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MESSAGE FROM THE AVIATION DIRECTOR

ssential to the success and prosperity of any city is a well-run airport. At Phoenix Sky
Harbor International Airport, we take our role seriously as the gateway to Arizona and the
largest economic engine in the state.

As one of the ten busiest airports in the United States, more than 40 million passengers visit Phoenix
Sky Harbor every year. Our employees, along with a team of nearly 400 Navigator volunteers make
sure that they feel welcome. Sky Harbor is known throughout the world as Ameriea’s Friendliest
Alirport®. Next to safety and security, customer service is our top priority.

The PHX Sky Train™, opening in the first quarter of 2013, will enhance customer service by providing
seamless connections between the regional light rail system, Phoenix Sky Harbor’s largest economy
parking area and Terminal 4, which serves 80 percent of our passengers. By 2015, the Sky Train will
serve all of Sky Harbor’s terminals. Customers will even have the opportunity to check bags and

print boarding passes at the Sky Train stations. Public feedback has been overwhelmingly positive, as
passengers look forward to the new conveniences that the PHX Sky Train™ will bring.

Media and customers alike have also taken notice of the dozens of new restaurants opening in
Terminal 4. The Airport’s busiest terminal is in the midst of a complete food and beverage renovation,
offering popular local, regional and national brands. The goal of the new concessions program is not
only enhanced customer service but increased revenue generated by Sky Harbor’s new offerings.

The City of Phoenix Aviation Department owns and operates Phoenix Sky Harbor and two general
aviation airports; Phoenix Deer Valley Airport, one of the busiest general aviation airports in the United
States, and Phoenix Goodyear Airport located west of Phoenix. Both of the Department’s general
aviation airports are known statewide for their excellent management, customer service and award-
winning safety programs.

The City of Phoenix Aviation Department has maintained strong financial performance during a
difficult economic period affecting nearly every sector of our national economy. Holding our cost
structure virtually flat during the economic downturn and careful management of our resources resulted
in net revenues that exceeded previous forecasts. We continue to achieve and surpass our financial
goals. This success was recently validated by Standard and Poor’s and Moody's affirmations of our
excellent credit ratings.

As Aviation Director for the City of Phoenix, what makes me most proud is our team of employees
who work 24 hours a day, seven days a week ensuring that our three airports operate at the height
of efficiency and that customers receive the care they deserve. It is not uncommon for executives
from other airports to ask me how Sky Harbor has achieved the reputation of offering such excellent
customer service. One visit to Sky Harbor is all it takes to learn that our people make the difference.

Sincerely,

So"

Danny Murphy
Aviation Director, City of Phoenix Aviation Department
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Introductory Section

The Introductory Section contains management highlights and
information about the organization and management of the Airport
System, the Phoenix economy, airport facilities, airport passengers,
airline rates and charges, cash management, Aviation Department
financial policies, accounting and budgetary controls of the City of
Phoenix, and awards and accomplishments.
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Management Highlights

roviding a world-class airport experience while keeping

costs competitive is the goal of every employee every

day at Phoenix Sky Harbor International Airport (the
Airport). The Airport is one of the ten busiest in the United States,
serving approximately 40 million passengers per year. The Airport
is owned and operated by the City of Phoenix (the City) through
the Aviation Department (the Department). In addition to the
Airport, the City owns and operates Phoenix Deer Valley Airport,
the busiest general aviation airport in the United States, and
Phoenix Goodyear Airport (collectively, the Airport System).

Introductory Section

Management is keenly focused on customer service. This is
evident from the moment travelers enter the Airport and encounter one of nearly 400 Navigator volunteers.
This dedicated customer service team not only ensures that the Airport lives up to its title of “America’s
Friendliest Airport®”, Navigator volunteers have also helped save millions of dollars in staffing expenses since
the program’s inception.

The Department strives to find ways to improve the travel experience while carefully managing its financial
resources. The PHX Sky Train™ is a perfect example. Stage | opens in early 2013 and will provide more
efficient movement of passengers by replacing the current bus service. This will result in increased customer
convenience and decreased roadway congestion. When the full system is
complete, it will replace an existing fleet of 100 airport buses and reduce
the fuel consumption of its current bus fleet by approximately 1.8 million
gallons annually.

Another project which will enhance customer service and increase revenue
at the Airport is a complete restaurant overhaul underway in Terminal 4.
Passengers are already taking notice of the new local, regional and national
food and beverage concepts in the Airport’s busiest terminal.

Attracting additional nonstop flight options for those traveling to and from
the Airport is a top priority for the City. Management is actively involved in
air service development efforts to ensure that Phoenix and the surrounding
community have high quality air service at competitive fares.

The City continues to be recognized for its excellent financial management. In November 2012, Standard
and Poor’s Ratings Services (S&P) and Moody's Investors Service (Moody’s) affirmed the Airport’s double-A

City of Phoenix Aviation Department — Annual Financial Report — June 30, 2012 3
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category ratings (AA- and Aa3 respectively) on the outstanding senior-lien bonds. S&P and Moody's also
affirmed the Airport’s single-A category ratings (A+ and Al respectively) on the Airport’s outstanding junior-
lien revenue bonds. These international ratings organizations noted the Airport’s strong financial performance,
maintenance of a low-cost, low-debt facility, vibrant predominately origin and destination (O&D) market,
experienced and effective administrative team, and excellent integration of Airport and City decision-making.

The PHX Sky Train™
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The PHX Sky Train™ will serve between 13,000 — 16,000 passengers daily beginning
in the first quarter of 2013. In Stage |, this automated train will connect the regional
light rail system, the Airport’s largest economy parking area and Terminal 4, which
serves nearly 80% of the Airport’s passengers. The next stage of the project, Stage Ia
opening in early 2015, will extend to Terminal 3 with a short walkway to Terminal 2.
Stage 2 will serve the Airport Rental Car Center.

The PHX Sky Train™ will provide a new front door to the Airport, offering a
seamless connection with the regional METRO light rail system. Passengers exiting
the light rail system will use an elevated, air-conditioned walkway to access the
PHX Sky Train™ station at 44th Street and
Washington. At the station, travelers will

have an opportunity to check luggage and
print boarding passes before proceeding to the
platform to board the PHX Sky Train™.

Buses, which are currently used to transport
customers and employees between Airport
terminals and the light rail system, will be
significantly reduced when the train opens in

PHX Sky Train™ connection to METRO Light Rail
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2013. The train will replace all inter-terminal buses by 2015. The PHX Sky Train™ will run continuously in
both directions 24 hours a day, seven days per week, stopping as frequently as every three minutes to pick
up travelers. It will reduce congestion on airport roadways and curbs while transporting passengers between
terminals, parking facilities and public transit much more quickly and efficiently than the current Airport
busing system.

Expanded Concession Offerings

Terminal 4 is in the midst of a complete
food and beverage renovation. The Airport’s
busiest terminal is welcoming more than

40 new restaurants in 2012 - 2013. The
new concepts have already attracted the
attention of travelers in addition to local and
national news media.

New restaurants are located on both sides
of security and offer Airport visitors a taste
of some of the best dining options the
Phoenix area has to offer. Management’s
priority is to offer travelers a variety of
popular local, regional and national brands in order to achieve the greatest possible customer satisfaction.
The result of this improved food and beverage program is improved customer service and higher anticipated
sales. In fact, Arizona’s largest newspaper (The Arizona Republic) recently reported that the “bounty of new
restaurants” at the Airport provides extra incentive to arrive early.
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The Customer Experience

Customer service is second only to safety and security at the Airport. One nationally-recognized customer
service amenity is the Airport’s mobile website, developed internally by City staff. This popular site,

accessible by visiting skyharbor.com on any mobile device, assists travelers in locating restaurants and shops,
finding airline gates, locating parking facilities and more. The site was awarded first place in the website
category in the Airports Council International — North America (ACI-NA) 2012 Excellence in Marketing and
Communications contest. In addition to its easily-accessible mobile-friendly website, the Airport also has

a robust social media program with nearly 19,000 Facebook fans and nearly 8,000 Twitter followers as of
December 2012. The Airport also uses Google+, Pinterest, YouTube and other new media to increase visibility,
communicate with customers and increase efficiency by helping passengers navigate airport facilities.

Expedited screening came to the Airport in August 2012, when the Transportation Security Administration
(TSA) began to offer its Pre Check program to US Airways frequent flyers. This, combined with Customs and
Border Protection (CBP) Global Entry enroliment now available at the Airport, makes it even more convenient
for frequent fliers to navigate security. Providing Global Entry to passengers arriving from international
destinations not only improves efficiency and customer service, it also enables better use of existing facilities
and paves the way for future international service at the Airport.

In 2012, the Airport made significant improvements to
its roadway signage. The goal was to ease navigation
on roadways, reducing congestion and traffic hazards
caused by motorists unfamiliar with the Airport. Public - [ e

|
umires @l

Tesrrminl | 2

response to the new signs has been overwhelmingly
positive. The Airport has also continued its popular
terminal garage parking coupon, available during peak
leisure travel periods. The 40% off coupon consistently
increases parking revenue and entices drivers to park in
the terminal parking garages over holiday weekends and during busy vacation travel times.

Every day of the week, highly-trained Navigator volunteers walk the terminals assisting passengers and
welcoming them to America’s Friendliest Airport™. The Airport also makes a special effort to welcome
members of the military and their families at the USO, re-located to the Airport’s busiest terminal, Terminal 4
in November 2012. This new, larger facility has received national attention and demonstrates the commitment
of the City to military men and women serving our country.

6 City of Phoenix Aviation Department — Annual Financial Report — June 30, 2012
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Green Initiatives

Reducing energy use through
greener construction and energy
efficient buildings, use of alternative
fuels and reduction of waste are
high priorities for the City. The
Department negotiated a solar
power deal in 2012 effectively
holding electrical power rates flat
while taking advantage of the desert
climate with more than 300 days of sunshine every year. As a result, a 5.4 megawatt
high efficiency solar power system, with 12,000 solar panels on top of the Rental
Car Center and nearly 4,000 panels on the roof of the East Economy Parking
garages, was installed at the Airport. It is anticipated that the project will generate
approximately 51% of the electricity demand at the Airport’s Rental Car Center, East
Economy Parking garages and parking toll plaza.

Solar panels on Rental Car Center

Management is also committed to reducing energy use through greener construction
and energy efficient buildings. The PHX Sky Train™ project will be LEED (Leadership
in Energy and Environmental Design) certified. This certification is expected to be
awarded as a result of factors such as a 50% reduction in landscaping water use

at PHX Sky Train™ stations, reduced power consumption and a robust recycling
program during construction. By taking cars and buses off the Airport roadways,
Stage | of the PHX Sky Train™ will decrease greenhouse gas emissions by 5,500
tons per year.

International Air Service Development

International traffic is one of the fastest
growing segments of air travel at the
Airport and is a top priority for the City.
Management's air service development
program is guided by a strategic plan based
on detailed analysis of available air travel
data, as well as information provided by
corporate business, economic development
and tourism partners.

The goals of the Air Service Development Program are to:

* Enhance economic growth through improved access to domestic and
global markets

* Meet air service market demands while maintaining competitive air fares

* Promote the region by allying with business and tourism groups

City of Phoenix Aviation Department — Annual Financial Report — June 30, 2012 7
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In December 2012, British Airways increased nonstop service between the Airport and London Heathrow
Airport from six to seven days per week. Adding the seventh day of service is estimated to bring the total
economic impact on the metropolitan area to $100 million per year.

Most of the recent growth in international service has come from service to Canada. The Canadian
market continues to grow and the Airport will continue to increase its existing service as well as to add
additional routes.

Southwest Airlines is expected to begin international service between Phoenix and Mexico within the next
few years. US Airways has had great success in Mexico and is expected to continue building that market.

Federal and State Investment

The Airport system continues to receive substantial federal grants to maintain a safe airfield for aircraft
operations. In fact, in Fiscal Year 2012, the Federal Aviation Administration (FAA) awarded the Airport a total
of $21.0 million. In October 2012, U.S. Transportation Secretary Ray LaHood announced that the Airport
would receive a $16 million FAA grant to fund an apron rehabilitation project near its busiest terminal,
Terminal 4.

State government has also demonstrated a
commitment to the Airport by making investments in
the regional freeway system to provide better access.
In the summer of 2012, the Arizona Department

of Transportation completed an interchange on the
east side of the Airport which, for the first time,
enabled direct access to and from a heavily-used state
highway. This allowed drivers to exit directly onto
State Route 143 rather than taking a longer path to
the freeway.

Organization and Management

Phoenix was founded in 1870 as an agricultural community, and in 1881 was incorporated as a city. Phoenix
operates under a City Council-Manager form of government as provided by its Charter, which was adopted in
1913. Under this organizational structure, the Mayor and City Council appoint a city manager to act as the
chief operating officer. The Mayor and City Council set policy direction and the City Manager implements
those policies in an efficient and effective manner. In 1982, an initiative was passed by the Phoenix voters
creating a district system for electing city council members and the number of City Council seats was
increased from six to eight. The Mayor is elected at-large, while City Council members are elected by voters
in each of eight separate districts they represent. The Mayor and each City Council member have equal
voting power.

The City owns and operates the Airport System. The City accounts for the Airport System financial operations
as a separate Aviation Enterprise Fund according to generally accepted accounting principles for governmental
entities. The City has operated the Airport System through the Department as a self-supporting enterprise
since 1967.

8 City of Phoenix Aviation Department — Annual Financial Report — June 30, 2012



The City Council establishes the major policies attendant to the development and operation of the Airport.
The City Council appoints the City Manager who administers the policies relative to the Airport. The City
Manager appoints the Aviation Director. The City Council adopts ordinances establishing fee structures for
use of the Airport facilities, including airline rates and charges.

The Phoenix Aviation Advisory Board (PAAB) is made up of nine members approved by the City Council

to 4-year terms and meets on a monthly basis. The PAAB provides non-binding advisory recommendations
regarding the Airport System, including airline rates and charges, concession agreements, leases, master plans,
noise studies and development plans.

The Department is headed by an Aviation Director who reports to the Assistant City Manager. The Aviation
Director is responsible for executing the aviation policies of the City Council and administering the operations
of the Airport System. Reporting to the Aviation Director are three Assistant Aviation Directors. The Aviation
Director and Assistant Aviation Directors head the Department staff. Certain accounting, bond financing,
treasury, and related financial functions are performed by the City’s Finance Department.

Aviation Department
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Phoenix Economy

The city of Phoenix has grown steadily in the past six decades. In 1950, Phoenix occupied |7 square miles
with a population of almost 107,000, ranking 99th among American cities. The 1990 census recorded
Phoenix’s population at 983,403 and the 2010 census recorded population at 1,445,632. As of July I, 2012,
Phoenix encompassed 519.10 square miles, with the City of Phoenix Planning and Development Department
estimating population at 1,464,405 making Phoenix the 6th most populous city in the United States.

The Phoenix metropolitan area includes the cities of Mesa, Glendale, Tempe, Scottsdale, Chandler, Peoria,
Goodyear, Tolleson, El Mirage, Surprise, Litchfield Park and Avondale; the towns of Buckeye, Gilbert and
Paradise Valley; and all unincorporated areas of Maricopa County. The area is widely known for its mild
winters, warm summers, and low annual rainfall averaging 8.3 inches per year.

Major employers of the metropolitan area include the State of Arizona, Honeywell, Boeing, Wal-Mart Stores,
Inc., Banner Health Systems, City of Phoenix, Wells Fargo and Company, Apollo Group Inc., Maricopa County,
Arizona State University, Bank of America, Intel Corporation, JP Morgan Chase and US Airways Group, Inc.

Phoenix is a popular tourist destination with attractions including resorts, spas, professional sports, shopping,
golf, restaurants and nightlife, all set amidst the Sonoran Desert. The area also offers museums and galleries, a
variety of sporting events, Old West and Native American history and outdoor recreation facilitated by more
than 300 days of sunshine each year. In addition to the attractions within the Phoenix area, the northern part
of Arizona is home to Grand Canyon National Park, Red Rock Country of Sedona, the Painted Desert, the
Petrified Forest, Meteor Crater, ancient Native American ruins, and the Navajo and Hopi reservations.

Major sporting events also draw tourists. In 2015, the Phoenix area will host Super Bowl XLIX. This will

mark the third time the area has hosted the National Football League’s (NFL's) championship game. In 2011,
Phoenix hosted the Major League Baseball (MLB) All-Star Game and in 2009, the City hosted the National
Basketball Association (NBA) All-Star Game. The Phoenix area is also the location of the annual Fiesta Bowl
and Buffalo Wild Wings Bowl college football bowl games and the annual Waste Management Phoenix Open
PGA golf tournament.

Phoenix is home to five major league professional sports teams: Arizona Diamondbacks Major League Baseball
team, Arizona Cardinals National Football League team, Phoenix Suns National Basketball Association
team, Phoenix Coyotes National Hockey League team and Phoenix Mercury Women's National Basketball

10 City of Phoenix Aviation Department — Annual Financial Report — June 30, 2012



Introductory Section

Association team. At the college level, the Arizona State Sun Devils compete within the Pacific-12 Conference
in a number of sports, including baseball, basketball, and football.

The favorable Arizona climate brings |5 Major League Baseball teams, known as the Cactus League, to the
Phoenix area each February and March for spring training and preseason play. The teams include the Arizona
Diamondbacks, Chicago Cubs, Chicago White Sox, Cincinnati Reds, Cleveland Indians, Colorado Rockies,
Kansas City Royals, Los Angeles Angels of Anaheim, Los Angeles Dodgers, Milwaukee Brewers, Oakland
Athletics, San Diego Padres, San Francisco Giants, Seattle Mariners and Texas Rangers.

The Phoenix International Raceway is a major venue for NASCAR auto racing events. The Raceway hosts two
major NASCAR events annually, including the Subway Fresh Fit 500™, NASCAR Sprint Cup Series weekend
held in March, and the NASCAR Sprint Cup Series weekend in November.

Convention visitors are another important component

of tourism. The state-of-the-art Phoenix Convention
Center is a LEED-certified green building that offers nearly
900,000 square feet of rentable meeting and exhibit space,
making it one of the 25 largest convention facilities in the
United States. Phoenix’s world-class convention center
attracts national and international visitors. Each year, the
convention center hosts several convention events that
draw hundreds-of-thousands of out-of-town delegates that
spend an average of $1,451 during their stay, which makes
a positive impact on the local economy.

City of Phoenix Aviation Department — Annual Financial Report — June 30, 2012 11
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Airport Facilities

The Airport, located approximately four miles east of the
downtown Phoenix area, was established in 1935. The Airport
occupies approximately 3,000 acres of land located entirely
within the City and is accessible within minutes from the central
business district. It is the only Arizona airport designated as a
large hub by the Federal Aviation Administration (FAA) and is
the principal commercial service airport serving metropolitan
Phoenix and most of the State’s population. There are no other
U.S. large-hub commercial service airports within a 5-hour

drive from Phoenix, with the closest being Las Vegas McCarran
International Airport (approximately 290 miles to the northwest).

The Airport has three passenger terminal buildings, Terminals 2,
3, and 4. Collectively, the three terminals provide 108 passenger
hold rooms and associated aircraft parking positions (gates).
Terminal 2 contains approximately 330,000 square feet and 12 gates. Terminal 3 contains approximately
880,000 square feet and 16 gates. Terminal 4 contains approximately 2.3 million square feet and 80 gates.
us Airways and Southwest Airlines, the two largest carriers at the Airport, and all international carriers
operate exclusively from Terminal 4. As of December [, 2012, the Airport had 30,919 public and employee
parking spaces. A consolidated rental car facility is located west of the terminals on a [41-acre site, with
5,651 ready/return garage spaces and an | 13,000 square foot commercial service building.

The Airport has three parallel