standards were approved by the Board on June 25, 2007.

On June 17, 2009, during the first term of the 111th Congress, the Senate Energy and Natural Resources Committee passed the
American Clean Energy Leadership Act (S. 1462) which contained the first-ever federal renewable energy standard for electricity.
The bill requires utilities to generate 15% of their electricity with renewable energy by 2021. The bill may be taken up by the full
U.S. Senate in 2010.

The 111th Congress is considering a wide range of energy legislation measures addressing climate change policy, carbon dioxide
controls, and energy independence. On June 26, 2009, the U.S. House of Representatives passed landmark energy and climate
legislation. The legislation, passed as the American Clean Energy and Security Act of 2009 (H.R. 2454) (“ACES”), requires
significant reductions in stationary source greenhouse gas (“GHG”) emissions through a cap-and-trade system, mandates
regulation of mobile source GHG emissions, and creates a 20% efficiency and renewable electricity standard. The legislation also
provides for a $190 billion investment in clean energy technology between 2012 and 2025. The Environmental Protection Agency
(“EPA”) estimates that, in 2005 dollars, the auctioned allowances will cost $13 per allowance in 2015, and increase to $26 or $27
per allowance by 2030. The Congressional Budget Office’s estimate is slightly higher, with allowances costing $16 in 2015, and
increasing to $36 by 2030. In August 2009, the EPA proposed some significant GHG rules, including a new vehicle emission
standard rule, a reporting rule and an endangerment finding. On September 22, 2009, the EPA finalized the nation’s first
greenhouse gas reporting system/monitoring regulations which will require large emitters of heat-trapping emissions to collect
GHG data. On December 2009, the EPA denied the petitions to reconsider the Endangerment and Cause or Contribute Findings
for Greenhouse Gases under Section 202(a) of the Clean Air Act. On May 12, 2010, Senators John Kerry (D-MA) and Joseph
Lieberman (I-CT) released the comprehensive climate change and clean energy bill, titled the “American Power Act”. The bill
included similar targets to ACES to reduce economy-wide GHG emissions from 2005 levels. See “ENVIRONMENTAL
MATTERS — Federal Clean Air Act” herein. CPS Energy continues to monitor these issues closely and will be assessing the
impact of proposed legislation (and rulemaking) as the session progresses.

FERC Authority

In 1992, pursuant to the Energy Policy Act of 1992 (“Energy Act”), the FERC required utilities under its jurisdiction to provide
access to their electric transmission systems for interstate wholesale transactions on terms and at rates comparable to those
available to the owning utility for its own use. Municipal Utilities are subject to FERC orders requiring provision of wholesale
transmission service to other utilities, qualifying cogeneration facilities and independent power producers. Under FERC rules
promulgated subsequent to the Energy Act, FERC further expanded open access wholesale transmission by requiring public
utilities operating in interstate commerce to file open access non-discriminatory transmission tariffs. Because the interconnected
ERCOT grid operates outside interstate commerce and because PURA9S5 and SB 7, State laws discussed below, provide
comparable wholesale transmission authority to the PUCT for utilities in ERCOT pursuant to which the PUCT has required open
access of transmission facilities in ERCOT, the exercise of FERC authority relating to open access transmission has not been a
major factor in the operation of the wholesale market in ERCOT. The 2005 Energy Act authorizes FERC to encourage and
approve the voluntary formation of regional transmission organizations in order to promote fair and open access to electric
transmission service and facilitate wholesale competition. See “Federal Energy Legislation” herein. The ERCOT open access
system is administered by an ISO conducting many of the functions that would be administered by a Regional Transmission
Organization. Section 1211 of the 2005 Energy Act amended the Federal Power Act to include a new section, designated as
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Section 215, which directed FERC to certify an ERO and develop procedures for establishing, approving and enforcing electric
reliability standards. As discussed herein under “DESCRIPTION OF PHYSICAL PROPERTY - Electric System - Interconnected
System”, FERC designated the North American Electric Reliability Corporation to serve as the ERO and to set and monitor
through Regional Entities (“RE”) implementation of electric reliability standards. A separate group within ERCOT was selected to
serve as the RE for the ERCOT service area and CPS Energy has taken a number of steps to comply with the new electric
reliability standards. Finally, on September 2, 2009, FERC executed a memorandum of agreement (“MOA”) with the NRC to
facilitate interactions between the NRC and the FERC on matters of mutual interest pertaining to the nation’s electric power grid
reliability and nuclear power plants. Matters being addressed under this MOA, which may impact developments at STP, include
cyber-security requirements, reliability requirements for nuclear power plants, and grid stability issues related to nuclear plant
operation. See “DESCRIPTION OF PHYSICAL PROPERTY - Electric System - Interconnected System” herein. CPS Energy
and the South Texas Nuclear Operating Company will continue to monitor and evaluate FERC developments with a potential to
impact the gas and electric systems; however, it is unclear what changes, if any, will be proposed as a result of the MOA.

ERCOT

ERCOT is one of 10 Regional Reliability Councils in the North American Electric Reliability Council. The ERCOT bulk electric
system is located entirely within the State and serves more than 20 million customers, representing approximately 85% of Texas’
electrical load. The ERCOT service region covers more than 75%, or 200,000 square miles, of the State and contains a total of
approximately 38,000 miles of transmission lines, including more than 7,000 miles at 345-kV. ERCOT only has asynchronous ties
to other reliability councils, and is only connected through two direct current (“DC”) ties to the eastern interconnect and three
small DC ties to Mexico, providing only limited import/export capability.

In response to legislative directive, ERCOT amended its articles of incorporation to establish an ISO in 1996. Under ERCOT’s
organizational structure, the ISO reports to the ERCOT Board of Directors, but the PUCT has complete authority to oversee and
investigate ERCOT’s finances, budget, and operations as necessary to ensure that ERCOT is accountable. ISO responsibilities
include security operations of the bulk system, facilitation and efficient use of the transmission system by all market participants,
and coordination of regional transmission planning among transmission owning utilities and providers.

ERCOT’s statutory functions include establishing and enforcing procedures relating to the reliability of the regional electrical
network and accounting for the production and delivery of electricity among generators and all other market participants. The
procedures are subject to PUCT oversight and review, and the PUCT chairman is an ex-officio member of the ERCOT Board. The
PUCT may authorize ERCOT to charge a reasonable and competitively neutral rate to wholesale buyers and sellers to cover the
independent organization’s costs. Individual electric utilities own sections or components of the ERCOT transmission grid and are
responsible for operating and maintaining their own transmission lines and equipment. The ISO coordinates the operation of the
transmission grid to ensure its reliability, and ERCOT coordinates with the various transmission-owning electric utilities to make
sure the transmission system will meet the needs of the electric market. SB 7 (described in greater detail below under “Electric
Utility Restructuring in Texas; Senate Bill 7”) provides that a retail electric provider, municipally-owned utility, electric
cooperative, power marketer, transmission and distribution utility (“TDU”), or Power Generation Company shall observe all
scheduling, operating, planning, reliability, and settlement policies, rules, guidelines and procedures established by the ISO.

Under the PUCT’s transmission open access rules, each transmission service provider in ERCOT is required to provide
transmission service to transmission customers in ERCOT. As compensation for this service, each transmission service provider
annually recovers, through ERCOT-wide transmission charges, its Transmission Cost of Service (“TCOS”), which is set by the
PUCT. See “SAN ANTONIO ELECTRIC AND GAS SYSTEMS — Transmission Access and Rate Regulation” herein.

In September 2006, the PUCT selected Potomac Economics (“Potomac”), an energy consulting firm, to serve as the independent
market monitor (“IMM”) for ERCOT, a function that was legislated at the request of the PUCT by the 2005 Texas Legislature.
The IMM has the authority to conduct monitoring, analysis and reporting activities but has no enforcement authority. A PUCT
rule provides that the IMM shall report directly to the PUCT any potential market manipulations, including market power abuse,
and any violations of PUCT rules or ERCOT protocols.

The PUCT rule establishes the IMM as an office independent from ERCOT, which is not subject to the supervision of ERCOT
with respect to its monitoring and investigative activities. ERCOT funds the operations of the IMM, but the budget and
expenditures of the IMM are subject to PUCT supervision and oversight. The ethical standards governing the IMM director and
staff are intended to prevent conflicts of interest between the IMM and a market participant or an affiliate of a market participant.
The rule took effect in April 2006.

Among other activities undertaken by the IMM was an investigation into relative shortages of energy in the balancing energy
market, which is used by ERCOT to ensure that supply and demand match at all times, and usually comprises around 5% of the
energy used in the market. Potomac concluded that a significant amount of available energy that could have been offered into the
balancing energy market was not, because of barriers and economic risks inherent in the balancing energy market, rather than
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physical or economic withholding. Potomac’s report expressed the view that such inefficiencies will be addressed when ERCOT
implements a nodal market (as opposed to the current “zonal” market) design for the wholesale market, currently projected for
2010 (as described below under “Post Senate Bill 7 Wholesale Market Design Developments™), which will result in better
utilization of these resources through pricing of power at the point where generators deliver power to the electric network and
through a day-ahead market. In the end, Potomac’s report concludes that there is little evidence that “the large amount of
unoffered capacity represents strategic withholding”.

Electric Utility Restructuring in Texas; Senate Bill 7

During the 1999 legislative session, the Texas Legislature enacted SB 7, providing for retail electric open competition. This began
on January 1,2002. SB 7 continues Texas electric transmission wholesale open access, which came into effect in 1997 and
requires all transmission system owners to make their transmission systems available for use by others at prices and on terms
comparable to each respective owner’s use of its system for its own wholesale transactions. SB 7 also fundamentally redefined
and restructured the Texas electric industry. The following discussion of SB 7 applies primarily to ERCOT.

SB 7 includes provisions that apply directly to Municipal Utilities, such as CPS Energy, as well as other provisions that govern
I0Us and electric co-operatives (“Electric Co-ops™). As of January 1, 2002, SB 7 allows retail customers of IOUs to choose their
electric energy suppliers. SB 7 also allows retail customers of those Municipal Utilities and Electric Co-ops that elect to opt-in, on
or after that date, to choose their electric energy suppliers. Provisions of SB 7 that apply to the CPS Energy electric system, as
well as provisions that apply only to IOUs and Electric Co-ops, are described below, the latter for the purpose of providing
information concerning the overall restructured electric utility market in which CPS Energy and the City could choose to directly
participate in the future.

SB 7 required IOUs to separate their retail energy service activities from regulated utility activities by September 1, 2000, and to
unbundle their generation, transmission/distribution and retail electric sales functions into separate units by January 1,2002. An
IOU may choose to sell one or more of its lines of business to independent entities, or it may create separate but affiliated
companies and possibly operating divisions. If so, these new entities may be owned by a common holding company, but each
must operate largely independent of the others. The services offered by such separate entities must be available to other parties on
non-discriminatory bases. Municipal Utilities and Electric Co-ops which open their service territories (“opt-in”) to retail electric
competition are not required to, but may, unbundle their electric system components. See “SAN ANTONIO ELECTRIC AND
GAS SYSTEMS — Service Area” herein.

Entities that have Opted-in to Competition

The following discussion relates to entities that are currently in electric competition in Texas, and does not apply to CPS Energy,
but could apply if CPS Energy and the City opt-in to electric competition. Generation assets of IOUs are owned by Power
Generation Companies, which must register with the PUCT and must comply with certain rules that are intended to protect
consumers, but they otherwise are unregulated and may sell electricity at market prices. IOU owners of TDUs are fully regulated
by the PUCT. Retail sales activities are performed by Retail Electric Providers (“REPs”) which are the only entities authorized to
sell electricity to retail customers (other than Municipal Utilities and Electric Co-ops within their service areas, or, if they have
adopted retail competition, also outside their service areas). REPs must register with the PUCT, demonstrate financial capabilities
and comply with certain consumer protection requirements. REPs buy electricity from Power Generation Companies, power
marketers, and/or other parties and may resell that electricity to retail customers at any location in Texas (other than within service
areas of Municipal Utilities and Electric Co-ops that have not opened their service areas to retail competition). TDUs, Municipal
Utilities, and Electric Co-ops that have chosen to participate in competition are obligated to deliver electricity to retail customers
and are all also required to transport electricity to wholesale buyers. The PUCT is required to approve the construction of TDUs’
new transmission facilities and may order the construction of new facilities in Texas in order to relieve transmission congestion.
TDUs are required to provide access to both their transmission and distribution systems on a non-discriminatory basis to all
eligible customers. Retail rates for the use of distribution systems of Municipal Utilities and Electric Co-ops are exclusively
within the jurisdiction of these entities’ governing bodies rather than that of the PUCT.

SB 7 also provides a number of consumer protection provisions. Each service area within Texas that participates in retail
competition has a designated Provider of Last Resort; those Providers of Last Resort serving in former service areas of IOUs are
selected and approved by the PUCT. The Provider of Last Resort is a REP that must offer to sell electricity to any retail customer
in its designated area at a standard rate approved by the PUCT. The Provider of Last Resort must also serve any customer whose
REP has failed to provide service. Each Municipal Utility and Electric Co-op that opts-in to retail competition may designate itself
or another qualified entity as the Provider of Last Resort for its service territory. In such cases, the respective Municipal Utility or
Electric Co-op, not the PUCT, will set the electric rates for such respective Provider of Last Resort.
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Under SB 7, IOUs may recover a portion of their “stranded costs” (the net book value of certain “non-economic” assets less
market value and certain “above market” purchased-power costs) and “regulatory assets”, which is intended to permit recovery of
the difference between the amount necessary to pay for the assets required under prior electric regulation and the amount that can
be collected through market-based rates in the open competition market. SB 7 establishes the procedure to determine the amount
of IOU stranded costs and regulatory assets. The PUCT has determined the stranded costs, which have been and will be collected
through a non-bypassable competitive transition charge collected from the end retail electric users within the IOU’s service
territory as it existed on May 1, 1999. The charge is collected primarily as an additional component to the rate for the use of the
retail electric distribution system delivering electricity to such end user.

I0Us may recover a certain portion of their respective stranded costs through the issuance of bonds, with a maturity not to exceed
15 years, whereby the principal, interest and reasonable costs of issuing, servicing and refinancing such bonds is secured by a
qualified rate order of the PUCT that creates the “competitive transition charge”. Neither the State nor the PUCT may amend the
qualified rate order in any manner that would impair the rights of the “securitized” bondholders.

Additional Impacts of Senate Bill 7

Municipal Utilities and Electric Co-ops are largely exempt from the requirements of SB 7 that apply to IOUs. While IOUs became
subject to retail competition beginning on January 1, 2002, the governing bodies of Municipal Utilities and Electric Co-ops have
the sole discretion to determine whether and when to opt-in to retail competition. However, if a Municipal Utility or Electric Co-
op has not voted to opt-in, it will not be able to compete for retail energy customers at unregulated rates outside its traditional
electric service area or territory.

SB 7 preserves the PUCT’s regulatory authority over electric transmission facilities and open access to such transmission facilities.
SB 7 provides for an independent transmission system operator (an ISO as previously defined) that is governed by a board
comprised of market participants and independent members and is responsible for directing and controlling the operation of the
transmission network within ERCOT. The PUCT has designated ERCOT as the ISO for the portion of Texas within the ERCOT
area. In addition, SB 7 (as amended by the Texas Legislature after 1999) directs the PUCT to determine electric wholesale
transmission open access rates on a 100% “postage stamp” pricing methodology.

The greatest potential impact on CPS Energy’s electric system from SB 7 could result from a decision by the Board and the City
Council to participate in a fully competitive market, particularly in light of the fact that CPS Energy is among the lowest cost
producers of electric energy in Texas. On April 26, 2001, the City Council passed a resolution stating that the City did not intend
to opt-in to the deregulated electric market beginning January 1, 2002. However, CPS Energy currently believes that it is taking
all steps necessary to prepare for possible competition in the unregulated energy market, should the Board and the City Council
make a decision to opt-in, or future legislation forces Municipal Utilities and Electric Co-ops into retail competition.

Any future decision of the Board and the City Council to participate in full retail competition would permit CPS Energy to offer
electric energy service to customers located in areas participating in retail choice that are not presently within the certificated
service area of CPS Energy. The Board and the City Council could likewise choose to open the CPS Energy service area to
competition from other suppliers while choosing not to have CPS Energy compete for retail customers outside its certified service
area.

As discussed above, Municipal Utilities and Electric Co-ops will also determine the rates for use of their distribution systems after
they open their territories to retail competition, although the PUCT has established by rule the terms and conditions applicable to
have access to those systems. SB 7 also permits Municipal Utilities and Electric Co-ops to recover their stranded costs through
collection of a non-bypassable transition charge from their customers if so determined by such entities through procedures that
have the effect of procedures available to IOUs under SB 7. Unlike IOUs, the governing body of a Municipal Utility determines
the amount of stranded costs to be recovered pursuant to rules and procedures established by such governing body. Municipal
Utilities and Electric Co-ops are also permitted to recover their respective stranded costs through the issuance of bonds in a similar
fashion to the IOUs. Any decision by CPS Energy as to the magnitude of its stranded costs, if any, would be made in conjunction
with the decision as to whether or not to participate in retail competition.

A Municipal Utility that decides to participate in retail competition and to compete for retail customers outside its traditional
service area will be subject to a PUCT-approved code of conduct governing affiliate relationships and anti-competitive practices.
The PUCT has established by a standard rule the terms and conditions, but has no jurisdiction over the rates, for open access by
other suppliers to the distribution facilities of Municipal Utilities electing to compete in the retail market. If a Municipal Utility
decides to participate in retail competition, its customers are subject to being charged a PUCT-approved System Benefit Fund fee
per megawatt hour beginning six months prior to implementation of customer choice. The fee is a contribution to a statewide fund
targeted at property tax replacement, low-income assistance programs and customer education.
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Among other provisions, SB 7 provides that nothing in that act or in any rule adopted under it may impair any contracts,
covenants, or obligations between municipalities and bondholders of revenue bonds issued by municipalities and that nothing in
that act may impair the tax-exempt status of municipalities or compel them to use facilities in a manner that violates any bond
covenants or other exemption of interest or tax-exempt status. The bill also improves the competitive position of Municipal
Utilities by allowing local governing bodies, whether or not they implement retail choice, to adopt alternative procurement
processes under which less restrictive competitive bidding requirements can apply and to implement more liberal policies for the
sale and exchange of real estate. Also, matters affecting the competitiveness of Municipal Utilities are made exempt from
disclosure under the open meetings and open records acts and the right of Municipal Utilities to enter into risk management and
hedging contracts for fuel and energy is clarified. See “FUEL SUPPLY”, “WHOLESALE POWER MARKETING” and
“ENTERPRISE RISK MANAGEMENT” herein for discussion of the Energy Price Risk Management Program in use at
CPS Energy.

During its 79" Legislative Session in 2005, the Texas Legislature reviewed the mission and performance of the PUCT, as required
by the Texas Sunset Act. This act provides that the Sunset Commission, composed of legislators and public members, periodically
evaluate a state agency to determine if the agency is still needed, and what improvements are needed to ensure that tax dollars are
appropriately utilized. Based on recommendations of the Sunset Commission, the Texas Legislature ultimately decides whether an
agency continues to operate into the future.

The 79™ Legislature in its review of the PUCT, reauthorized the agency until 2011. Reforms were enacted to increase the
accountability of ERCOT, including added regulatory scrutiny and governance changes that add independence while preserving
input from industry experts. An “independent market monitor” selected by and reporting to the PUCT, was institutionalized to
help guard against manipulation in the Texas wholesale electric market. No significant, direct impact on CPS Energy is
anticipated as a result of this legislation.

Post Senate Bill 7 Wholesale Market Design Developments

In the summer of 2003, the PUCT adopted rules requiring that ERCOT transition from a zonal to a nodal wholesale market and
requiring that new protocols to accomplish this transition be submitted to the PUCT for review. Implementation of the nodal
market will include, among other elements: direct assignment of the costs of local transmission congestion to market participants
that cause the congestion; implementation of an integrated, financially binding day-ahead market; and nodal energy prices for
resources and zonal energy prices for loads. Consistent with the rule, ERCOT and industry stakeholders have developed and
submitted to the PUCT protocols and proposed energy load zones to implement these market design elements, together with an
independent cost-benefit analysis (which indicated that the conversion would cost approximately $260 million, while yielding
approximately $6 billion in benefits). The PUCT in 2005 reaffirmed its intent to implement the nodal market in ERCOT. In
December 2005, the PUCT conducted a hearing on the nodal protocols submitted by ERCOT, and in April 2006 it issued an order
approving the implementation of the nodal market. ERCOT has completed its process of design specification and is currently in
the implementation phase of its nodal systems. Market participants, including CPS Energy, are also in the implementation phase
for the upgrade of their systems necessary to operate in accordance with the nodal market protocols. Three municipalities have
appealed approval of the protocols to the Travis County District Court, but the appeal has been abated because of the hereinafter
described delay of the launch of the nodal market.

Since the PUCT’s action requiring the conversion, the transition by ERCOT from a zonal to a nodal wholesale market has
experienced delays and increased cost projections. The original effective date of conversion (October 1, 2006) has twice been
delayed (first to the end of 2008/beginning of 2009 and, most recently (as announced on November 26, 2008), to
December 1, 2010), and the anticipated cost has increased from approximately $260 million to $660 million. To accommodate
this projected cost increase, ERCOT petitioned the PUCT on March 31, 2009, for an increase in the nodal surcharge assessed to
energy generators. On September 24, 2009, the PUCT approved a Non-Unanimous Stipulation that requires the $0.169 interim
nodal surcharge approved by the Commission to continue through December 31, 2009, and imposed a revised nodal surcharge of
$0.375 per megawatt-hour beginning January 1, 2010. Signatories to the Stipulation Agreement also agreed not to contest the
allocation of the nodal surcharge to generators as previously approved by the Commission. These fees are directly applied to
customer bills as they become effective. See “SAN ANTONIO ELECTRIC AND GAS SYSTEMS — Transmission Access and
Rate Regulation” herein.

These delays and cost increases have drawn criticism from certain Texas legislators, as well as from energy generators that will
fund this conversion through payment of the increased nodal surcharge described above. The new cost/benefit analysis for this
conversion, delivered in mid-December 2008, found the benefits of the nodal market still outweighed not completing the
conversion.
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Environmental Restrictions of Senate Bill 7 and Other Related Regulations

SB 7 contains specified emissions reduction requirements for certain older electric generating units, which would otherwise be
exempt from the Texas Commission on Environmental Quality (“TCEQ”) permitting program by virtue of “grandfathered” status.
Under SB 7, annual emissions of nitrogen oxides (“NO,”) from such units were reduced by 50% from 1997 levels, beginning
May 1, 2003. These emissions have been reported on a yearly basis and CPS Energy has met the requirements of its NO, cap for
the applicable units for the past three compliance years. CPS Energy has final Electric Generating Facility (“EGF”) State permits
from the TCEQ for its four older electric generating plant sites, comprising 11 gas-fired units. CPS Energy may require future
additional expenditures for emission control technology. See “ENVIRONMENTAL MATTERS — Federal Clean Air Act” and
“CONSTRUCTION PROGRAM?” herein for discussion of the cumulative economic effect of these requirements together with
requirements under Federal Clean Air Act permits.

Although SB 7 instituted many of the changes to environmental emission controls which affect grandfathered electric generating
plants, another TCEQ regulation, Chapter 117, is directed at all units in the state, including CPS Energy’s coal plants. These
regulations required a 50% reduction in NO, emissions statewide beginning May 1, 2005, and system-wide on an annual basis.
The first reporting period for CPS Energy’s power plants subject to the Chapter 117 cap was for the compliance period
May 1, 2005 to April 2006. CPS Energy has met the Chapter 117 cap for each compliance period. As a result of the J.K. Spruce
Plant Unit 2 (“JKS 2”) air permitting process, CPS Energy has committed to tighter NO emission limitations than what is required
under Chapter 117 at the Calaveras Power Station once the JKS 2 unit comes on line. The final Clean Air Interstate Rule
(“CAIR”) has imposed even more NO, restrictions on CPS Energy power plants as described in “ENVIRONMENTAL
MATTERS” herein. Changes to environmental emission controls may have the greatest effect on coal plants. See
“ENVIRONMENTAL MATTERS — Federal Clean Air Act” herein. Further statutory changes and additional regulations may
change existing cost assumptions for electric utilities. Such changes could have a material impact on the cost of power generated
at affected electric generating units.

SB 7 established the State’s goal for renewable energy in 1999 but made no special provisions for transmission to interconnect
renewable resources. The rapid development of wind power in west Texas since 2001 has shown that wind farms can be built
more quickly than traditional transmission facilities. This timing difference poses a dilemma for planning as it is difficult to know
whether a new line will be needed if the generation facilities do not yet exist. A wind farm is difficult to finance if there is no
certainty that sufficient transmission will be available to deliver generated electricity. Senate Bill 20, enacted by the Texas
Legislature in 2005 (“SB 20”), authorized the PUCT to regulate in this area, and specifically authorized the PUCT to identify an
area with sufficient renewable energy potential, known as competitive renewable energy zones (“CREZs”) and pre-designate the
need for transmission facilities serving the area even if no specific renewable generation projects exist or are under construction.
The designation of CREZs in regions with developable renewable resources would be partially based on financial commitments of
wind project developers desirous of building in the CREZ. In July 2008, the PUCT voted to create five CREZs in west Texas and
the Panhandle. In August 2008, the PUCT further decided that an additional 18,456 MW of wind energy from the five CREZs
would be delivered into ERCOT via transmission lines estimated to cost ERCOT rate payers a minimum of $4.93 billion. The
PUCT awarded the construction of those transmission lines to existing transmission service providers (“TSPs”) in whose service
areas the lines will be located and new entrants seeking to become TSPs. The PUCT’s decision was appealed by the City of
Garland, and a State District Court determined that the PUCT should have given municipally owned utilities consideration in the
CREZ award process. In March 2010, the PUCT awarded the City of Garland a CREZ line to construct. CPS Energy does not
plan to renew its request for authority to construct any part of the CREZ lines. Under the statewide transmission costs allocation
process, CPS Energy will pay approximately 7% of these construction costs.

According to ERCOT, about 8.3% of the electricity generated in Texas during the first half of 2010 came from renewable energy
resources, up from 6.4% for all of 2009. The total capacity of renewable facilities in Texas as of June 30, 2010, is approximately
10,073.5 MW which exceeds the 5,000 MW goal specified in the PUCT Substantive Rule 25.173 — Goal for Renewable Energy
and it exceeds the January 1, 2025 “target” of 10,000 MW wind generation. At 10:58 pm on June 12, 2010, wind generation in
ERCOT produced a new record of 7,016 MW, which represented 15.8% of the system load at that time. The previous record was
6,272 MW on March 5, 2010, which represented 19% of the load at that time.

On February 26,2008, ERCOT implemented the second stage of its emergency grid procedures (out of 4 stages) following a
sudden drop in the system frequency. The drop in system frequency was attributed to a combination of events including a drop in
wind energy production at the same time the evening electricity load was increasing, accompanied by multiple power providers,
other than CPS Energy, falling below their scheduled energy production. The loss of wind energy also resulted in congestion in
certain parts of the ERCOT transmission system. Implementing the stage two emergency procedures stabilized ERCOT system
frequency. Other than interruptible loads, no other customers in the ERCOT region lost power due to the event. Because of the
challenges associated with scheduling wind energy, ERCOT has chosen to count only 8.6% of nameplate wind capacity toward
ERCOT’s reserve margin requirements.
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The Legislature increased the State’s renewable energy goal in 2005 with the enactment of SB 20. As amended by SB 20, PURA
directs that the cumulative installed renewable capacity in the State must total 2,280 MW by January 1, 2007; 3,272 MW by
January 1, 2009; 4,264 MW by January 1, 2011; 5,256 MW by January 1, 2013; and 5,880 MW by January 1, 2015. Further, the
PUCT is directed to establish a target of 10,000 MW by January 1, 2025. The legislation includes a target of 500 MW from
renewable resources other than wind power and requires the PUCT to designate CREZs to expedite transmission planning. In
addition, on April 2, 2008, ERCOT filed a report with the PUCT concerning wind power and the transmission facilities that may
be necessary to transfer the electric power across the State. No actions taken during the 81* Session of the Texas Legislature,
which adjourned on June 1, 2009, in this regard impact CPS Energy.

Looking to the future, CPS Energy plans to evolve from a company focused on providing low-cost power from traditional
generation sources to a company providing competitively priced power from a variety of sustainable sources. CPS Energy will
continue to focus on high levels of reliability to the communities it serves, while working on customer retention and loyalty.

RESPONSE TO COMPETITION

In order to prepare to operate successfully in the new competitive environment created by the enactment of SB 7, CPS Energy
developed a marketing plan that focuses on retaining the retail customers in its historic service areas and active participation in
wholesale markets. Programs concentrate on not only meeting all customers’ traditional needs, but also on providing products and
services that provide comfort and convenience for residential customers and improve productivity and reduce costs for commercial
and industrial customers. In addition, CPS Energy is improving internal and external communications, promoting participation in
a wide variety of community initiatives, staying actively involved with regulatory issues, and focusing on the strategies and
objectives at the corporate and business unit levels which have been identified as critical to success.

As a step in diversifying its energy resource plan, CPS Energy is aggressively pursuing renewable energy supplies. CPS Energy is
currently receiving renewable energy under several long-term contracts. CPS Energy has a 20-year contract for 160.5 MW of
wind-generated electricity from the Desert Sky Wind Project; a 20-year contract for 100.5 MW from the Cottonwood Creek Wind
Farm; a 20-year contract for 240.8 MW from an expansion to the Cottonwood Creek Wind Farm; a 15-year contract for 76.8 MW
from the Penascal Wind Farm; and a 15 year contract for 130.4 MW from the Papalote Creek Wind Farm. CPS Energy also has a
landfill gas-generated energy project totaling 9.6 MW which came on-line in December 2005. See “DESCRIPTION OF
PHYSICAL PROPERTY - Electric System — Generating Plants” herein.

To date CPS Energy’s renewable energy capacity totals more than 718.6 MW in service with another 191.4 MW under contract.
CPS Energy has one of the most aggressive renewable energy programs in Texas with a renewable capacity under contract
equivalent to nearly 19.6% of its historic peak power requirement. For discussion of the reliability of wind-powered generation,
see “CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY - Environmental Restrictions of Senate Bill 7
and Other Related Regulations™ herein.

With respect to state and national legislative action regarding competition, CPS Energy continues to participate actively in the
legislative process to voice the interests of Municipal Utilities and play an integral part in shaping the new environment in which it
will operate. CPS Energy continues to evaluate the price components of the energy services it provides, recognizing that the price
for electricity will be a paramount factor for succeeding in a deregulated environment. Cost containment initiatives coupled with
additional phases of debt management strategies will continue in the years ahead.

In conjunction with the onset of deregulation and retail competition, overall merchant plant activity in ERCOT increased
significantly in recent years, with more than 48,705 MW of new generation completed since wholesale competition was introduced
in September 1995. The result of these capacity additions has been a strong downward pressure on wholesale power prices that, in
turn, has led several companies to decommission or “mothball” less efficient power plants. According to information posted at the
PUCT website, as of December 28, 2009, 8 ERCOT facilities (2,718 MW) were mothballed since September 1995, and 38 such
facilities have been retired (9,824 MW) since 2002. CPS Energy was a net seller of power when excess capacity was available.
The market is constantly monitored, and CPS Energy continues to purchase or sell on a daily basis to optimize use of its generation
portfolio.

Strategic Planning Initiatives

CPS Energy has a comprehensive corporate strategic plan that is designed to make CPS Energy more efficient and competitive,

while delivering value to its various customer groups and the City. On August 22, 2005, the Board approved a new strategic plan,

developed by a cross-functional team. The plan built on the CPS Energy mission, vision, and core values, as well as long-term

goals adopted in 2004, as part of the strategic process. The strategic plan has evolved to include components for the wholesale;

retail; transmission and distribution; gas; and shared services business units/areas. Each plan is the responsibility of the business

unit and will focus on Customer Relationships; Employee Relationships; External Relationships; Operational Excellence;
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Renewables, Carbon Constraints and the Environment; Technology & Innovation; Financial Integrity. The senior executive team
has accountability for development and delivery of corporate strategy and the related plans. The Board reviews and approves the
corporate strategy each year.

Major initiatives and key action plans necessary to accomplish the corporate objectives and meet or exceed the targets are also
included in each plan. Status reports on strategies, risks and market changes are provided to the Board and senior management on
a regular basis. An oversight team, appointed by senior management, ensures consistency with the corporate vision and directs the
resolution of cross-business unit issues. Vision 2020 was completed in 2008, outlining CPS Energy’s long term view, focused on
the key business drivers for the coming decade: customer relationships, employee relationships, external relationships, carbon
constraints and the environment, technology and innovation, and financial integrity. In furtherance of Vision 2020, CPS Energy
and the City hosted a Sustainability Workshop in April 2009. CPS Energy continues to work with City and community leaders in
the development of sustainability initiatives to improve the overall quality of life in San Antonio. CPS Energy periodically
updates Vision 2020 to ensure it properly reflects CPS Energy’s perspective and direction.

Debt and Asset Management Program

CPS Energy has developed a debt and asset management program (“Debt Management Program”) for the purposes of lowering the
debt component of energy costs, maximizing the effective use of cash and cash equivalent assets and enhancing financial
flexibility. An important part of the Debt Management Program is debt restructuring through the prudent employment of variable
rate debt. CPS Energy does not currently use interest rate swaps, but continues to assess them as possibilities for the future. The
program also focuses on the use of unencumbered cash and available cash flow, when available, to redeem debt ahead of
scheduled maturities as a means of reducing outstanding debt. The Debt Management Program is designed to lower interest costs,
fund strategic initiatives and increase net cash flow. CPS Energy has a Debt Management Policy (“Policy”), providing guidelines
under which financing and debt transactions are managed. These guidelines focus on financial options intended to lower debt
service costs on outstanding debt; facilitate alternative financing methods to capitalize on the present market conditions and
optimize capital structure; and maintain favorable financial ratios. Under these guidelines, CPS Energy’s gross variable rate
exposure is limited to 25% of total outstanding debt.

Current Economic Developments

CPS Energy works independently as well as with local economic development agencies to recruit, retain and encourage the
expansion of targeted businesses throughout the service territory. Strategic initiatives include the pro-active recruitment, retention
and expansion of the following industries which have the most potential advantage to CPS Energy: advanced manufacturing
(including aviation, aerospace, automotive), life sciences/bio-medical, homeland security, information technology (including data
centers, financial service centers, insurance and back office operations) and large-scale retail developments.

Even in a recessionary national economy, San Antonio continues to systematically grow its economy, as indicated by recent
publications naming San Antonio as one of the nation’s best performing and strongest metro areas during the most recent recession
(Brookings Institute, Business Week, Forbes).

The City has solidified its position nationally as a location for companies with mission critical information technology, information
security and data storage requirements. Microsoft, the 24" Air Force (Cyber Command), Affiliated Computer Services (“ACS”),
Lowe’s Home Improvement, Valero Energy, Christus Healthcare, Frost Bank, Rackspace Managed Hosting, Power Loft, the
Texas Cryptologic Center, Corporate Office Properties Trust — all have decided to locate data centers in San Antonio, the seventh-
largest city in the United States. All cite CPS Energy, the nation’s largest municipally owned energy company providing electric
and natural gas service, as one of the primary reasons for those decisions.

Over the past year and one-half, San Antonio has been successful in recruiting 16 new or expanding companies into the
CPS Energy service territory with the potential to create almost 7,000 new jobs, including:

e Medtronic Diabetes National Sales and Operations Headquarters will serve as the company’s diabetes therapy
management and education center. This new 150,000 square foot facility has created 1,400 new jobs;

e Nationwide Mutual Insurance Company based in Columbus, Ohio will create 838 jobs in San Antonio at a new regional
corporate campus;

e Transcom North America, Canada’s largest privately-held provider of customer relationship and contract center services
will create 1,400 jobs;

e Toyota Motor Corporation’s decision to move its Tacoma truck production to San Antonio will create 850 new jobs
anticipated by the end of 2010;

e Allstate Corp. plans to open a customer information center in San Antonio that will employ 600 full-time employees;

e Kohl’s has opened a regional operations center for its credit card program and will employ 1,065;
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e Atento will employ 400 in its new back office contact center; and
e BD (Becton, Dickinson Company), a leading global medical technology company, will open a professional services
headquarters creating 296 jobs.

New business development is achieved in partnership with the San Antonio Economic Development Foundation and results in
development throughout the CPS Energy service territory. For example, the Cole Hersee Company, a manufacturer and distributor
of electrical switches, recently located to the City of Schertz adding 30 new jobs.

Work continues on the Texas Cryptologic Center (“TCC”) in San Antonio. The TCC has committed to establish a regional
cryptology center to support its communications intelligence — and is projected to retain and create almost 2,000 jobs over the next
few years. At full build-out, in 2014, this center will result in an additional load of over 60 MW onto the CPS Energy system.
This operation has already been the catalyst for the development of a new office park surrounding the TCC site as two buildings
are currently under construction.

In addition, progress continues on other major projects such as the United States Department of Defense’s Base Realignment and
Closure (“BRAC”) program.

The San Antonio economy is holding up stronger than what most of the nation is experiencing. The unemployment rate in
San Antonio is 7.7% and is lower than the state and national rate of 8.5% and 9.7% respectively. San Antonio is expecting job
growth of 2%-2.5% for 2010. Although Bexar County has experienced a decrease in the number of residential housing permits,
the 12-month moving average remains positive. As a result, CPS Energy is not predicting net customer losses as a result of the
current economic slow-down.

CONSTRUCTION PROGRAM

Comprehensive programs for planning and construction to meet current and future electric and gas systems needs are continually
being reviewed and updated, and are aligned with the strategic plan. CPS Energy utilizes computer-based mathematical models
for its forecasting processes. CPS Energy bases its near-term construction and operating needs on a five-year forecast. This short-
term annual forecast is supported by a 35-year electric resource plan and is integrated in the long-term financial plan. These
assumptions are subject to substantial change and are revised as necessary to maintain CPS Energy’s competitive position.

While short-term energy demand projections have been impacted by recent economic developments and while energy efficiency
and conservation is expected to reduce usage through STEP, positive customer growth is still expected. CPS Energy expects to see
continued growth in its customer base for the electric and gas systems due to projected population growth in the San Antonio area.
The current energy sales and peak demand forecast predicts annual increases in sales over the next 25 years of 1.64% and 0.04% in
electric and gas sales, respectively, and an average peak demand growth rate over the next 25 years of 1.28% per year.
CPS Energy has continued to expand its electric customer extensions, with ongoing construction growth in this area. The capital
projects in fiscal year 2010-11 are planned to be funded with transfers from internally generated funds, debt proceeds, and other
sources.

A capital improvement plan is made for planning purposes and may identify projects that may be deferred or omitted entirely in
future years. In addition, the proposed funding sources for the plan may be modified to meet changing conditions. Likewise, as
conditions change, new projects may be added that are not currently identified. CPS Energy continually monitors and updates the
capital plan with estimates of expenditures necessary to meet proposed and probable new environmental regulations and regulatory
standards. CPS Energy’s current $3.006 billion, five-year capital improvement plan is forecasted from February 1, 2010 to
January 31, 2015, and does not include expenditure for further development of CPS Energy’s existing 7.625% interest in STP
Units 3 and 4.

Construction projects include electric transmission, electric generation, electric distribution, general properties, and gas facilities.
See also “DESCRIPTION OF PHYSICAL PROPERTY - Electric System” herein. The capital program is primarily driven by the
generation function and includes expenditures for completing JKS 2 and additional gas peaking generation, various environmental
and production upgrades at existing plants, and CPS Energy’s 40% share of STP Units 1 and 2. The remainder of the capital
budget is for electric distribution, electric transmission, gas distribution, and shared services including the deployment of
Advanced Metering Infrastructure technology.

Over the five-year period covered by the current capital plan, construction funding from debt proceeds averages approximately
$419.9 million per year, with other significant sources of funding for the plan consisting of internally generated funds.

The Community Infrastructure and Economic Development Fund (“CIED”) was established by Board policy on January 19, 2005,
as a successor to the Overhead Conversion Fund (“OCF”’). The OCF was originally instituted in 1993 by the Board in response to
interest by the citizens and governing bodies of the City and the suburban cities within the CPS Energy service area to enhance the
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aesthetic appeal of the public areas by minimizing the visual impact of overhead electric facilities. The OCF amount, set annually,
equaled 1% of the electric revenue (less uncollectibles) of the CPS Energy electric system billed during the previous fiscal year to
retail electric customers of CPS Energy residing within the City and each of the suburban cities. For several reasons, including the
high cost of converting overhead facilities to underground, the City and the suburban cities had difficulty spending the OCF
monies on an annual basis. In late 2004, CPS Energy was asked to consider expanding the potential uses of the fund. This request
was later approved by the Board.

Going forward, CPS Energy will continue to make all or any part of the monies available for “traditional” OCF projects (re-routing
or undergrounding), but will also make the funds available for certain eligible economic development and environmental
stewardship/energy efficiency projects. Such projects are evaluated for their ability to improve the environment, create new jobs,
and generate new electric and gas revenues. Both of these new allowable uses (economic development and environmental
stewardship) require a positive cost-benefit evaluation, meaning that CPS Energy is likely to receive greater economic return as a
result of the project being eligible to receive CIED Fund monies and other investments applied toward the project. The CIED
Fund allocable to all the beneficiary entities as of July 31, 2010, totaled over $51 million.

By further policy change effective January 2006, and by City ordinance passed in February 2006, CPS Energy agreed to transfer
monies allocable to the City under the CIED Fund Policy to that entity’s General Fund. The transfer is subject to the limitations
that the: (1) total annual City transfer from the gross revenue of the Systems, inclusive of the CIED fund transfers, does not
exceed 14% of CPS Energy’s total gross revenues (in compliance with the Bond Ordinances), and (2) CIED fund transfer does not
exceed 1% of electric base rates paid by residents of the City. Using a portion of the CIED fund’s beginning balance on
March 30, 2009, the City sought and obtained consent from CPS Energy for a one-time transfer of previously collected CIED
funds allocable to t