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The Power Revenue Refunding Bonds, Series DDD (the “Bonds”) of Puerto Rico Electric Power Authority (the
“Authority”) are being issued pursuant to a Trust Agreement, dated as of January 1, 1974, as amended, between the
Authority and U.S. Bank National Association, New York, New York, successor trustee (the “Trust Agreement”).
The Bonds, the outstanding bonds previously issued under the Trust Agreement and any additional bonds that the
Authority may from time to time issue under the Trust Agreement are payable solely from the net revenues of the
Authority’s electric generation, transmission and distribution system.

The Bonds will have the following characteristics:
e The Bonds will be dated their date of delivery.

¢ The Bonds will be registered under the book-entry only system of The Depository Trust Company (“DTC”).
Purchasers of the Bonds will not receive certificates evidencing the Bonds.

e Interest on the Bonds will be payable on January 1, 2011 and on each July 1 and January 1 thereafter.

¢ The Bonds will be subject to redemption, commencing on July 1, 2020 (July 1, 2015 in the case of the Bonds
maturing on July 1, 2022 bearing an interest rate of 3.75%, July 1, 2023 bearing an interest rate of 3.625%,
July 1, 2023 bearing an interest rate of 3.875% and July 1, 2024), as described herein.

e The inside cover page contains information concerning the maturity schedule, interest rates and prices or
yields of the Bonds.

e The scheduled payment of principal of and interest on the Bonds maturing July 1, 2023 bearing an interest
rate of 5% with a par amount of $7,725,000, July 1, 2023 bearing an interest rate of 3.625% and July 1, 2024 (the
“Insured Bonds”), when due will be guaranteed under an insurance policy to be issued concurrently with the
delivery of the Insured Bonds by Assured Guaranty Municipal Corp. (formerly known as Financial Security
Assurance Inc.), as indicated on the inside cover of this Official Statement.

e Prospective investors should consider the information appearing under INVESTMENT CONSIDERATIONS
before making an investment decision.

e In the opinion of Bond Counsel, under existing law and assuming compliance with the tax covenants
described herein, and the accuracy of certain representations and certifications made by the Authority,
interest on the Bonds is excluded from gross income for Federal income tax purposes under Section 103 of
the Internal Revenue Code of 1986, as amended (the “Code”). Bond Counsel is also of the opinion that such
interest is not treated as a preference item in calculating the alternative minimum tax imposed under
the Code with respect to individuals and corporations. Interest on the Bonds is, however, included in the
adjusted current earnings of certain corporations for purposes of computing the alternative minimum tax
imposed on such corporations. Bond Counsel is further of the opinion that interest on the Bonds is exempt
Sfrom state, Commonwealth and local income taxation. See TAX MATTERS herein.

e The Authority expects that the Bonds will be available for delivery to DTC on or about October 14, 2010.

e The issuance of the Bonds and the purchase of the Bonds by the Underwriters are subject to the approval of
legality by Nixon Peabody LLP, Bond Counsel, and certain other conditions. Pietrantoni Méndez & Alvarez LLP,
San Juan, Puerto Rico, will pass upon certain legal matters for the Underwriters.

The Bonds are not a debt or obligation of the Commonwealth of Puerto Rico or any of its municipalities
or political subdivisions, other than the Authority, and neither the Commonwealth of Puerto Rico nor any
of its municipalities or political subdivisions, other than the Authority, shall be liable for the payment of
the principal of or interest on the Bonds.
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Maturity Date Principal Interest
July 1, Amount Rate Yield CUSIP’
2019 $10,755,000 3.30% 3.350% 74526QZD7
2019 9,915,000 5.00 3.350 74526QZK1
2020 2,150,000 3.50 3.550 74526QZES
2020 31,070,000 5.00 3.550 74526QZL9
2021 4,135,000 3.625 3.750 74526QZF2
2021 51,995,000 5.00 3.750" 74526QZM7
2022 35,855,000 5.00 3.860" 74526QZN5
2022 4,680,000 3.75 3.860 74526QZG0
2023 4,885,000 5.00 3.950" 74526QZP0
2023 3,750,000 3.875 3.950 74526QZH8
2023¢ 7,725,000 5.00 3.650" 74526QZQ8
2023% 25,840,000 3.625 3.650 74526QZC9
2024% 25,470,000 3.650 3.700 74526Q7ZJ4

Copyright 2010, American Bankers Association. CUSIP data herein is provided by Standard & Poor’s, CUSIP Service Bureau, a division
of the McGraw-Hill Companies, Inc. This data is not intended to create a database and does not serve in any way as a substitute for the
CUSIP Services. CUSIP numbers are provided for convenience of reference only. Neither the Authority nor the Underwriters take any

responsibility for the accuracy of such numbers.

Priced at the stated yield to the July 1, 2020 optional redemption date at a redemption price of 100%. See Optional Redemption under

DESCRIPTION OF THE BONDS herein.

Insured by Assured Guaranty Municipal Corp. (formerly known as Financial Security Assurance Inc.).



In connection with this offering, the Underwriters may overallot or effect transactions
which stabilize or maintain the market prices of the Bonds offered hereby and of the Authority’s
outstanding Power Revenue Bonds at levels above those which might otherwise prevail in the open
market. Such stabilizing, if commenced, may be discontinued at any time. The Underwriters may
offer and sell the Bonds to certain dealers and dealer banks and others at a price lower than the
public offering price stated on the inside cover page and said offering price may be changed from
time to time by the Underwriters.

The information set forth herein has been obtained from the Authority, the Commonwealth of
Puerto Rico, and other official sources that are believed to be reliable, but it is not guaranteed as to
accuracy or completeness and is not to be construed as a representation by any Underwriter. The
information and expressions of opinion herein are subject to change without notice, and neither the
delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create any
implication that there has been no change in the affairs of the Authority or the Commonwealth of Puerto
Rico since the date hereof. The various tables may not add due to rounding of figures.

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

No dealer, broker, sales representative or other person has been authorized by the Authority or the
Underwriters to give any information or to make any representations, other than those contained herein,
and, if given or made, such other information or representations must not be relied upon as having been
authorized by the Authority or any Underwriter. This Official Statement does not constitute an offer to
sell, or the solicitation of an offer to buy, nor shall there be any sale of the Bonds offered hereby by any
person in any jurisdiction in which it is unlawful for such person to make such offer, solicitation or sale.

All quotations from and summaries and explanations of provisions of laws, trust agreements, the
Bonds and other documents herein do not purport to be complete. Reference is made to said laws, trust
agreements, the Bonds and other documents for full and complete statement of their provisions. Copies of
the above are available for inspection at the offices of the Authority and the Trustee.

Assured Guaranty Municipal Corp. (formerly known as Financial Security Assurance Inc.)
(“AGM”) makes no representation regarding the Bonds or the advisability of investing in the Bonds. In
addition, AGM has not independently verified, makes no representation regarding, and does not accept
any responsibility for the accuracy or completeness of this Official Statement or any information or
disclosure contained herein, or omitted herefrom, other than with respect to the accuracy of the
information regarding AGM supplied by AGM and presented under the heading “BOND INSURANCE”
and “Appendix V - Specimen Municipal Bond Insurance Policy”.

Certain statements contained in this Official Statement reflect not historical facts but
forecasts and “forward-looking statements.” These statements are based upon a number of
assumptions and estimates that are subject to significant uncertainties, many of which are beyond
the control of the Authority. In this respect, the words “estimates,” “projects,” “anticipates,”
“expects,” “intends,” “believes” and similar expressions are intended to identify forward-looking
statements. All projections, forecasts, assumptions, expressions of opinions, estimates and other
forward-looking statements are expressly qualified in their entirety by this cautionary statement:
actual results may differ materially from those expressed or implied by forward-looking
statements.
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INTRODUCTORY STATEMENT

The purpose of this Official Statement of the Puerto Rico Electric Power Authority (the
“Authority”), which includes the cover page, the Appendices hereto and the information incorporated by
reference as set forth below, is to furnish information in connection with the issuance and sale by the
Authority of its Power Revenue Refunding Bonds, Series DDD (the “Bonds”).

Capitalized terms not defined elsewhere in this Official Statement are defined in Appendix I—
Definitions of Certain Terms.

The Bonds will be issued under and secured by a Trust Agreement, dated as of January 1, 1974,
as amended (the “Trust Agreement”), between the Authority and U.S. Bank, National Association,
successor trustee (the “Trustee”). The Bonds, the other Puerto Rico Electric Power Authority Power
Revenue Bonds and Power Revenue Refunding Bonds to be outstanding after the issuance of the Bonds,
and such additional bonds as may be issued from time to time under the Trust Agreement, are hereinafter
collectively referred to as the “Power Revenue Bonds.”

In order to give potential purchasers of the Bonds general information on the economy of the
Commonwealth of Puerto Rico (the “Commonwealth” or “Puerto Rico”), this Official Statement
incorporates by reference Appendix A of the official statement of the Puerto Rico Sales Tax Financing
Corporation, dated June 24, 2010, relating to its $1,619,404,596.60 Sales Tax Revenue Bonds, First
Subordinate Series 2010C (the “Commonwealth’s Economic Report”). The Commonwealth’s Economic
Report was filed by the Puerto Rico Sales Tax Financing Corporation with the Municipal Securities
Rulemaking Board (“MSRB”) through the Electronic Municipal Market Access system (“EMMA”)
(http://emma.msrb.org). The Commonwealth’s Economic Report was not prepared by the Authority, and
the Authority does not assume any responsibility for its accuracy or completeness.

Any Official Statement or appendix thereto of the Commonwealth or of any instrumentality of the
Commonwealth that is filed with the MSRB through EMMA containing any revision to the
Commonwealth’s Economic Report, or any new or revised Commonwealth Economic Report, or other
document, that is filed with the MSRB through EMMA containing information that modifies or
supersedes the information contained in the Commonwealth’s Economic Report, in each case after the
date hereof and prior to the termination of the offering of the Bonds, shall be deemed to be incorporated
by reference into this Official Statement and to be part of this Official Statement from the date of filing of
such document. Any statement contained in any of the above described documents incorporated herein
by reference shall be deemed to be modified or superseded for purposes of this Official Statement to the
extent that a statement contained herein or in any such subsequently filed document modifies or
supersedes such statement. Any statement contained herein shall also be deemed to be modified or
superseded to the extent that a statement contained in any such subsequently filed document modifies or
supersedes such statement. Any such statement so modified or superseded shall not be deemed, except as
so modified or superseded, to constitute a part of this Official Statement.



OVERVIEW
General

The Authority was created in 1941 as a public corporation and governmental instrumentality of
the Commonwealth by Act No. 83 of the Legislative Assembly of Puerto Rico, approved May 2, 1941, as
amended (the “Act”). The Authority supplies virtually all of the electric power consumed in the
Commonwealth. The Authority is one of the largest municipal utilities in the United States, ranking first
in number of customers and revenues among public power utilities. As of June 30, 2010, it served
approximately 1.5 million clients and had utility plant in service totaling approximately $10.3 billion,
including $3.9 billion of production plant in service and $4.6 billion of transmission and distribution plant
in service, all based on original cost. The Authority’s production facilities, together with two private co-
generation facilities with long-term power purchase contracts with the Authority, have a dependable
generating capacity of 5,839 megawatts (“MW?”). For the fiscal year ended June 30, 2010, the average
percentage of the Authority’s generating capacity available for service (“equivalent availability”), which
includes the two co-generation facilities, was 78%. As of June 30, 2010, the Authority had 2,444 circuit
miles of transmission lines and 32,548 circuit miles of distribution lines.

Approximately 70% of the Authority’s energy generation is produced by Authority-owned and
operated facilities. The Authority owns six major generating plants and a number of smaller facilities
with a combined dependable generating capacity of 4,878 MW. Nearly all of these facilities are fired
with oil.

Approximately 30% of the Authority’s energy generation is purchased from EcoEléctrica, L.P.
(“EcoEléctrica”) and AES Puerto Rico, L.P. (“AES-PR”), the owners and operators of two independent
power production facilities. Under the long-term contract with EcoEléctrica, the Authority purchases 507
MW of dependable generating capacity from a natural gas-fired cogeneration plant built by EcoEléctrica
and located in Peniuelas, Puerto Rico, which commenced commercial operation in March of 2000. Under
the long-term contract with AES-PR, the Authority purchases 454 MW of dependable generating capacity
from a coal-fired cogeneration facility built by AES-PR and located in Guayama, Puerto Rico, which
commenced commercial operation in November of 2002. These contracts have allowed the Authority to
reduce its dependence on fuel oil while passing on to EcoEléctrica and AES-PR substantially all of the
risks of operating the facilities.

Unless otherwise noted, this Official Statement presents Revenues, Current Expenses and Net
Revenues of the Authority as defined in the Trust Agreement. The Authority calculates Revenues,
Current Expenses and Net Revenues for purposes of the Trust Agreement on the accrual basis. Such
calculations differ in several important respects from the Authority’s calculations of change in net assets
prepared in accordance with generally accepted accounting principles (“GAAP”). For a discussion of
some of the most significant differences between Net Revenues under the Trust Agreement and change in
net assets under GAAP and the treatment of non-cash items under the Trust Agreement, see NET
REVENUES AND COVERAGE and Schedule II to the Financial Statements for the fiscal years ended
June 30, 2008 and 2009 in Appendix II, which includes a reconciliation of the Authority’s change in net
assets under generally accepted accounting principles with its Net Revenues under the Trust Agreement.

The Authority’s fiscal year runs from July 1 through June 30 of the following year.



Summary of Operating Results
Five-Year Period

During the five-year period from fiscal year 2006 through fiscal year 2010, the Authority
experienced a decrease in electric energy sales in kilowatt hours (“kWh™) mainly as a result of significant
decreases in fiscal years 2008 and 2009, as shown in the table on the following page. The Authority’s
sales during this period were adversely affected by significant volatility in oil prices, the principal source
of fuel used in its generating facilities, and a reduction in the level of economic and business activity in
the Commonwealth due to a prolonged recession, which commenced in the fourth quarter of fiscal year
2006.

From fiscal years 2006 through 2009, Net Revenues experienced a downward trend, decreasing
from $698.0 million for fiscal year 2006 to $629.5 million for fiscal year 2009, primarily as a result of a
decrease in electric energy sales and continued increases in administrative and general operating
expenses. For fiscal year 2010, however, Net Revenues increased to $745.9 million, or 18.5% compared
to fiscal year 2009, primarily as a result of an increase of 3.9% in electric energy sales and a reduction of
$59.6 million in operating expenses (excluding fuel and purchased power) as the Authority implemented
cost reduction initiatives included in the financial stabilization plan discussed below.

Fiscal Year 2010

Net Revenues for fiscal year 2010 were $745.9 million, the highest historical amount,
representing an increase of $116.4 million, or 18.5%, over Net Revenues for fiscal year 2009. The
increase in Net Revenues was primarily the result of a 3.9% increase in electric energy sales (in kWh),
primarily in the residential sector, and decreases in maintenance expenses of $16.9 million, or 7.5%, and
administrative and general expenses of $42.5 million, or 19.1%. Revenues were $4.2 billion, a 4.1%
increase from the prior year, as a result of an increase in electric energy sales, while Current Expenses,
which include fuel and purchased power, maintenance, administrative and general expenses, among
others, were $3.4 billion, a 1.5% increase. Fuel and purchased power expenses, the principal component
of the Authority’s Current Expenses, are passed on to clients through a separate charge included in
electric service rates. Other than fuel and purchased power expenses, Current Expenses decreased from
$786.1 million for fiscal year 2009 to $726.6 million for fiscal year 2010, or 7.6%, as a result of
reductions across most categories of operating expenses as part of the Authority’s financial stabilization
plan.

During fiscal year 2010, net accounts receivable decreased from $993.1 million as of June 30,
2009 to $961.0 million as of June 30, 2010. Accounts receivable from government clients decreased from
$471.4 million as of June 30, 2009 to $373.1 million as of June 30, 2010, while accounts receivable from
general clients increased from $545.1 million as of June 30, 2009 to $630.6 million as of June 30, 2010,
partly as a result of the increase in electric energy sales in the residential sector.

The table appearing on the following page summarizes the operating results of the Authority for
the five fiscal years ended June 30, 2010.



Operating Results
(dollars in thousands)

Years Ended June 30

2006 2007 2008 2009 2010

REVENUES ... $3,731,925 $3,687,385 $4,369,498 $4,007,268 $4,173,078
Less: Current Expenses 3,033,924 3,014,983 3,688,070 3,377,772 3,427,210
Net REVENUES.......ooveeeeeeeeeeeeeeeeeeeeeeeeeenans $698,001 $672,402 $681,428 $629,496 $745,868
Principal and Interest Requirements.............. $449,318 $455,022 $419,569 $435,042 $397,579
Ratio of Net Revenues to Principal and

Interest Requirements..........c..cocceerveeenene. 1.55 1.48 1.62 1.45 1.88
Electric energy sales (in millions of kWh) ... 20,620 20,672 19,602 18,516 19,235
Percentage change in electric energy sales

from prior year..........ocoeeveeveeeneeeneenennene 0.6% 0.3% (5.2)% (5.5)% 3.9%
Peak load (in MW) ..o 3,685 3,604 3,546 3,351 3,404
Percentage change in peak load from year

befOre ......ccvueiieiiciiiiccce 2.3% (2.2)% (1.6)% (5.5)% 1.6%

The Authority calculates Revenues, Current Expenses and Net Revenues on the accrual basis.
The figures for Revenues and Net Revenues include (i) amounts billed to the Commonwealth’s
municipalities for electric energy sales that the Authority is legally entitled to collect but historically has
not collected because it instead offsets such billings against the contribution in lieu of taxes (“CILT”) that
the Authority is required to pay the municipalities, and (ii) amounts attributable to a residential fuel
subsidy and a hotel subsidy that the Authority does not collect because it is required by law to credit
directly to customers in their electric energy bills. The amount of the required annual CILT is at least
equal to the municipalities’ annual electric energy consumption. The Revenues attributable to these
subsidies and the municipalities’ electric energy consumption for fiscal years 2009 and 2010 was
$224.7 million and $232.4 million, respectively. For a discussion of the CILT and the subsidies provided
by the Authority, see Authority’s Financial Condition — Subsidies and Contributions in Lieu of Taxes
under INVESTMENT CONSIDERATIONS, Subsidies and Contributions in Lieu of Taxes under THE
SYSTEM, and Projected Net Revenues under NET REVENUES AND COVERAGE.

For a detailed discussion of the Authority’s operating results for the past five fiscal years, see
Management’s Discussion and Analysis of Operating Results under NET REVENUES AND
COVERAGE.

Capital Improvement Program

The total cost of the Authority’s capital improvement program in years 2011 through 2015 is
estimated to be approximately $1.75 billion, which is $893.6 million less than the cost of the capital
improvement program for fiscal years 2006 through 2010. The Authority’s capital expenditures in fiscal
years 2007, 2008 and 2009 were at historically high levels principally due to the costs associated with
certain production plant construction projects, which were completed in fiscal year 2009. Substantially
all of the cost of the capital improvement program is expected to be provided from the issuance of
additional Power Revenue Bonds and other borrowings.

Set forth below is a summary of the Authority’s historical total capital improvement program and
financing sources for the five fiscal years ended June 30, 2010 and the projected capital improvement
program and financing sources for the five fiscal years ending June 30, 2015. For a detailed discussion of
the Authority’s historical and projected capital improvement program, see Historical Capital
Improvement and Financing Program and Projected Five-Year Capital Improvement and Financing
Program under THE SYSTEM.



Capital Improvements
(dollars in thousands)

Fiscal Years

Capital Improvements % of % of
2006-2010 Total 2011-2015 Total
Production plant............ccceeeeeeeeiienieneeie e $1,232,548 46.6 $ 638,050 36.5
Transmission facilities .........ccccceevvveeeevveeeeeveeeeeneean, 670,478 254 441,896 25.2
Distribution facilities ...........ccvvveveeeeieeieeeeee e 566,980 214 409,800 234
Other'™ ..o 173,552 6.6 260,254 14.9
TOtal..cevieceeeeeeeeeeeee e $2,643,558 100.0 $1,750,000 100.0

Financing Sources

Internally generated funds ...........ccccoeieveveviveriennnnne, $150,613 5.7 $ 167,246 9.6
Borrowed funds .........cccoooieiieiiiiie 2,492,945 94.3 1,582,754 90.4
TOtAL ..o $2,643,558 100.0 $1,750,000 100.0

" Includes land and buildings, general equipment, preliminary surveys and investigations.

For a detailed description of the Authority’s electric generation, transmission and distribution
system and the Authority’s historical and projected capital improvement program, see THE SYSTEM.

Plans to Address the Authority’s Challenges

The Authority faces a number of business challenges that have been exacerbated by the
Commonwealth’s economic recession and the volatility in oil prices. Its principal challenges, some of
which are interrelated, are: (i) addressing the decline in electric energy sales; (ii) addressing the volatility
of oil costs; (iii) addressing high customer electric power rates; (iv) reducing government accounts
receivables; and (v) improving its liquidity.

The Authority’s management is focused on addressing these challenges by implementing a
financial stabilization plan and other strategic initiatives. The principal component of the financial
stabilization plan is the reduction of operating costs in line with the reduction in electric energy sales in
order to maintain adequate operating margins. As a result of various cost reduction measures
implemented, the Authority’s operating expenses for fiscal year 2010 (excluding fuel and purchased
power) decreased by $93.7 million, or 11.4%, compared to fiscal year 2008 and by $59.6 million, or
7.6%, compared to fiscal year 2009.

The principal cost reduction measures included in the plan are (i) reducing the number of
employees through a combination of attrition from voluntary retirement and the elimination of temporary
and vacant positions, (ii) reducing retiree health care benefits, as explained below, and (iii) reducing
overtime and miscellaneous expenses. The Authority has already implemented measures that are
expected to result in recurring annual savings of approximately $121 million, consisting of (i) a reduction
of 828 employees from January 1, 2009 through June 30, 2010 that is expected to result in annual savings
of approximately $52 million, (ii) changes to retiree health care benefits that are expected to result in
annual savings of approximately $46 million, and (iii) other cost reduction initiatives, such as the
reduction of overtime and miscellaneous expenses, that are expected to result in annual savings of
approximately $23 million. For fiscal year 2011 and the next two fiscal years, the Authority expects to
achieve additional headcount reductions through attrition of approximately 250 employees per fiscal year,
which is expected to result in additional savings of approximately $15 million per fiscal year.



On June 30, 2009, the Authority changed the health plan for retired employees from a defined
benefit plan to a defined contribution plan. The changes to the health plan include the imposition of caps
on the amount of monthly benefits for all current and future retirees and stricter eligibility requirements.
The modifications to the health plan resulted in a reduction in the unfunded actuarial accrued liability
from $3.4 billion as of June 30, 2008 to $531.1 million as of June 30, 2009 and reduced the Authority’s
annual required contribution under GASB No. 45 from $259.3 million as of June 30, 2008 to $24.4
million as of June 30, 2009, a $234.9 million decrease. The annual required contribution is an amount
actuarially determined in accordance with GASB No. 45 representing a level of funding that, if paid on an
ongoing basis, is projected to cover normal costs each year and amortize any unfunded liabilities over a
period not to exceed thirty years. For fiscal year 2010, the Authority’s annual required contribution was
$26.6 million.

An additional component of the financial stabilization plan has been to improve the Authority’s
liquidity by reducing past due receivables. The Authority has made significant progress in reducing
accounts receivable from the government sector. As of June 30, 2010, the central government had paid
all past due accounts owed as of June 30, 2009 and had an outstanding balance of approximately $37.2
million, a reduction of $73.1 million compared to June 30, 2009. Also, the Puerto Rico Aqueduct and
Sewer Authority (“PRASA”) and the Public Buildings Authority (“PBA”), two of the public corporations
with the largest account balances, had outstanding balances of $30.7 million and $38.2 million,
respectively, as of June 30, 2010, a reduction of $32.6 million and $20.2 million, respectively, compared
to June 30, 2009. See Management’s Discussion and Analysis of Operating Results under NET
REVENUES AND COVERAGE.

The Authority is also implementing a theft reduction program through the use of “smart grid”
technologies and an increase in unannounced door-to-door inspections, among other steps. During fiscal
year 2010, theft recovery initiatives resulted in theft-related billings of approximately $11 million. The
Authority’s various theft recovery initiatives are expected to result in $15 million of annual incremental
revenues for fiscal year 2011 and $20 million in annual incremental revenues for fiscal years 2012
through 2015. See Transmission and Distribution Facilities — Operations under THE SYSTEM.

The Authority has also reduced the size of and refocused its capital improvement program for
fiscal years 2011 through 2015 away from the historical trend of capacity expansion and towards
improving the reliability of its production capacity and the efficiency of its transmission and distribution
system. As a result, the Authority has been able to reduce its capital improvement program from $2.6
billion for fiscal years 2006 through 2010 to a projected $1.75 billion for fiscal years 2011 through 2015.
See Transmission and Distribution Facilities and Projected Five-Year Capital Improvement and
Financing Program under THE SYSTEM.

In order to address the volatility of oil costs, the Authority’s management is focused on
diversifying fuel sources, with the goal of reducing the dependence on oil for energy generation from
69% today to 48% by 2015 and 26% on a long-term basis. In order to achieve this reduction, the
Authority plans to convert existing oil-fired facilities to allow them to use natural gas and to build a
pipeline system to transport natural gas to several of the Authority’s generating plants. The Authority is
also reviewing the option of developing new coal-burning facilities. The Authority has also entered into
power purchase agreements with developers of renewable energy projects with the long-term goal of
increasing the use of renewable energy. See Adequacy of Capacity under THE SYSTEM.

For a discussion of certain considerations affecting an investment in the Bonds, see
INVESTMENT CONSIDERATIONS.



PLAN OF FINANCING

The Authority is issuing the Bonds pursuant to the Trust Agreement to provide funds, together
with other available moneys, to refund the following bonds of the Authority (the “Refunded Bonds™) on
the redemption dates and at the redemption prices set forth below plus accrued interest to the redemption
dates, or pay such Refunded Bonds at maturity as follows:

Principal Amount to Redemption Price
Refunded Bonds be Refunded Interest Rate Maturity Date (% of Par) Redemption Date
Power Revenue Bonds, Series DD $ 20,310,000 4.50% 07/01/2019 100.00 11/15/2010
Power Revenue Refunding Bonds, Series EE 160,905,000 4.75% 07/01/2024 100.00 11/15/2010
Power Revenue Refunding Bonds, Series GG 34,725,000 4.75% 07/01/2021 100.00 01/01/2011

The Authority will deposit the net proceeds of the Bonds with the Trustee, as escrow agent, under
the terms of an escrow deposit agreement. The net proceeds of the Bonds will be invested in Government
Obligations, the principal of and interest on which when due will provide moneys sufficient to pay the
principal of or the redemption price of the Refunded Bonds and the interest coming due on the Refunded
Bonds through their date of redemption or maturity date, as applicable.

Upon the deposit with the Trustee, the Refunded Bonds will, in the opinion of Bond Counsel, no
longer be outstanding under the provisions of the Trust Agreement and the Refunded Bonds will
thereupon be defeased. In rendering the foregoing opinion, Bond Counsel will rely on the report of
Causey Demgen & Moore, as verification agent, dated the date of delivery of the Bonds, relating to the
verification of certain mathematical computations with respect to the moneys and Government
Obligations deposited with the escrow agent under the terms of the escrow deposit agreement.

The Authority expects to issue additional Power Revenue Bonds in fiscal years 2011 through 2015 to
fund the Authority’s capital improvement program. See Projected Five-Year Capital Improvement and
Financing Program under THE SYSTEM. No assurance can be given that any such Power Revenue Bonds will
be issued for such purposes.

Estimated Sources and Uses of Funds for the Bonds

Sources
Principal Amount of the Bonds..........ccceeoiiiiiiiiiiiiiieeecceeee $218,225,000.00
Net Original Issue Premium.........c.cccveeviiiiiiieiiie e 14,310,627.15
Other Available Moneys'"™ ...........ccoooviieeeeeeeeeeeeeeee e 2,551,593.75
Total Sources $235,087,220.90
Uses
Deposit to Escrow Fund for the Refunded Bonds...........cccccevivniinirnnn. $219,929,264.34
Capitalized INTETEST ....ccvviieiieeiie et eeiee ettt et ve e e 12,377,379.42
Underwriters’ Discount and Other Costs of Issuance®..........cocovvveeunn... 2,780,577.14
Total Uses $235,087,220.90

1)
@)

Derived from moneys on deposit in the Bond Service Account of the Sinking Fund to pay debt service on the Refunded Bonds.
Includes bond insurance premium, legal, printing and other financing expenses.



SECURITY

The Bonds are not a debt or obligation of the Commonwealth or any of its municipalities or other
political subdivisions, other than the Authority, and neither the Commonwealth nor any such
municipalities or other political subdivisions, other than the Authority, are liable thereon, nor shall the
Bonds be payable out of any funds other than those of the Authority as further described herein.

Source of Payment

The Power Revenue Bonds are payable solely from the Revenues of the System after payment of
the Current Expenses of the Authority and any reserve therefor. For purposes of the Trust Agreement and
this Official Statement, “System” means all the properties owned and operated by the Authority as a
single integrated system in connection with the production, distribution or sale of electric energy, the
acquisition or construction of which was financed in whole or in part from the proceeds of Power
Revenue Bonds or from the proceeds of bonds issued under a previous indenture, or from moneys
deposited to certain accounts established under the Trust Agreement, or (to the extent specified by the
Authority) from certain subordinated obligations; “Revenues” means all moneys received by the
Authority as a result of the ownership or operation of the System, including any income derived by the
Authority from the sale of electricity generated or distributed by the System, any proceeds of certain
insurance, and certain investment income; and “Current Expenses” means the Authority’s reasonable and
necessary current expenses of maintaining, repairing and operating the System. The Authority has
covenanted to deposit in the Sinking Fund a sufficient amount of such Revenues (after payment of
Current Expenses) to pay the principal of and the interest on all the Power Revenue Bonds and to provide
a reserve therefor. See Appendix [—Summary of Certain Provisions of the Trust Agreement Excluding
the Proposed Supplemental Agreement and Summary of Certain Provisions of the Proposed Supplemental
Agreement, which should be read in conjunction herewith.



Flow of Funds under Trust Agreement

The following schematic representation is provided only to guide readers and does not purport to
be complete.
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(1) Monthly deposits to the Bond Service Account and the Redemption Account for all Power Revenue Bonds bearing interest at a fixed rate are capped at
1/6 of the interest due within the next six months and 1/12 of the principal due within the next twelve months and 1/12 of Amortization
Requirements for the current fiscal year.



Rate Covenant

The Authority has covenanted in the Trust Agreement to fix, charge and collect reasonable rates
and charges so that Revenues of the System will be sufficient to pay Current Expenses and to provide an
amount at least equal to 120% of the aggregate Principal and Interest Requirements for the next fiscal
year on account of all outstanding Power Revenue Bonds, reduced by any accrued interest thereon for
such fiscal year. For purposes of calculating Principal and Interest Requirements under the rate covenant
and the additional bonds tests described below, the Accreted Value of any capital appreciation bonds of
the Authority on their maturity dates must be included as principal due and payable on said maturity
dates. The Accreted Value at any date of a capital appreciation bond currently outstanding equals the
original principal amount of such capital appreciation bond plus the interest accrued from its date of
issuance to such date, based upon the interest rate used to calculate the yields thereof, compounded in the
manner provided in the Trust Agreement, and for future issues of capital appreciation bonds will be
determined as provided in the respective resolutions of the Authority authorizing such issues. See “Rate
Covenant” in Appendix [—Summary of Certain Provisions of the Trust Agreement Excluding the
Proposed Supplemental Agreement.

Reserve Account

The Authority has covenanted in the Trust Agreement to accumulate in the Reserve Account an
amount equal to the interest payable on all outstanding Power Revenue Bonds within the next 12 months,
provided that for Power Revenue Bonds issued for other than refunding purposes, the amount to be so
deposited in any month, as set forth in “Disposition of Revenues” in Appendix I—Summary of Certain
Provisions of the Trust Agreement Excluding the Proposed Supplemental Agreement, need not exceed
one-sixtieth of the amount of the increase in the interest payable within the next 12 months resulting from
the issuance of such Power Revenue Bonds. In connection with the capital appreciation bonds of the
Authority, the minimum amount required to be on deposit in the Reserve Account with respect to the
interest accrued thereon is to be derived from the interest rate used to calculate the assumed yields
through their maturity times the Accreted Value of such Power Revenue Bonds determined in the manner
provided in the Trust Agreement on the valuation date therefor occurring on or after the first day of the
twelfth month succeeding the date of calculation.

In connection with a series of Federally Subsidized Bonds, the amount of interest deemed to be
payable on such bonds within the next twelve months for purposes of the calculation of interest to be
credited to the Reserve Account shall exclude the amount of interest to be paid from the Federal Subsidy
Payment; provided, however, that if the Trustee does not receive the scheduled amount of the Federal
Subsidy Payments on or before the date interest on such Federally Subsidized Bonds is payable or within
thirty (30) days of the date of such Federal Subsidy Payments were scheduled to be received, then for
purposes of such calculation, the amount of interest to be credited to the Reserve Account shall be equal
to the interest payable on the bonds of each series issued hereunder within the next twelve months.

As of September 2, 2010, approximately $361.3 million was on deposit to the credit of the
Reserve Account. The amount required to be accumulated in the Reserve Account will be approximately
$371.2 million after giving effect to (i) the issuance of Power Revenue Bonds issued for non-refunding
purposes within the previous 60 months and (ii) the issuance of the Bonds and the refunding of the
Refunded Bonds. In accordance with the provisions of the Trust Agreement, the Authority will transfer
any excess amount on deposit from time to time in the Revenue Account to the Bond Service Account of
the Sinking Fund.
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Reserve Maintenance Fund, Self-insurance Fund and Capital Improvement Fund

The Trust Agreement establishes the Reserve Maintenance Fund, the Self-insurance Fund and the
Capital Improvement Fund. Revenues are deposited monthly into each of such Funds after the required
deposits into the Sinking Fund as set forth in the schematic representation above for purposes of
(a) paying the cost of unusual or extraordinary maintenance or repairs, maintenance or repairs not
recurring annually and renewals and replacements, including major items of equipment, in the case of the
Reserve Maintenance Fund, (b) paying the cost of repairing, replacing or reconstructing any property
damaged or destroyed from, or extraordinary expenses incurred as a result of, a cause which is not
covered by insurance required by the Trust Agreement, in the case of the Self-insurance Fund, and
(c) paying the cost of anticipated extensions and improvements which cost has not otherwise been
provided for from the proceeds of the Power Revenue Bonds, in the case of the Capital Improvement
Fund. Each of these Funds serves as an additional reserve for the payment of principal of and interest on
Power Revenue Bonds and meeting the Amortization Requirements to the extent that moneys in the
Sinking Fund (including the Reserve Account) are insufficient for such purpose. As of June 30, 2010, the
balances of the Reserve Maintenance Fund and the Self-insurance Fund were $10.6 million and
$73.8 million, respectively. As of June 30, 2010, there was no money on deposit in the Capital
Improvement Fund. See “Disposition of Revenues” in Appendix [—Summary of Certain Provisions of
the Trust Agreement Excluding the Proposed Supplemental Agreement.

Additional Bonds

Additional Power Revenue Bonds may be issued under the Trust Agreement for the purpose of
paying all or any part of the cost of any improvements to the System or for any other proper corporate
purpose of the Authority; provided that, among other requirements, Net Revenues (as defined in the Trust
Agreement) of the Authority for 12 consecutive months out of the preceding 18 months, adjusted to
reflect rates in effect on the date of issuance of such bonds, shall be not less than 120% of maximum
aggregate annual Principal and Interest Requirements for all Power Revenue Bonds then outstanding, and
that the average annual Net Revenues for the five fiscal years succeeding the issuance of such bonds,
adjusted to reflect any rate schedule the Authority has covenanted to put in effect during such five fiscal
years, as estimated by the Authority and approved by its Consulting Engineers, shall be not less than
120% of the maximum aggregate annual Principal and Interest Requirements for all Power Revenue
Bonds then outstanding and the Power Revenue Bonds then to be issued.

Power Revenue Refunding Bonds may also be issued under the Trust Agreement for the purpose
of refunding all or any part of the outstanding Power Revenue Bonds of any series; provided that, among
other requirements, either (i) the earnings tests described above for the issuance of additional Power
Revenue Bonds are satisfied (except that effect is given to the retirement of the bonds to be refunded) or
(i1) the maximum aggregate Principal and Interest Requirements for any fiscal year thereafter on account
of all outstanding Power Revenue Bonds and the bonds then to be issued (after giving effect to the
retirement of the bonds to be refunded) shall be less than the maximum aggregate Principal and Interest
Requirements on account of all outstanding Power Revenue Bonds (excluding the bonds then to be
issued). See “Issuance of Power Revenue Bonds - Sections 208, 209 and 210 of the Trust Agreement” in
Appendix [—Summary of Certain Provisions of the Trust Agreement Excluding the Proposed
Supplemental Agreement.

Under the earnings coverage tests of the Trust Agreement, Net Revenues for the twelve months
ended June 30, 2010 of $745.9 million were 136% of the maximum aggregate annual Principal and
Interest Requirements of $549.3 million on all outstanding Power Revenue Bonds. Estimated average
annual Net Revenues for the five fiscal years ending June 30, 2016 of $856.1 million would be 156% of
the maximum aggregate annual Principal and Interest Requirements of $549.3 million on all outstanding
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Power Revenue Bonds (including the Bonds, but excluding the Refunded Bonds). The amount of
Principal and Interest Requirements for fiscal years 2011, 2012 and 2013 has been reduced by the interest
that was capitalized through the Authority’s issuance of its Power Revenue Bonds, Series XX (the “Series
XX Bonds”), Power Revenue Bonds, Series ZZ (the “Series ZZ Bonds”), Power Revenue Bonds, Series
CCC (the “Series CCC Bonds”) and the Bonds in the following amounts: approximately $79.6 million
due during fiscal year 2011, $77.7 million due during fiscal year 2012, and $35.7 million due during
fiscal year 2013. See NET REVENUES AND COVERAGE.

Subordinate Obligations

The Authority may incur or issue obligations for any proper corporate purpose secured by a
pledge of moneys in the Subordinate Obligations Fund. If the Authority incurs any such obligations, Net
Revenues of the Authority must be deposited monthly to the credit of the Subordinate Obligations Fund
(after the required deposits have been made to the Sinking Fund and the Reserve Maintenance Fund) in
amounts sufficient to pay such obligations as they become due.

The Authority may, in connection with the incurrence of any such obligations, limit the deposit to
the Reserve Maintenance Fund as described above to not more than $400,000 per month, notwithstanding
any higher amounts recommended by the Authority’s Consulting Engineers. If such deposit is so limited,
the Authority will be required, immediately after each monthly deposit to the Subordinate Obligations
Fund, to deposit to the Reserve Maintenance Fund (and prior to any deposits to the Self-insurance Fund
and the Capital Improvement Fund) the lesser of the amount remaining in the Revenue Fund and the
amount of any such deficiency.

Unless a particular project financed with any such obligations is specified by the Authority as
being part of the System, any revenues attributable to such project will not be pledged to the payment of
Power Revenue Bonds and any expenses associated with such project will not be payable from Revenues
as Current Expenses of the System. See “Disposition of Revenues” in Appendix [—Summary of Certain
Provisions of the Trust Agreement Excluding the Proposed Supplemental Agreement.

As of August 31, 2010, the Authority had approximately $81.3 million aggregate outstanding
principal amount of subordinate obligations. See DEBT.

PROPOSED SUPPLEMENTAL AGREEMENT

The Authority has proposed to execute a supplemental agreement (the “Supplemental
Agreement”) to the Trust Agreement. Purchasers of the Bonds will have consented by their purchase to
the terms of the Supplemental Agreement. The underwriters of the Bonds and any providers of municipal
bond insurance policies insuring any of the Bonds will also consent to such Supplemental Agreement.

The Supplemental Agreement, which was initially proposed in 1985, will permit the Authority to
secure its obligations to providers of credit or liquidity facilities securing Power Revenue Bonds by
granting liens on Revenues on parity with Power Revenue Bonds. The Supplemental Agreement will be
executed when owners of 100% of the outstanding Power Revenue Bonds consent thereto. Upon the
issuance of the Bonds, the owners of 100% of the outstanding Power Revenue Bonds will have consented
to the execution of the Supplemental Agreement. The Authority expects to execute the Supplemental
Agreement after the issuance of the Bonds. See Appendix [—Summary of Certain Provisions of the
Proposed Supplemental Agreement, for additional information respecting the provisions of the
Supplemental Agreement.

Copies of the proposed Supplemental Agreement are on file for inspection with the Trustee.
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DESCRIPTION OF THE BONDS
General

The Bonds will bear interest at such rates and will mature on the dates and in the principal
amounts set forth on the inside cover page of this Official Statement. The Bonds will be dated their date
of delivery. Interest on the Bonds will be payable on each January 1 and July 1, commencing on
January 1, 2011.

Form of Bonds

Principal of and premium, if any, and interest on the Bonds will be payable in the manner
described below under “Book-Entry Only System.” The Bonds are being issued in fully registered form
and, when issued, are to be registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York (“DTC”). DTC is to act as securities depository for the Bonds.
Individual purchases of interests in the Bonds will be made in book-entry form only, in denominations of
$5,000 or any multiple thereof. Purchasers of such interests will not receive definitive Bonds. Principal,
redemption premium, if any, and interest are payable directly to DTC by the Trustee. Upon receipt of
such payments, DTC will remit such principal and interest to the DTC Participants (as such term is
hereinafter defined) for subsequent disbursement to the purchasers of beneficial interests in the Bonds.

Book-Entry Only System

The Depository Trust Company (“DTC”), New York, NY, 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 Bond certificate will be issued for each stated maturity of the Bonds, each in
the aggregate principal amount (initial principal amount in the case of the Capital Appreciation Bonds) of
such maturity, and will be deposited with DTC. SO LONG AS CEDE & CO. IS THE REGISTERED
OWNER OF THE BONDS, AS NOMINEE FOR DTC, REFERENCES HEREIN TO BONDHOLDERS
OR OWNERS OF THE BONDS (OTHER THAN UNDER THE CAPTION “TAX MATTERS”)
SHALL MEAN CEDE & CO. AND SHALL NOT MEAN THE BENEFICIAL OWNERS OF THE
BONDS. If, however, the aggregate principal amount of any issue exceeds $500 million, one certificate
will be issued with respect to each $500 million of principal amount, and an additional certificate will be
issued with respect to any remaining principal amount of such issue.

DTC, the world’s largest securities 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, as amended (the “Exchange Act”). DTC holds
and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues, corporate and
municipal debt issues, and money market instruments (from over 100 countries) that DTC’s participants
(“Direct Participants™) deposit with DTC. DTC 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
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of its regulated subsidiaries. Access to the DTC system is also available to others such as both U.S. and
non-U.S. securities brokers and dealers, banks, trust companies, and clearing corporations that clear
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly
(“Indirect Participants”). DTC has S&P’s highest rating: AAA. The DTC Rules applicable to its
Participants are on file with the Securities and Exchange Commission (“SEC”). More information about
DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of the Bonds under the DTC system must be made by or through Direct Participants,
which 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 interests 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.

To facilitate subsequent transfers, the 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 the 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, tenders, defaults, and proposed amendments to the Bonds 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 registrar and request that copies of notices be provided
directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds within an issue are being
redeemed, DTC’s practice is to determine by 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
Bonds unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its
usual procedures, DTC mails an Omnibus Proxy to the Authority 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).

Principal, redemption premium, if any, 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
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practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail
information from the Authority or the Trustee on payable dates 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, the Trustee, or the Authority, subject to any statutory or regulatory requirements as may
be in effect from time to time. Payment of principal, redemption premium, if any, and interest to Cede &
Co. (or such other nominee as may be requested by an authorized representative of DTC) is the
responsibility of the Authority or the Trustee, disbursement of such payments to Direct Participants will
be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the
responsibility of Direct and Indirect Participants.

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

NONE OF THE AUTHORITY, THE TRUSTEE OR THE UNDERWRITERS WILL HAVE
ANY RESPONSIBILITY OR OBLIGATION TO DIRECT PARTICIPANTS, INDIRECT
PARTICIPANTS OR ANY BENEFICIAL OWNER WITH RESPECT TO (I) THE ACCURACY OF
ANY RECORDS MAINTAINED BY DTC, ANY PARTICIPANT OR INDIRECT PARTICIPANT; (II)
THE PAYMENT BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT OF
ANY AMOUNT WITH RESPECT TO THE PRINCIPAL OF, OR PREMIUM, IF ANY, OR INTEREST
ON, THE BONDS; (III) ANY NOTICE WHICH IS PERMITTED OR REQUIRED TO BE GIVEN TO
BONDHOLDERS; (IV) ANY CONSENT GIVEN BY DTC OR OTHER ACTION TAKEN BY DTC AS
A BONDHOLDER; OR (V) THE SELECTION BY DTC OR ANY DIRECT PARTICIPANT OR
INDIRECT PARTICIPANT OF ANY BENEFICIAL OWNERS TO RECEIVE PAYMENT IN THE
EVENT OF ANY PARTIAL REDEMPTION OF THE BONDS.

Discontinuance of the Book-Entry Only System

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

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

In the event that such book-entry only system is discontinued or terminated, the following
provisions will apply: (i) payment of the principal of and the interest on the Bonds will be made in lawful
money of the United States of America; (ii) payment of the principal will be made at the corporate trust
office of the Trustee in New York, New York; (iii) interest on the Bonds will be paid by check mailed to
the respective addresses of the registered owners thereof as of the fifteen day of the month immediately
preceding the interest payment date as shown on the registration books of the Authority maintained by the
Trustee; (iv) the Bonds will be issued only as registered bonds without coupons in authorized
denominations; and (v) the transfer of the Bonds will be registrable and the Bonds may be exchanged at
the corporate trust office of the Trustee in New York, New York upon the payment of any taxes or other
governmental charges required to be paid with respect to such transfer or exchange.
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Optional Redemption

The Bonds are subject to redemption at the option of the Authority from any source, including,
without limitation, the proceeds of refunding bonds or other financing provided to the Authority, in whole
or in part, at any time on or after July 1, 2020 (July 1, 2015 in the case of the Bonds maturing on July 1, 2022
bearing an interest rate of 3.75%, July 1, 2023 bearing an interest rate of 3.625%, July 1, 2023 bearing an interest
rate of 3.875% and July 1, 2024), at a redemption price equal to 100% of the principal amount of the Bonds
to be redeemed, plus accrued interest to the date fixed for redemption.

Notice of Redemption

Notice of redemption shall be mailed by the Trustee, not less than thirty (30) days nor more than
sixty (60) days prior to the redemption date, to the Holders of Bonds called for redemption at their
addresses appearing on the bond registration books of the Trustee. The Trustee shall also give notice of
redemption by overnight mail or carrier service to the Authority, and such securities depositories and/or
securities information services as shall be designated by the Authority.

BOND INSURANCE
Bond Insurance Policy

Concurrently with the issuance of the Bonds, Assured Guaranty Municipal Corp. (formerly
known as Financial Security Assurance Inc.) (“AGM”) will issue its Municipal Bond Insurance Policy
(the “Policy”) for the Bonds maturing July 1, 2023 bearing an interest rate of 5% with a par amount of
$7,725,000, July 1, 2023 bearing an interest rate of 3.625% and July 1, 2024 (collectively, the “Insured
Bonds™). The Policy guarantees the scheduled payment of principal of and interest on the Insured Bonds
when due as set forth in the form of the Policy included as Appendix V to this Official Statement.

The Policy is not covered by any insurance security or guaranty fund established under New
York, California, Connecticut or Florida insurance law.

Assured Guaranty Municipal Corp. (formerly known as Financial Security Assurance Inc.)

AGM is a New York domiciled financial guaranty insurance company and a wholly-owned
subsidiary of Assured Guaranty Municipal Holdings Inc. ("Holdings"). Holdings is an indirect subsidiary
of Assured Guaranty Ltd. (“AGL”), a Bermuda-based holding company whose shares are publicly traded
and are listed on the New York Stock Exchange under the symbol “AGO”. AGL, through its operating
subsidiaries, provides credit enhancement products to the U.S. and global public finance, infrastructure
and structured finance markets. No shareholder of AGL, Holdings or AGM is liable for the obligations of
AGM.

Effective November 9, 2009, Financial Security Assurance Inc. changed its name to Assured
Guaranty Municipal Corp.

AGM’s financial strength is rated “AAA” (negative outlook) by Standard and Poor’s Ratings
Services, a Standard & Poor’s Financial Services LLC business (“S&P”) and “Aa3” (negative outlook) by
Moody’s Investors Service, Inc. (“Moody’s”). On February 24, 2010, Fitch, Inc. (“Fitch”), at the request
of AGL, withdrew its “AA” (Negative Outlook) insurer financial strength rating of AGM at the then
current rating level. Each rating of AGM should be evaluated independently. An explanation of the
significance of the above ratings may be obtained from the applicable rating agency. The above ratings
are not recommendations to buy, sell or hold any security, and such ratings are subject to revision or
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withdrawal at any time by the rating agencies, including withdrawal initiated at the request of AGM in its
sole discretion. Any downward revision or withdrawal of any of the above ratings may have an adverse
effect on the market price of any security guaranteed by AGM. AGM does not guarantee the market price
of the securities it insures, nor does it guarantee that the ratings on such securities will not be revised or
withdrawn.

Current Financial Strength Ratings

On May 17, 2010, S&P published a Research Update in which it affirmed its “AAA”
counterparty credit and financial strength ratings on AGM. At the same time, S&P continued its negative
outlook on AGM. Reference is made to the Research Update, a copy of which is available at
www.standardandpoors.com, for the complete text of S&P’s comments.

In a press release dated February 24, 2010, Fitch announced that, at the request of AGL, it had
withdrawn the “AA” (Negative Outlook) insurer financial strength rating of AGM at the then current
rating level.  Reference is made to the press release, a copy of which is available at
www.fitchratings.com, for the complete text of Fitch’s comments.

On December 18, 2009, Moody’s issued a press release stating that it had affirmed the “Aa3”
insurance financial strength rating of AGM, with a negative outlook. Reference is made to the press
release, a copy of which is available at www.moodys.com, for the complete text of Moody’s comments.

There can be no assurance as to any further ratings action that Moody’s or S&P may take with
respect to AGM.

For more information regarding AGM’s financial strength ratings and the risks relating thereto,
see AGL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2009, which was filed by
AGL with the Securities and Exchange Commission (the “SEC”) on March 1, 2010, AGL’s Quarterly
Report on Form 10-Q for the quarterly period ended March 31, 2010, which was filed by AGL with the
SEC on May 10, 2010, and AGL’s Quarterly Report on Form 10-Q for the quarterly period ended June
30, 2010, which was filed by AGL with the SEC on August 9, 2010.

Capitalization of AGM

At June 30, 2010, AGM’s consolidated policyholders’ surplus and contingency reserves were
approximately $2,264,680,337 and its total net unearned premium reserve was approximately
$2,259,557,420, in each case, in accordance with statutory accounting principles.

Incorporation of Certain Documents by Reference

Portions of the following documents filed by AGL with the SEC that relate to AGM are
incorporated by reference into this Official Statement and shall be deemed to be a part hereof:

(1) The Annual Report on Form 10-K for the fiscal year ended December 31, 2009 (which
was filed by AGL with the SEC on March 1, 2010);

(i1) The Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2010
(which was filed by AGL with the SEC on May 10, 2010); and

(ii1) The Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2010 (which
was filed by AGL with the SEC on August 9, 2010).
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All information relating to AGM included in, or as exhibits to, documents filed by AGL pursuant
to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, after the filing of the last
document referred to above and before the termination of the offering of the Bonds shall be deemed
incorporated by reference into this Official Statement and to be a part hereof from the respective dates of
filing such documents. Copies of materials incorporated by reference are available over the internet at the
SEC’s website at http://www.sec.gov, at AGL’s website at http://www.assuredguaranty.com, or will be
provided upon request to Assured Guaranty Municipal Corp. (formerly known as Financial Security
Assurance Inc.): 31 West 52" Street, New York, New York 10019, Attention: Communications
Department (telephone (212) 826-0100).

Any information regarding AGM included herein under the caption “BOND INSURANCE -
Assured Guaranty Municipal Corp. (formerly known as Financial Security Assurance Inc.)” or included
in a document incorporated by reference herein (collectively, the “AGM Information”) shall be modified
or superseded to the extent that any subsequently included AGM Information (either directly or through
incorporation by reference) modifies or supersedes such previously included AGM Information. Any
AGM Information so modified or superseded shall not constitute a part of this Official Statement, except
as so modified or superseded.

AGM makes no representation regarding the Bonds or the advisability of investing in the Bonds.
In addition, AGM has not independently verified, makes no representation regarding, and does not accept
any responsibility for the accuracy or completeness of this Official Statement or any information or
disclosure contained herein, or omitted herefrom, other than with respect to the accuracy of the
information regarding AGM supplied by AGM and presented under the heading “BOND INSURANCE”.

THE AUTHORITY

The Authority was created as a body corporate and politic constituting a public corporation and
governmental instrumentality of the Commonwealth by the Act.

The Authority was created for the purpose of conserving, developing and utilizing the water and
power resources of the Commonwealth in order to promote the general welfare of the Commonwealth. It
supplies virtually all the electricity consumed in Puerto Rico and is one of the largest municipal utilities in
the United States, ranking first in number of customers and revenues among public power utilities.

The executive offices of the Authority are located at 1110 Ponce de Leon Avenue, San Juan,
Puerto Rico 00907, telephone number (787) 521-4666.

Powers

The Authority has broad powers under the Act, including, among others: to make contracts; to
acquire properties by eminent domain or otherwise; to borrow money and to issue bonds for any of its
corporate purposes; to secure the payment of its bonds and all other obligations by pledge of its revenues;
to determine, fix, alter, charge and collect reasonable rates, fees, rentals and other charges for use of its
facilities; and to have complete control and supervision of its properties and activities. In addition, the
Authority has the power to create, acquire and maintain corporations, partnerships or subsidiary
corporations.

Management

The Act provides that the Governing Board of the Authority (the “Board”) shall be composed of
nine members. The Secretary of Transportation and Public Works of the Commonwealth serves ex officio
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as a member of the Board, and six other members are appointed by the Governor with the advice and
consent of the Senate of Puerto Rico. The remaining two members are client representatives elected
directly by the Authority’s clients. Members of the Board serve for a term of four years and members who
are not ex officio can be reappointed or reelected. There is currently one vacancy on the Board. The
members of the Board are set forth below.

Name Principal Occupation Term Ends
Luis Garcia Passalacqua, P.E. Engineer February 2011
José A. Fernandez-Polo, P.E. Engineer February 2011
Rubén A. Hernandez-Gregorat, P.E. Secretary of Transportation and Public Works Ex Officio
José Luis Rodriguez-Homs, P.E. Engineer February 2011
Andrés Salas Soler, Esq. Attorney February 2014
Francisco J. De Echegaray, M.D.” Medical Doctor February 2012
Maria A. Veras-Fernandez’ Education Administration Officer September 2009™
Luis R. Abbott Van Der Horst Former Industrial Managing Director February 2011

" Client representative on the Governing Board.
Mrs. Veras Fernandez will continue to serve as a member of the Governing Board until her successor is appointed.

The Board appoints an Executive Director who is the chief executive officer of the Authority and
is responsible for the general operation of the Authority.

Miguel A. Cordero Lopez was appointed Executive Director on January 13, 2009. Mr. Cordero is
a Professional Engineer with 35 years of experience. Mr. Cordero has held various positions within the
Authority, including Executive Director from 1993 to 2000. Other positions he has held throughout his
career include Executive Director of the City of San Juan, Executive Director of the Infrastructure
Financing Authority, President of the Puerto Rico Government Infrastructure Council, Member of the
Economic Development Council, President of the Authority’s Retirement System’s Board of Trustees,
President of the Working Committee for the Transshipment Port, Member of the Board of Directors of the
Industrial, Tourist, Educational, Medical and Environmental Control Facilities Financing Authority, and
Vice-President of Bermudez & Longo, S.E.

Other principal officers of the Authority include the following:

Martin V. Arroyo Feliciano, Director of Finance, holds a Master Degree in Business
Administration. He was Director of Finance from 1995 to 2000. Other positions he has held throughout
his career include budget manager for the University of Puerto Rico System and Professor of finance and
accounting at the Department of Business Administration. He also served as the Director of Accounting
for the School Board of Palm Beach County and Director of Accounting for Contracted Programs at the
Miami-Dade County School Board.

Raul Burgos Santiago, Director of Transmission and Distribution, is a Professional Electrical
Engineer. During his 27 years of service with the Authority, Mr. Burgos has occupied various positions,
such as Head of the Electrical Distribution Division, Regional Administrator of Technical Operations in
Caguas and Ponce, and Superintendent — Distribution Engineer Department.

Josué A. Colon Ortiz, Director of Generation, is a Professional Mechanical Engineer with 21
years of service at the Authority. During that time, he has occupied various positions, including Head of
the Palo Seco Power Plant and Director of the Electric System.

Otoniel Cruz Carrillo, Director of Customer Service, holds a Master in Business Administration
degree with a concentration in finance. He has 26 years of service with the Authority. During that time,
he has occupied various positions in Client Service, Budget, Finance and the Retirement System.
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Angel L. Rivera Santana, Director of Planning and Environmental Protection, is a Professional
Engineer and a licensed planner with 33 years of service with the Authority. During his tenure, Mr.
Rivera has occupied various positions at the Authority, including Director of Planning and Environmental
Protection from 1993 to 2000.

Elisa A. Fumero Pérez, General Counsel, holds a Juris Doctor from the University of Puerto Rico
Law School and a Bachelor of Arts Degree, cum laude, from Mount Holyoke College and has
approximately 13 years of service with the Authority. During her tenure, she has occupied the position of
Attorney with the Litigation Division for over 11 years. Prior to her employment with the Authority, Ms.
Fumero was a general law practitioner for 14 years.

Astrid I. Rodriguez Cruz, Director of Human Resources and Labor Affairs, holds a Juris Doctor
and a Bachelor’s Degree in Business Administration, with a concentration in Industrial Management, and
has approximately 13 years of service with the Authority. She has occupied various positions at the
Authority, including Head of the Opinion, Legislation and Contract Division, Director of Human
Resources, and Acting General Counsel.

The Authority retains the firm of URS Corporation, successor to the Washington Division of
URS Corporation, as the consulting engineers (the “Consulting Engineers”) to perform certain
responsibilities under the Trust Agreement. Washington Division of URS Corporation was formed in
November 2007 following the acquisition by URS Corporation of Washington Group International, Inc.
In January 2010, URS Corporation elected to use only its corporate name to identify all its operating
divisions. The Consulting Engineer’s responsibilities include submitting an annual report to the Trustee
setting forth their recommendations: (a) as to any necessary or advisable revisions of the Authority’s rates
and charges, (b) as to the amount that should be deposited monthly by the Authority during the ensuing
fiscal year to the credit of various funds established under the Trust Agreement for the purposes specified
in the Trust Agreement, and (c) as to any advice and recommendations as they deem advisable.

Ernst & Young LLP has been engaged to audit the Authority’s financial statements for fiscal year
2010.

Subsidiaries

Pursuant to the Act, the Authority is authorized to create subsidiaries in order to, among other
things, delegate or transfer any of its rights, powers, functions or duties. The Authority currently has five
principal subsidiaries organized in a holding company structure. Currently, only one of the Authority’s
subsidiaries has significant operations.

PREPA Holdings, LLC, a wholly-owned subsidiary of the Authority, was created for the sole
purpose of acting as a holding company and has no current operations. PREPA Holdings, LLC is the
direct parent of the following entities: PREPA Networks, LLC, also known as PREPA.net; PREPA
Utilities, LLC; PREPA Oil & Gas, LLC; and InterAmerican Energy Sources, LLC.

In 2002 the Authority completed the installation of a fiber optic cable system through which it has
modernized its internal communications by providing faster and more secure data transmission for
operations, load management, system protection and security. This fiber optic system consists of a 663
mile fiber optic telecommunications network of which 386 miles are for the Authority’s use and 277
miles are for the use of PREPA.net. The system is installed on the Authority’s rights-of-way (mainly its
transmission lines) and was financed through the issuance of $43.7 million aggregate principal amount of
subordinate obligations.
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The Authority created PREPA.net in order to commercially exploit 277 miles of the installed
fiber optic cable. PREPA.net markets the excess communication capacity of the Authority’s fiber optic
cable system. PREPA.net currently offers next generation telecommunications services to carriers,
internet service providers, and large commercial enterprises. These services include data transmission via
Synchronous Optical Network (SONET), metro and long haul Ethernet transport services, wireless last
mile, and internet protocol services optimized for voice over internet protocol. PREPA.net also offers
international fiber optic cable capacity and satellite teleport facilities through the submarine fiber optic
cable capacity acquired in 2008. As of June 30, 2010, PREPA.net had total assets of $20.5 million
(unaudited) and net income of $1.9 million (unaudited). PREPA.net also has a revolving line of credit in
a principal amount of $10.1 million used for working capital purposes. The Authority expects that the
commercial exploitation of the fiber optic system will provide a new source of revenues to its operations
that will ultimately benefit its electric energy customers.

PREPA Utilities, LLC, was created for the purpose of investing, financing, constructing and
operating industrial projects and other infrastructure relating to the optimization of the Authority’s
electric infrastructure. PREPA Oil & Gas, LLC, was created for the purpose of buying, selling,
exchanging and otherwise trading or dealing with the export, import, manufacture, production,
preparation, handling, storage, and distribution of oil and gas and any other fuels required to satisfy the
Authority’s power generation needs. Finally, InterAmerican Energy Sources was created for the purpose
of investing, developing, financing, constructing and operating renewable energy projects and other
infrastructure related to the optimization of the Authority’s electric infrastructure. PREPA Ultilities, LLC,
PREPA Oil & Gas, LLC, and InterAmerican Energy Sources, LLC are currently not operating.

INVESTMENT CONSIDERATIONS

Prospective investors should carefully consider the investment considerations set forth below
regarding an investment in the Bonds as well as other information contained in this Official Statement.
The following discussion of investment considerations is not meant to be a complete list of the
considerations associated with the purchase of the Bonds and does not necessarily reflect the relative
importance of various factors. Potential purchasers of the Bonds are advised to consider the following
factors, among others, and to review the other information in this Official Statement in evaluating an
investment in the Bonds. Any one or more of the factors discussed, and others, could lead to a decrease
in the market value and/or the liquidity of the Bonds. There can be no assurance that other investment
considerations will not become material in the future.

Authority’s Financial Condition
Operating Losses

For the three years ended June 30, 2010, 2009 and 2008, the Authority incurred losses before
contributed capital of $202.5 million (unaudited), $163.0 million and $323.7 million, in accordance with
GAAP. These net losses have resulted in a significant reduction in the Authority’s consolidated net
assets, from $471.4 million as of June 30, 2007, to $186.7 million as of June 30, 2008 and $39.2 million
as of June 30, 2009. As of June 30, 2009 and June 30, 2010, the Authority had unconsolidated net assets
(on a stand-alone basis, excluding the Authority’s subsidiaries) of negative $9.8 million and negative
$146.7 million (unaudited), respectively.

The Authority’s net losses during these three fiscal years are mainly due to (i) the decrease in
revenues resulting from consecutive decreases of 5.2% and 5.5% in the sale of electric energy (measured
in kWh) during fiscal years 2008 and 2009, (ii) the recognition of other post employment health care
benefits (“OPEB”) expense upon the adoption in fiscal year 2008 of Statement No. 45 of the
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Governmental Accounting Standards Board, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions (“GASB No. 45”), and (iii) the Authority’s CILT
obligations and other subsidies during these years. The decreases in sales of electric energy during fiscal
years 2008 and 2009 resulted in a decrease in revenue from basic charges (which excludes fuel
adjustment and purchased power charges) of $59.6 million from fiscal year 2008 to fiscal year 2009 and
$52.3 million from fiscal year 2007 to fiscal year 2008. For fiscal year 2010, however, the Authority’s
revenues from basic charges increased by $48.9 million compared to fiscal year 2009. The Authority
recorded an OPEB expense of $189.5 million for fiscal year 2008 as a result of the adoption of GASB No.
45. GASB No. 45 requires, among other things, the systematic, accrual basis measurement and
recognition of OPEB expenses over a period that approximates employees’ years of service. The
Authority’s CILT obligations and other subsidies were $218.4 million, $224.8 million and $235.8 million
for fiscal years 2008, 2009 and 2010, respectively. For a discussion of the CILT and other subsidies, see
the discussion below under Subsidies and Contributions in Lieu of Taxes and the discussion in Subsidies
and Contributions in Lieu of Taxes under THE SYSTEM.

In order to address the Authority’s losses, in January 2009 management began to implement a
financial stabilization plan designed to adjust operating expenses in line with the Authority’s projected
sales and improve its financial metrics. As a result of the implementation of various measures under this
plan, the Authority’s operating expenses for fiscal year 2010 (excluding the cost of fuel oil and purchased
power) decreased by $93.7 million, or 11.4%, compared to fiscal year 2008, and by $59.6 million, or
7.6%, compared to fiscal year 2009. For a more detailed description of the Authority’s financial
stabilization plan, see Plans to Address the Authority’s Challenges under OVERVIEW.

Subsidies and Contributions in Lieu of Taxes

The Authority includes in Revenues and Net Revenues (as calculated pursuant to the Trust
Agreement) amounts billed to the Commonwealth’s municipalities for electric energy sales to the
municipalities that the Authority is legally entitled to collect but historically has not collected because it
instead offsets such billings against its CILT obligation. The Authority also includes in Revenues and
Net Revenues amounts attributable to a residential fuel subsidy and a hotel subsidy that the Authority
does not collect because it is required by law to credit such amounts directly to the customers in their
electric energy bills. For a detailed description of the Authority’s obligation to make CILT payments and
provide these and other subsidies, and the procedures followed by the Authority to comply with such
obligations, see Subsidies and Contributions in Lieu of Taxes under THE SYSTEM.

The annual CILT is equal to, at a minimum, the municipality’s actual electric energy
consumption and is payable only from Net Revenues available after provision is made for debt service
and other Trust Agreement obligations in each fiscal year. The Authority is legally entitled to collect the
municipalities’ electric energy consumption bills on a current basis and defer the payment of the CILT
until November 30 following the end of the fiscal year. The Act provides that the Authority’s obligations
under the Trust Agreement have priority over the Authority’s obligation to make any CILT payment.
Historically, however, the municipalities have not been paying for their electricity on a current basis and
the Authority has followed the practice of offsetting the outstanding bills against the CILT. This practice,
which the Act provides is at the option of the Authority, has affected the Authority’s liquidity. If the
Authority were to change this practice and require the municipalities to pay their bills on a current basis,
there is no assurance that the Authority would be able to collect such bills on a timely basis.

In fiscal years 2009 and 2010, the Authority’s Revenues from sales of electricity to municipalities
was $187.7 million and $196.5 million, respectively, and the aggregate amount of the residential fuel and
hotel subsidies included in Revenues was $37 million and $36 million, respectively. The sum of the sales
of electricity to municipalities and these subsidies ($224.7 million for fiscal year 2009 and $232.4 million
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for fiscal year 2010) represented approximately 35.7% and 31.2%, respectively, of the Authority’s Net
Revenues for the corresponding periods. That sum is expected to grow to $274.9 million by fiscal year
2015. The historical and projected Revenues from sales of electricity to municipalities and the residential
fuel and hotel subsidies are set forth in footnotes to the tables titled Historical Net Revenues and
Coverage and Projected Net Revenues and Coverage appearing under NET REVENUES AND
COVERAGE.

Internal Funding of Capital Improvements

During fiscal years 2006 through 2010, the Authority’s capital expenditures funded from
internally-generated funds were $150.6 million, or approximately 5.7% of total capital expenditures. For
fiscal year 2010, the Authority allocated $74.7 million of internally generated funds for capital
expenditures, representing approximately 19.3% of total capital expenditures. In the Authority’s capital
improvement program for the five fiscal years ending June 30, 2015, the Authority expects that
approximately 9.6% of projected capital expenditures will be financed from internally generated funds.
Thus, while the Authority has been increasing the allocation of internally generated funds to its capital
improvement program, substantially all of the Authority’s capital improvement program has been and will
continue to be financed through the issuance of Power Revenue Bonds and other borrowings. The
Authority’s Consulting Engineers have recommended that the Authority increase the amount of its capital
improvement program funded from internally-generated sources.

Liquidity; Government Accounts Receivable

During the fiscal years 2008 and 2009, the Authority experienced a deterioration of its liquidity.
Among the factors that affected the Authority’s liquidity were the increase in the level of accounts
receivable during fiscal years 2008 and 2009, in particular accounts receivable from the central
government, and the Authority’s practice of offsetting the municipalities’ electric consumption
receivables against the CILT. During fiscal year 2010, however, the Authority made significant progress
in reducing accounts receivable from the government sector. From June 30, 2008 to June 30, 2010,
accounts receivable from the central government and public corporations decreased to $263 million, a
16% decrease, consisting of $37.3 million from the central government and $225.7 million from public
corporations. As of June 30, 2010, the central government had paid all past due accounts owed as of June
30, 2009.

In addition, the Authority agreed to an informal payment plan with PRASA, one of the public
corporations with the largest account balance totaling $30.7 million, or 13.6% of past due amounts from
public corporations, as of June 30, 2010. As of June 30, 2010, PRASA’s receivable had decreased by
$32.6 million from June 30, 2009 due to a payment of $53.9 million made on June 10, 2010. As of June
30, 2010, PBA had also reduced the balance of its receivable to $38.2 million from June 30, 2009 due to a
$25 million payment made in September 2009. The Authority expects to receive an additional $25
million payment from PBA in September 2010. As of June 30, 2010, the public corporation with the
largest account balance was the Ports Authority, totaling $44.8 million, or 19.8% of past due amounts
from public corporations.

The Authority has used lines of credit from Government Development Bank for Puerto Rico
(“Government Development Bank™) and private financial institutions for operational purposes and to
finance capital improvements. As of August 31, 2010, the Authority had drawn lines of credit with an
outstanding principal balance of $141.3 million. See Notes and Government Development Bank — Lines
of Credit under DEBT.
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Trends in Electric Energy Sales

During fiscal years 2008 and 2009, the Authority experienced a decrease in electric energy sales
(in kWh) as a result of the ongoing economic recession in Puerto Rico and the high rates charged to the
Authority’s clients, which are the result of the combination of the high cost of fuel oil and the Authority’s
dependence on fuel oil for 69% of its power production. For fiscal years 2008 and 2009, when Puerto
Rico’s real gross national product decreased by 2.8% and 3.7%, respectively, the Authority’s electric
energy sales decreased by 5.2% and 5.5%, respectively. Residential, industrial and commercial energy
sales were all negatively impacted during these two fiscal years. During fiscal year 2010, however, the
Authority experienced an increase in electric energy sales compared with fiscal year 2009. This increase
has mainly occurred in the residential sector, which experienced an increase of 10.8%, partly attributable
to lower fuel oil prices during the first six months of fiscal year 2010 compared with the historically high
price of fuel oil during the first six months of fiscal year 2009 (which averaged $97.35 per barrel).

The Authority is projecting declines in electric energy sales of 0.2% and 0.1% for fiscal years
2011 and 2012, respectively, and increases of 0.4%, 0.6% and 0.9% for fiscal years 2013, 2014 and 2015,
respectively. To address the expected flat level of demand for electricity during the next two fiscal years,
the Authority’s management has been implementing the financial stabilization plan previously disclosed
that aims to reduce operational costs to bring them in line with the expected energy sales.

For more information regarding the historical and projected sales and revenues of the Authority,
see NET REVENUES AND COVERAGE.

Dependence on Fuel Oil; Fuel Cost Volatility

Approximately 68.6% of the Authority’s energy sales are generated by oil-fueled units. The
Authority’s main operating expense is the cost of fuel oil. Fuel oil expenses amounted to $2.0 billion, or
58.6% of Current Expenses, for fiscal year 2010, and $1.9 billion, or 56.8% of Current Expenses, for
fiscal year 2009. During the last five fiscal years, there has been significant volatility in the price of oil.
The average cost per barrel to the Authority was $56.38 for fiscal year 2006, increasing to $84.18 for
fiscal year 2008 and then decreasing to $76.55 for fiscal year 2010.

Since the cost of fuel is passed on to the Authority’s clients on a current basis through a fuel
adjustment charge, the Authority’s dependence on fuel oil has resulted in overall increases and significant
volatility in the cost of energy to the Authority’s customers during the last five fiscal years. The
increased cost of energy, in turn, has a negative impact on Puerto Rico’s economy and has contributed to
the reduced demand for electricity discussed above. The Authority’s management is focused on
diversifying fuel sources, with the goal of reducing the dependence on oil for energy generation from
69% today to 48% by 2015 and 26% on a long-term basis. In order to achieve this reduction, the
Authority plans to convert existing oil-fired facilities to allow them to use natural gas and to build a
pipeline system to transport natural gas to several of the Authority’s generating plants. The Authority is
also reviewing the option of developing new coal-burning facilities. The Authority has also entered into
power purchase agreements with developers of renewable energy projects with the long-term goal of
increasing the use of renewable energy. See Adequacy of Capacity under THE SYSTEM.

For more information regarding the fuel used by the Authority for its generating units, see Fuel
under THE SYSTEM.
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Changes in Commonwealth Legislation and Market Developments

The Government has identified high energy costs as one of the main factors affecting Puerto
Rico’s competitiveness and has made the adoption of a new energy policy an important part of its
economic development initiatives. Act No. 73 of May 28, 2008, also known as the Economic Incentives
Act, Puerto Rico’s most recent tax incentives legislation, also created the Puerto Rico Energy Affairs
Administration, a new government agency under the Department of Economic Development and
Commerce in charge of developing and implementing an energy policy for Puerto Rico. The Economic
Incentives Act provides, among other things, for tax credits against Puerto Rico income tax equal to a
percentage of the payments made to the Authority for the net consumption of energy related to business
operations. These credits are available to any business that is an industrial client of the Authority and has
been designated as an eligible business by the Puerto Rico Treasury Department. These tax credits will
be covered from moneys from the Commonwealth’s General Fund and payments from the Authority.

The Economic Incentives Act provides that the Authority’s cost of the tax credit will be absorbed
by the Authority through a reduction in operational costs, increased efficiencies, revenues generated
through “wheeling” and reductions in the cost of generating or purchasing energy. The Economic
Incentives Act expressly provides that the Authority’s cost in providing the tax credit shall not be
subsidized by or passed through, either directly or indirectly, to the customers of the Authority, nor shall
such costs cause a reduction in employment or in the payroll of the Authority. If during the 10-year term
of the tax credit the average cost of energy is reduced to 10 cents per kWh for a period of two consecutive
years, the tax credit will terminate.

The Authority expects to pay its portion of the cost of the tax credit from Revenues in a given
year, but only after the application of Revenues to pay Current Expenses and debt service on the
Authority’s outstanding bonds in such given year, and after certain debt service, maintenance, capital
improvement and self-insurance reserves are funded as required under the Trust Agreement. The
Authority estimates that it will incur costs related to the Economic Incentives Act of approximately $44
million in the five years ending in fiscal year 2015.

The Economic Incentives Act mandated the introduction of “wheeling” by January 2, 2010 and
created a committee in charge of the implementation of a wheeling system. Under a wheeling system, the
Authority must make available its transmission and distribution system to third party power generators.
Although the Authority did not meet the deadline established in the Economic Incentives Act, it is
currently in the process of implementing a wheeling system. Among the issues being considered by the
Authority are the tariffs that the Authority would charge to third parties for using the transmission and
distribution system and the interconnection procedures. If the Authority and a third party power generator
do not agree on the rates within a period of 60 days, the Economic Incentives Act provides that the
Executive Director of the Administration for Energy Affairs has the authority to appoint an arbitrator to
determine, approve and establish the rates to be paid by the Authority and the third party power generator,
as applicable. See Wheeling under THE SYSTEM.

On July 10, 2010, the Government enacted Act No. 82, known as the Act for a Public Policy for
Energy Diversification Through Sustainable and Alternative Renewable Energy. Act No. 82 requires the
Authority to meet prescribed targets of energy generation from renewable sources by specified dates, as
follows: 12% of energy sales from renewable energy production by 2015 and 15% of energy sales from
renewable energy production by 2020, with a requirement to establish a plan to reach 20% of energy sales
from renewable energy production by 2035. Act No. 82 also establishes Renewable Energy Certificates
as a legally recognized asset that can be purchased, sold, traded and transferred separately from electric
power and used to meet the renewable energy targets and creates a Renewable Energy Commission with
the power to implement and supervise compliance with Act No. 82. Failure to comply with the renewable
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energy targets could result in the imposition of fines. Concurrently with the enactment of Act No. 82, the
Government enacted Act No. 83 of July 19, 2010, known as the Green Energy Incentives Act, which
provides incentives to promote the development of renewable energy projects. The Authority is taking
measures to comply with Act No. 82, such as entering into power purchase agreements with developers of
renewable energy projects, but it is too early to determine whether the Authority will be able to comply
with the requirements of Act No. 82 and what impact Act No. 82 and Act No. 83 will have on the
Authority.

In recent years, the Legislative Assembly has approved legislation providing incentives for the
efficient use of electric energy and the adoption of systems that would help consumers to reduce their
electric energy bill. For example, the Legislative Assembly approved legislation subsidizing the
installation of photovoltaic cells in order to promote the use of solar power for the generation of
electricity. Any new legislation that would reduce the Authority’s electric energy sales could have a
material impact on the Authority’s operations and financial condition.

New methods of producing low cost electricity and self-generation by certain industrial or
commercial customers are other factors that could affect the Authority. The Authority is currently subject
to “net metering” legislation, which allows residential and small business customers with their own
generation to sell power back to the Authority. The Authority cannot determine with certainty what
effects these factors will have on its business operations, but the effects are unlikely to be significant in
the short-term. The Authority’s management, however, is focused on reducing the cost of power to its
customers in order to make it more competitive in a market environment.

From time to time various bills are introduced in the Commonwealth’s Legislative Assembly.
Any new legislation that promotes competition in the energy sector in Puerto Rico or affects the
Authority’s rate-setting independence could have a material impact on the Authority’s operations and
financial condition. The Authority cannot predict at this time whether any additional legislation or rules
will be enacted by the Commonwealth that will affect the Authority’s operations or financial condition.

Changes in Federal Laws or Regulations

The electric utility industry in the United States mainland has changed from a regulated
monopoly business to a deregulated competitive industry. The Federal Energy Regulatory Commission
(“FERC”) has mandated wholesale wheeling and open access for transmission facilities owned by utilities
that engage in interstate commerce. Many states have enacted or proposed laws and regulations that are
designed to (i) ensure open access to transmission facilities to promote wholesale power supply
competition and (ii) phase in retail competition. The requirements of FERC, including those regarding
wholesale wheeling, are generally not applicable to the Authority because it is not engaged in transactions
in interstate commerce. In addition, there are currently no wholesale clients in the Commonwealth,
although the Authority is required to offer a wheeling service. As a result, the Authority has operated as a
monopoly in the sale of electricity in Puerto Rico which has allowed it to charge rates determined by
reference to their costs of service rather than by competitive forces. The Authority remains subject to the
mandatory purchase obligation and other legal requirements in the Public Utility Regulatory Policies Act
of 1978 (“PURPA”), which requires the Authority to purchase energy from certain generators at the
Authority’s avoided costs. Changes in Federal legislation, market development and other factors,
however, could expose the Authority to competition.

Climate Change and Possible Future Climate Change Legislation

This section provides a brief summary of certain governmental actions taken or under
consideration regarding the regulation and control of greenhouse gases (“GHGs”).
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On April 2, 2007, the U.S. Supreme Court (the “Court”) issued a Clean Air Act (“CAA”) decision
in Massachusetts v. Environmental Protection Agency, 549 U.S. 497 (2007) concluding that GHGs meet
the CAA definition of an air pollutant and are subject to regulation under the CAA. More specifically, the
Court found that the CAA authorizes the U.S. Environmental Protection Agency (the “EPA”) to regulate
tailpipe greenhouse gas emissions if the EPA determines they cause or contribute to air pollution that may
reasonably be anticipated to endanger public health or welfare. The Court remanded the case to the EPA
to make such an “endangerment determination,” which is the statutory prerequisite to authorizing
regulations.

In response to the decision, on July 30, 2008, the EPA issued an Advance Notice of Proposed
Rulemaking titled “Regulating Greenhouse Gases under the Clean Air Act.” This Advance Notice sought
comments regarding GHGs regulation under the CAA. The Advance Notice also suggested that the EPA
in the future would consider using an existing provision of the CAA to impose energy efficiency
standards on electric generating units to reduce greenhouse gases. The comment period closed in
November 28, 2008, with parties filing thousands of comments both in favor of and opposed to using the
CAA as a tool to address GHGs. Many parties filed comments that supported comprehensive climate
change regulation such as cap and trade to address GHGs, but opposed the EPA regulation under the
existing CAA due to the unavoidable adverse consequences of using the CAA to regulate GHGs. On
April 17, 2009, the EPA, in response to the Massachusetts decision, issued proposed “endangerment” and
“cause or contribute” findings for greenhouse gases under Section 202(a) of the Clean Air Act. On May
19, 2009, the EPA issued a notice of intent to regulate GHG emissions for cars and trucks under section
202 of the CAA, following up on the Massachusetts decision discussed above.

On September 15, 2009, the EPA and the Department of Transportation’s National Highway
Safety Administration proposed a national program that would dramatically reduce greenhouse gas
emissions and improve fuel economy for new cars and trucks sold in the United States. On September 30,
2009, the EPA proposed new thresholds for greenhouse gas emissions that define when Clean Air Act
permits under the New Source Review and Title V operating permits programs would be required.
According to the EPA, the proposed thresholds would tailor these permit programs to limit which
facilities would be required to obtain permits and would cover nearly 70% of the nation’s largest
stationary source GHG emitters—including power plants, refineries, and cement production facilities,
while shielding small businesses and farms from permitting requirements.

In recent months, the EPA has issued a number of rulemakings and announcements to lay a
potential framework for GHG regulation under the CAA and future legislation. On October 30, 2009, the
EPA issued a final rule requiring mandatory monitoring in 2010 and reporting of GHGs emissions
beginning in 2011 for virtually all industrial source categories across the country. This final rule does not
require control of greenhouse gases, rather it requires only that sources above certain threshold levels
monitor and report emissions. Additionally, the EPA stated that this rulemaking does not indicate that the
agency has made any final decisions on pending actions. The EPA stated that the mandatory GHG
reporting program will provide the agency, other government agencies, and outside stakeholders with
economy-wide data on facility-level (and in some cases corporate-level) GHG emissions, which should
assist in future policy development. On December 7, 2009, the EPA issued the final “endangerment” and
“cause or contribute” findings regarding greenhouse gases under section 202(a) of the Clean Air Act. The
EPA has received several Petitions for Reconsideration of the Endangerment and Cause or Contribute
Findings. Although the findings do not themselves impose any requirements on industry or other entities,
this action is a prerequisite to finalizing the EPA’s proposed GHGs emission standards for light-duty
vehicles, which the EPA proposed in a joint proposal including the Department of Transportation's
proposed standards on September 15, 2009.
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At this time, the EPA has not made any further announcements to establish regulatory controls or
emission standards regarding GHGs from electric generating units. However, the EPA is expected to
phase-in permit requirements and regulation of GHGs for large stationary sources beginning calendar
year 2011.

At the same time, the House Energy and Commerce Committee in the spring and summer of 2009
advanced a comprehensive climate change bill that would impose economy-wide cap and trade on
virtually all industrial sectors, including electricity generation. The Energy and Commerce Committee
approved H.R. 2454 on May 21, 2009, and the full House of Representatives passed H.R. 2454 on June
26, 2009. H.R. 2454 would require existing coal-fired power plants to obtain “allowances” for each ton of
GHG emissions, and thus effectively create a “price of carbon.” The number of available allowances
would decrease over future years, increasing the price. It is generally understood that newer facilities that
are more energy efficient or which are adaptable to a mix of various conventional and alternative fuels as
well as carbon capture and sequestration will be at a competitive advantage in a cap and trade framework
compared to less efficient facilities. Further, H.R. 2454 would preempt much of—but not all of—the
EPA’s authority to regulate GHG emission from coal-fired power plants under the CAA. Despite the
approval of H.R. 2454 by the House, any timeline for actual passage by Congress is uncertain.

The Authority is unable to predict whether and when the EPA or the United States Congress
ultimately will impose regulations and restrictions on GHGs, and if so, what their content and form or
effect would be. At this time, there does not appear to be a consensus as to what the level of future
regulation of emissions will be, or the costs associated with that regulation. However, any such costs
could be material to the Authority.

Other Environmental Regulation

Electric utilities are subject to continuing environmental regulation, which may change from time
to time. Compliance with these regulations may impose additional costs to the Authority, and failure to
comply with these regulations could result in penalties or in the shutdown of generating units that are not
in compliance. In the past, there have been various instances of non-compliance by the Authority with
U.S. federal and Commonwealth environmental laws and regulations, which have resulted in monetary
penalties and criminal action against the Authority. The Authority is currently operating under a consent
decree with the EPA.

For a detailed description of the environmental matters affecting the Authority, see
ENVIRONMENTAL MATTERS.

Limited Nature of Ratings; Reductions, Suspension or Withdrawal of a Rating

Any rating assigned to the Bonds by a rating agency will reflect such rating agency’s assessment
of the likelihood of the payment of interest when due and principal of the Bonds on their respective
maturity or mandatory redemption dates. Any rating of the Bonds is not a recommendation to purchase,
hold or sell such Bonds and such rating will not address the marketability of such Bonds, their market
price or suitability for a particular investor. There is no assurance that any rating will remain for any
given period of time or that any rating will not be lowered, suspended or withdrawn entirely by a rating
agency if, in such rating agency’s judgment, circumstances so warrant based on factors prevailing at the
time, including, but not limited to, the evaluation by such rating agency of the financial outlook for the
Authority. Any such reduction, suspension or withdrawal of a rating, if it were to occur, could adversely
affect the availability of a market for the market prices for the Bonds. Finally, the Trust Agreement does
not include a covenant by the Authority to maintain a specific rating with respect to outstanding Bonds.
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THE SYSTEM

The Authority is the supplier of virtually all of the electric power consumed in the
Commonwealth. As of June 30, 2010, the Authority served approximately 1.5 million clients,
representing a population of 4 million.

Generating Facilities

As of June 30, 2010, investment in Authority-owned production plant in service totaled
approximately $3.9 billion based on original installed cost, the total nameplate rating of the Authority-
owned generating facilities of the System was 4,937 MW and their total dependable generating capacity
was 4,878 MW. In addition, the Authority purchases power under long-term power purchase agreements
from two cogeneration facilities: EcoEléctrica and AES-PR. Under its agreement with EcoEléctrica, it
has the right to purchase 507 MW of net dependable generating capacity. Under its agreement with AES-
PR, it has the right to purchase 454 MW of net dependable generating capacity. The Authority has
dispatch control over both facilities, and their output is fully integrated into the System.

Existing Generating Facilities (in MW)
Dependable Generating Capacity

Combined
Nameplate Cycle Power Combustion
Rating Total Steam Blocks Turbine Hydro Other
Generating Plants (82 Units) (82 Units) (16 Units) (13 Units) (25 Units) (21 Units) (7 Units)

AGUILTE ... 1,554 1,534 900" 592 420 - -
Costa Sur.. 1,030 1,032 990 - 420 - -
Palo S€CO.....vverrernnnn 731 728 602 - 1269 - -
San Juan .........c.cooo....... 870 840 400 4400 - - -
Mayagiiez. 220 220 - - 220© - -
Arecibo.......... 248 248 - - 2487 - -
Other Locations............ 284 277 - - 168® 100 9

Subtotal........... 4,937 4,878 2,892 1,032 846 100 9
Pefiuelas — EcoEléctrica 507 507 - 50719 - - -
Guayama — AES-PR..... 454 45410 45410 - - - -

Total................ 5,898 5,839 3,346 1,539 846 100 9

) Consists of the Authority’s two largest units, Aguirre Units 1 and 2, each with a dependable generating capacity of 450 MW.

@ Consists of two combined-cycle power blocks, each made up of four 50 MW combustion turbine units and one 96 MW steam-turbine unit.
® Consists of two 21 MW units.

@ Consists of six 21 MW units.

® Consists of two combined cycle power block, each made up of one 160 MW combustion turbine unit and one 60 MW steam-turbine unit.
©® Consists of eight 27.5 MW dual fuel aero-derivative combustion turbines.

™ Consists of three 83 MW units.

® Consists of eight 21 MW units.

© Consists of five diesel units in the Municipality of Culebra and two in the Municipality of Vieques with an aggregate dependable capacity of approximately 8 MW held on standby
reserve.

Consists of one combined cycle power block, made up of two 165 MW combustion turbine units and a 177 MW steam turbine unit.

(D Consists of two 227 MW units.

(10)

The EcoEléctrica plant is a cogeneration facility located in the Municipality of Pefiuelas. The
facility includes a combined cycle power block, consisting of one steam and two combustion turbine
units, and a liquefied natural gas terminal. The Authority began purchasing power from EcoEléctrica in
September 1999 during the testing and start-up phase of the facility. Commercial operation began in
March 2000. The Authority has entered into an agreement with EcoEléctrica to purchase all of the
power produced by the facility for a term of 22 years. The agreement requires EcoEléctrica to provide
507 MW of dependable generating capacity to the Authority. The Authority may purchase any energy
produced by the facility in excess of 507 MW, if made available, by paying an energy charge only. No
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capacity charge would be imposed on the Authority for this “excess” power. EcoEléctrica has entered
into a long-term supply agreement to meet its expected needs for natural gas at the facility.

The power purchase agreement with EcoEléctrica includes monthly capacity and energy charges
to be paid by the Authority for the 507 MW of capacity, which EcoEléctrica is committed to provide.
The capacity charge is subject to reduction, progressively to zero, if the facility does not achieve certain
availability guarantees determined on a 12-month rolling average basis. The energy charges for power
purchases are based on a number of factors including a natural gas related charge on a per kWh of energy
basis and inflation indices. The EcoEléctrica purchased power costs incorporate a minimum monthly
power or fuel purchase requirement based on an average capacity utilization factor on the part of the
Authority. After paying this minimum requirement, the Authority only pays for energy actually received
(including energy in excess of the 507 MW guaranteed by EcoEléctrica). This element of the agreement,
when combined with the possible reduction in the capacity charge described above, effectively transfers
substantially all of the economic risk of operating the facility to EcoEléctrica.

The AES-PR plant is a co-generation facility located in the Municipality of Guayama. The plant
commenced commercial operation in November of 2002. This clean burning coal technology facility
consists of two identical fluidized bed boilers and two steam turbines with 454 MW of dependable
generating capacity. The Authority has entered into an agreement with AES-PR to purchase all of the
power produced by this facility for a term of 25 years from the date of commencement of commercial
operation. The contract with AES-PR is substantially similar to the EcoEléctrica contract described
above, including the compensation structure. Above a certain minimum amount, the Authority is only
obligated to purchase energy actually produced by the facility. AES-PR is an affiliate of AES
Corporation.

The AES-PR and EcoFEléctrica projects contribute to the Authority’s efforts towards fuel
diversification and improved reliability of service. Prior to the commencement of operations of the
EcoEléctrica and AES-PR facilities, oil-fired units produced approximately 99% of the Authority’s
energy. After the incorporation of the EcoEléctrica and AES-PR facilities to the System, approximately
30% of the Authority’s annual energy requirements are being provided by non-oil-fired generating
facilities.

Among other benefits, the integration of the EcoEléctrica and AES-PR cogeneration facilities into
the Authority’s System reduces the impact of changes in energy costs to the Authority’s clients resulting
from short-term changes in fuel costs due to the manner of calculation of the energy charges under the
EcoEléctrica and AES-PR agreements. While the agreements provide that energy charges will change
based on different formulas relating to the prior year, each agreement fixes the energy price for each year
of the contract at the beginning of such year. Fixing the energy component of the price for the whole year
reduces the impact of seasonal or short duration variations in the market price of electricity. Because the
energy price is fixed and known for the entire year, the Authority is able to achieve better economic
dispatching and scheduling of maintenance outages of all of its generating units. In addition, the year
delay in the effect of energy price changes for these two facilities on the Authority’s energy costs reduces
variations of the fuel and purchased power components in the price of electricity sold by the Authority by
postponing the impact of the price changes and bringing these changes out of step with price changes in
the other components of the Authority’s fuel mix.

All of the Authority’s purchased power costs under the EcoEléctrica and AES-PR power
purchase agreements are accounted for as operating expenses on the Authority’s financial statements, are
treated as a Current Expense under the Trust Agreement, and are being recovered by the Authority
pursuant to the purchased power charge under its current rate structure.
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Transmission and Distribution Facilities

The Authority’s transmission and distribution system interconnects its power plants with major
switching and load centers throughout Puerto Rico in order to allow the flow of power to and between
these locations. The System is integrated and each generating unit is able to provide electric power to the
transmission and distribution system.

Since the early 1990’s, a substantial portion of the Authority’s capital improvement program was
directed at (i) improving its generating units in order to extend their life and increase their availability,
thereby improving the System’s equivalent availability, and (ii) expanding its generating capacity to
improve its quality of service and meet forecasted increases in demand. As a result of the recent
decreases in demand, however, the Authority believes that it now has sufficient capacity to meet current
and future demand. Consequently, it has refocused its capital improvement program towards maintaining
its existing generating units and improving its transmission and distribution network in order to enhance
reliability and improve efficiency. The Authority expects this shift in its capital improvement program to
result in a marked improvement in its economic dispatch schemes, energy transfer and transmission
system losses, reliability, system security margins, voltage stability and system performance during
double contingencies.

During the period from fiscal year 2006 to fiscal year 2010, the Authority invested $1.2 billion
(or 47% of its capital improvement program) in its transmission and distribution system. The capital
improvement program for the five fiscal years ending June 30, 2015 includes $851.7 million (or 49% of
such program) for transmission and distribution facilities.

Transmission Facilities

As of June 30, 2010, the Authority’s transmission plant in service totaled $1.6 billion based on
original installed cost. The capital improvement program for the five fiscal years ending June 30, 2015
includes $441.9 million, or 25.3% of total capital improvement program, for extensions and
improvements to transmission lines. As of June 30, 2010, the Authority had 2,444 circuit miles of
transmission lines, consisting of 364 circuit miles of 230 kV lines, 710 circuit miles of 115 kV lines and
1,370 circuit miles of 38 kV lines. The Authority has 25 miles of underground 115 kV cable, 63 miles of
underground 38 kV cable and 55 miles of submarine 38 kV cable. The Authority also has 173
transmission and distribution switchyards and 129 transmission substations located at generating sites and
at other sites throughout the island with a total transformer capacity of 18,535,250 kilovolt amperes
(“kVA”). In addition, the Authority has 20 portable substations with a total capacity of 299,500 kVA and
two capacitor banks with a total capacity of 36,000 kVar for substation maintenance without service
interruptions.

As part of the Authority’s refocused capital improvement program, it is constructing two new
230 kV transmission lines to complement the transmission loops in the center and western parts of Puerto
Rico. These two 230 kV transmission lines will connect one of the Authority’s principal generation
complexes in the south with major switching and load centers in the northern and central parts of the
island. The first project consists of a 38-mile long 230 kV transmission line between the South Coast
steam plant and the switchyard at the Cambalache gas turbines plant. The first stage of this project
consists of the reconstruction and conversion to 230 kV of an existing 115 kV circuit line between the
South Coast Steam Plant and Dos Bocas hydroelectric power plant. The second stage of the project
consists of the construction of a new 230 kV line from Dos Bocas to the Cambalache facilities. The
construction of this project is expected to be completed during fiscal year 2015. The Authority is also
constructing a new 50-mile long 230 kV transmission line between its South Coast steam plant and the
transmission center in Aguas Buenas. The construction of this new transmission line is expected to be
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completed during fiscal year 2015. Once in operation, these major infrastructure projects will
significantly enhance the reliability and security margins of the transmission system, and will permit the
increase of power transfers from the south coast of Puerto Rico to the northern, central and western
regions. During fiscal year 2011, the Authority expects to complete the conversion to 230kV of the
existing 115kV circuit line from Costa Sur to the Ponce transmission center. The Authority also expects
to convert the fuel oil fired boilers of Costa Sur Units 5 and 6 to natural gas fired units by December
2010.

The Authority has completed an underground 115 kV transmission circuit line around the San
Juan metropolitan area in order to reduce power loss incidents in the aftermath of hurricanes and other
major storms which strike Puerto Rico from time to time. The program to improve the 38 kV sub-
transmission system continues in effect, including the construction of underground 38 kV lines in
Carolina, Guaynabo and San Juan. Construction of the underground 38 kV lines in Vega Baja and
Mayagiiez has been completed. In addition, major reconstruction projects of aerial 38 kV lines in the
central and western part of the island will significantly improve the reliability of the sub-transmission
system.

During fiscal year 2009, the Authority commenced operations of the Palo Seco Gas Insulated
Switchgear (“GIS”), one of the Authority’s major gas insulated 115/38 kV switchyards with direct
interconnection to 600 MW of generating capability, and a 90 MVARS Static Var Compensator (SVC) at
the 38 kV bus of Bayamoén Transmission Center, which improves the System’s dynamic reactive power
response to major contingencies and outages in the generation or transmission system. The Authority
also commenced the operation of a new air insulated 38 kV switchyard in the municipality of Cidra,
which improves the reliability and efficiency of the System while increasing its power transfer capability
and improving voltage regulation of the sub-transmission system under normal conditions and
contingency situations. Finally, the Authority completed the installation of a new 115 kV capacitor bank
in the Juncos transmission center, which is intended to improve the voltage regulation in major load
centers, increase the transmission system’s power factor and reduce its reactive power losses. During
fiscal year 2010, the Authority commenced operations of a new air insulated 38 kV switchyard in
Aguadilla.

During fiscal year 2011, the Authority expects to commence operations of a new 115kV
capacitor bank in the Candvanas transmission center in order to continue improving the voltage regulation
in major load centers, increase the transmission system’s power factor and reduce its reactive power
losses. The Authority also expects to complete a new 150 megavolt ampere (“MVA”) 115/38 kV
transmission center in the municipality of Bayamon (Hato Tejas TC), as well as major expansion projects
that add 300 MVA of 115/38 kV transforming capacity in the transmission centers of Candvanas and
Victoria (Aguadilla). The Authority also expects to begin construction of a new 450 MVA 230/115 kV
transmission center in Ponce TC, as well as an expansion project to add 150 MVA of 115/38 kV
transforming capacity to existing facilities.

In fiscal year 2012, the Authority expects the San Juan GIS, one of the Authority’s major gas
insulated 115/38 kV switchyards with direct interconnection through the existing air insulated 115 kV bus
to approximately more than 850 MW of generating capability, will enter into service.

Distribution Facilities
Investment in distribution plant in service as of June 30, 2010 totaled $3.0 billion based on
original installed cost. The capital improvement program for the five fiscal years ending June 30, 2015

includes $409.8 million (or 23.4% of the total) for extensions and improvements to existing distribution
lines to serve new clients and substations for accommodating new load growth areas. As of June 30,
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2010, the electric distribution system included approximately 32,548 circuit miles of primary and
secondary distribution lines and 1,128 distribution substations (795 are client-owned) with a total
installed transformer capacity of 8,008,200 kVA.

The construction of new distribution substations is expected to improve the capacity and
reliability of the System. Recently, the Mora TC 13.2 kV substation was energized at Isabela. The Factor
13.2 kV substation at Arecibo is currently in the commissioning process. Moreover, the new 13.2 kV
distribution substations at Rio Bayamoén II, Santa Isabel TC, Hato Tejas TC, Juan Martin (Yabucoa) and
the increase in capacity of Buen Pastor I (Guaynabo) are under construction. These substations are
expected to enter into service during fiscal year 2011.

Operations

The Authority has digitized all the transmission and distribution facilities into a geographic
information system. This allows the Authority to create a common database for all its transmission and
distribution facilities.

The Authority’s data management system integrates a work management system, a geographic
information system and an outage management system that is known by its Spanish acronym of AlRe.
The AlIRe system is structured to maintain its databases as well as interface with existing computerized
systems in other Authority divisions such as finance, human resources, and payroll. This integration
enables the Authority to track all work from initiation to completion through the same system, while
keeping all geographic information (such as maps) updated with necessary additions and modifications.
Some of the AIRe system benefits include improved client service, reduced operations and management
expenses, improved emergency response, better planning, improved and consistent engineering/design
and estimating practices, archived maintenance records and real-time system status reporting.

The work management system of the AIRe system has been in service in all of the Authority’s
districts since 2001. During fiscal year 2009, the Authority began implementing a major upgrade to the
software system, scheduled to be completed in two years. The upgrade of the work management system
will also include the integration of the asset management system and the geographic information system
with an expanded scope to include validating the location of client meters to improve the precision of the
outage management system. The Authority estimates the client meter validation activity will be
completed in fiscal year 2011.

The Authority also expanded its satellite-based vehicle locator system from 107 to 747 vehicles in
order to improve the service fleet’s efficiency. In addition, the Authority is in the process of upgrading its
asset and work management system and implementing an automatic service outage detection system.

The Authority has also implemented energy theft recovery initiatives that resulted in theft-related
billings of approximately $11 million and actual collections of $1 million during fiscal year 2010. As
part of these initiatives, the Authority is in the process of deploying “smart grid” technology by replacing
its current automated meter reading system with new “smart meters” that allow the Authority to identify
areas where theft is prevalent, include more robust anti-tampering technology and permit service to be
remotely shut off. The Authority has also significantly increased its theft detection and prevention
program by using comparison of local/temporary meters on the distribution lines versus the aggregate of
the served meters, a comparison of a client’s present electricity usage versus historical data, and a toll free
hotline for anonymous reporting of suspected electricity theft. During fiscal year 2010, the Authority
increased its unannounced door-to-door monitoring program by visiting over 45,000 customers, an
increase of 60% compared to actual visits performed during fiscal year 2008 and 28% compared to actual
visits performed during fiscal year 2009. The Authority expects that these initiatives will result in $15
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million of annual incremental revenues for fiscal year 2011 and $20 million of annual incremental
revenues for fiscal years 2012 through 2015. The actual results from the theft recovery program may
differ from the Authority’s projections.

The Authority regularly reviews and upgrades its operating and maintenance practices, with an
emphasis on improving the reliability of its transmission and distribution system. In order to improve the
productivity of its transmission and distribution employees, the Authority has instituted programs to assist
them in both technical and supervisory training. In addition, as part of its continuous effort to improve
service quality, the Authority has acquired new software applications and trained its personnel for the
analysis and monitoring of power quality.

The Consulting Engineers are of the opinion that the Authority’s production plant and
transmission and distribution system are in good repair and sound operating condition. See
Appendix [II—Letter of the Consulting Engineers.

Adequacy of Capacity
General

Electric utilities provide reliable service by establishing a level of dependable generating capacity
that is at least equal to their load plus a reserve sufficient to allow for scheduled maintenance, forced or
unscheduled outages (defined below), reductions in generating capacity due to partial outages, and other
unforeseen events. Unlike most electric utilities in the United States, which are able to purchase power
from neighboring systems in the event of unscheduled outages of generating units or temporary surges in
demand, the Authority, as an island utility, is not able to do so. In addition, the absence of significant
seasonal variations in demand results in a relatively high load factor (approximately 79% in fiscal year
2010), which affords the Authority less flexibility to schedule maintenance. Therefore, the Authority must
have greater total reserve capacity than other utilities in the United States to cover instances of generating
unit outages.

The Authority’s program to extend the life and increase the availability of its generating units has
three components: formal operator training, comprehensive preventative maintenance, and design
modification. The formal operator training part emphasizes safety, operating efficiency, and equipment
integrity. The comprehensive preventative maintenance part of the program requires the Authority to
remove all major generating units from service for maintenance at regularly scheduled intervals to ensure
their reliability (“scheduled outages”). The design modification part of the program represents the
Authority’s commitment to improve the operation of generating units by installing redesigned, improved
components, or by undertaking conversions of such generating units, in order to reduce the risk of units
being forced out of service or being forced to operate at partial output (“forced or unscheduled outages”).
About half of the $1.2 billion in capital expenditures for the five fiscal years ended June 30, 2010 for
production plant was spent for such scheduled maintenance program.

The Authority maintains some generating capacity as a reserve (referred to as a “controlled
reserve”) for frequency quality, in anticipation of unscheduled outages or other unforeseen events. The
Authority controlled reserve criterion is 200 MW, but in order to maintain it, more than 500 MW of
spinning reserve was needed. Based on its experience, however, the Authority implemented
improvements in the System that allowed it to reduce its spinning reserve requirements while continuing
to provide reliable service to clients and reducing its fuel cost.

In December 2006, a fire at the Authority’s Palo Seco plant damaged one of the four oil-fired
generating units. In a separate incident, a fire also damaged the control room that controls all four
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generating units. The Authority returned the first of the four Palo Seco units to service in November
2007. As of the end of the first quarter of fiscal year 2010, all Palo Seco generating units and the control
room had returned to service.

The table below shows annualized equivalent availability and the equivalent forced outage rate
(an indication of the average percentage of total dependable generating capacity which is unavailable
throughout the year due to forced outages or partial generating capacity outages) for fiscal years 2006
through 2010.

Electric Generation Equivalent Availability and Reliability

2006 2007 2008 2009% 2010
Equivalent availability" .............. 87% 84% 80% 76% 78%
Equivalent forced outage rate® ... 4% 10% 15% 16% 12%

]
2
3)

Cogenerator data is included.
Cogenerator data is not included.
Variations over previous years was due primarily to Palo Seco steam plant outage.

For planning purposes, the Authority determines adequacy of capacity using probabilistic analytic
methods widely used throughout the electric utility industry. The use of these methods takes into account
the unique operational aspects of the Authority.

By more effectively utilizing scheduled outages, and by implementing major design
modifications, the Authority has reduced the need for extended maintenance downtime and increased the
overall reliability of all of its generating facilities. The additional reserve capacity represented by the two
co-generation facilities gives the Authority more flexibility in scheduling maintenance periods on its own
generation facilities and favorably affects the System’s equivalent availability. Total production plant
availability, however, decreased consistently from 87% in fiscal year 2006 to 76% in fiscal year 2009 due
primarily to the Palo Seco steam plant outage. For fiscal year 2010, total production plant availability
increased to 78%. As the Palo Seco steam plant returned to full generating capacity, the Authority has
removed other generating units from service for maintenance that the Authority was not able to perform
during the time the Palo Seco steam plant was out of service. The Authority calculates that each
percentage point increase of System availability is equivalent to adding approximately 60 MW of
available capacity to the System.

Projected Load Growth

Projections of future load growth are a key component in the Authority’s financial and capacity
planning. As part of its planning process, the Authority receives information from three sources relating
to economic activity: Econométrica Inc., Inter-American University, and the Commonwealth Planning
Board. The Inter-American University uses a macroeconomic model developed in conjunction with
Global Insight, a nationally recognized econometrics forecasting firm. Econométrica and the
Commonwealth Planning Board also use data provided by Government Development Bank. The
Authority’s forecasts of electric energy sales and income are based in part on the correlations between the
consumption of electricity and various economic and financial activities in the Commonwealth as
represented in the above-mentioned models. The Authority continuously monitors actual performance
relative to its forecasts and prepares new forecasts at least once a year.

The Authority incorporates the highest of the three forecasts as its base case for planning the
additional generating capacity required by the System. Recognizing the inherent uncertainty of
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forecasting growth, the Authority ordinarily uses the lowest of the three forecasts in preparing its base
case revenue forecast.

The Consulting Engineers have reviewed the Authority’s projections of future load growth and
estimates of peak load and have found them to provide a reasonable basis for planning purposes. See
Appendix [II—Letter of the Consulting Engineers.

Substitution of Generating Facilities

The Authority’s recent load growth projections show that the Authority’s current capacity is
sufficient to meet short- to medium-term load growth demands. As a result, the Authority’s capital
improvement program in connection with its generating facilities is concentrated on maintaining its
generating units and substituting older, oil-fired generation units with more efficient generating units fired
by fuels other than oil.

The Authority has commenced developing plans for the conversion of the Costa Sur and the
Aguirre oil-fired units. The Costa Sur units and Aguirre Units #1 and #2, the Authority’s largest
generation units, are expected to be converted into natural gas fired units. The Authority also expects to
begin the conversion of the San Juan combined cycle and the Mayagiiez gas turbine into natural gas fired
generation units.

In order to deliver natural gas to its generating units, the Authority plans to build a 91 miles long
underground pipeline system, to be known as “Via Verde”, to transport natural gas to the Costa Sur
generating plant, in the South, and the San Juan, Palo Seco and Arecibo (Cambalache) generating plants,
in the North. These generating plants represent an aggregate of 2,339 MW of dependable generating
capacity that could be fueled with natural gas (in addition to the S07MW of dependable generating
capacity from the EcoEléctrica plant). The Authority’s preliminary estimate of the cost of the project,
which is in the planning and permitting stage, is approximately $450 million and the project is expected
to be completed by December 2011. The estimated cost of this project is not included in the Authority’s
projected capital improvement program presented in this Official Statement. The Authority is currently
evaluating financing alternatives for the project.

The Authority has also entered into contracts for the acquisition of renewable energy. Pursuant to
these power purchase agreements, the Authority has agreed to purchase energy (not capacity) at a fixed
price once a particular facility has commenced operations. These agreements, however, are subject to
terms and conditions that must be met before the Authority is required to purchase any power produced.

The Authority’s Capacity Expansion Plan

The Authority periodically updates its capacity expansion plan as part of its efforts to ensure its
ability to meet expected long term electric load growth, to provide reliable, cost-effective electric service
to its clients, and to reduce its dependence on fuel oil. The Authority’s current plan provides for a net
increase of 100MW in capacity during fiscal year 2013. Based on the Authority’s current projections of
peak load, the continued level of production plant equivalent availabilities of its generating units and the
additional generating capacity to be integrated into its System, the Authority and the Consulting
Engineers believe that reliable service will continue to be provided to the Authority’s clients through
fiscal year 2015.

The following table summarizes the Authority’s projected peak load, dependable capacity,
reserve margin and dependable reserve margin through fiscal year 2015 under the peak load projections
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shown below. Projections of future peak load (for capacity planning purposes) from fiscal year 2011 to
fiscal year 2015 prepared by the Authority show an average annual increase of less than 1%.

Fiscal Years Dependable
Ending Peak Dependable Reserve Reserve
June 30 Load Capacity Margin Margin (%)

(in MW, except percentages)
2011 3,448 5,839 2,391 69
2012 3,448 5,839 2,391 69
2013 3,486 5,939 2,453 70
2014 3,517 5,939 2,422 69
2015 3,559 5,939 2,380 67

The Consulting Engineers have examined the Authority’s proposed long-term capacity expansion
plan (and the methodologies and assumptions upon which it is based) and have found its development to
be reasonable and generally consistent with utility industry practice and appropriate for the Authority. See
Appendix [II—Letter of the Consulting Engineers.
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Statistical Information

The following table sets forth certain statistical information regarding the System for the five
fiscal years ended June 30, 2010. The information below includes 507 MW of capacity provided pursuant
to the EcoEléctrica contract and 454 MW of capacity provided pursuant to the AES-PR contract.

Statistical Information

Years Ended June 30
2006 2007 2008 2009 2010
Nameplate rating at end of period (in MW) .......... 5,388 5,388 5,402 5,898 5,898
Dependable generating capacity at end of period (in
Mw)D 5,365 5,365 5372 5,839 5,839
Peak load, 60-minute (in MW) .. . 3,685 3,604 3,546 3,351 3,404
Reserve Margin (%) ...... . 45.6 48.9 51.5 75.1 71.5
Average load (in MW). 2,839 2,363 2,721 2,586 2,692
Load factor (%) 77.0 79.4 76.7 77.2 79.1
Energy generated, purchased and sold (in millions
of kWh):
Electric energy generated and purchased® ... 24,870 25,082 23,838 22,651 23,579
Auxiliary equipment Use..........oeerveererueerienene (1,116) (1,020) 914) (888) (1,020)
Net electric energy generated and
purchased..... 23,754 24,062 22,924 21,763 22,559
Losses and unaccounted fo (3,134 (3,390) (3,322) (3,247 (3,324
Electric Energy Sold 20,620 20,672 19,602 18,516 19,235
Electric Energy Sales (in millions of kWh):
Residential .. 7,250 7,244 6,757 6,368 7,057
Commercial 8,734 8,910 8,744 8,498 8,759
Industrial .. 4,242 4,136 3,743 3,289 3,047
394 382 358 361 372
20,620 20,672 19,602 18,516 19,235
Electric Energy Revenues (in thousands):
Residential $1,284,641 $1,272,389 $1,498,576 $1,374,344 $1,514,413
Commercial . 1,656,770 1,666,358 2,015,375 1,897,022 1,959,944
Industrial... 663,041 630,569 720,912 601,985 563,915
104,486 101,650 115,652 112,830 116,134
$3,708,938 $3,670,966 $4,350,515 $3,986,181 $4,154,406
Average revenue per kWh (in cents):
Residential 17.72 17.57 22.18 21.58 21.46
18.97 18.70 23.05 22.32 22.38
15.63 15.24 19.26 18.31 18.51
26.55 26.60 32.28 31.21 31.19
17.99 17.76 22.19 21.53 21.60
Average number of clients:
Residential 1,315,345 1,317,454 1,314,454 1,324,752 1,335,928
Commercial 130,082 130,295 130,011 129,492 129,208
Industrial... 1,618 1,576 1,514 898 808
3,182 3,204 3,232 3,494 3,549
1,450,227 1,452,529 1,449,211 1,458,636 1,469,493
Monthly average revenue per client:
Residential $ 81.39 $ 80.48 $ 9501 $ 86.45 S 9447
1,061.36 1,065.76 1,291.80 1,220.81 1,264.08
34,149.21 33,342.27 39,680.32 55,863.49 58,159.55
2,736.38 2,643.83 2,981.95 2,691.04 2,726.92
All classes.... $ 213.12 $ 210.61 $ 250.17 $ 22773 $ 23559
(1) Includes generating capacity of the EcoEléctrica and AES-PR cogeneration facility.
2) Includes power purchased from EcoEléctrica and AES-PR cogeneration facility.
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Historical Capital Improvement and Financing Program

Capital improvements and their financing are made pursuant to a program established by the
Authority and reviewed annually by the Consulting Engineers. The program for the five fiscal years
ended June 30, 2010 is shown in the following table.

Fiscal Years Ended June 30
(in thousands)

2006 2007 2008 2009 2010 Total
Capital Improvements
Production plant...................... $201,254 $311,038 $334,309 $246,578 $139,369 $1,232,548
Transmission facilities.............. 163,195 132,771 170,244 91,508 112,760 670,478
Distribution facilities ..... . 120,314 104,826 111,849 105,028 124,963 566,980
Other™ .o } 39,632 36,510 50,407 37,100 9,903 173,552
Total ..o $524,395 $585,145 $666,809 $480,214 $386,995 $2,643,558
Financing
Internally generated funds ....... $49,604 $10,212 $11,400 $4,695 $74,702 $150,613
Borrowed funds® 474,791 574,933 655,409 475,519 312,293 2,492,945
Total .o $524,395 $585,145 $666,809 $480,214 $386,995 $2,643,558
Allowance for funds used
during construction............ $12,322 $22,230 $21,125 $18,530 $2,866

M Includes general land and buildings, general equipment, preliminary surveys and investigations.

@ Includes interim financing for capital improvements and bond proceeds applied directly to construction.
Projected Five-Year Capital Improvement and Financing Program

Following a public hearing and approval by the Consulting Engineers, the Board must adopt the
Authority’s capital budget on or before the first day of the ensuing fiscal year. If revisions are required,
the Board may amend the capital budget at any time during the fiscal year with the approval of the
Consulting Engineers.

The projected capital improvement program for the five fiscal years ending June 30, 2015 totals
approximately $1.75 billion. It is currently estimated that $167.2 million, or approximately 9.6%, of the
projected five-year capital improvement program will be financed by internally generated funds.
Estimated capital costs reflect, among other factors, construction contingency allowances and annual cost
escalations.

The five-year capital improvement program includes $638.1 million for production plant. Of this
amount, the Authority projects that approximately $104.4 million will be invested during fiscal year 2011
in the improvement of generating units to extend their useful life and continue to increase their reliability
and efficiency and the generating capacity of the System.

The projected capital improvement program also includes $441.9 million for transmission
facilities and $410 million for distribution facilities. During the next five fiscal years, the Authority will
dedicate a significant amount of its resources to the improvement and expansion of its transmission and
distribution facilities.

The Consulting Engineers have examined the projected capital improvement program and found
it to be reasonable.

The Consulting Engineers have noted that in fiscal year 2009, the Authority’s internal funding of
capital expenditures was 1% of the amount spent, whereas over the last five years the Authority’s average
annual contribution to such funding was 5.7%, and have recommended that the Authority increase its
internal funding level. For fiscal year 2010, the Authority increased its internal funding of capital
expenditures to 19.3%.
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The capital improvement program is subject to periodic review and adjustment because of
changes in expected demand, environmental requirements, design, equipment delivery schedules, costs of
labor, equipment and materials, interest rates and other factors. The following table presents a summary
of the projected capital improvement program for the five fiscal years ending June 30, 2015 and its
projected financing.

Projected Capital Improvement Program
(in thousands)

Fiscal Years Ending June 30

2011 2012 2013 2014 2015 Total
Capital Improvements
Production plant........................ $109,799 $ 90,250 $115,001 $161,500 $161,500 $ 638,050
Transmission........... 67,420 85,697 78,715 105,032 105,032 441,896
Distribution..... 80,348 75,519 89,937 81,998 81,998 409,800
Other” ........... 42,433 48,534 66,347 51,470 51,470 260,254
TOtAl cevveereeeeeeeeeeeereereenen $300,000 $300,000 $350,000 $400,000 $400,000 $1,750,000
Financing Sources
Internal Funds............. $ 69,117 $ 37,081 $ 28,649 $17,151 $ 15,248 $ 167,246
Borrowed Funds @...... 230,883 262,919 321,351 382,849 384,752 1,582,754
37 $300,000 $300,000 $350,000 $400,000 $400,000 $1,750,000

(1) Includes general land and buildings, general equipment, preliminary surveys and investigations.

(2) Funded primarily with Power Revenue Bonds.

Rates

Under the Act, the Authority has the power to determine, alter, establish and collect reasonable
rates for electric service, which shall produce sufficient revenues to cover the operating costs of the
Authority, the payment of the principal of and the interest on its bonds, and other contractual obligations.
Public hearings are required before the setting of permanent rates, with the final approval vested solely
within the Authority. Act No. 21 of the Legislative Assembly of Puerto Rico, approved May 31, 1985
(“Act No. 217), provides uniform procedures for public hearings and review of the actions of certain
public corporations, including the Authority, in connection with changes in the rates set by such public
corporations. Act No. 21 also authorizes the Legislative Assembly by resolution to review rates of certain
public corporations, including the Authority.

Electric service rates consist primarily of (i) basic charges, made up of demand, client and energy
related charges, (ii) fuel adjustment charges to recover the cost to the Authority of fuel oil, and (iii)
purchased power charges to recover the cost to the Authority of power purchased from third party
independent power producers such as the EcoEléctrica and AES-PR facilities. Consequently, revenues
will reflect changes in the fuel charge and the purchased power charge caused by fluctuations in the price
of fuel oil or purchased power. Basic charges currently average 5.7 cents per kilowatt-hour. The Authority
has not increased basic charges since 1989. The following table presents the electric sales revenues
derived from basic charges, fuel adjustment charges and purchased power charges for the five fiscal years
ended June 30, 2010.
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Electric Sales Revenues
(in thousands)

Fiscal Year Ended June 30,

2006 2007 2008 2009 2010
Basic charges........cccccevveerienene $1,165,961 $1,183,862 $1,131,535 $1,071,967 $1,120,894
Fuel adjustment charges.......... 1,868,542 1,778,198 2,473,227 2,161,604 2,255,989
Purchased power charges ....... 674,435 708,906 745,753 752,610 777,523
Total ..o $3,708,938 $3,670,966 $4,350,515 $3,986,181 $4,154,406

The fuel adjustment charges imposed in any month are based upon the average of (i) the actual
average fuel oil costs for the second preceding month and (ii) the estimated average fuel oil costs for the
current month. Purchased power charges are based on estimated purchased power costs for the current
month. To the extent that such charges do not fully recover actual fuel or purchased power costs (or
recover more than such costs), charges are adjusted in the second succeeding month.

Under the Act, certain residential clients receive a subsidy for the fuel adjustment charge. See
Subsidies and Contributions in Lieu of Taxes below for a more detailed description of this and other
subsidies.

To promote an increase in industrial development, the Authority instituted five new special rates
in June 2003 that were available for new customers until July 30, 2008. These special rates offered a
discount of approximately 11%. Qualifying industrial clients receive this discount on their total electric
bill, while existing industrial clients that expanded their operations prior to July 30, 2008 receive this
discount on the demand, energy, and adjustment charges associated with the expansion. Customers billed
at these rates receive the benefit of the reduced rate for a five year period. Actual industry savings over
this five-year period were $30.4 million.

During the first half of fiscal year 2010, the Authority approved a reduction in the load factor
requirement applicable to Large Industrial Service 115 kV and Large Industrial Service 115 kV — Special
rates in order to provide certain industries with additional operation flexibility without affecting overall
electric utility charges. According to the approved modifications, the load factor requirement was
reduced from 80% to 50%; provided, that if a customer does not achieve a load factor of 50% during a
specific month, such customer would be billed for the additional kilowatt-hours required to achieve the
50% load factor requirement. The Authority implemented this reduced load factor requirement in order to
take advantage of the excess generation capacity resulting from falling demand as a result of the extended
economic recession affecting Puerto Rico.

The Authority, in its commitment to public safety, joined municipalities and communities in their
efforts to improve public safety and facilitate the use of new communication technologies. For this
reason, on July 2007, the Authority temporarily adopted the Unmetered Service for Small Loads Rate
(“USSL”). This rate was approved permanently on January 2008. The USSL was designed to address the
requests of various municipalities for the installation of security camera surveillance systems and wireless
telecommunication equipment on the Authority’s poles and structures.

Pursuant to the Trust Agreement, the Consulting Engineers have reviewed the Authority’s rate
schedules and believe that the Authority will receive sufficient Revenues to cover Current Expenses and
to make the required deposits in the Sinking Fund, the Reserve Maintenance Fund and, if any are
required, the Self-insurance Fund. See Appendix [II—Letter of the Consulting Engineers.
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Major Clients

The public sector, which consists of the Commonwealth government, its public corporations and
the municipalities (included primarily in the commercial category), accounted for approximately 13.3% of
kWh sales and 15.6% of revenues from electric energy sales for fiscal year 2010.

The ten largest industrial clients accounted for 4.0% of kWh sales and 3.2% of revenues from
electric energy sales for fiscal year 2010. No single client accounted for more than 1% of electric energy
sales or more than 1% of revenues from electric energy sales.

In September 1997, the Authority established a reduced rate for large industrial clients connected
at an 115 kV voltage level and meeting certain criteria such as a minimum demand and a high load factor
and power factor. This rate is designed to provide large clients with an incentive to buy more electricity
from the Authority. As of June 30, 2010, one of the Authority’s industrial clients was using such rate.

Fuel

For the fiscal year ended June 30, 2010, fuel oil expenses amounted to $2 billion, or 58.6% of
total Current Expenses ($1.9 billion or 56.8% of total Current Expenses for the preceding fiscal year).
For the five fiscal years ended June 30, 2010, fuel oil averaged 58.1% of average total Current Expenses
for the same period. See Management’s Discussion and Analysis of Operating Results under NET
REVENUES AND COVERAGE.

The thermal generating units owned by the Authority, which produced approximately 68.6% of
the net electric energy generated by the System in fiscal year 2010, are fueled by No. 6 fuel oil, except for
the twenty-six smaller combustion-turbine units, the two Aguirre combined-cycle units, the 249 MW
combustion turbine plant in Arecibo, and the new San Juan combined-cycle units, which burn No. 2
distillate fuel oil.

The Authority’s fuel requirements for its generation facilities are covered by one-year contracts,
which expire at various times and are usually renewable at the option of the Authority. The Authority’s
contracted fuel oil prices consist of a market based escalation factor plus a fixed price differential. The
fixed price differential compensates for the fact that the fuel oil is delivered in the Commonwealth and
not New York. It also takes into account other aspects of the delivery such as maximum cargo volume
and draft restrictions. The Authority does not expect any difficulty in renewing its contracts at price
differentials similar to those currently in effect. The Authority regularly explores alternatives to reduce
its exposure to the volatility of fuel prices, such as entering into fixed price fuel supply contracts or
hedging strategies.

The Authority’s customary inventory of fuel oil covers 40 days of ordinary operations, up from
25 days in the past. Although sources of fuel oil are continually changing as a result of variations in
relative price, availability and quality, the Authority has never been forced to curtail service to its clients
because of fuel oil shortages. The Authority’s total inventory capacity for fuel oil is 4.7 million barrels.
On October 23, 2009, the Authority’s inventory of fuel oil decreased by 400,000 barrels due to an
explosion at the Caribbean Petroleum Corp. oil storage facility, which stored this inventory on behalf of
the Authority. The Authority’s operations were not affected as a result of this explosion and it was
immediately able to replace the lost inventory. As of June 30, 2010, the Authority had an inventory of
1.85 million barrels of fuel oil.

Average fuel oil costs and related costs of production for the five fiscal years ended June 30,
2010 are shown in the following table:
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Fuel Costs

Fiscal Year Ended June 30
2006 2007 2008 2009 2010

Average fuel oil cost per barrel (net of
handling cOStS) .......cccoeveurunne $56.38 $57.55 $84.18 $76.23 $76.55
Number of barrels used (in millions)

............................................... 29.55 29.83 27.36 25.18 26.22
Fuel oil cost (in millions) $1,665.90 $1,717.00 $2,303.00 $1,919.80 $2,006.9
Net kWh generated (excluding purchased

power from 2006 to 2010) (in millions)

............................................... 16,933.10 16,974.20 15,626.30 15,099.40 15,652.1
Average net kWh per barrel........ 573.00 569.00 571.10 599.70 597.0
Average fuel oil cost per net kWh

generated (in cents) ................. 9.84 10.12 14.74 12.71 12.82

With the addition of the output of the EcoEléctrica and AES-PR facilities to the Authority’s
System, the Authority’s traditional dependence on oil-fired generation has decreased. The Authority
estimates that 30% of its annual energy requirements are now being provided by non-oil-fired
generating facilities.

Subsidies and Contributions in Lieu of Taxes

Under the Act, the Authority is required to set aside 11% of the Authority’s gross revenues from
electric energy sales to fund certain government subsidy programs (those provided by laws in effect as of
June 30, 2003), pay CILT to the municipalities and, if there is any remaining amount, fund the
Authority’s capital improvement program. In addition, the Authority is required to provide certain other
subsidies consisting principally of a residential fuel subsidy, a residential rate subsidy and a subsidy for
hotels, as described below.

Subsidies

Under the Act, a subsidy is provided for a portion of fuel charges to qualifying residential
clients who use up to 425 kWh monthly or 850 kWh bi-monthly. Residential clients who qualify for the
subsidy are billed the full applicable basic charges and fuel adjustment charges, with the applicable
subsidy taking the form of a credit against the bill. The Act limits this subsidy to a maximum of
$100 million per year and limits the cost of fuel oil used in calculating the amount of such subsidy to a
maximum of $30 per barrel. The residential clients must pay any fuel adjustment charge resulting from
a price of fuel oil in excess of $30 per barrel. As of the end of fiscal year 2010, there were
approximately 300,000 clients, or 23% of the total residential classification, who qualified for this
subsidy. For fiscal year 2010, the cost of the subsidy was $29.6 million. For fiscal years 2011 thru
2015, the annual average cost of the residential subsidy is expected to be $22.8 million.

Act No. 69 of August 11, 2009 provides residents of public housing units the alternative of
receiving electric power at a fixed rate. According to the provisions of Act No. 69, the Authority is
required to establish a fixed rate for electric power consumption for residents of public housing and
provide a payment plan for all residents with past due amounts. Once the Authority has established its
fixed rate, residents of public housing that are current with their payments may opt-out of this fixed rate
program if their current rate is lower and the Authority may eliminate all state subsidy programs currently
in effect. The Authority is also prohibited from suspending service to these residents unless they fail to
comply with their payment plan or the payment of the fixed rate. The Authority estimates that
approximately 14,000 residential units that currently do not have active accounts could take advantage of
this fixed rate. The Authority has approved a fixed rate from $30 to $50 (depending on the number of
rooms) for a maximum consumption of 425 kWh. Under these assumptions, the Authority expects to
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collect an additional $3.2 million per year as a result of the incremental active accounts that would take
advantage of this new fixed rate.

Hotels receive a subsidy in an amount equal to 11% of their monthly billing, which has averaged
approximately $6.3 million per year for the five fiscal years ended June 30, 2010. In order to receive this
subsidy, hotels must maintain the hotel’s electric service accounts on a current basis.

The Authority provides the residential fuel and hotel subsidy in the form of a credit against the
recipient’s electric bills and not as a reimbursement of a portion of their electric bills. As a result, the
Authority never receives the amount corresponding to these subsidies

In addition, the Authority has recently been offering certain discounts and incentives in the form
of credits to certain industrial clients, as discussed under Rates above.

Contributions In Lieu of Taxes

The CILT is intended to compensate the municipalities for foregone tax revenues. The Act
provides that the Authority’s obligations under the Trust Agreement have priority over the Authority’s
obligation to make any CILT. The amount of the CILT payable to the municipalities is the greater of the
following amounts: (1) 20% of the Authority’s Net Revenues (as defined in the Trust Agreement), after
deducting from Net Revenues the cost of certain government subsidy programs; (2) actual electric power
consumption by the municipalities; and (3) the prior five year average of the CILT paid to the
municipalities. The CILT is payable only from Net Revenues available in each fiscal year. The
Authority is required to pay the CILT no later than November 30 following the end of the fiscal year to
which the CILT applies. The Act further provides that the Authority may, at its option, deduct any
municipality’s receivable that is outstanding at the end of any fiscal year from the CILT payable to such
municipality. If the Authority does not have sufficient Net Revenues available in any fiscal year to pay
the CILT to the municipalities, the difference is carried forward for a maximum of three years, at the end
of which the Authority is required to pay the remaining balance, subject to the Authority’s compliance
with its obligations under the Trust Agreement.

While the Authority has the legal right to collect from the municipalities their electric energy
consumption bills, historically the Authority has followed the practice of offsetting such bills against the
CILT. At the end of each fiscal year, the Authority determines the amount of Net Revenues for that fiscal
year available to cover the CILT. The amount so determined is applied against any CILT payable from
prior fiscal years, beginning with any CILT that has then become immediately due and payable due to the
three fiscal year limitation. Any remaining amount of Net Revenues is applied against the CILT for the
current fiscal year. At the same time, the Authority reduces its municipalities’ receivable by an amount
equal to the aggregate amount of the CILT being reduced from its payables.

For fiscal year 2010, the total amount of the CILT due to the municipalities, based on the value of
power consumed by the municipalities, was $196.5 million. Of this amount, the CILT paid to the
municipalities corresponding to fiscal year 2010 was $181.4 million, which was applied by reducing the
outstanding municipal accounts receivable balances by that amount. The remaining balance of the CILT
for fiscal year 2010 ($15.1 million) is being carried forward for payment over the next three years.
During fiscal year 2010, the Authority also paid to the municipalities $42.3 million of outstanding unpaid
CILT that had been carried forward for fiscal years 2007, 2008 and 2009 and $9 million to amortize the
outstanding balance of a note issued to the municipalities as part of the settlement of a lawsuit brought by
the municipalities against the Authority. These payments to the municipalities were all made by
offsetting the municipalities’ electric energy consumption receivables.
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Rural Electrification and Irrigation Systems

The Authority provides certain technical and maintenance services for dams that supply PRASA
and some irrigation users. The cost of these services is treated by the Authority as a subsidy.

The following table sets forth the amount of CILT that the Authority paid during fiscal year 2010
and expects to pay during the five fiscal years ending on June 30, 2015, and the residential fuel, hotel and
rural electrification subsidies that the Authority incurred during fiscal year 2010 and expects to incur
during the five fiscal years ending on June 30, 2015. The amounts appearing on this table for
municipalities for fiscal years 2011 through 2015 represent the municipalities’ expected electric power
consumption in such fiscal years.

Fiscal Years Ending June 30
(in thousands)

Description 2010 2011 2012 2013 2014 2015
Municipalities (CILT) ......cccccevvricennee $190,351 $213,300 $218,400 $215,600 $229,900 $243,800
Hotel Subsidies.........cccoevuereucieneuereennns 6,306 7,227 7,451 7,335 7,496 7,822
Subsidies:

Rural Electrification and Irrigation

SYStEMS ... 3,321 4,456 4,545 4,636 4,729 4,823

Residential Customers 29,624 22,095 22,925 22,616 13,007 23,253

Total ..ot $229,602 $247,078 $253,321 $250,187 $255,132 $279,698

Wheeling

Act No. 73 provides that the Authority shall identify and implement a system that permits the
operation of a wheeling service mechanism by January 2, 2010. Act No. 73 also provides for the creation
of a Committee of Wheeling, which Committee is responsible for the implementation of the wheeling
system. The Committee of Wheeling engaged Christensen Associates Energy Consulting, LLC, based in
Wisconsin, to prepare the Puerto Rico Wheeling System Implementation Plan Study that was delivered to
the Authority in December 2009. This study, which included various regulatory proposals regarding the
establishment of the system and the applicable tariffs, was reviewed by the Authority and substantial
changes were made.

Public Hearings were held on June 1 and 2, 2010 to consider the following documents: Wheeling
System Tariffs, Wheeling Transmission Regulation and Wheeling Interconnection Procedure. The public
hearing examiner submitted a final report to the Authority’s Governing Board on June 30, 2010. In the
report, the examiner recommends approval of the Wheeling Transmission Regulation and Wheeling
Interconnection Procedure, but rejected approval of the Wheeling System Tariffs based on lack of
information to the public. The Tariffs have to be submitted to the public hearings procedure again with
enough time for public evaluation. See Changes in Commonwealth Legislation and Market
Developments under INVESTMENT CONSIDERATIONS.
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DEBT

The following table sets forth the bonds and notes of the Authority (i) outstanding as of August
31, 2010, and (ii) as adjusted for the issuance of the Bonds and the refunding of the Refunded Bonds.

Outstanding as of

August 31, 2010 As adjusted

(in thousands)
Power Revenue Bonds................. $7,422,875 $7,425,160
NOES..ceeeeeeeieeeeieeeeie e 141,271 141,271
Total ..ooeeeeiieeieee $7,564,146 $7,566,431

Notes

The Authority has a line of credit and two term loans provided by financial institutions. As of
August 31, 2010, the Authority has an approved aggregate principal amount of approximately $200
million under the line of credit, of which approximately $60 million was outstanding, and approximately
$53.1 million aggregate principal amount outstanding under the term loans. The term loans are
subordinated in payment priority to the Authority’s Power Revenue Bonds and are payable from the
subordinate obligations fund established under the Trust Agreement, which is funded from the annual
Revenues of the Authority remaining after all deposits to the Sinking Fund and the Reserve Maintenance
Fund required by the Trust Agreement have been made. The line of credit, which is used to finance the
purchase of fuel oil and power, is not subordinate to the Authority’s Power Revenue Bonds and is
considered a Current Expense payable prior to the payment of the Authority’s Power Revenue Bonds.

Government Development Bank — Lines of Credit

The Authority has available two lines of credit from Government Development Bank with an
aggregate principal amount not to exceed $175.4 million, of which approximately $1.9 million was
outstanding as of August 31, 2010. The Authority has used one of these lines of credit to finance a
portion of its capital improvement program. The other line of credit is a revolving line of credit in the
aggregate principal amount of $150 million to be used to cover certain collateral posting requirements
under the Authority’s basis swap, described below. As of the date of this Official Statement, no amounts
were outstanding under the revolving line of credit.

In addition to the two lines of credit described in the preceding paragraph, the Authority also has
a line of credit from the Puerto Rico Industrial, Tourist, Educational, Medical and Environmental Control
Facilities Financing Authority (“AFICA”), an affiliate of Government Development Bank, used to finance
a portion of the termination and settlement agreement with Skanska Energy Services LLC related to the
construction of the Gasoducto del Sur (natural gas pipeline) project in the aggregate principal amount of
$35 million, of which $26.3 million was outstanding as of August 31, 2010. The credit agreement
provides that prior to the maturity date of the line of credit in August 2011, AFICA intends to sell to
PRASA certain assets related to the pipeline, in which case PRASA would assume the Authority’s
obligations under the line of credit.

Swap Agreements

As of July 1, 2008, the Authority entered into a basis swap agreement in the notional amount of
$1.375 billion (the “Basis Swap Agreement”) with an amortization schedule matching certain maturities
of the Authority’s outstanding power revenue and power revenue refunding bonds from 2027 to 2037.
Under the terms of a master swap agreement, the Authority receives from Goldman Sachs Bank USA (as
successor to Goldman Sachs Capital Markets, an affiliate of Goldman, Sachs & Co.) quarterly payments,
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commencing on October 1, 2008, equal to a floating amount applied to said notional amount at a rate
equal to 62% of the 3-month London Inter-Bank Offering Rate (“LIBOR”) index reset each week plus 29
basis points (hundredths of a percent) and a fixed rate payment of 0.4669% per annum (the “basis
annuity”), quarterly for the term of swap in return for quarterly payments by the Authority on such
notional amount at a rate based on the Securities Industry and Financial Markets Association (“SIFMA”)
municipal swap index. The terms of the master swap agreement also require the Authority to post
collateral (in cash or securities) in the event the fair value of the swap is negative and exceeds a threshold
amount of $50 million. Recently, Goldman Sachs Capital Markets transferred the Basis Swap Agreement
to its affiliate, Goldman Sachs Bank U.S.A.

This basis swap provides the Authority the cash flow benefit of the basis annuity in exchange for
the Authority taking tax and other basis risks tied to the change in the relationship between LIBOR and
the SIFMA municipal swap index. Pursuant to the Trust Agreement, regularly scheduled payments to the
counterparty by the Authority and payments relating to the termination or other fees, expenses,
indemnification or other obligations to the counterparty under the Basis Swap Agreement are subordinate
to the Power Revenue Bonds, including the Bonds.

During fiscal years 2009 and 2010, the Authority received $7.9 million and $9.5 million,
respectively, from the counterparty to the basis swap, net of the Authority’s payments to the counterparty.
Since inception, the Authority has had a maximum collateral posting requirement of $84.2 million in
November 2008. As of June 30, 2010, the basis swap had a negative fair value to the Authority of
$45.8 million, which is below the collateral posting requirement threshold of $50 million. As of the date
of this Official Statement, the fair value of the basis swap was below the collateral posting threshold and
the Authority had no collateral posted.

In connection with the issuance of its Power Revenue Refunding Bonds, LIBOR Bonds Series
UU (the “LIBOR Bonds”) and Power Revenue Refunding Bonds, Muni-BMS Bonds Series UU (the
“Muni-BMS Bonds”), the Authority entered into certain interest rate swap agreements (the “Interest Rate
Swap Agreements”). The Interest Rate Swap Agreements have an aggregate notional amount of
$411.8 million, matching the principal amount of the associated Power Revenue Refunding Bonds,
Series UU. Under the terms of the master swap agreement, the Authority receives from JPMorgan Chase
Bank, N.A. and UBS AG (an affiliate of UBS Securities, Inc.) quarterly payments equal to a floating
amount based on a rate equal to 67% of LIBOR reset each every third month plus a fixed basis point
spread (hundredths of a percent), for the term of the swap in return for quarterly payments by the
Authority equal to a fixed amount based on a fixed rate, in each case based on a notional amount equal to
the principal amount of LIBOR Bonds outstanding. The Authority also receives from JPMorgan Chase
Bank, N.A. quarterly payments equal to a floating amount based on a rate equal to 100% of SIFMA
municipal swap index for the term of swap in return for quarterly payments by the Authority equal to a
fixed amount based on a fixed rate, in each case based on a notional amount equal to the principal amount
of Muni-BMS Bonds outstanding.

On May 5, 2010, the Authority used the proceeds of its Power Revenue Bonds, Series AAA to
purchase $434.2 million aggregate principal amount of a portion of its outstanding LIBOR Bonds and
finance a termination payment of $44.5 million related to the termination of the related Interest Rate
Swap Agreements. As of June 30, 2010, the Interest Rate Swap Agreements had a negative fair value of
approximately $64.1 million.

The Authority will adopt for fiscal year 2010 Governmental Accounting Standards Board

Statement No. 53 — Accounting and Financial Reporting for Derivative Instruments, which requires that
the fair value of derivatives be reported in a government entity’s financial statements.
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Principal and Interest Requirements

Principal and Interest Requirements, as used herein and as defined in the Trust Agreement, means
for any fiscal year the sum of all principal of, including Amortization Requirements for, and interest on,
outstanding Power Revenue Bonds which is payable on January 1 in such fiscal year and on July 1 in the
following fiscal year. The following table shows the annual Principal and Interest Requirements for the
outstanding Power Revenue Bonds after giving effect to the issuance of the Bonds and the refunding of
the Refunded Bonds. The figures for interest and total debt service have been reduced by the interest that
was capitalized through the issuance of the Series XX Bonds, the Series ZZ Bonds, the Series CCC Bonds
and the Bonds in the following amounts: approximately $79.6 million due during fiscal year 2011, $77.7
million due during fiscal year 2012, and $35.7 million due during fiscal year 2013. The Amortization
Requirements are subject to adjustment as provided in the definition thereof. See Appendix [—Summary
of Certain Provisions of the Trust Agreement Excluding the Proposed Fifteenth Supplemental Agreement
and Proposed Supplemental Agreement and Summary of Certain Provisions of the Proposed Fifteenth
Supplemental Agreement and Proposed Supplemental Agreement.

Debt Service Requirements

The Bonds
Year
Ending Outstanding Bonds Total Debt Total Outstanding
Jun 30 Debt Service Principal Interest Service Bonds Debt Service
2011 $472,178,622 - $951,393 $951,393 $473,130,014
2012 467,790,226 - 3,502,986 3,502,986 471,293,212
2013 503,456,147 - 9,839,476 9,839,476 513,295,623
2014 539,114,313 - 9,839,476 9,839,476 548,953,789
2015 539,114,492 - 9,839,476 9,839,476 548,953,968
2016 539,112,879 - 9,839,476 9,839,476 548,952,356
2017 539,113,603 - 9,839,476 9,839,476 548,953,079
2018 539,113,078 - 9,839,476 9,839,476 548,952,555
2019 518,803,406 $20,670,000 9,839,476 30,509,476 549,312,882
2020 507,107,456 33,220,000 8,988,811 42,208,811 549,316,267
2021 485,826,203 56,130,000 7,360,061 63,490,061 549,316,264
2022 504,169,040 40,535,000 4,610,418 45,145,418 549,314,457
2023 504,474,803 42,200,000 2,642,168 44,842,168 549,316,970
2024 522,914,333 25,470,000 929,655 26,399,655 549,313,988
2025 549,292,818 - - - 549,292,818
2026 549,317,479 - - - 549,317,479
2027 549,316,696 - - - 549,316,696
2028 536,913,284 - - - 536,913,284
2029 327,578,989 - - - 327,578,989
2030 327,523,575 - - - 327,523,575
2031 285,204,032 - - - 285,204,031
2032 265,304,630 - - - 265,304,630
2033 265,305,130 - - - 265,305,130
2034 226,149,180 - - - 226,149,180
2035 225,916,292 - - - 225,916,292
2036 226,210,492 - - - 226,210,492
2037 299,261,655 - - - 299,261,655
2038 300,828,803 - - - 300,828,803
2039 275,892,089 - - - 275,892,089
2040 274,978,728 - - - 274,978,728
Total $12,667,282,470 $218,225,000 $97,861,825 $316,086,825 $12,983,369,295
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NET REVENUES AND COVERAGE

The following table presents the Net Revenues of the Authority under the provisions of the Trust
Agreement for the five fiscal years ended June 30, 2010 and the ratio of such Net Revenues to Principal
and Interest Requirements on the Power Revenue Bonds. The Authority calculates Revenues, Current
Expenses and Net Revenues on the accrual basis. These calculations of Net Revenues differ in several
important respects from the Authority’s calculations of changes in net assets prepared in conformity with
GAAP. For example, the calculations of Net Revenues do not include depreciation, interest expense on
the Power Revenue Bonds, other post-employment benefits actuarial accruals, and CILT as a deduction in
calculating Net Revenues. The figures for Revenues and Net Revenues in this table include the revenues
attributable to the residential fuel and hotel subsidies (see footnotes 1 and 2), which the Authority does
not collect because it is required by law to provide a credit for such amounts in its recipients’ billing, and
the electric consumption charges of the municipalities, which the Authority does not collect because it is
applied as an offset against the CILT (see footnote 2).

Historical Net Revenues and Coverage

Fiscal Year Ended June 30

2006 2007 2008 2009 2010
Average number of clients..........c.cccoveueuecnne. 1,450,227 1,452,529 1,449,211 1,458,636 1,469,493
Electric energy sales (in millions of kWh) ..... 20,620 20,672 19,602 18,516 19,235
Source of Net Revenues
(dollars in thousands)
Revenues:
Sales of electric energy:
Residential ™ ..........ccooooomereeen. $1,284,641 $1,272,389 $1,498,576 $1,374,344 $1,514,413
Commercial®..........cc.oconrnenn. 1,656,770 1,666,358 2,015,375 1,897,022 1,959,944
Industrial ........ccoooeivieiniennns 663,041 630,569 720,912 601,985 563,915
Other........cccoue.. . 104,486 101,650 115,652 112,830 116,134
Sub-Total... . $3,708,938 $3,670,966 $4,350,515 $3,986,181 $4,154,406
Revenues from Commonwealth for rural
electrification.................... 116 76 26 19 -
Other operating revenues...... 11,373 11,068 22,210 14,641 15,639
Other (principally interest earned)................ 11,498 5,275 (3,253) 6,427 3,033
Total Revenues............. $3,731,925 $3,687,385 $4,369,498 $4,007,268 $4,173,078
Current Expenses:
Operations:
Fuel ..o 1,665,866 1,716,965 2,303,036 1,919,789 2,006,931
Purchased power............... 603,169 624,653 661,097 671,849 693,724
Fuel Extra Expense Claimed™ ................. - (114,261) (96,273) - -
Other production............... 57,918 56,170 57,507 62,271 62,077
Transmission and Distribution.................. 162,956 157,569 171,585 162,334 160,111
Customer accounting and Collection ....... 106,927 109,361 118,196 111,126 114,294
Administrative and General ..................... 198,509 212,530 220,553 222,477 179,945
Maintenance™.................. 236,633 250,563 248,406 225,107 208,221
Other ....ocevvveieeieeieens 1,946 1,433 3,963 2,819 1,907
Total Current Expenses $3,033,924 $3,014,983 $3,688,070 $3,377,772 $3,427,210
Net Revenues? ............cc.......... $ 698,001 $ 672,402 $ 681,428 $ 629,496 $ 745,868
Coverage
Principal and Interest Requirements................ $449,318 $455,022 $419,569 $435,042 $397,579
Ratio of Net Revenues to Principal and
Interest Requirements..........ccccocveervenenene. 1.55 1.48 1.62 1.45 1.88

(1) Includes residential fuel subsidies of $20 million, $27 million, $24.3 million, $30.6 million and $29.6 million for fiscal years 2006, 2007, 2008, 2009,
and 2010, respectively. See Subsidies and Contributions in Lieu of Taxes under THE SYSTEM.

(2)  Includes electric energy consumption by municipalities of $154.9 million, $159.8 million, $187.3 million, $187.6 million and $196.5 million for fiscal
years 2006, 2007, 2008, 2009, and 2010, respectively. Also includes hotel subsidies of $5.7 million, $5.6 million, $6.7 million, $6.5 million and $6.3
million for fiscal years 2006, 2007, 2008, 2009, and 2010, respectively. See Subsidies and Contributions in Lieu of Taxes under THE SYSTEM.

(3) Represents amounts claimed by the Authority under its insurance policies in connection with the Palo Seco steam plant fire.

(4)  Includes, for maintenance of generating facilities, $133.6 million, $134.5 million, $128.6 million, $117.3 million and $104.1 million for fiscal years
2006, 2007, 2008, 2009, and 2010, respectively.

49



Management’s Discussion and Analysis of Operating Results

The following represents the Authority’s analysis of its operations for the five fiscal years
ended June 30, 2010. For additional analysis of the Authority’s results of operations, see
Management’s Discussion and Analysis in the Authority’s audited financial statements, included as
Appendix II.

Fiscal Year 2010 compared to fiscal year 2009

For the fiscal year ended June 30, 2010, as compared to the fiscal year ended June 30, 2009,
Net Revenues increased by $116.3 million, or 18.5%. This increase was mainly due to an increase of
3.9% in electric energy sales (kWh), which resulted in an increase of $165.8 million, or 4.1%, in
Revenues. Although Current Expenses increased by $49.4 million, or 1.5%, administrative and general
expenses decreased by $42.5 million, or 19.1%. Accounts receivable decreased from $1.019 billion as
of June 30, 2009 to $1.014 billion as of June 30, 2010. Of this total, $373.1 million were due from the
Commonwealth central government and the public corporations, a decrease from $471.4 million as of
June 30, 2009.

Fiscal year 2009 compared to fiscal year 2008

For the fiscal year ended June 30, 2009, as compared to the fiscal year ended June 30, 2008,
Net Revenues decreased by $52 million, or 7.6%. This decrease was mainly due to a reduction of 5.5%
in electric energy sales (kWh). Revenues decreased by $362 million, or 8.3%, as a result of the
reduction in energy sales and a reduction in the price of fuel from $84.18 per barrel in 2008 to $76.23
per barrel in 2009. Current Expenses decreased by $310 million, or 8.4%. Fuel and purchased power
expenses, the largest component of Current Expenses, were down by $372 million or 12.6%, partly
because of the reduction in the price of fuel, but also because in 2008 the Authority incurred additional
fuel expense resulting from the Palo Seco fire that occurred in December 2006. A portion of this extra
cost ($96 million in 2008) is being claimed by the Authority from its insurers and is shown as a
separate line item. Maintenance expenses also declined by $23 million or 9.4% when compared with
2008. Accounts receivable as of June 30, 2009, decreased by 3.1%, to $1.019 billion, when compared
by 2008. Of this total, $471.3 million were due from the Commonwealth central government and the
public corporations, an increase of 31.9% from the previous year.

Fiscal year 2008 compared to fiscal year 2007

For the fiscal year ended June 30, 2008, as compared to the fiscal year ended June 30, 2007,
Net Revenues increased by $9 million, or 1.3%, despite a 5.2% decrease in electric energy sales (kWh).
The increase in Net Revenues was primarily due to a 46.3% increase in the price of fuel, which resulted
in an increase of $623 million, or 26.6%, in fuel and purchased power expense, an increase of
$673 million, or 22.3%, in Current Expenses, and an increase of $682 million, or 18.5%, in Revenues.
Administrative and general expenses, another component of Current Expenses, increased by $8 million,
or 3.8%. The Authority incurred additional fuel expense in both 2007 and 2008 as a result of the Palo
Seco fire that occurred in December 2006. A portion of this extra cost ($114 million in 2007 and $96
million in 2008) is being claimed by the Authority from its insurers and is shown as a separate line
item. Accounts receivable of the Authority increased from $835.9 million on June 30, 2007 to $1.061
billion on June 30, 2008. Accounts receivable due from the Commonwealth central government and
the public corporations increased from $316.6 on June 30, 2007 to $357.3 on June 30, 2008.
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Fiscal year 2007 compared with fiscal year 2006

For the fiscal year ended June 30, 2007, as compared to the fiscal year ended June 30, 2006,
Net Revenues decreased by $26 million, or 3.7%. Although electric energy sales (kWh) increased
slightly by 0.3%, Revenues decreased by $45 million, or 1.2%, while fuel and purchased power
expenses increased by $73 million, or 3.2%, mainly due to extraordinary fuel expenses incurred in
connection with alternate generation capacity required as a result of the Palo Seco Steam Plant fire.
The Authority assumed this cost instead of recovering it from clients through the fuel and purchased
power adjustment clauses. (A portion of this extra cost ($114 million in 2007) is being claimed by the
Authority from its insurers and is shown as a separate line item.) In addition, maintenance expenses
increased by $14 million, or 5.9% and administrative and general expenses increased by another $14
million, or 7.1%, resulting (after taking into consideration the insurance claim) in an overall reduction
in Current Expenses of $19 million, or 0.6%. Accounts receivable of the Authority increased slightly
from $796.1 million on June 30, 2006 to $835.9 million on June 30, 2007. Accounts receivable due
from the Commonwealth central government and the public corporations increased from $265.9 on
June 30, 2006 to $316.6 on June 30, 2007.

Historical Disposition of Net Revenues

(in thousands)
Fiscal Year Ended June 30

2006 2007 2008 2009 2010
Disposition of Net Revenues
Sinking Fund:

INLErest .ouvvirieeieeieeeeee e $257,464 $257,457 $255,593 $261,486 246,072
Principal......cceeeeveeeieiine 191,854 197,565 164,492 173,040 151,507
Reserve Account........c.eeereininuccnnne - - - (29,523) -
Reserve Maintenance Fund.............ccc........ - - - - -
Self-insurance Fund ..........c.ccoevevvveeveenennnn. - - (20,438) 10,000 10,000
Capital Improvement Fund...........cccccceene. 49,604 10,212 11,400 4,695 74,702
Interest On NOLES ....cveveverrieiereierereiereieieans 11,427 38,922 44,291 28,434 33,985

Contributions in lieu of taxes and other
USES Y e 187,652 168,246 226,090 181,364 229,602
Net Revenues.......cccvevveennnen. $698,001 $672,402 $681,428 $629,496 $745,868

(1) Includes the following amounts attributable to the residential fuel subsidy and the subsidy granted to the hotel industry: $25.6 million,
$32.6 million, $31 million, $37.1 million and $35.9 million for fiscal years ended June 30, 2006, 2007, 2008, 2009 and 2010, respectively.
See Subsidies and Contributions in Lieu of Taxes under THE SYSTEM.

Projected Net Revenues

The main assumptions used by the Authority in preparing the estimates of Net Revenues set forth
below are the following:

Revenues - Projected Revenues from sales of electric energy are based upon economic growth
projections for the Commonwealth. The Revenue projections assume that sales will
decline by 0.2% and 0.1% for fiscal years 2011 and 2012, respectively, and increase by
0.4%, 0.6% and 0.9% for fiscal years 2013, 2014 and 2015, respectively.

Fuel - Projected fuel prices are based upon an analysis prepared by the Authority, which takes
into consideration the Annual Energy Outlook issued by the United States Department of
Energy and the Authority’s historical fuel data. The Authority passes through the cost of
fuel to its consumers. The following table sets forth projected average per barrel fuel
prices:
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Projected Fuel Prices

Fiscal
Year Ending Average Price
June 30 Per Barrel"

2011 88.20
2012 90.34
2013 89.18
2014 95.09
2015 100.03

) This is a blended price of No. 2 and No. 6 fuel oil
prices. The prices exclude handling charges.

The following table presents the Authority’s estimates of Net Revenues for the five fiscal years
ending June 30, 2015, in accordance with the provisions of the Trust Agreement, and the ratio of Net
Revenues to Principal and Interest Requirements for Power Revenue Bonds. The figures for Revenues
and Net Revenues in this table include the revenues attributable to the residential fuel and hotel subsidies
(see footnotes 2 and 3), which the Authority does not collect because it is required by law to provide a
credit for such amounts in its recipients’ billing, and the electric consumption charges of the
municipalities, which the Authority does not collect because it is applied as an offset against the CILT
(see footnote 2). See Authority’s Financial Condition - Subsidies and Contributions in Lieu of Taxes
under INVESTMENT CONSIDERATIONS and Subsidies and Contributions in Lieu of Taxes under THE
SYSTEM. The figures for Principal and Interest Requirements in this table for fiscal years 2010, 2011,
2012 and 2013 are reduced by the interest that was capitalized through the issuance of the Series XX
Bonds, the Series ZZ Bonds, the Series CCC Bonds and the Bonds in the following amounts:
approximately $79.6 million due during fiscal year 2011, $77.7 million due during fiscal year 2012, and
$35.7 million due during fiscal year 2013.
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Projected Net Revenues and Coverage

Fiscal Year Ending June 30

2011 2012 2013 2014 2015

Average number of clients 1,480,465.0 1,491,217.0 1,501,958.0 1,512,711.0 1,523,573.0

Electric energy sales (in millions of kWh) .. 19,205.4 19,189.5 19,263.8 19,379.6 19,560.4

Authority generation (gross)(in millions of kWh).......... 16,693.6 16,653.1 16,765.4 16,907.8 17,121.0

Purchased generation (gross)(in millions of kWh)......... 6,913.0 6,934.0 6,913.0 6,913.0 6,913.0

Sources of Net Revenues
Revenues:
Sales of electric energy:
Residential” 1,613,290 1,670,343 1,656,026 1,700,316 1,779,238
Commercial® 2,169,576 2,236,988 2,202,121 2,250,452 2,348,286
Industrial 581,550 594,240 579,295 587,533 609,049
124,562 128,107 126,064 127,498 130,619
15,000 20,000 20,000 20,000 20,000
4,503,978 4,649,678 4,583,506 4,685,799 4,887,192
Revenues from Commonwealth for
Rural Electrification - - - - -
Other Operating Revenues - - - - -
Other (principally interests earned) 18,135 18,135 18,135 18,135 18,135
Total Revenues 4,522,113 4,667,813 4,601,641 4,703,934 4,905,327
Current Expenses®®:
Operations:
FUCL e 2,239,021 2,360,260 2,283,124 2,470,589 2,622,577
736,171 753,266 768,292 665,655 683,413
59,667 60,374 60,515 60,659 60,987
144,207 145,916 146,257 146,605 147,398
223,545 226,194 226,722 227,262 228,491
Client accounting and collection 113,931 115,281 115,550 115,826 116,452
Administration and general 165,282 167,240 167,631 168,031 168,939
Interest Charges 4,098 4,180 4,265 4,349 4,525
Total Current EXpenses ........ccccoceeeverveeennee 3,685,922 3,832,711 3,772,356 3,858,976 4,032,782
Net Revenues ..o $836,191 $835,102 $829,285 $844,958 $872,545
Coverage
Principal and Interest Requirements®™.................co......... $473,130 $472,032 $514,120 $549,933 $568,521
Ratio of Net Revenues to Principal and Interest
Requirements..........ccoecvevverienenencneneneeieecseneeenn 1.77 1.77 1.61 1.54 1.53

(1) Includes residential fuel subsidies of $22.1 million, $22.9 million, $22.6 million, $23.0 million and $23.3 million for fiscal years 2011, 2012, 2013, 2014 and 2015, respectively. See
Subsidies and Contributions in Lieu of Taxes under THE SYSTEM.

(2)  Includes electric energy consumption by municipalities of $213.3 million, $218.4 million, $215.6 million, $229.9 million and $243.8 million for fiscal years 2011, 2012, 2013, 2014 and
2015, respectively. Also includes hotel subsidies of $7.2 million, $7.5 million, $7.3 million, $7.5 million and $7.8 million for fiscal years 2011, 2012, 2013, 2014 and 2015,
respectively. See Subsidies and Contributions in Lieu of Taxes under THE SYSTEM.

(3) Projections based on the Authority’s theft recovery initiatives. See Transmission and Distribution Facilities — Operations under THE SYSTEM.

(4) The Current Expenses (excluding fuel oil and purchased power) and payroll projections assume an annual growth of 2%. The projection for payroll assumes that employee headcount
will be reduced by approximately 1,000 from 2011 to 2014 through attrition and a voluntary retirement program. The projection also takes into account salary increases due to collective
bargaining agreement negotiations.

(5) Includes debt service requirements for (i) the outstanding Power Revenue Bonds, (ii) the Bonds, and (iii) Power Revenue Bonds expected to be issued in each of fiscal years 2011-2015

to fund the Authority’s capital improvement program at an assumed interest rate of 6% with interest capitalized for three years. The figures for Principal and Interest Requirements in
this table for fiscal years 2011, 2012 and 2013 are reduced by the interest that was capitalized through the Authority’s issuance in 2010 of its Series XX Bonds, its Series ZZ Bonds, the
Series CCC Bonds and the Bonds in the following amounts: approximately $79.6 million due during fiscal year 2011, $77.7 million due during fiscal year 2012, and $35.7 million due
during fiscal year 2013. See Projected Five-Year Capital Improvement and Financing Program under THE SYSTEM. Actual Principal and Interest Requirements will vary based on
the actual principal and interest on the future Power Revenue Bonds and Power Revenue Refunding Bonds issued and no assurance can be given that the assumed reductions in Principal
and Interest Requirements or any other level of reductions will actually be achieved.
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The Authority’s estimates of Net Revenues, which were made as part of the adoption of its
budget of Current Expenses for fiscal year 2010, have been reviewed and analyzed by the Consulting
Engineers. The Consulting Engineers have concluded that (i) the methodology used by the Authority in
preparing its revenue and capacity projections generally follows accepted utility practice and is
appropriate for the Authority, (ii) the Authority’s estimates of future growth form a reasonable basis for
its projected operating results, and (iii) the Authority’s rates should generate sufficient revenues to pay its
Current Expenses and debt service and to finance that portion of its capital improvement program that is
currently anticipated to be financed with current operating revenues. See Appendix IlI—Letter of
Consulting Engineers.

Although the Authority and the Consulting Engineers believe that the assumptions upon which
the estimates of Net Revenues are based are reasonable, actual results may differ from the estimates as
circumstances change. In addition, such projections were not intended to comply with the guidelines
established by the American Institute of Certified Public Accountants for preparation and presentation of
financial projections. The projections have been prepared on the basis of Net Revenues as defined in the
Trust Agreement, which differs in several important respects from the Authority’s net income prepared in
conformity with GAAP in that they do not include, for example, depreciation, other post-employment
benefits actuarial accrual and the CILT as a current expense and do not reflect interest expense on Power
Revenue Bonds as a deduction from Net Revenues.

The following table presents the projected disposition of Net Revenues, in the order of priority of
payment, for the five fiscal years ending June 30, 2015, in accordance with the provisions of the Trust
Agreement.

Projected Disposition of Net Revenues
(in thousands)

Fiscal Year Ended June 30

2011 2012 2013 2014 2015

Disposition of Net Revenues
Principal and Interest Requirements..............ccccccueueenee. $473,130 $472,032 $514,120 $549,933 $568,521
Interest on NOtES .....oovvvevverieeieeieeieeeeee. 12,662 12,505 12,158 11,850 11,795
Reserve Maintenance Fund ....................... 5,000 5,000 - - -
Self-insurance Fund.............cccoooooeieeiennn. 10,000 10,000 - - -
Capital Improvement Fund........................ 69,117 37,081 28,649 17,151 15,248

Total..ooveeeieieieieieieeine $569,909 $536,618 $554,927 $578,934 $595,564
Contributions in lieu of taxes and other uses 266,282 298,484 274,358 266,024 276,981

Net Revenues..........co........ $836,191 $835,102 $829,285 $844,958 $872,545
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ENVIRONMENTAL MATTERS

The Authority’s Environmental Protection and Quality Assurance Division is responsible for
ensuring the Authority’s compliance with all applicable federal and Commonwealth environmental laws
and regulations. The Division is in charge of developing and implementing a comprehensive program to
improve the Authority’s performance in all applicable environmental media, taking into account new
regulatory requirements as well as alleged instances of noncompliance cited by the Environmental
Protection Agency (the “EPA”) and any other environmental agencies.

Environmental Litigation and Administrative Proceedings
Consent Decree

In 1992, the EPA conducted a multimedia inspection of the Authority’s facilities and identified
several alleged instances of non-compliance related to the Authority’s air, water and oil spill prevention
control and countermeasures compliance programs. As a result of negotiations between the Authority and
the EPA relating to these findings, the Authority and the EPA reached an agreement that resulted in a
consent decree (the “Consent Decree”) approved by the United States federal court in 1999. Under the
terms and conditions of the Consent Decree, the Authority paid a civil penalty of $1.5 million, and
implemented additional compliance projects amounting to $4.5 million. In addition, the Consent Decree
requires that the Authority improve and implement compliance programs and operations in order to assure
compliance with environmental laws and regulations. In 2004, the United States federal court approved a
modification to the Consent Decree agreed by the Authority and the EPA under which the Authority
reduced, in two steps, the sulfur content in the No. 6 fuel oil used in certain generating units of its Costa
Sur and Aguirre power plants (to 0.75% or less by March 1, 2005 and to 0.5% or less by March 1, 2007),
and used No. 6 fuel oil with sulfur content of not more than 0.5% through July 18, 2009 at its Palo Seco
and San Juan power plants. Additionally, the Authority has completed a nitrogen oxide emissions
reduction program and modified the optimal operating ranges for all its units under the Consent Decree.
The Authority also paid a $300,000 civil fine and reserved $200,000 to fund certain supplemental
environmental projects and programs under the Consent Decree. Since September 2004, there has been
no legal action in the United States federal court or any administrative proceeding against the Authority
regarding the Consent Decree or its modification. The Consent Decree includes stipulated penalties for
certain events of noncompliance. Noncompliance events must be disclosed to EPA in the corresponding
report. Ordinarily, when a covered noncompliance event occurs, the Authority pays the stipulated penalty
in advance in order to benefit from a 50% discount of the applicable stipulated penalty.

Other Proceedings

In 1997, as a result of an inspection carried out by the EPA and the Puerto Rico Environmental
Quality Board (the “EQB”) at the Authority’s Palo Seco power plant, the EPA issued an Administrative
Order for the investigation and possible remediation of seven areas identified by the EPA at the Palo Seco
power plant and the Palo Seco General Warehouse (Depot). The Administrative Order required the
Authority to carry out a Remedial Investigation/Feasibility Study (“RI/FS”). The RI/FS required under
the order is designed to: (1) determine the nature and extent of contamination and any threat to the public
health, welfare, or environment caused by any release or threatened release of hazardous substances,
pollutants, or contaminants at or from the site; and (2) determine and evaluate alternatives for the
remediation or control of the release or threatened release of hazardous substances, pollutants or
contaminants at or from the site. The RI/FS was submitted to the EPA for evaluation. The Authority is
currently waiting for the EPA’s evaluation.
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The information gathered in the RI/FS indicated the presence of free product (Separate Phase
Hydrocarbons) in several monitoring wells. The analysis of this product reflected a low concentration of
polychlorinated biphenyls (PCBs). The Authority and the EPA entered into an Administrative Order on
Consent (CERCLA-02-2008-2022) requiring the Authority to perform a removal action under the
Comprehensive Environmental Response, Compensation and Liability Act (CERCLA). Once the removal
is complete, the Authority expects to resolve both the Administrative Order and the Removal Order. PCB
recovery activities are on going at the site. The remaining costs to achieve compliance have been
estimated at $500,000. The Authority is also required to reimburse the EPA for any costs incurred in
connection with the site. The Authority, however, has not received a request for reimbursement from the
EPA.

In 2002, the Authority received a “Special Notice Concerning Remedial Investigation/Feasibility
Study for Soil at the Vega Baja Solid Waste Disposal Superfund Site.” The EPA has identified the
Authority and six other entities as “potentially responsible parties,” as defined in the CERCLA. In 2003,
the Authority agreed to join the other potentially responsible parties in an Administrative Order on
Consent (“AOC”) for an RI/FS, with the understanding that such agreement did not constitute an
acceptance of responsibility. Under the AOC, the Authority committed up to $250,000 as its contribution
to partially fund the RI/FS. At this time, the RI/FS has been completed. The work proceeded in
accordance with the schedule established by the Authority and the other designated potentially
responsible parties. In July 2010, the Authority issued a proposed plan identifying its preferred
alternative for addressing soil contamination at the Vega Baja Sold Waste Disposal Site. The EPA held a
public hearing on August 3, 2010 to discuss the alternatives to address soil contamination and is expected
to issue a Record of Decision (ROD) by September 2010 determining how soil contamination will be
addressed.

In 2004, the EPA filed a complaint against the Authority regarding an alleged Resource
Conservation and Recovery Act (RCRA) violation at its Aguirre power plant related to an oil sheen
observed during an EPA inspection in 2000. The Authority filed an answer to the complaint disputing the
allegations. The Authority paid a $67,000 penalty and carried out certain activities at the Aguirre power
plant designed to prevent future, similar violations.

In December 2004, the EPA sent a request for information to the Authority and to other
potentially responsible parties that did business with certain recycling companies regarding the release of
pollutants by these recycling companies in a Toa Baja superfund site. The EPA has stated that it is
particularly interested in entities that disposed of batteries at this site. The Authority has responded to the
request for information, stating that it only sold scrap metal to these recycling companies. The Authority
does not believe it has any liability regarding this site. At this time, we have no knowledge that the EPA
has initiated, or intends to initiate, any action against the Authority concerning this matter.

Compliance Programs

The Authority continues to develop and implement a comprehensive program to improve
environmental compliance in all applicable environmental media. This program has been and continues to
be updated to conform to new regulatory requirements.

Air Quality Compliance

In general, the Authority is consistently maintaining a 99% or better level of compliance with in-
stack opacity requirements. The Authority continues its efforts to use No. 6 fuel oil with a sulfur content

equal to or less than 0.5% in all of its power plants, which should contribute to maintaining air quality.
These efforts are in compliance with the requirements of the Consent Decree, as modified in June 2004.
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As required by the Consent Decree’s Clear Air Act Compliance Program, the Authority also
submitted and performed all quarterly reports regarding opacity monitors. As of October 2009, when the
last quarterly report was submitted, the Authority had achieved a level of compliance with the Air Quality
Compliance Program in excess of 99%. The Authority is currently engaged in the renewal of the Title V
permits for its gas turbine facilities at Daguao, Vega Baja and Jobos. On May 14, 2010, EQB issued a
final permit for the Daguao gas turbine facility.

Water Quality Compliance

As of December 2009, when the last quarterly report was submitted, the Authority had achieved a
level of compliance with the Clean Water Act regulations in excess of 99%. As required by the Consent
Decree, the Authority has completed compliance plans for abating water pollution at its four major power
plants - Aguirre, San Juan, South Coast, and Palo Seco.

The largest of the Authority’s projects relating to Clean Water Act compliance entail the
refurbishment of the cooling water intake system at the South Coast power plant and the rerouting of that
station’s cooling water thermal effluent discharge system. Pursuant to an agreement between the EPA
and the Authority, the Authority prepared a Detailed Engineering and Environmental Review (DEER) of
alternatives for the cooling water discharge that meets the water temperature standard or otherwise
qualifies for a waiver request under Section 316(a) of the Clean Water Act. Following review, the EPA
approved a plan for submerged discharge through the north side of the CORCO peninsula with provisions
for any operational adjustments to avoid any recirculation issues.

Recently, the Authority submitted an updated request under Section 316(a) of the Clean Water
Act to the EPA in connection with the proposed discharge of thermal effluent into the Caribbean Sea by
the South Coast power plant. The Authority and the EPA have agreed to perform a Detailed Engineering
and Environmental Review (DEER) of alternatives for the cooling water discharge that meets the water
temperature standard or otherwise qualifies for a waiver request under Section 316(a) of the Clean Water
Act. Although the EPA has issued a draft permit for the discharge of thermal effluent by the South Coast
power plant, the comment period related to such draft permit is currently on hold until the DEER is
finished. The Implementation Plan is currently under discussion with EPA. The estimated capital cost is
approximately $60 million. Additional impact studies are being prepared for submission to the United
States Corps of Engineers, which include an aquatic habitat study in progress at Guayanilla Bay.

The EPA included, as a compliance requirement in the new San Juan Power Plant NPDES
Permit, the performance of thermal plume studies and a biological monitoring program under the Section
316(a) of the Clean Water Act and the performance of a Comprehensive Demonstration Study (CDS)
under the Section 316(b) of the Clean Water Act, which requires complying with performance standards
for entrainment and impingement at the power plants cooling water intake water structures. On March
13, 2010, the Authority submitted the plans for the thermal plume study and the biological monitoring
program to the EPA and is currently awaiting its approval. On March 31, 2008, the Authority submitted
an Impingement and Entrainment Characterization Study and Current Status Report for the EPA’s
evaluation. The Authority also submitted a Post-Repowering Verification Study Work Plan on June 30,
2008. The Authority is waiting for the EPA’s approval of such plans.

Underground Injection Control Regulation
The Authority has prepared a compliance plan in order to comply with EQB’s underground
injection control regulations. The compliance plan contemplates the closing of septic systems where

sanitary discharges can be connected to the facilities of PRASA. As of December 2009, the Authority
had completed the connection of sanitary discharges to PRASA’s system at the San Juan, Aguirre and
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Palo Seco power plants. The South Coast power plant’s sanitary discharge system was connected to
PRASA’s system at the beginning of fiscal year 2010. As a result, the Authority is currently engaged in
the closing of septic tanks at its power plants and is in the process of sampling and analyzing the septic
systems at Aguirre, San Juan and Palo Seco.

Spill Prevention Control and Countermeasures Plan

Pursuant to the terms of the Consent Decree and in order to meet its obligations under the Spill
Prevention Control and Countermeasures (“SPCC”), a program under the Oil Pollution Control Act of
1990, the Authority continues to implement corrective measures at all of its facilities. This program
included major overhauls to dikes and fuel tanks. As of December 2009, the Authority completed all
compliance projects under the SPCC program of the Consent Decree in accordance with the established
scope of work.

The Authority has been inspecting its oil filled equipment substations and evaluating the impact
of the new SPCC requirements that become effective on November 10, 2010. The Authority has
completed 80% of the work required for the facilities to timely meet the new SPCC requirements and
anticipates that it will be able to complete the remaining work on or before November 10, 2010. The cost
of this project is currently estimated at $3.6 million.

PCB Program

The Authority has completed a ten-year EPA-mandated program to sample and test its oil-filled
transformers and other equipment in order to identify and dispose of transformers with more than 49 parts
per million (ppm) of PCB. Pursuant to this program, the Authority has completed the removal and
disposal of PCB transformers with PCB concentrations of more than 500 ppm. The Authority continues
with the removal and disposal of transformers with PCB concentrations of between 50 and 499 ppm. As
of December 2009, the Authority had 194 PCB contaminated transformers remaining to be disposed of.

Asbestos Abatement

The Authority continues to work to encapsulate or gradually remove asbestos-containing
insulation from its power plants. This program has been and continues to be updated to conform to new
regulatory requirements.

Capital Improvement Program

The Authority’s capital improvement program for the fiscal year which ended June 30, 2010
included $12.8 million in order to comply with existing Commonwealth and federal environmental laws
and regulations, including the South Coast water related projects in compliance with the Clean Water Act
316(a) and 316(b) sections previously discussed. Actual expenditures totaled approximately $9.6 million.
The Authority’s five-year capital improvement program for fiscal years 2011 through 2015 include
approximately $44.0 million for environmental projects. The Authority believes it is taking the necessary
steps to comply with all applicable environmental laws and regulations and the terms of the Consent
Decree requirements.
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INSURANCE
Coverage

The Authority maintains, among others, insurance policies covering all-risk property (excluding
transmission and distribution lines other than underground lines), boiler and machinery and public
liability. The combined insurance coverage of these policies is $750 million, consisting of a maximum of
$200 million under the all-risk property insurance policy, $175 million under the boiler and machinery
insurance policy, an excess layer of $100 million under an all-risk and boiler and machinery insurance
policy and $250 million under an excess umbrella policy.

The policies’ self-retention in case of earthquake and windstorm losses is $25 million and $75
million, respectively, and $2 million for all other covered risks. The boiler and machinery insurance
policy has a $25 million deductible.

The proceeds of the all-risk property and boiler and machinery policies are used prior to drawing
upon the Reserve Maintenance Fund or the Self-insurance Fund established under the Trust Agreement.

The Authority’s business interruption insurance covers up to $200 million, with the Authority
covering the costs of the first 30 days.

The general liability policy covers property damage and bodily injury to third parties with a $75
million aggregate limit in excess of the self-retention limit of $1 million per occurrence. The general
liability policy has a $1 million deductible per occurrence with a $2 million aggregate.

As with all electric utilities located on the east coast of the United States, the Authority’s
transmission and distribution facilities are susceptible to adverse weather conditions, such as hurricanes.
The Authority is currently self-insured with respect to property damage for its transmission and
distribution systems, as are most U.S. utilities. While the Authority and the Consulting Engineers believe
that the Authority’s reserves are generally sufficient, there can be no assurance that the Authority will be
able to provide adequate coverage for damage that might be incurred as a result of any future adverse
weather conditions.

In the Authority’s opinion, its insurance coverage adequately protects it against property damage
or bodily injury resulting from the possession, operation and maintenance of the System.

The State Insurance Fund, a Commonwealth agency which provides worker’s compensation
insurance, is funded by mandatory contributions from the Authority.

Self-insurance Fund

The Authority has supplemented the Trust Agreement to create a Self-insurance Fund, which is
funded from Net Revenues (after deposits to the Sinking Fund and the Reserve Maintenance Fund) in the
amounts recommended from time to time by the Consulting Engineers. The Authority has no obligation
to make deposits to, or to replenish, the Self-insurance Fund in the event of withdrawals therefrom, except
to the extent recommended by the Consulting Engineers. Amounts on deposit in the Self-insurance Fund
are also available for the payment of principal of and interest on the Power Revenue Bonds. As of June
30, 2010, approximately $73.9 million was on deposit in the Self-Insurance Fund. See “Disposition of
Revenues” under Summary of Certain Provisions of the Trust Agreement Excluding the Proposed
Fifteenth Supplemental Agreement and Proposed Supplemental Agreement in Appendix L.
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LABOR RELATIONS

As of June 30, 2010, the Authority had 8,804 employees. Four local unions represented 6,150
employees. The other employees were members of the executive, managerial, and administrative staff.
The Electrical Industry and Irrigation Workers Union or “UTIER” represented 4,836 employees engaged
in operations and maintenance. The Insular Union of Industrial and Electrical Construction Workers or
“UITICE” represented 927 construction workers. The Professional Employees Independent Union or
“UEPI” represented 381 professional employees. The Electric Power Authority Pilots Union or
“UPAEE” represented the six pilots employed by the Authority.

The Authority has in effect collective bargaining agreements with each of these unions. The
Authority believes that labor relations are stable. The Authority is currently honoring all collective
bargaining agreements. The current terms of these collective bargaining agreements expire on (i) August
24, 2012, in the case of the UTIER agreement, (ii) January 26, 2011, in the case of the UITICE
agreement, and (iii) December 13, 2010, in the case of the UEPI agreement. The UPAEE agreement
expired on July 2, 2010.  The Authority is currently negotiating a new contract with UPAEE and has
also begun preliminary discussions with representatives of UEPI in preparation for negotiations of a new
contract. The discussions are proceeding in a constructive manner.

Of the Authority’s 8,804 employees as of June 30, 2010, 6,021 are employed in the generation,
transmission and distribution facilities directorate, 1,551 are employed in the customer service directorate,
and the remaining employees are employed in the administrative directorates and other areas. In order to
improve the productivity of its employees, the Authority has instituted various programs to reduce
absenteeism, increase safety measures, and minimize the level of illegal drug abuse among its employees.
In addition, the Authority continues to implement programs to provide both technical and supervisory
training to its employees. The Authority believes that the implementation of these programs helps the
Authority provide service that is more reliable to its clients.

PENSION PLAN

The Employees’ Retirement System of Puerto Rico Electric Power Authority (the “Retirement
System”), a separate trust fund created by the Authority, administers the Authority’s defined benefit
pension plan, which provides employee retirement and death benefits. The pension plan provides for
contributions by both the Authority, based on annual actuarial valuations, and the plan members. The
most recent actuarial valuation was conducted as of June 30, 2009. As of June 30, 2009, the Retirement
System had 20,168 members, consisting of 10,917 retirees and beneficiaries currently receiving benefits,
150 terminated employees entitled to but not yet receiving benefits and 9,101 active members. The
Authority’s contributions consist of normal contributions, set at 6.03% of covered payroll, and accrued
liability contributions. The accrued liability contributions are determined based on a percentage of
covered payroll recommended by the Retirement System’s actuaries to liquidate the unfunded actuarial
accrued liability over a 40-year period that commenced on June 30, 1996. The amortization period
remaining as of June 30, 2010 is 26 years. Covered payroll includes all elements of compensation paid to
active employees on which contributions to the Retirement System are made.

The contributions recorded by the Authority for fiscal years 2009 and 2010 were $78.5 million
and $69.9 million, respectively, which included approximately $56.1 million and $48.5 million,
respectively, for accrued liability contributions in accordance with the recommendations of the
Retirement System’s actuaries. All of these contributions have been paid. For fiscal years 2009, the
recorded contributions represented 21.1% of covered payroll (consisting of 6.03% of covered payroll for
normal cost and 15.1% of covered payroll for the amortization of the unfunded actuarial accrued
liability). For fiscal year 2010, the recorded contributions represented 19.7% of covered payroll
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(consisting of 6.03% of covered payroll for normal cost and 13.7% of covered payroll for the amortization
of the unfunded actuarial accrued liability). For fiscal year 2011, the Authority’s contributions to the
Retirement System will be approximately 23.8% of covered payroll, consisting of 6.03% of covered
payroll for normal cost and 17.8% of covered payroll for the amortization of the unfunded actuarial
accrued liability, as recommended by the Retirement Systems actuaries in the last actuarial valuation.
Employee contributions and other withholdings are being paid to the Retirement System on a current
basis. As of June 30, 2009, the present value of the Authority’s future contributions on account of
benefits was approximately $1.2 billion.

Unfunded actuarial accrued liability to be borne entirely by the Authority was approximately
$980.3 million as of June 30, 2009. The actuarial valuation for fiscal year 2009 used a closed
amortization period based on a level percent of pay, assumed an investment return of 8.5%, a payroll
growth rate of 4%, projected salary increases of 4.10% to 5.40%, an inflation rate of 3.0%, and a
remaining amortization period of 27 years for the unfunded accrued liability.

The following table shows the Retirement System’s actuarial accrued liability, unfunded actuarial
accrued liability, covered payroll and the ratio of the unfunded actuarial accrued liability to covered

payroll.

Unfunded
Actuarial UAAL as a
Fiscal Years Actuarial Accrued Percentage of
Ending Accrued Liability Covered Covered
June 30 Liability (“UAAL”) Payroll Payroll
2006 $2,279,988,278 $877,400,654 $349,182,982 251.3%
2007 2,313,124,627 825,592,169 348,928,666 236.6%
2008 2,336,944,425 765,743,108 362,892,937 211.0%
2009 2,497,639,122 980,288,838 364,402,800 269.0%

The following table shows the Retirement System’s actuarial value of assets and market value of
assets and the historical funded ratios using the actuarial and market value of assets. A five-year
smoothing of the market value of assets is used for actuarial valuation purposes. Thus, in a declining
market, such as in 2008 and 2009, the actuarial value of assets exceeds the market value of assets as there
are unsmoothed losses that are not yet reflected in the actuarial value of assets.

Funded
Fiscal Years Actuarial Ratio Funded Ratio
Ending Value of Market Value (actuarial (market
June 30 Assets of Assets value) value)
2006 $1,402,587,624 $1,458,002,168 61.5% 63.9%
2007 1,487,532,458 1,598,941,337 64.3% 69.1%
2008 1,571,201,317 1,447,914,296 67.2% 62.0%
2009 1,517,350,284 1,130,680,373 60.8% 45.3%

The increase in the ratio of the unfunded actuarial accrued liability to covered payroll for fiscal
year 2009, compared to fiscal year 2008, and the decrease in the funded ratios shows a deterioration in the
financial strength of the Retirement System partly as a result of the effect on the Retirement System’s
investment portfolio of the general market decline during that year. As of June 30, 2010, the market
value of assets increased to $1.14 billion, a 0.9% increase from fiscal year 2009. As a result of the
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decrease in the funded ratio, unless other changes are made to the pension plan, the Authority may have to
increase its contribution to the Retirement System to amortize the unfunded actuarial accrued liability.

The Retirement System’s financial statements are audited by a firm of independent public
accountants that does not serve as independent accountants to the Authority.

LITIGATION

There is no pending litigation seeking to restrain or enjoin the sale of the Bonds or contesting or
affecting the wvalidity of the Bonds, the proceedings of the Authority taken with respect to the
authorization, issuance or sale of the Bonds, or the pledge or application of any moneys under the Trust
Agreement or the existence or powers of the Authority.

The Authority is involved in various lawsuits arising in the normal course of business, none of
which, in the opinion of the Authority and its General Counsel, if decided against the Authority, would
have a material adverse effect on the Authority’s financial condition or operations. Among the cases
currently pending, some deal with environmental issues. These are described above in Environmental
Litigation and Administrative Proceedings under ENVIRONMENTAL MATTERS.

In May of 2000, Abengoa, Puerto Rico, S.E., the Authority’s original contractor for the
construction of the new generating units (Units 5 and 6) at the San Juan power plant, unilaterally declared
a termination of the contract and filed a complaint for breach of contract. The Authority filed a
counterclaim for breach of contract and for all damages caused to the Authority by the contract
termination. On October 31, 2007 the Regional Administrating Judge for the Superior Court of San Juan
certified the case as complex civil litigation pursuant to the Authority’s petition. The case is in the
discovery stage and more than 100,000 documents have been electronically exchanged to date. The
parties have discussed the possibility of initiating settlement conversations. The Authority continues to
defend this claim vigorously, and has raised various defenses thereto. At the current stage, however, the
Authority cannot predict with any certainty the outcome of this case or the range of potential loss, if any.
In order to mitigate its possible losses, the Authority entered into an agreement with Washington
Engineers P.S.C. for the completion of such generating units, which units entered into service in 2009.

In 2004, Aljoma Lumber, Inc. (“Aljoma Lumber”) filed suit against various defendants, including
the Authority, to recover damages suffered from a 2003 fire at its facilities in Ponce, Puerto Rico
allegedly caused by electrical defects. Aljoma Lumber’s insurers filed suit against the same defendants
based on claims they had paid to Aljoma Lumber arising out of the fire. Aljoma Lumber claimed damages
of $25 million, while its insurers claimed $6.925 million. The plaintiffs alleged that the Authority is at
least partially responsible for the damages because the fire was caused by electrical defects. The cases
were consolidated by the trial court and are currently in the discovery phase. The Authority continues to
defend against this litigation vigorously.

In June 2004, the Office of the Comptroller of the Commonwealth of Puerto Rico issued a report
stating that the Authority overcharged its clients by approximately $49.8 million, and should reimburse
this amount to such clients. On June 17, 2004, the President of the Governing Board of the Authority sent
a written response to the Comptroller and issued a press release in which the Authority denied that any
overcharges were made. The Authority’s position is that the Comptroller incorrectly based his conclusion
on data that is not relevant to the calculation of the Authority’s rates, and that the Authority’s rates were
properly established in accordance with applicable laws and regulations. In particular, the Authority notes
that its tariffs properly take into consideration the cost of the fuel used by the Authority’s generating
facilities and the cost of the electricity purchased from the two co-generating facilities that sell power to
the Authority. See Rates under THE SYSTEM above. After this report was made public, seven lawsuits
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were filed separately by different plaintiffs against the Authority demanding the reimbursement of such
alleged overcharges, but the court ordered that all cases be consolidated. Plaintiffs sought certification of
a class in order to proceed as a class action, but such request was denied by the trial court and the denial
affirmed by the Court of Appeals (and certiorari was denied by the Puerto Rico Supreme Court).
Following denial of certiorari, several of the plaintiffs voluntarily dismissed their cases. Given the failure
of the plaintiff to certify a class, it is anticipated that if the suits of the remaining plaintiffs continue to
trial, the total amounts awarded would not exceed $1 million. The court also ordered that the case be
classified as a complex litigation. The Authority believes that the allegations of the complaints are similar
to those made in a previous lawsuit in which the Authority prevailed on the merits of the case.

In 2009, a large fire at a tank farm owned by Caribbean Petroleum Corp. (“CAPECO”) caused
major damage to surrounding areas. The Authority stored some of its fuel at this facility. In the aftermath
of the fire, numerous claims were filed against CAPECO. Some of the plaintiffs included the Authority as
a defendant in these suits, alleging that the Authority failed in its duty (as the owner of fuel stored at the
site) to properly monitor CAPECQO’s operations in the tank farm. All cases are in the initial stages and
the Authority intends to vigorously defend against these claims. On August 12, 2010, CAPECO filed for
bankruptcy. As a result thereof, all proceedings have been stayed.

In 2008, Power Technologies Corp. filed suit against the Authority, alleging that the Authority
had withdrawn from a contracting process for a new energy facility, in which Power Technologies was
involved, without explanation or justification. Power Technologies seeks damages of $51.4 million. The
case is currently in the discovery stage.

In 2007, 2008 and 2009, six cases were filed against the Authority, the Puerto Rico Aqueduct
and Sewer Authority, and other entities alleging damages resulting from landslides in a neighborhood in
Ponce. The complaints allege that the Authority caused or contributed to the landslides based on its
construction of transmission lines in the area. In total, the six plaintiffs have claimed approximately $19.5
million in damages. These cases are in the discovery stage and continue to be defended vigorously by the
Authority.

In addition to these cases, the Authority is involved in litigation typical for an electrical utility of
its size and nature, including claims for damages due to electrified wires, failure to supply power and
fluctuations in the power supply.

TAX MATTERS
Federal Income Taxes

The Internal Revenue Code of 1986, as amended (the “Code”), imposes certain requirements that
must be met subsequent to the issuance and delivery of the Bonds for interest thereon to be and remain
excluded from gross income for Federal income tax purposes. Noncompliance with such requirements
could cause the interest on the Bonds to be included in gross income for Federal income tax purposes
retroactive to the date of issue of the Bonds. Pursuant to the resolution authorizing the Bonds and the Tax
Certificate as to Arbitrage and the Provisions of Sections 103 and 141-150 of the Internal Revenue Code
of 1986 (the “Tax Certificate”), the Authority has covenanted to comply with the applicable requirements
of the Code in order to maintain the exclusion of the interest on the Bonds from gross income for Federal
income tax purposes pursuant to Section 103 of the Code. In addition, the Authority has made certain
representations and certifications in the resolution authorizing the Bonds and the Tax Certificate. Bond
Counsel will not independently verify the accuracy of those representations and certifications.
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In the opinion of Nixon Peabody LLP, Bond Counsel, under existing law and assuming
compliance with the aforementioned covenant, and the accuracy of certain representations and
certifications made by the Authority described above, interest on the Bonds is excluded from gross
income for Federal income tax purposes under Section 103 of the Code. Bond Counsel is also of the
opinion that such interest is not treated as a preference item in calculating the alternative minimum tax
imposed under the Code with respect to individuals and corporations. Interest on the Bonds is, however,
included in the adjusted current earnings of certain corporations for purposes of computing the alternative
minimum tax imposed on such corporations.

State Taxes

Bond Counsel is also of the opinion that, under existing statutes, interest on the Bonds is exempt
from state, Commonwealth and local income taxation. Bond counsel expresses no opinion as to other
state, Commonwealth or local tax consequences arising with respect to the Bonds.

Original Issue Premium

The Bonds maturing on July 1, 2019 bearing an interest rate of 5%, July 1, 2020 bearing an
interest rate of 5%, July 1, 2021 bearing an interest rate of 5%, July 1, 2022 bearing an interest rate of 5%,
July 1, 2023 bearing an interest rate of 5% and July 1, 2023 bearing an interest rate of 5% with a par
amount of $7,725,000 (collectively, the “Premium Bonds”) are being offered at prices in excess of their
principal amounts. An initial purchaser with an initial adjusted basis in a Premium Bond in excess of its
principal amount will have amortizable bond premium which is not deductible from gross income for
federal income tax purposes. The amount of amortizable bond premium for a taxable year is determined
actuarially on a constant interest rate basis over the term of each Premium Bond based on the purchaser’s
yield to maturity (or, in the case of Premium Bonds callable prior to their maturity, over the period to the
call date, based on the purchaser’s yield to the call date and giving effect to any call premium). For
purposes of determining gain or loss on the sale or other disposition of a Premium Bond, an initial
purchaser who acquires such obligation with an amortizable bond premium is required to decrease such
purchaser’s adjusted basis in such Premium Bond annually by the amount of amortizable bond premium
for the taxable year. The amortization of bond premium may be taken into account as a reduction in the
amount of tax-exempt income for purposes of determining various other tax consequences of owning such
Bonds. Owners of the Premium Bonds are advised that they should consult with their own advisors with
respect to the state and local tax consequences of owning such Premium Bonds.

Ancillary Tax Matters

Ownership of the Bonds may result in other federal tax consequences to certain taxpayers,
including, without limitation, certain S corporations, foreign corporations with branches in the United
States, property and casualty insurance companies, individuals receiving Social Security or Railroad
Retirement benefits, and individuals seeking to claim the earned income credit. Ownership of the Bonds
may also result in other federal tax consequences to taxpayers who may be deemed to have incurred or
continued indebtedness to purchase or to carry the Bonds; for certain bonds issued during 2009 and 2010,
the American Recovery and Reinvestment Act of 2009 modifies the application of those rules as they
apply to financial institutions. Prospective investors are advised to consult their own tax advisors
regarding these rules.

Commencing with interest paid in 2006, interest paid on tax-exempt obligations such as the
Bonds is subject to information reporting to the Internal Revenue Service (the “IRS”) in a manner similar
to interest paid on taxable obligations. In addition, interest on the Bonds may be subject to backup
withholding if such interest is paid to a registered owner that (a) fails to provide certain identifying
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information (such as the registered owner’s taxpayer identification number) in the manner required by the
IRS, or (b) has been identified by the IRS as being subject to backup withholding.

Bond Counsel is not rendering any opinion as to any Federal tax matters other than those
described in the opinion attached as Appendix IV. Prospective investors, particularly those who may be
subject to special rules described above, are advised to consult their own tax advisors regarding the
federal tax consequences of owning and disposing of the Bonds, as well as any tax consequences arising
under the laws of any state or other taxing jurisdiction.

Changes in Law and Post Issuance Events

Legislative or administrative actions and court decisions, at either the federal or state level, could
have an adverse impact on the potential benefits of the exclusion from gross income of the interest on the
Bonds for Federal or state income tax purposes, and thus on the value or marketability of the Bonds. This
could result from changes to Federal or state income tax rates, changes in the structure of Federal or state
income taxes (including replacement with another type of tax), repeal of the exclusion of the interest on
the Bonds from gross income for Federal or state income tax purposes, or otherwise. It is not possible to
predict whether any legislative or administrative actions or court decisions having an adverse impact on
the Federal or state income tax treatment of holders of the Bonds may occur. Prospective purchasers of
the Bonds should consult their own tax advisers regarding such matters.

Bond Counsel has not undertaken to advise in the future whether any events after the date of
issuance and delivery of the Bonds may affect the tax status of interest on the Bonds. Bond Counsel
expresses no opinion as to any Federal, state or local tax law consequences with respect to the Bonds, or
the interest thereon, if any action is taken with respect to the Bonds or the proceeds thereof upon the
advice or approval of other counsel.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Causey Demgen & Moore will verify from the information provided to them the mathematical
accuracy as of the date of the delivery of the Bonds of (1) the computations contained in the provided
schedules to determine that the anticipated receipts from the securities and cash deposits listed in such
schedules, to be held in escrow, will be sufficient to pay, when due, the principal, interest and call
premium payment requirements, if any, of the Refunded Bonds, and (2) the computations of yield on both
the securities and the Bonds contained in such schedules used by Bond Counsel in its determination that
the interest on the Bonds is excluded from gross income for federal income tax purposes. The verification
agent will express no opinion on the assumptions provided or as to the exemption from taxation of the
interest on the Bonds.

UNDERWRITING

The Underwriters have jointly and severally agreed, subject to certain conditions, to purchase the
Bonds from the Authority at an aggregate discount of $1,213,721.15 from the initial public offering prices
of such bonds. The obligation of the Underwriters to purchase the Bonds is subject to certain conditions
precedent. The Underwriters will be obligated to purchase all the Bonds, if any such bonds are purchased.
The Underwriters may offer to sell the Bonds to certain dealers (including dealers depositing the Bonds
into unit investment trusts, certain of which may be sponsored or managed by the Underwriters) and
others at prices lower than the initial public offering prices. The offering prices may be changed, from
time to time, by the Underwriters. The Authority has agreed to indemnify the Underwriters, to the extent
permitted by law, against certain liabilities, including liabilities under federal securities laws, or to
contribute to payments that the Underwriters may be required to make in respect thereof.
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J.P. Morgan Securities LLC (“JPMS”), one of the Underwriters of the Bonds, has entered into a
negotiated dealer agreement (the “Dealer Agreement”) with Charles Schwab & Co., Inc. (“CS&Co.”) for
the retail distribution of certain securities offerings, including the Bonds, at the original issue prices.
Pursuant to the Dealer Agreement, CS&Co. will purchase Bonds from JPMS at the original issue price
less a negotiated portion of the selling concession applicable to any Bonds that CS&Co. sells. JPMS has
also entered into an agreement with FirstBank Puerto Rico Securities Corp. to assist the Commonwealth,
its public corporations, agencies, instrumentalities, and municipalities in structuring and facilitating the
issuance of certain municipal securities. Pursuant to the terms of the agreement and in compliance with
applicable rules, compensation with respect to the underwriting of such municipal securities will be
allocated between the parties.

Citigroup Inc. and Morgan Stanley, the respective parent companies of Citigroup Global Markets
Inc. (“Citigroup”) and Morgan Stanley & Co. Incorporated (“Morgan Stanley”), each an underwriter of
the Bonds, have entered into a retail brokerage joint venture. As part of the joint venture each of
Citigroup and Morgan Stanley will distribute municipal securities to retail investors through the financial
advisor network of a new broker-dealer, Morgan Stanley Smith Barney LLC. This distribution
arrangement became effective on June 1, 2009. As part of this arrangement, each of Citigroup and
Morgan Stanley will compensate Morgan Stanley Smith Barney LLC for its selling efforts in connection
with their respective allocations of Bonds.

Santander Securities Corporation (“SSC”) and Merrill Lynch, Pierce, Fenner & Smith
Incorporated (“Merrill”) have entered into an agreement pursuant to which they will provide services and
advice to each other related to the structuring and execution of certain municipal finance transactions for
the Commonwealth’s governmental entities in the global capital markets and in the United States market
and in the Puerto Rico market if issued in connection with such global or U.S. issuances. SSC and
Merrill will be entitled to receive a portion of each other’s revenues from the underwriting of the Bonds
as consideration for their professional services.

Goldman, Sachs & Co. and UBS Financial Services Incorporated of Puerto Rico have agreed to
cooperate with respect to structuring and coordinating the marketing and execution of bond offerings in
the United States and global capital markets, other than bond issuances offered exclusively in the Puerto
Rico market, for the Commonwealth’s governmental entities and other municipal bonds issuers.
Compensation with respect to the underwriting of the securities will be allocated between them.

Popular Securities, Inc. has entered into a joint venture agreement (the “JV Agreement”) with
Morgan Stanley, under which the parties shall provide services and advice to each other related to the
structuring and execution of certain municipal finance transactions in the U.S. capital markets with
governmental entities located in the Commonwealth. Pursuant to the terms of the JV Agreement and in
compliance with applicable rules, the parties will be entitled to receive a portion of each other’s net
profits from the underwriting of the Bonds as consideration for their professional services.

Oriental Financial Services Corp. (“Oriental”) and Raymond James & Associates, Inc.
(“Raymond James”) have entered into an agreement under which the parties provide services and advice
to each other to assist the Commonwealth and its issuers in the structuring and execution of their
municipal securities offerings. As part of the agreement, Oriental and Raymond James share in the risk
from the underwriting of the Bonds as part of the consideration for their professional services.

BBVAPR Division de Valores Municipales (“BBVAPR MSD”) and RBC Capital Markets
Corporation (“RBC”) have entered into an agreement under which the parties provide services and advice
to each other to assist the Commonwealth and its issuers in the structuring and execution of their
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municipal securities offerings. As part of the agreement, BBVAPR MSD and RBC share in the risk from
the underwriting of the Bonds as part of the consideration for their professional services.

Wells Fargo Securities is the trade name for certain capital markets and investment banking
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Securities, LLC, member
NYSE, FINRA, and SIPC.

MATERIAL RELATIONSHIPS

URS Corporation serves as the Consulting Engineers to the Authority under the provisions of the
Trust Agreement. The Authority entered into a professional services agreement with Washington
Engineers P.S.C., an affiliate of URS Corporation, to provide services to the Authority in connection with
the construction of the San Juan 5 and 6 combined cycle generating units completed during fiscal year
2009.

Citibank, N.A., an affiliate of Citigroup, an underwriter for the Bonds, has provided to the
Authority a revolving line of credit for the purchase of fuel oil and power with an approved aggregate
principal amount of $200 million as of August 31, 2010, of which approximately $60 million was
outstanding as of that date.

Banco Popular de Puerto Rico, an affiliate of Popular Securities, Inc., an underwriter for the
Bonds, has provided various term loans to the Authority in an aggregate principal amount of
approximately $53.1 million as of August 31, 2010, of which approximately $39 million is currently
syndicated. FirstBank Puerto Rico, the parent of FirstBank Puerto Rico Securities Corp., an underwriter
for the Bonds, has an interest in the syndicated term loans.

See also GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO.
LEGAL MATTERS

The proposed form of opinion of Nixon Peabody LLP, Bond Counsel, is set forth in Appendix IV
to this Official Statement. Certain legal matters will be passed upon for the Underwriters by Pietrantoni
Méndez & Alvarez LLP, San Juan, Puerto Rico.

LEGAL INVESTMENT

The Bonds will be eligible for deposit by banks in the Commonwealth to secure public funds and
will be approved investments for insurance companies to qualify them to do business in the
Commonwealth as required by law.

GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

As required by Act No. 272 of the Legislature of Puerto Rico, approved May 15, 1945, as
amended, Government Development Bank has acted as financial advisor to the Authority in connection
with the Bonds offered hereby. As financial advisor, Government Development Bank participated in the
selection of the Underwriters of the Bonds. Certain of the Underwriters have been selected by
Government Development Bank to serve from time to time as underwriters of its obligations and the
obligations of the Commonwealth, its instrumentalities and public corporations. Certain of the
Underwriters or their affiliates also participate in other financial transactions with Government
Development Bank.
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INDEPENDENT AUDITORS

The financial statements of the Authority as of and for the years ended June 30, 2009 and 2008
included in Appendix II hereto have been audited by Ernst & Young LLP, San Juan, Puerto Rico,
independent auditors, as stated in their report appearing therein.

The prospective financial information included in this Official Statement has been prepared by,
and is the responsibility of the management of the Authority. Ernst & Young LLP has neither examined
nor compiled the accompanying prospective financial information, and accordingly, Ernst & Young LLP
does not express an opinion or any other form of assurance with respect thereto. The Ernst & Young LLP
report for fiscal years 2009 and 2008 included in Appendix II to this Official Statement relates to the
historical financial information of the Authority. Such report does not extend to the prospective financial
information and should not be read to do so.

RATINGS

The Bonds have been assigned ratings of “A3” by Moody’s, “BBB+” by S&P and “BBB+” by
Fitch. The Insured Bonds are expected to be assigned insured ratings of “AAA” (negative outlook) by
S&P and “Aa3” (negative outlook) by Moody’s, based upon the understanding that, upon delivery of the
Insured Bonds, the Policy will be issued by AGM. These ratings reflect only the respective views of the
rating agencies and an explanation of the significance of each rating may be obtained only from the
respective rating agency. There is no assurance that such ratings will remain in effect for any given
period of time or that they will not be revised downward or withdrawn entirely by either or both of such
rating agencies, if in the judgment of either or both, circumstances so warrant. Any such downward
revision or withdrawal of either of such ratings may have an adverse effect on the market prices of the
Bonds. A securities rating is not a recommendation to buy, sell, or hold securities. Each security rating
should be evaluated independently of any other security rating. For an explanation of the limitations
inherent in ratings, see Limited Nature of Ratings, Reductions, Suspension or Withdrawal of a Rating
under INVESTMENT CONSIDERATIONS. The Trust Agreement does not include a covenant by the
Authority to maintain a specific rating with respect to the Bonds.

CONTINUING DISCLOSURE

In accordance with the requirements of Rule 15¢2-12, as amended (the “Rule”), promulgated by
the SEC, the Authority has covenanted in its resolution authorizing the issuance of the Bonds for the
benefit of the Beneficial Owners (as defined in such resolution and, generally, the tax owners of the
Bonds):

(a) to file within 275 days after the end of each fiscal year with EMMA
(http://emma.msrb.org) established by the MSRB, core financial information and operating data for the
prior fiscal year, including (i) the Authority’s audited financial statements, prepared in accordance with
generally accepted accounting principles in effect from time to time, and (ii) material historical
quantitative data (including financial information and operating data) on the Authority’s System and
revenues, expenditures, financial operations and indebtedness generally found in this Official Statement
(but excluding the Commonwealth’s Economic Report incorporated by reference herein); and

(b) to file in a timely manner, with the MSRB through EMMA, notice of failure of the
Authority to comply with clause (a) above and notice of any of the following events with respect to the
Bonds, if material: (1) principal and interest payment delinquencies; (2) non-payment related defaults;
(3) unscheduled draws on debt service reserves reflecting financial difficulties; (4) unscheduled draws on
credit enhancements reflecting financial difficulties; (5) substitution of credit or liquidity providers, or
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their failure to perform; (6) adverse tax opinions or events affecting the tax-exempt status of the Bonds;
(7) modifications to rights of security holders (including Beneficial Owners) of the Bonds; (8) Bond calls;
(9) defeasances; (10) release, substitution, or sale of property securing repayment of the Bonds;
(11) rating changes; and (12) failure by the Authority to comply with clause (a) above.

With respect to event (4) and (5), the Authority does not undertake to provide any notice with
respect to credit enhancement added after the primary offering of the Bonds, unless the Authority applies
for or participates in obtaining the enhancement.

With respect to event (8), the Authority does not undertake to provide notice of a mandatory
scheduled redemption not otherwise contingent upon the occurrence of an event if (i) the terms, dates and
amounts of redemption are set forth in detail in this Official Statement under Redemption under THE
BONDS above, (ii) the only open issue is which Bonds will be redeemed in the case of a partial
redemption, (iii) notice of redemption is given to the Beneficial Owners as required under the terms of the
Bonds, (iv) public notice of the redemption is given pursuant to the Release Number 34-23856 of the SEC
under the 1934 Act, even if the originally scheduled amounts are reduced by prior optional redemptions
or bond purchases.

The Authority may from time to time choose to provide notice of the occurrence of certain other
events in addition to those listed above if, in the judgment of the Authority, such other event is material
with respect to the Bonds, but the Authority does not undertake to provide any such notice of the
occurrence of any material event except those events listed above.

The Authority has made similar continuing disclosure covenants in connection with prior bond
issuances, and has complied with all such covenants, except that the Authority’s audited financial
statements for the fiscal year ended June 30, 2009 and material quantitative historical data on the
Authority’s System and finances were inadvertently not timely filed with EMMA by the deadline of April
1, 2010. The Official Statement for the Series XX Bonds, dated March 26, 2010, contained all the
information required to comply with the Authority’s continuing disclosure obligation and was filed with
EMMA on April 5, 2010 to comply with MSRB rules and on April 13, 2010 specifically to comply with
the Authority’s continuing disclosure obligation.

No Beneficial Owner may institute any suit, action or proceeding at law or in equity
(“Proceeding”) for the enforcement of the continuing disclosure undertaking (the “Undertaking”) or for
any remedy for breach thereof, unless such Beneficial Owner shall have filed with the Authority evidence
of ownership and a written notice of and request to cure such breach, the Corporation shall have refused
to comply within a reasonable time and such Beneficial Owner stipulates that (a) no challenge is made to
the adequacy of any information provided in accordance with the Undertaking and (b) no remedy is
sought other than substantial performance of the Undertaking. All Proceedings shall be instituted only as
specified herein, in any Commonwealth court located in the Municipality of San Juan, Puerto Rico, and
for the equal benefit of all beneficial owners of the outstanding bonds benefited by the same or a
substantially similar covenant, and no remedy shall be sought or granted other than specific performance
of the covenant at issue.

An amendment to the Undertaking may only take effect if:

(a) the amendment is made in connection with a change in circumstances that arises from a
change in legal requirements, change in law, or change in the identity, nature, or status of the Authority,
or type of business conducted; the Undertaking, as amended, would have complied with the requirements
of the Rule at the time of award of a series of bonds, after taking into account any amendments or
interpretations of the Rule, as well as any change in circumstances; and the amendment does not
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materially impair the interests of Beneficial Owners of bonds, as determined by parties unaffiliated with
the Authority (such as, but without limitation, the Authority’s financial advisor or bond counsel); or

(b)