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INTRODUCTORY STATEMENT

This Updated Offering Memorandum (this “Offering Memorandum”), which includes the Appendices hereto, furnishes general
information in connection with the issuance and sale of the captioned series of notes (the “Series A Notes”, the “Series B Notes”,
and the “Series C Notes”, respectively, or, individually, a “Series”; and collectively, the “Notes™). When appropriate, in the
aggregate or by Series, Notes the interest on which is excluded from the gross income calculation of the owners thereof for
purposes of federal income taxation are referred to as “Tax-Exempt Notes” and Notes the interest on which is not excluded from
the gross income calculation of the owners thereof for purposes of federal income taxation are referred to as “Taxable Notes”.

The Notes are authorized by the City of San Antonio, Texas (the “City”) pursuant to an amended and restated ordinance adopted
and approved by the City Council of the City (the “City Council””) on April 11, 2019 (the “Note Ordinance”). Capitalized terms
used but not defined herein shall have the meanings set forth in the Note Ordinance and the Revolving Credit Agreements
(hereinafter defined). Except where the context otherwise requires, words imparting the singular number shall include the plural
number and vice versa. Under the Note Ordinance, the City is authorized to issue the Notes in an aggregate principal amount
not to exceed $700,000,000; under the Note Ordinance, the City has provided for liquidity support in the combined amount
of $700,000,000, which covers principal of the Notes only, in the form of the hereinafter defined and described Revolving
Credit Agreements. Each Series of Notes may be issued as either or both Tax-Exempt Notes or Taxable Notes and each
Revolving Credit Agreement relating to a particular Series of Notes provides liquidity support for such Series, whether issued as
Tax-Exempt Notes or Taxable Notes, to the stated credit limit thereunder. The issuance of the Notes is further supported by the
following agreements, as amended from time to time, and involves the following related participants that have contracted with
the City:

e Dealer Agreements, dated as of June 21, 2019, with Citigroup Global Markets Inc., J.P. Morgan Securities LLC,
and Loop Capital Markets as co-dealers for each series of Notes;

e Revolving Credit Agreement, effective June 21, 2019, and expiring June 19, 2026 (and as amended, effective
August 31, 2021), with Bank of America, N.A., as Lender, providing liquidity support to the Series A
Notes in the amount of $400,000,000 (the “Series A Agreement”; such Lender thereunder, the “Series A
Lender”);

e Revolving Credit Agreement, effective June 21, 2019, and expiring June 21, 2023, with State Street Bank and
Trust Company, as Lender, providing liquidity support to the Series B Notes in the amount of $200,000,000
(the “Series B Agreement”; such Lender thereunder, the “Series B Lender”);

e Revolving Credit Agreement, effective June 21, 2019, and expiring June 21, 2025, with Wells Fargo Bank,
National Association, as Lender, providing liquidity support to the Series C Notes in the amount of
$100,000,000 (the “Series C Agreement”, and, collectively with the Series A Agreement and the Series B
Agreement, the “Revolving Credit Agreements”; such Lender thereunder, the “Series C Lender” and,
collectively with the Series A Lender and the Series B Lender, the “Lenders”); and

e Issuing and Paying Agency Agreement, dated as of June 21, 2019, with U.S. Bank National Association,
New York, New York, as issuing and paying agent for each series of Notes (the “Issuing and Paying Agent”).



There follows in this Offering Memorandum a description of the electric and gas systems (“Systems”) and its finances, the Notes
and related provisions, and certain other applicable information. With respect to finances of the Systems, to view the basic
financial statements of the City Public Service Board of San Antonio, Texas (“Board” or “CPS Energy”) for the fiscal years
ending January 31, 2021 and 2020, please refer to APPENDIX C, hereto. All descriptions of documents contained herein are
only summaries and are qualified in their entirety by reference to each such document.

This Offering Memorandum also describes the Revolving Credit Agreements, copies of each which may be obtained from the
Issuing and Paying Agent by electronic mail or upon payment of reasonable handling, mailing and delivery charges. Upon the
occurrence of certain events, as described herein, the obligation of the particular Lender under the related Revolving
Credit Agreement to pay principal on outstanding Notes of the related series may terminate or suspend without notice
or payment. See “REVOLVING CREDIT AGREEMENTS” herein. The Revolving Credit Agreements may not be
drawn to pay interest when due. The Revolving Credit Agreements contain “most favored nations” provisions. See
“REVOLVING CREDIT AGREEMENTS” herein.

The statements contained herein and in any other information provided to or accessed by the reader hereof, that are not purely
historical, are forward-looking statements within the meaning of Section 274 of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended, including statements regarding expectations, hopes, intentions,
or strategies regarding the future. Readers should not place undue reliance on forward-looking statements. See
“FORWARD-LOOKING STATEMENTS AND INFORMATION AVAILABLE FROM ONLINE SOURCES” herein for further
information.

The forward-looking statements included herein are necessarily based on various assumptions and estimates and are inherently
subject to various risks and uncertainties, including risks and uncertainties relating to the possible invalidity of the underlying
assumptions and estimates and possible changes or developments in social, economic, business, industry, market, legal, and
regulatory circumstances and conditions and actions taken or omitted to be taken by third parties, including customers, suppliers,
business partners and competitors, and legislative, judicial, and other governmental authorities and officials. The dynamic,
unique, scope, and breadth of the impacts of the hereinafter-defined 2021 Winter Weather Event have further complicated
CPS Energy’s ability to provide precise data or complete information regarding the circumstances, their short, medium, and
long-term impact, and CPS Energy’s current and future responses thereto. Assumptions related to the foregoing involve
Jjudgments with respect to, among other things, future economic, competitive, and market conditions and future business
decisions, all of which are difficult or impossible to predict accurately and many of which are beyond the control of
CPS Energy. Any of such assumptions could be inaccurate and, therefore, there can be no assurance that the forward-looking
statements included herein will prove to be accurate.

THE INFORMATION AND EXPRESSIONS OF OPINION IN THIS OFFERING MEMORANDUM ARE SUBJECT
TO CHANGE WITHOUT NOTICE AFTER THE DATE HEREOF, AND FUTURE USE OF THIS OFFERING
MEMORANDUM SHALL NOT OTHERWISE CREATE ANY IMPLICATION THAT THERE HAS BEEN NO
CHANGE SINCE THE DATE HEREOF IN THE MATTERS REFERRED TO IN THIS OFFERING MEMORANDUM.

THIS OFFERING MEMORANDUM DOES NOT CONSTITUTE AN OFFER TO SELL OR THE SOLICITATION OF AN
OFFER TO BUY ANY SECURITIES OTHER THAN THE NOTES.

TEXAS 2021 WINTER WEATHER EVENT

General

From February 12, 2021 through February 19, 2021, the continental United States experienced a severe winter storm
(the “2021 Winter Weather Event”) resulting from the southern migration of a polar vortex that meteorologists characterize as
the most significant in terms of scope and duration since monitoring of these weather phenomena began in the 1950s. Asaresult
of the 2021 Winter Weather Event, record breaking cold weather invaded the entire State, during which time the City
experienced three consecutive days of record low temperatures, over 100 consecutive hours below freezing, and wind chills of
-6 degrees Fahrenheit.

In anticipation of the 2021 Winter Weather Event, the Texas Governor, on February 12,2021, declared a state of disaster for all
254 counties within the State, certifying in that declaration that severe winter weather posed an imminent threat of widespread
and severe property damage, injury, and loss of life due to the prolonged freezing temperatures, heavy snow, and freezing rain
statewide. In response to that declaration, and on the same date, the Railroad Commission of Texas (“RRCT”) issued an
Emergency Order approving a utilities curtailment program relating to and specifying an essential prioritization of the
transportation, delivery and/or sale of natural gas in the State.



As the 2021 Winter Weather Event covered the State, the Electric Reliability Council of Texas (“ERCOT”) implemented what
were initially expected to be rotating outages to conserve electricity and address energy needs across the entirety of the State;
however, due to the severity of the 2021 Winter Weather Event and the corresponding increase in demand on the Texas electric
grid, combined with limited availability of generation, widespread and prolonged power outages began at 1:00 a.m., Central
Time, on Monday, February 15, 2021, and continued throughout the week. Ultimately, approximately 4,000,000 Texas
residents were without power for significant stretches of the week.

By the middle of the 2021 Winter Weather Event, ERCOT announced that it had lost 46,000 megawatts (“MW”’) of generation,
comprised of 28,000 MW of natural gas and coal generation and 18,000 MW of wind and solar. ERCOT stated that, in sum,
approximately 185 generating units had tripped offline for one reason or another related to the 2021 Winter Weather Event.
Additionally, during the time of year in which the 2021 Winter Weather Event occurred, various generating plants were offline
for scheduled maintenance, in anticipation of energy loads needed during spring and summer months. The extreme cold
weather also impacted natural gas delivery to some gas-fired power plants, resulting in them operating at reduced capacities
due to limited gas supply, further reducing the level of available generation below what was needed to meet demand. As a
result, ERCOT issued an Energy Emergency Alert 3 and ordered electric providers to begin “load shedding” to protect the
ERCOT grid, an order with which CPS Energy was required to comply, based on its share of ERCOT load. By
February 18, 2021, the cold weather began to moderate and on February 19, 2021, ERCOT announced the existence of sufficient
electric system generation to allow a return to normal operating conditions, with remaining power outages primarily attributable
to localized damage requiring repair.

Throughout the 2021 Winter Weather Event, Texas utilities on both a statewide and local basis realized significant operational
and financial disruption. Beginning February 12, 2021, and continuing over the next several days, the natural gas and wholesale
power markets experienced extreme price volatility and, at points, ceased functioning properly. Indeed, next day delivery
natural gas spot prices at various delivery hubs skyrocketed from an average of less than $3 per million British thermal unit
(“MMBtu”) to as high as $1,250 per MMBtu (recorded at the Oneok Gas Transportation hub in Oklahoma) at their peak; and
ERCOT set the price per megawatt hour (“MWh”) of electricity in the ERCOT real time market at the market cap of $9,000
from February 15, 2021 through February 19, 2021. During this time, ancillary service charges (which are incremental to the
$9,000 per MWh market cap and were not subject to any price limitation) pushed the actual per MWh price to a high of $25,000.
These financial impacts during the 2021 Winter Weather Event were highly disruptive to the Texas electric utilities market and
some market participants became insolvent, filed for bankruptcy or wound up exiting the market.

The ERCOT Market

Settlements and Market Participant Short Payments and Uplift. In the immediate aftermath of the 2021 Winter Weather Event
and continuing today, ERCOT has experienced short payments from some of its market participants. Short payments occur
when a market participant fails to make a complete payment for settlement invoices for power purchases. When market
participants do not pay the amount owed, ERCOT in turn pays amounts to market participants that are less than what their
settlement statements from ERCOT reflect (i.e., they are “short paid”). ERCOT previously estimated the cumulative aggregate
short pay amount at $2.9 billion (which is a gross amount that does not factor ERCOT’s stated application of $800 million in
congestion revenue rights auction revenue funds to mitigate the short-pay impacts of some market participants’ non-payment
in the immediate aftermaths of the 2021 Winter Weather Event). This amount reflects payments received for previously
short-paid invoices and the application of financial security to short-paid balances, where available. This information is
provided through short payment notices issued to market participants.

All ERCOT market participants, including CPS Energy, could be exposed to the liability from non-paying or bankrupt ERCOT
market participants. ERCOT is a membership-based nonprofit corporation, and thus revenue neutral (meaning that it has no
independent revenue source and is a clearinghouse that passes on losses to other participants). If sufficient funds continue to
be unavailable from short-paying entities, ERCOT also “uplifts” shortages to market participants on a pro-rata share as
established through the ERCOT Protocols (this process is referred to as “Uplift”). Typical timelines of Uplift invoices are no
earlier than 90 days and no more than $2.5 million per month until ERCOT uplifts the total short-paid amount. Such invoices
must be at least 30 days apart. To address extraordinarily purchased power costs incurred during the storm, the 87th Texas
Legislature passed Senate Bill 1580 (“SB 1580”) and House Bill 4492 (“HB 4492”). SB 1580 sets forth the ability for electric
cooperatives to securitize certain costs. HB 4492 pertains to the securitization of other ERCOT market participants (see
“Relevant Policy and Legislation” below for additional information on HB 4492). Separately, the Texas Legislature passed
House Bill 1520 (“HB 1520”) to securitize the exceptionally high gas expenses incurred by investor-owned gas utilities and
House Bill 1510 (“HB 1510”) to assist electric utilities located within the State but outside of ERCOT by securitizing the
elevated costs of power incurred during the 2021 Winter Weather Event.

In the 2020 calendar year, CPS Energy resources represented approximately 7.5% of total ERCOT generation (MWh) and peak

native load (MW) represented approximately 6.8% of ERCOT peak load (MW). In 2021, because of other market participants’

nonpayment, CPS Energy was short paid a cumulative amount of approximately $18.1 million. Through December 2021,

CPS Energy received $3.1 million from ERCOT reducing the outstanding short payment amount to $15 million. This partial
3



payment was the result of one of two securitization applications, filed by ERCOT pursuant to HB 4492 and approved by the
Public Utility Commission of Texas (“PUCT”) in October 2021, which resulted in the issuance of securitized bonds in the amount
of $800 million. A portion of the bond proceeds was used by ERCOT to make partial payments to several market participants,
including CPS Energy, that were short paid for generation sales during the 2021 Winter Weather Event. In February 2022,
ERCOT received $637.3 million from Rayburn Country Electric Cooperative, Inc. (“Rayburn”) as full payment for all
outstanding settlement invoices related to its power purchases. This payment was the result of Rayburn’s successful bond
financing completed pursuant to the securitization process outlined in SB 1580. To date, ERCOT has paid CPS Energy an
additional $5 million from the bond proceeds delivered by Rayburn reducing the outstanding short-payment amount to
$10 million. This leaves Brazos Electric Power Cooperative, Inc. (“Brazos”), which is in bankruptcy, as the largest market
participant that has not paid in full outstanding settlement invoices to ERCOT. Beyond the Brazos bankruptcy proceeding,
CPS Energy does not have insight into other market participants that may cease to operate or that have outstanding settlement
invoices from ERCOT and their ability to repay. For these reasons, CPS Energy cannot determine the scope or magnitude of its
potential, purported Uplift liability.

State Response to the 2021 Winter Weather Event

In the aftermath created by the 2021 Winter Weather Event, the ERCOT market faced many challenges. The storm exposed
deficiencies in the natural gas supply as well as deficiencies in the winterization programs implemented by the generator
owners. As a result, numerous changes occurred at both the PUCT and ERCOT, including the following:

e All three commissioners of the PUCT resigned their positions. The PUCT was expanded from three to five
commissioners and four new commissioners have been appointed by the Governor and confirmed by the Texas
Senate: Peter Lake, Chair, Will McAdams, Lori Cobos, and Jimmy Glotfelty.

e  All out-of-state board members of the ERCOT Board of Directors submitted letters of resignation from the

ERCOT board; shortly thereafter, three other ERCOT board members resigned.

The ERCOT board voted to terminate its CEO, Bill Magness.

The ERCOT board selected Brad Jones to serve as interim President and CEO effective May 4, 2021.

Paul Foster was named Chair of the ERCOT board.

Bill Flores and Zin Smati were appointed to the ERCOT board.

As of December 29, 2021, all seats on the ERCOT board have been filled.

The Texas Legislature also addressed events from the 2021 Winter Weather Event during the 87th Texas Legislature Regular
Session, which ended on May 31, 2021. Senate Bill 3 (“SB 3”’) was the comprehensive bill approved by the Texas Legislature
and signed into law by the Governor on June 8, 2021, addressing the vulnerabilities exposed during the 2021 Winter Weather
Event. Among other items, SB 3 requires electric and other energy companies to implement a number of reforms, including
(i) engaging in winterization measures for natural gas, electric generating facilities, water production, and supply systems,
(i1) the mapping and identification of the electricity supply chain, including natural gas facilities, (iii) identification and
processing of such systems and process as “critical loads”, and (iv) implementing a statewide energy outage alert system. The
City and CPS Energy are affected by a provision in the legislation that adds Section 38.075 to the Utilities Code. This new
section (i) applies to municipal owned utilities (“MOUs”) that provide transmission service in the ERCOT power region,
(i1) requires the PUCT to adopt weatherization standards to prepare for weather emergencies, (iii) requires ERCOT to inspect
the covered entities for compliance, (iv) requires ERCOT to inform the PUCT of violations, and (v) authorizes the PUCT to
impose an administrative penalty for each violation, not to exceed $1 million for each day of noncompliance. SB 3 requires
the PUCT to adopt the reliability standards within 6 months after June 8, 2021, the effective date of SB 3. The PUCT is
implementing weatherization regulations in two phases. The first phase was completed in 2021 and the second phase is
expected to be implemented in 2022. In addition, SB 3 calls on the PUCT to implement certain market reforms to increase the
reliability of the ERCOT grid. On January 18,2022, ERCOT issued an alert that it was ready for winter weather. The Governor
directed the regulatory agency to rely on existing legislative authority to make additional market reforms to incentivize
investment in new dispatchable generation.

Rulemaking proceedings at the PUCT for electric and water utilities, and at the RRCT for natural gas pipelines and gas
distribution utilities, needed to implement the mandates of SB 3 began the summer of 2021. As the PUCT, RRCT, ERCOT,
and other oversight bodies continue and complete their investigations, the ERCOT market continues to implement additional
rules to mitigate market and fuel risks. The RRCT adopted rules that direct the designation of certain natural gas pipeline and
gas distribution facilities as “critical” during an energy emergency as specified by SB 3 and House Bill 3648 (“HB 3648”). The
adopted rules became effective December 20, 2021. Weatherization regulations applicable to critical gas facilities are expected
to be implemented by the RRCT in the 2022-2023 time period.



Relevant Policy and Legislation

House Bill 16 (“HB 16”) was approved by the Texas Legislature and signed into law by the Governor on May 26, 2021. HB 16
prohibits offering a wholesale indexed product to a residential customer.

Senate Bill 2 (“SB 2”) was approved by the Texas Legislature and signed into law by the Governor on June 8, 2021. SB 2
changed the governance structure of the ERCOT Board of Directors. The bill reduces the ERCOT Board of Directors from
16 members to 11, eight of which now represent different professional fields instead of specific market segments. Furthermore,
these eight seats were appointed by a newly created selection committee. The selection committee is composed of three people—
one appointed by the Governor, one appointed by the Lieutenant Governor and one appointed by the Speaker of the House.
The committee is also required to use an outside firm for recruiting members. Lastly, the bill requires that any rules or
enforcement actions undertaken by ERCOT under the authority delegated to them by the PUCT must receive PUCT approval
before taking effect.

Senate Bill 2154 (“SB 2154”) was approved by the Texas Legislature and signed into law by the Governor on June 18, 2021.
SB 2154 increased the number of PUCT Commissioners from three to five and all must be Texas residents. The Governor will
continue to appoint the Commissioners with Senate confirmation. The bill restricts former PUCT Commissioners from
lobbying the Commission for one year upon their departure and amends the criteria and qualifications for the Commissioners
where at least two of the five commissioners must be “well-informed and qualified in the field of public utilities and utility
regulation”.

HB 4492 was approved by the Texas Legislature and signed into law by the Governor on June 16, 2021. HB 4492, among
other things, authorizes a loan of up to $800 million to ERCOT from the State’s Economic Stabilization (or “Rainy Day”) fund
through securitization. The proceeds from the securitization have been used by ERCOT to pay market participants that were
short-paid for power purchases during the 2021 Winter Weather Event with the remainder going to reimburse an ERCOT fund
that was temporarily used to make the initial short payments for power during the storm. Payment for the debt service of the
securitized loan is being allocated to all market participants based on their pro-rata share of market activity going forward.
CPS Energy has received from those proceeds $3.1 million of an outstanding $18 million owed to CPS Energy by ERCOT for
power purchases made during the 2021 Winter Weather Event. In addition, CPS Energy received $5 million from ERCOT
related to the Rayburn securitization financing transaction. After accounting for these additional payments, the outstanding
short-payment is currently at $10 million.

HB 4492 also permits the securitization financing of $2.1 billion in exposure to reliability deployment price adder charges and
ancillary services costs incurred by load-serving entities (“LSEs”) that were in excess of the ERCOT System-wide Offer Cap
(“SWOC”) of $9,000/MWh associated with power purchases by the LSEs during the 2021 Winter Weather Event. The purpose
of this securitized transaction is to reimburse customers that would otherwise be liable for the extremely high electricity prices
related to the period of the 2021 Winter Weather Event. Payment for the debt service of this securitized loan will be allocated
to each obligated LSE that receives securitized funds based on their respective load ratio-share of the ERCOT wholesale market.
Certain LSEs (including CPS Energy) may opt out of participation in the securitization financing described above, if they
have paid in full all invoices owed ERCOT during the 2021 Winter Weather Event. Both securitized transactions are to be
implemented through PUCT issued debt obligation orders. CPS Energy timely filed a notice of opt-out of this securitization
program. Both the $800 million and $2.1 billion securitized transactions have received authorization through PUCT issued
debt obligation orders.

HB 1520 was approved by the Texas Legislature and signed into law by the Governor on June 16, 2021. HB 1520 pertains to
the financing of certain extraordinary costs that were incurred by certain gas utilities by granting authority to issue bonds and
authorizing fees. The bill applies to investor-owned gas utilities whose rates are subject to RRCT jurisdiction. Therefore, the
securitization financing provided through this bill is not available to CPS Energy. Extraordinary costs incurred by CPS Energy
to secure gas supply to provide service during the 2021 Winter Weather Event will need to be financed through traditional
financing methods.

House Bill 2586 (“HB 2586”) was approved by the Texas Legislature and signed into law on May 24, 2021 by the Governor.
HB 2586 requires the PUCT to conduct an annual audit of ERCOT that would be sent to the Legislature and posted online for
public viewing.

The legislation discussed above is not intended to be an exhaustive list of all legislation from the 87th Texas Legislature, but
provides an explanation of salient laws that may impact the City or the Systems.

On July 6, 2021, the Governor sent a letter to the PUCT directing the PUCT to immediately take the following actions:

(i) streamline incentives within ERCOT to foster the development and maintenance of adequate and reliable sources of power;

(i1) allocate reliability costs to generation resources that cannot guarantee their own availability; (iii) instruct ERCOT to establish

a maintenance schedule for non-renewable electricity generators; and (iv) order ERCOT to accelerate the development of
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transmission projects that increase connectivity between existing or new dispatchable generation plants and areas of need. The
PUCT and ERCOT quickly responded to the directives outlined in the Governor’s letter to outline the actions each entity had
already undertaken, or planned to undertake, in-line with the Governor’s directives. The PUCT has initiated several rulemaking
proceedings to address market reforms in response to the directive from the Governor.

On March 4, 2021, the ERCOT market transitioned from the $9,000/MWh SWOC to the Low System-wide Offer Cap
(“LCAP”). The LCAP at that time was the greater of $2,000/MWh or 50x the natural gas index price. In recognition of the
extreme increase in natural gas prices during the 2021 Winter Weather Event, on June 24, 2021, the PUCT approved an
amendment eliminating the 50x the natural gas price index component of the LCAP and replaced it with a provision that ensures
resource entities are able to recover their actual marginal costs when the LCAP is in effect. The LCAP ended
December 31, 2021. The SWOC returned to the High System-wide Offer Cap (“HCAP”) value on January 1, 2022. On
December 2, 2021, the PUCT modified the value of the HCAP by lowering it from the current $9,000 to $5,000/MWh.

On June 28, 2021, ERCOT approved Nodal Protocol Revision Request (“NPRR”) 1080 that limits ancillary services prices at
the SWOC. NPRR 1080 was proposed to correct the ERCOT protocols which allowed ancillary services prices to exceed the
SWOC during the 2021 Winter Weather Event.

2021 Winter Weather Event’s Direct Impact to the City and the Systems

General. As aresult of the 2021 Winter Weather Event, demand for electricity and natural gas by CPS Energy customers was
significantly above historical norms for February 2021. For its service area’s combined gas distribution and gas-fired
electric generation needs, CPS Energy saw (i) an increase in natural gas volumes of approximately 30% over the prior historical
record, (ii) an all-time winter peak electric demand of 4,935 MW on February 14, 2021 (an approximate 14% increase over the
prior historical winter record), and (iii) an all-time 24-hour usage record of 104,149 MWh on February 14,2021 (an approximate
8% increase over the prior historical summer record).

Financial Implications. With the increasing demand for electricity and natural gas, prices also increased (with gas prices
reaching unprecedented levels, as hereinbefore described). From its available sources, CPS Energy saw gas purchases that
normally trade between $2-$4/MMBtu trade throughout the 2021 Winter Weather Event above $100/MMBtu and, in some
cases, up to $500/MMBtu. In addition to natural gas purchases during the 2021 Winter Weather Event, CPS Energy incurred
significant costs for the purchase of power from the ERCOT market. While there were periods of time CPS Energy was a net
seller of power in the ERCOT market during this event, there were also periods of time when CPS Energy’s generation plants
were not producing power equivalent to CPS Energy’s obligations. In those cases, CPS Energy incurred large purchased-power
costs.

The total purported charges for natural gas from a number of suppliers is currently estimated at approximately $528 million
(including amounts of disputed charges). This reflects a revised estimate. CPS Energy has continued to make progress in the
negotiations with suppliers. Purchased power costs are currently estimated at approximately $314 million (which includes the
30+ hours that CPS Energy claims in a lawsuit was overpriced by ERCOT). This revised estimate for purchased power costs
reflects a reduction for ERCOT payments received from previous short payments. The fuel and purchased power costs
associated with the 2021 Winter Weather Event are greater than the equivalent of what CPS Energy incurs for such expenditures
on an annual basis. For comparison, the total costs incurred in Fiscal Year 2019 and Fiscal Year 2020, were $825 million and
$693 million, respectively.

As of the date of this Offering Memorandum, CPS Energy has paid approximately $239 million in purported purchased power
costs and approximately $156 million for natural gas costs related to the 2021 Winter Weather Event. CPS Energy is including
related charges of approximately $76 million, which includes legal costs, interim financing and other contractual charges, as
part of the regulatory asset for which CPS Energy has secured approval from the Board and from City Council, as described
under “Long-Term Financing Plan”. As described under “CPS Energy Actions to Address Disputed Charges”, CPS Energy
currently is disputing charges for natural gas from a number of suppliers that have been deemed excessive and unlawful by
CPS Energy.

Reconciliations and analysis of gas volumes delivered, and power transacted with ERCOT and other providers, are
ongoing. CPS Energy continues to closely monitor communications concerning short payments from ERCOT. To date,
outstanding short payment amounts to CPS Energy total approximately $10.0 million.

Winterization of Generation Facilities. CPS Energy generation plants are weatherized during construction. Following an
extended freeze event in February 2011, CPS Energy initiated a weatherization upgrade program and is currently updating its
outage management system. Since that time over $17 million has been invested in weatherization upgrades. An annual winter
weather preparation program was also implemented and has been evaluated multiple times by ERCOT.



CPS Energy reviewed information gathered during this event as well as an independent engineering analysis to support a
re-evaluation of the freeze protection program, understanding that regulatory discussions are underway to possibly set new
weatherization standards, as noted in SB 3. Estimates to address conclusions of the re-evaluation effort, as well as any new
regulatory mandates, will be developed as information becomes available. On February 22, 2021, Mayor Ron Nirenberg (the
“Mayor”) announced the formation of the Committee on Emergency Preparedness (“CEP”), which was comprised of City
Council members and external community stakeholders. As of December 31,2021, CPS Energy addressed all recommendations
pertaining to CPS Energy that the CEP made, in response to the 2021 Winter Weather Event, to further strengthen reliability
and resiliency for CPS Energy customers. These items were related to overall infrastructure and communications improvement
as well as emergency preparedness and outage management.

CPS Energy further strengthened the resiliency of its power plants against sustained freezing temperatures. Plants received
over $2 million in improvements, building on nearly $20 million invested following the extended freeze in 2011. Continued
winterization efforts were funded as part of CPS Energy’s rate increase approved by the Board and City Council on
January 10, 2022 and January 13, 2022, respectively. Approximately $31 million of the revenue from the increase is allocated
incrementally for infrastructure resiliency—power generation and distribution projects to support operations during extreme
weather. CPS Energy estimates it spent $2 to $3 million in 2021 on these efforts and anticipates spending of up to $46 million
during the next two to three years.

Since February 2021, CPS Energy has reevaluated its circuits to more precisely isolate the ones providing electricity to critical
infrastructure such as hospitals, fire stations, and police substations. As a result, 155 circuits were added to the list of eligible
circuits to rotate in the event of state-mandated outages. The approach will minimize the duration each customer is expected
to experience during an outage cycle by rotating circuit outages among more customers. CPS Energy has taken freeze protection
actions through the addition of heaters, temporary enclosures, and insulation, including the installation of enhanced insulation
installation on lines and devices along with upgrades on selected systems.

ERCOT has made improvements that complement CPS Energy efforts in CPS Energy’s service area. CPS Energy continues to
work closely with the San Antonio Water System (“SAWS”) to evaluate existing circuit redundancy and strategies for onsite
generation as a means of greater resiliency for the most critical facilities and streamlined communication between CPS Energy
and SAWS Operations Teams for greater responsiveness to the needs of both utilities.

In addition, corrective actions were completed at South Texas Nuclear Project (“STP”) to ensure the station is ready for winter
weather operations. These actions focused on heat trace systems and piping insulation, revising the station’s Winter Readiness
procedure, and training for Operations, Maintenance and Engineering personnel on the station’s winter readiness. STP also
submitted TAC 25.55 required Winter Weather Readiness Reports to ERCOT on December 1,2021. ERCOT inspectors were
onsite December 6, 2021 to tour the plant and confirm STP’s compliance.

CPS Energy makes note that, because of the predominance of summer heat in comparison to winter cold that impacts its
generation portfolio, its weatherization strategies generally focus on removal of heat from generating plants to avoid and
prevent operational failures that are more prevalent throughout the summer.

Performance of CPS Energy Generation Assets. CPS Energy’s deployed generation units were available over 85% of the time
during the 2021 Winter Weather Event. One gas unit was on an ERCOT-approved, planned annual maintenance outage and,
therefore, was not available for deployment. All other CPS Energy units were deployed during this event. The estimated 15% of
unit unavailability was attributed to mechanical breakdown, natural gas pressure degradation, freezing weather, electrical and
control failures, and low water pressure. Most of the problems were mechanical in nature, followed by low fuel pressure, then
weather related frozen pipes.

As further described herein, CPS Energy owns 40% of STP. Those units are maintained and operated by a separate operating
company. On February 15, 2021, an automatic reactor trip occurred in the hereinafter-defined STP1. The trip resulted from a
loss of feedwater attributed to extreme cold weather-related failure of a pressure sensing line to the feedwater pumps. STP staff
confirmed the issue did not exist in the hereinafter-defined STP2. STP1 was repaired, and the unit carefully came online on
February 17,2021, in accordance with standard established protocols. STP1 reached 100% power on February 18, 2021.

Liquidity and Short-Term Financing Plan. As of March 31, 2022, CPS Energy’s cash and cash equivalents balance in its
General Fund and Repair & Replacement Fund was $827.6 million. Additionally, approximately $665 million of the $700
million capacity of the hereinafter-defined Commercial Paper Program is currently available. CPS Energy also has $100
million in capacity of the Series A Flexible Rate Revolving Note Program (hereinafter-defined as the “Series A Flex Notes™).
As of the date hereof, CPS Energy has an additional $500 million of unutilized borrowing capacity under the hereinafter-
defined Series B Flex Notes that could potentially be used as liquidity to pay for any additional conceded or settled natural gas
charges.



CPS Energy anticipates sufficient liquidity to accommodate worst-case financial projections (notwithstanding its commitment
to determine and pay the portion of those costs that are justified and legitimate, as hereinafter-described) resulting from the
2021 Winter Weather Event and to address its operational and capital needs for the remainder of its current fiscal year.

Long-Term Financing Plan. After utilizing all options to reduce the costs associated with the 2021 Winter Weather Event as
described below, CPS Energy anticipates addressing any final amount for the costs of purchased natural gas and power through
two or more long-term financing transactions, replenishing cash and capacity under each of the Flex Note Programs as well as
the Commercial Paper Program (by refunding Taxable Notes issued thereunder). On April 13, 2021, CPS Energy closed on its
$413,720,000 Electric and Gas Systems Revenue Refunding Bonds, Taxable New Series 2022, which represents the first such
transaction. Additionally, CPS Energy, on January 13, 2022 obtained approval from City Council for a regulatory asset for the
unrecovered costs of purchased natural gas and power, plus legal, interim financing, and other contractual charges. The costs to
be recorded in this regulatory asset, which are currently anticipated at $910 million, are expected to be amortized over a period
of 25-years and recovered through fuel costs. This figure consists of $520 million in natural gas charges, purchased power in
the amount of $314 million, and other charges of $76 million. The estimated average residential electric and gas customer bill
impact for the financing of known costs is anticipated to be $1.26/month for the first ten years, as previously disclosed to
the Rate Advisory Committee (“RAC”), Board, and City Council. The proceeds from this recovery will be available for
payment of the debt service on the long-term debt that has previously been or will be issued to refinance obligations initially
issued as short-term or interim financing. In the ordinance approving the regulatory asset, the City exempted CPS Energy from
the City payment (as described in the hereinafter-defined Bond Ordinances as an amount not to exceed 14% of the Systems’
gross revenues), on CPS Energy fuel and other 2021 Winter Weather Event costs through the regulatory asset.

CPS Energy Actions to Address Disputed Charges. Customer affordability remains a key focus area in any cost recovery or
long-term financing plan. As such, CPS Energy continues to work to protect customers from costs from the
2021 Winter Weather Event that are unconscionable.

CPS Energy recently submitted a filing to the Federal Emergency Management Agency (“FEMA”) of approximately
$5.3 million of costs incurred related to the 2021 Winter Weather Event and is seeking reimbursement of 75% of those costs,
per FEMA guidelines. As of April 2022, that filing remains under review by FEMA.

On March 12, 2021, CPS Energy filed suit against ERCOT in the Bexar County District Court seeking a declaratory judgment
to prevent ERCOT from wrongfully declaring a default by CPS Energy based on a force majeure event and due to ERCOT’s
prior material breach for the $18 million in short payments to CPS Energy heretofore described ($10 million of which remains
outstanding). The requested judgment also seeks to prevent ERCOT from requiring CPS Energy and its customers to pay for
other market participants’ default (i.e., Uplift) based on excessive prices and to prevent ERCOT from charging CPS Energy for
any amounts associated with the Pricing Errors identified in the Potomac report issued by the Independent Market Monitor. In
December 2021, the Fourth Court of Appeals dismissed CPS Energy’s petition on procedural grounds, and without addressing
the merits of the case, stating that the PUCT has exclusive original jurisdiction. On January 27,2022, CPS Energy filed its
petition for review with the Texas Supreme Court. On February 15, 2022, the Texas Supreme Court requested that ERCOT
file a response, which it did on April 18, 2022.

CPS Energy purchases natural gas from its suppliers pursuant to market standard contracts promulgated by the North American
Energy Standards Boards. Pursuant to these market standard contracts, CPS Energy, in the event of a dispute concerning the
payment, is permitted to pay the undisputed portion of amounts invoiced for natural gas delivered and withhold the balance
pending resolution of the payment dispute (the “Disputed Payment Provision”). As stated above, CPS Energy was charged
exorbitant amounts for natural gas deliveries throughout the gubernatorially-declared disaster that was the 2021 Winter Weather
Event, with some suppliers charging more than $500/MMBtu. CPS Energy believes that these charges, reflective in some cases
representing a 15,000% price increase compared to the pre-storm price of the same commodity, are unconscionable and reflect
predatory pricing for items essential to its customers during and after declared disasters, such as the 2021 Winter Weather
Event. CPS Energy has challenged these prices under the Disputed Payment Provision and anticipates continuing to use this
contractual procedure when appropriate for each of its natural gas supply contracts.

CPS Energy has and will continue to timely pay its natural gas suppliers, once properly invoiced, in accordance with the
Disputed Payment Provision and other applicable provisions of the natural gas supply contracts. CPS Energy makes no
guarantees or predictions regarding the success or failure of its efforts to dispute purported natural gas charges under the
Disputed Payment Provision or the reactions of its natural gas suppliers in response to CPS Energy’s invoking the Disputed
Payment Provision.

CPS Energy is currently engaged in litigation against four of its natural gas suppliers, in which CPS Energy is disputing (under
the Disputed Payment Provision) approximately $364 million in natural gas prices charged by those suppliers for natural gas
in the 2021 Winter Weather Event as being unconscionable and violative of public policy in Texas. The pending gas supplier
cases have been consolidated into the Multi District Litigation (“MDL”) Panel and have been assigned to a judge in Bexar
County for pre-trial proceedings. CPS Energy makes no guarantee or prediction regarding the outcome of these disputes.
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Investor and Community Communication and Outreach. Since February 25, 2021, CPS Energy filed voluntary event notices
with the MSRB through EMMA concerning matters associated with the 2021 Winter Weather Event and its operational and
financing impact on CPS Energy. CPS Energy also provided incurrence of a material financial obligation filings related to the
Flex Notes (defined herein); and material event notices concerning resultant rating actions on CPS Energy by Fitch Ratings,
Inc. (“Fitch”) and S&P Global Ratings (“S&P”), respectively. In addition, CPS Energy issued press releases regarding its
position and resultant actions in response to the 2021 Winter Weather Events. These press releases are available at
WWW.cpsenergy.com.

Though the substance of the event notices is included in this Offering Memorandum in summarized form, investors are directed
to those notices for additional information regarding the covered events. The substance of these event notices, however, is not
incorporated herein by reference.

City Committees. The Mayor formed the CEP on 2021 Winter Storm Preparedness and Response consisting of four City Council
members and three community stakeholders. The objective of the CEP was to determine what caused the electrical and water
outages within the City and its community and what can be done to be better prepared in the future. The CEP’s report was
presented to the City Council on June 24, 2021 and included recommendations for improvements as it relates to CPS Energy.
As of the end of 2021, all items the CEP identified related to the 2021 Winter Weather Event had been addressed to ensure a
much better response to any future severe winter event. The delivery of the final report concludes the work of the CEP.

Following the election of several new City Council members and the conclusion of the efforts by the CEP, the Mayor formed
the City’s Municipal Utilities Committee (the “Utilities Committee’’), which first met on August 24, 2021 to discuss the broad
challenges faced in the aftermath of the 2021 Winter Weather Event and the COVID-19 pandemic (discussed hereinafter) and
continues to meet periodically. Chaired by Councilmember John Courage, the Utilities Committee includes City
Councilmembers Mario Bravo, Adriana Rocha Garcia, Melissa Cabello Havrda, and Ana Sandoval, and oversees the
implementation of programs and policies at CPS Energy, including the recommendations from the CEP.

Legal Actions Related to the 2021 Winter Weather Event

After the 2021 Winter Weather Event, the City, acting by and through CPS Energy, was named as a defendant in various
lawsuits alleging wrongful death and property damage because of the 2021 Winter Weather Event. CPS Energy is currently
analyzing its potential exposure, as well as its defense in these matters. All these lawsuits were transferred to the Texas state-
wide MDL Panel in Harris County, Texas. This court will handle all pretrial matters with each case being transferred back to
its county of origin for trial if not disposed of at the pre-trial stage. While the court has held several status conferences, all
activities in these cases remained stayed until a schedule is entered by the court.* The majority of the plaintiffs in the MDL
have amended their pleadings to include all generators across the state including CPS Energy. These actions significantly
increased the number of cases in which CPS Energy is directly named. The MDL Panel selected representative cases that will
serve as test cases on several points of law including dispositive motions.

Summary

Except for the ERCOT short pay and Uplift invoicing process, the results of which CPS Energy cannot predict, CPS Energy is
confident that it has identified the upward limits of its exposure to financial and operational impacts of the 2021 Winter Weather
Event. As described above, CPS Energy has identified adequate sources of liquidity to accommodate its operational and capital
needs, considering the possibility that this worst-case financial consequence is realized. Prior to conceding this worst-case
financial scenario, CPS Energy is committed to exploring all options and taking advantage of applicable Texas law and
provisions of its contractual arrangements to shield its customers and other stakeholders from paying charges that are
unconscionable and violative of public policy in Texas. CPS Energy cannot predict the timing for resolution of these matters
or the response of its counterparties but can state that it has taken appropriate action to preserve and ensure that its operations
are not interrupted or otherwise compromised as a result of these efforts.

Based on historical performance, CPS Energy believes that its efforts to respond to, mitigate the impacts of, and ultimately
accommodate the final financial and operating results of the 2021 Winter Weather Event will prove successful, but success has
multiple measures and, in some instances, is dependent on circumstances over which CPS Energy has no control. Accordingly,
CPS Energy makes no predictions concerning its future operating results or its ability to accommodate any additional (but
currently unknown) consequences of the 2021 Winter Weather Event.

" Jesus Rodriguez v. City of San Antonio by and through City Public Service Board D/B/A CPS Energy was listed in the Systems Litigation section in prior offering documents. This
matter arises from the 2021 Winter Weather Event and thus is included in this section.



Application of Disclosure to the Remainder of this Offering Memorandum

Much of the information and financial data included in this Offering Memorandum is based on historical data that does not
include the impact of, but will prospectively be impacted by, the result of the 2021 Winter Weather Event and the various
responses thereto. Readers are directed to revert to the disclosure written in this section, as all information included herein is
qualified by the application of these impacts, and the scope and breath, for the reasons hereinbefore discussed, remain fully
unknown.

COVID-19

The outbreak of COVID-19, a respiratory disease caused by a new strain of coronavirus, spread very quickly across the globe.
On March 11, 2020, the World Health Organization declared a global pandemic (the “Pandemic™). After several prior actions,
including a March 2, 2020 declaration of a local state of disaster and public health emergency and a March 16, 2020 declaration
prohibiting mass gatherings, the Mayor and the Bexar County Judge issued declarations on March 23, 2020 ordering non-
essential businesses to close and residents to remain at home except for limited purposes for a period beginning
March 25, 2020. The State began incrementally reopening businesses in mid-May 2020, and the City and Bexar County (the
“County”) incorporated that same strategy and approach in their local declarations and orders. City and County officials now
primarily rely on the Texas Governor’s Executive Orders for reopening and limiting capacity of businesses, though decisions
made within the authority of local control (which has ebbed and flowed throughout the duration of the Pandemic) take into
account local conditions and impact. The Texas Governor has since issued a series of executive orders related to COVID-19
protocols, prohibitions on mask and vaccine mandates, and the opening of various businesses. Additional information regarding
executive orders issued by the Governor is accessible on the website of the Governor at http://gov.texas.gov/. Neither the
information on this website, nor the information accessed through it, is incorporated by reference (expressly or by implication),
into this Offering Memorandum.

On May 18, 2021, Governor Abbott issued Executive Order GA-36, which supersedes Executive Order GA-34 in part.
Executive Order GA-36 prohibits governmental entities in Texas, including counties, cities, school districts, public health
authorities, and government officials from requiring or mandating any person to wear a face covering and subjects a
governmental entity or official to a fine of up to $1,000 for noncompliance, subject to certain exceptions. Governor Abbott has
since issued three additional Executive Orders. Executive Order GA-38, issued on July 29, 2021, specifically prohibits a
governmental entity from compelling any individual to be vaccinated with a vaccine being administered under an emergency
use authorization from the U.S. Food and Drug Administration, and further prohibits governmental entities from issuing or
requiring vaccine passports for a person to gain entry into facilities or to receive services. GA-39 was issued on August 25,2021
and further prohibits vaccine mandates and vaccine passports. GA-40 broadly prohibits vaccine mandates by any entity. These
Executive Orders also suspend certain statutes that provide authority to health authorities to require immunization as a control
measure to respond to a communicable disease outbreak and local government officials from issuing their own executive orders
and declarations. The scope of the suspensions of State law, and the prohibitions imposed on local officials by GA-38 and GA-
39 are being challenged in multiple legal actions across the State, including by the City and the County. On November 10,2021,
the Fourth Court of Appeals for the State of Texas (the “Fourth Court of Appeals”) ruled in favor of the City and the County in
affirming a temporary injunction against GA-38 issued by the 45th District Court in Bexar County. That same day, the United
States District Court for the Western District of Texas (the “Western District”) issued an opinion finding GA-38 violates the
Americans with Disabilities Act of 1990 because it puts children with disabilities at risk. However, on November 24,2021, the
United States Court of Appeals for the Fifth Circuit (the “Fifth Circuit”) issued an opinion that stays the Western District order,
thus reinstated GA-38 while the Fifth Circuit considers the appeal. The Fifth Circuit since upheld the mask ban. Litigation on
these matters will likely continue to proceed. Additional information regarding executive orders issued by the Governor is
accessible on the website of the Governor at http://gov.texas.gov/. Neither the information on, nor accessed through, such
website of the Governor is incorporated by reference, either expressly or by implication, into this Offering Memorandum.

The Pandemic has negatively affected travel, commerce, and financial markets globally, and could potentially continue to
negatively affect economic output worldwide and within the City and the County. Future negative impacts may reduce or
otherwise negatively affect Net Revenues of the Systems which are pledged as security for the Notes. Neither the City
nor CPS Energy, however, can predict the effect of the continued spread of COVID-19 on the finances or operations and
maintenance of the City or the Systems, respectively.

CPS Energy continues to monitor the spread of COVID-19 and is working with local, state, and national agencies to address
the potential impact of the Pandemic on the Systems. As part of its business continuity protocols, CPS Energy has implemented
measures to protect the health of its employees, contractors, and customers and to ensure the continuity of its business
operations and the delivery of electric and gas services to the San Antonio community. Many of the Systems’ employees who
do not work directly in the continuous provision of electric and gas services to CPS Energy customers continue to work
remotely from home.



Notwithstanding the foregoing, CPS Energy has conducted updated analyses of impacts to certain of its operations and taken
actions in response thereto. A summary of these operational impacts and CPS Energy responses are included herein under the
caption “SAN ANTONIO ELECTRIC AND GAS SYSTEMS - OPERATIONAL IMPACT OF COVID-19 AND
CPS ENERGY RESPONSE THERETO” herein.

COMMERCIAL PAPER PROGRAM

Pursuant to the Note Ordinance, and consistent with its historical practice, CPS Energy maintains an interim financing program
to provide short-term, variable rate financing for certain Systems expenditures (as further described below) in the form of taxable
or tax-exempt commercial paper notes (such program, the “Commercial Paper Program”) issued from time to time thereunder
as the heretofore defined Notes. Since its inception in 1983, the Commercial Paper Program has been amended multiple times,
the most recent of such amendments occurring as a result of the City’s adoption of the Note Ordinance. Under the Note
Ordinance, which affirmed the City’s prior establishment of the Commercial Paper Program and amended certain terms with
respect thereto, the City is authorized to issue Notes in multiple series, as Tax-Exempt Notes or Taxable Notes, in an aggregate
principal amount at any time outstanding not to exceed $700,000,000 (but further limited by the amount of liquidity support at
any time available). Under the Note Ordinance, interest on Notes is calculated on the basis of actual days elapsed and a 365/366-
day year, as applicable. Notes may be issued in authorized denominations of $100,000 or any integral multiple of $5,000 in
excess thereof and having individual maturities not in excess of 270 days. The Notes are also not subject to redemption prior
to maturity.

The Note Ordinance authorized the City’s respective execution of the Revolving Credit Agreements, as each may be amended
from time to time. Pursuant to each Revolving Credit Agreement, the Lender identified therein has agreed to provide liquidity
support for the subject Series of Notes (principal only and without provision for an interest component, which is the sole
responsibility of the City to be paid from identified (and pledged) Systems revenues described below) in the applicable maximum
amount identified on page 1 of this Offering Memorandum. The Note Ordinance provides that, notwithstanding the stated
maximum amount of Notes that may be issued from time to time thereunder, the City shall not issue Notes in a principal amount
that exceeds then-available liquidity support therefor. The Note Ordinance provides that the City can, from time to time, enter
into substitute liquidity facilities relating to the Notes (but not to be effective with respect to then-outstanding Notes marketed
and sold pursuant to a predecessor liquidity facility). The Revolving Credit Agreements now provide liquidity support for the
Notes ($400,000,000 in support of the Series A Notes, whether issued as Tax-Exempt Series A Notes, Taxable Series A Notes,
or both; $200,000,000 in support of the Series B Notes, whether issued as Tax-Exempt Series B Notes, Taxable Series B Notes,
or both; and $100,000,000 in support of the Series C Notes, whether issued as Tax-Exempt Series C Notes, Taxable Series C
Notes, or both) in the combined amount of $700,000,000, which is the maximum aggregate amount of Notes authorized to be
at any one time outstanding pursuant to the Note Ordinance.

The purpose of the Commercial Paper Program is to (i) assist in the financing of capital improvements to the Systems; (ii) provide
working capital and funds for fuel acquisition; (iii) refund outstanding Notes at maturity; and (iv) redeem other obligations of
the Systems which are secured by and payable from a lien on and a pledge of Net Revenues of the Systems as described herein.
Under the Note Ordinance, scheduled maturities of the Notes may not extend past April 11, 2049 (the “Maximum Maturity
Date”). See “SAN ANTONIO ELECTRIC AND GAS SYSTEMS — FINANCIAL MANAGEMENT OF THE SYSTEMS —
Debt and Asset Management Program” and “— Capital Program” herein.

Notes issued under the Commercial Paper Program are equally and ratably secured by and are payable from (i) the Net Revenues
of the Systems, such pledge being subordinate and inferior to the pledge of Net Revenues securing the payment of the currently
outstanding Senior Lien Obligations and Junior Lien Obligations and any Additional Senior Lien Obligations, Additional Junior
Lien Obligations, or Prior Lien Bonds (as each of these terms are defined in each of the City ordinances authorizing the issuance
of the currently outstanding Senior Lien Obligations (the “Senior Lien Ordinances™)); (ii) the proceeds from the sale of additional
bonds issued for that purpose or borrowings under the Commercial Paper Program; and (iii) borrowings under and pursuant to
the applicable Revolving Credit Agreement. The obligations of the City under the Revolving Credit Agreements are secured
by and payable on a parity basis with the pledge of the Net Revenues that secures the Notes. See “REVOLVING CREDIT
AGREEMENTS” herein.

As stated above, the Notes are permitted to be issued as Tax-Exempt Notes, being obligations the interest on which is excludable
from gross income for federal income tax purposes, or as Taxable Notes, being obligations that are not described in
section 103(a) of the Code (defined herein) or are obligations which constitute “specified private activity bonds” within the
meaning of section 141(b) of the Code (being obligations the interest on which is considered as income of the holders thereof
for purposes of federal income taxation). See “TAX MATTERS” herein.

The Notes that are the subject of this Offering Memorandum are issued either as Tax-Exempt Notes or as Taxable Notes, as
designated in the style of a particular Note.



AUTHORITY

The City is authorized, pursuant to Chapters 1371 and 1502, as amended, Texas Government Code, and the Note Ordinance,
to issue the Notes in an aggregate principal amount not to exceed $700,000,000 outstanding at any one time.

SECURITY

As stated above, the Notes are payable from and equally and ratably secured by a lien on and pledge of (i) the proceeds from
(a) the sale of other Notes issued for such purpose, and (b) the sale of a series or issue of bonds by the City for the purpose of
repaying Notes, (ii) loans under and pursuant to the Revolving Credit Agreement relating to the particular Series of Notes, which
loans are to be evidenced by a Bank Note (under the applicable Revolving Credit Agreement); provided, however, that
the proceeds of such bank loans made under a Revolving Credit Agreement may only be used to pay the principal of such
applicable Series of Notes, (iii) the amounts held in the Note Payment Fund until the amounts deposited therein are used for
authorized purposes; provided, however, that amounts in the Note Payment Fund (or separate accounts therein) attributable to
and derived from loans shall be used only to pay, prior to any application to the payment of any Bank Note, the principal of
(but not the interest on or redemption premium of) the Notes of the Series to which the Revolving Credit Agreement under
which the subject loans were made relates in full, and (iv) the amounts remaining on deposit in the Note Construction Fund (or
separate accounts therein) after the payment of all Project Costs. The Note Ordinance provides for the establishment of separate
accounts within each of the Note Payment Fund and the Note Construction Fund, each such account to relate specifically to a
particular Series of Notes. Amounts shall be deposited to such accounts from time to time for payment of the particular Series of
Notes in the manner hereinbefore described with respect to each such respective Fund. To provide additional security for the
payment of the principal of and interest on the Notes, the Bank Notes, and other amounts due under the Revolving Credit
Agreements as the same shall become due and payable, the Note Ordinance grants a lien on and pledge of the Net Revenues,
such lien thereon and pledge thereof, however, being subordinate to the lien on and pledge of the Net Revenues securing the
payment of the currently outstanding Parity Bonds (as defined herein), the Junior Lien Obligations, and Prior Lien Bonds issued
from time to time by the City. The City has the right to issue Additional Parity Bonds, Additional Junior Lien Obligations, and
Prior Lien Bonds without limitation as to principal amount that may be secured by a lien on and pledge of the Net Revenues
superior to the lien securing the Notes; provided, however, that the City has covenanted in each Revolving Credit Agreement
to not issue any Prior Lien Bonds other than Additional Parity Bonds and Additional Junior Lien Obligations (which covenant
is effective for so long as the Revolving Credit Agreements remain valid and binding contracts of the City).

The Notes do not constitute a general indebtedness of the City, the Systems, the State, or any political subdivision of the State
within the meaning of any constitutional, statutory, or charter provision or limitation. Neither the faith and credit nor the taxing
power of the City, the State or any other political subdivision of the State is pledged to the payment of the Notes.

PERFECTION OF SECURITY FOR THE NOTES

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

REGISTERED OWNER’S REMEDIES

If the City defaults in the payment of principal, interest, or redemption price on the Notes when due, or if it fails to make payments
into any fund or funds created in the Note Ordinance, or defaults in the observation or performance of any other covenants,
conditions, or obligations set forth in the Note Ordinance, the registered owners may seek a writ of mandamus to compel City
officials to carry out their legally imposed duties with respect to the Notes, if there is no other available remedy at law to compel
performance of the Notes or the Note Ordinance and the City’s obligations are not uncertain or disputed. The issuance of a
writ of mandamus is controlled by equitable principles, so rests with the discretion of the court, but may not be arbitrarily
refused. There is no acceleration of maturity of the Notes in the event of default (though Bank Notes are subject to acceleration).
The Note Ordinance does not provide for the appointment of a trustee to represent the interest of the noteholders upon any
failure of the City to perform in accordance with the terms of the Note Ordinance, or upon any other condition and accordingly
all legal actions to enforce such remedies would have to be undertaken at the initiative of, and be financed by, the registered
owners. The Texas Supreme Court ruled in Tooke v. City of Mexia, 197 S.W.3d 325 (Tex. 2006) (“Tooke”) that a waiver of
sovereign immunity in a contractual dispute must be provided for by statute in “clear and unambiguous” language. Because it
is unclear whether the Texas Legislature has effectively waived the City’s sovereign immunity from a suit for money damages,
noteholders may not be able to bring such a suit against the City for breach of the Notes or the Note Ordinance covenants.
Furthermore, Tooke, and subsequent jurisprudence, held that a municipality is not immune from suit for torts committed in the
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performance of its proprietary functions, as it is for torts committed in the performance of its governmental functions (the
“Proprietary-Governmental Dichotomy”). Governmental functions are those that are enjoined on a municipality by law and
are given by the State as a part of the State’s sovereignty, to be exercised by the municipality in the interest of the general public,
while proprietary functions are those that a municipality may, in its discretion, perform in the interest of the inhabitants of the
municipality.

In Wasson Interests, Ltd. v. City of Jacksonville, 489 S.W.3d 427 (Tex. 2016) (“Wasson”), the Texas Supreme Court (the “Court”)
addressed whether the distinction between governmental and proprietary acts (as found in tort-based causes of action) applies
to breach of contract claims against municipalities. The Court analyzed the rationale behind the Proprietary-Governmental
Dichotomy to determine that “a city’s proprietary functions are not done pursuant to the ‘will of the people’” and protecting
such municipalities “via the [S]tate’s immunity is not an efficient way to ensure efficient allocation of [S]tate resources”.
While the Court recognized that the distinction between governmental and proprietary functions is not clear, the Wasson opinion
held that the Proprietary-Governmental Dichotomy applies in a contract-claims context. The Court reviewed Wasson for a
second time on October 5, 2018 and issued an opinion clarifying that to determine whether governmental immunity applies to
a breach of contract claim, the proper inquiry is whether the municipality was engaged in a governmental or proprietary function
when it entered into the contract, not at the time of the alleged breach. Therefore, in regard to municipal contract cases (as in tort
claims), it is incumbent on the courts to determine whether a function was proprietary or governmental based upon the statutory
guidance at the time of inception of the contractual relationship.

Notwithstanding the foregoing case law issued by the Wasson Court, such sovereign immunity issues have not been adjudicated
in relation to bond matters (specifically, in regard to the issuance of municipal debt). Each situation will be prospectively
evaluated based on the facts and circumstances surrounding the contract in question to determine if a suit, and subsequently, a
judgment, is justiciable against a municipality.

Chapter 1371, as amended, Texas Government Code (“Chapter 1371”), which pertains to the issuance of public securities by
issuers such as the City, permits the City to waive sovereign immunity in the proceedings authorizing the issuance of securities
such as the Notes. Notwithstanding its reliance upon the provisions of Chapter 1371 in connection with its establishment of
the Commercial Paper Program and issuance from time to time of the Notes (as further described in “COMMERCIAL PAPER
NOTES — Authority” herein), the City has not waived the defense of sovereign immunity with respect thereto. Even ifajudgment
against the City could be obtained, it could not be enforced by direct levy and execution against the City’s property. Furthermore,
the City is eligible to seek relief from its creditors under Chapter 9 of the United States Bankruptcy Code (“Chapter 9”). Although
Chapter 9 provides for the recognition of a security interest represented by a specifically pledged source of revenues (such as
the Net Revenues), such provision is subject to judicial construction. Chapter 9 also includes an automatic stay provision that
would prohibit, without Bankruptcy Court approval, the prosecution of any other legal action by creditors or noteholders of an
entity which has sought protection under Chapter 9. Therefore, should the City avail itself of Chapter 9 protection from
creditors, the ability to enforce would be subject to the approval of the Bankruptcy Court (which could require that the action
be heard in Bankruptcy Court instead of either federal or state court); and the Bankruptcy Code provides for broad discretionary
powers 