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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2013

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to
Exact Name of Each Registrant as specified in i
Commission File charter; State of Incorporation; Address; and IRS Employer
Number Telephone Number Identification No.
8%z PINNACLE WEST CAPITAL CORPORATION 860512431

(an Arizona corporation)

400 North Fifth Street, P.O. Box 53999
Phoenix, Arizona 85072-3999

(602) 250-1000

b4 ARIZONA PUBLIC SERVICE COMPANY se00LiLre

(an Arizona corporation)

400 North Fifth Street, P.O. Box 53999
Phoenix, Arizona 85072-3999

(602) 250-1000

Indicate by check mark whether each registranh&g)filed all reports required to be filed by Sexti3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans vemjuired to file such reports), and
(2) has been subject to such filing requirementstHe past 90 days.

PINNACLE WEST CAPITAL CORPORATIONM Yes No O
ARIZONA PUBLIC SERVICE COMPANY Yes No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpo¥alb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T during the préngd 2 months (or for such shorter
period that the registrant was required to submmt ost such files).

PINNACLE WEST CAPITAL CORPORATIOM Yes No O
ARIZONA PUBLIC SERVICE COMPANY Yes No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @aocelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.

PINNACLE WEST CAPITAL CORPORATION

Large accelerated filex] Accelerated filed Non-accelerated fileO Smaller reporting compar
ARIZONA PUBLIC SERVICE COMPANY
Large accelerated fileC Accelerated fileld Non-accelerated filelX] Smaller reporting comparl

Indicate by check mark whether each registrantsisedl company (as defined in Rule 12b-2 of theHaxge Act).
PINNACLE WEST CAPITAL CORPORATIOM Yes O No
ARIZONA PUBLIC SERVICE COMPANY Yes O No



Indicate the number of shares outstanding of e&tiedssuer’s classes of common stock, as ofdtest practicable date.

PINNACLE WEST CAPITAL CORPORATION Number of shares of common stock, no par valuestanding as c
October 21, 2013: 110,044,9
ARIZONA PUBLIC SERVICE COMPANY Number of shares of common stock, $2.50 par valutstanding a

of October 21, 2013: 71,264,9

Arizona Public Service Company meets the conditionset forth in General Instruction H(1)(a) and (b) d Form 10-Q and is
therefore filing this form with the reduced disclosire format allowed under that General Instruction.
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This combined Form 10-Q is separately provided by iRnacle West Capital Corporation (“Pinnacle West”)and Arizona Public Service
Company (“APS"). Any use of the words “Company,” ‘we,” and “our” refer to Pinnacle West. Each registant is providing on its
own behalf all of the information contained in thisForm 10-Q that relates to such registrant and, whe required, its subsidiaries.
Except as stated in the preceding sentence, neithegistrant is providing any information that doesnot relate to such registrant, and
therefore makes no representation as to any suchformation. The information required with respect to each company is set forth
within the applicable items. Item 1 of this reportincludes Condensed Consolidated Financial Statemisnof Pinnacle West and
Condensed Consolidated Financial Statements of AP$tem 1 also includes Notes to Pinnacle West's Cdaensed Consolidated
Financial Statements, the majority of which also riate to APS, and Supplemental Notes, which only rale to APS’s Condensed
Consolidated Financial Statements.




Table of Contents
FORWARD-LOOKING STATEMENTS

This document contains forward-looking statemeatsel on current expectations. These forward-lgpgiatements are often
identified by words such as “estimate,” “predictyiay,” “believe,” “plan,” “expect,” “require,” “inend,” “assume” and similar words.
Because actual results may differ materially frotpeztations, we caution readers not to place unelisnce on these statements. A number
of factors could cause future results to differ enially from historical results, or from outcomeasently expected or sought by Pinnacle v
or APS. In addition to the Risk Factors descrilbeBart |, Item 1A of the Pinnacle West/APS AnnBabport on Form 10-K for the fiscal year
ended December 31, 2012 (*2012 Form 10-K”), Padtéim 1A of this report and in Part I, Item 2 — &lagemens$ Discussion and Analys
of Financial Condition and Results of Operationkthis report, these factors include, but are imoitéd to:

. our ability to manage capital expenditures and af@ns and maintenance costs while maintainingiéity and customer service
levels;

. variations in demand for electricity, including #godue to weather, the general economy, custondesades growth (or decline), and
the effects of energy conservation measures amdbdited generation;

. power plant and transmission system performanceatafjes;

. volatile fuel and purchased power costs;

. fuel and water supply availability;

. our ability to achieve timely and adequate rat®vecy of our costs, including returns on debt agdity capital;

. regulatory and judicial decisions, developments nodeedings;

. new legislation or regulation, including those tielg to environmental requirements, nuclear pladrations and potential
deregulation of retail electric markets;

. our ability to meet renewable energy and energgieffcy mandates and recover related costs;

. risks inherent in the operation of nuclear faa@htiincluding spent fuel disposal uncertainty;

. competition in retail and wholesale power markets;

. the duration and severity of the economic declimdrizona and current real estate market conditions

. the cost of debt and equity capital and the abiititgccess capital markets when required,;

. changes to our credit ratings;

. the investment performance of the assets of oueaudecommissioning trust, pension, and otherrptistment benefit plans and the
resulting impact on future funding requirements;

. the liquidity of wholesale power markets and the akderivative contracts in our business;

. potential shortfalls in insurance coverage;

. new accounting requirements or new interpretatafrexisting requirements;

. generation, transmission and distribution faciéityd system conditions and operating costs;

. the ability to meet the anticipated future needafdditional baseload generation and associatedrtiasion facilities in our region;

. the willingness or ability of our counterpartiesyer plant participants and power plant land ownerseet contractual or other
obligations or extend the rights for continued poplant operations;

. technological developments affecting the electrdustry; and

. restrictions on dividends or other provisions im oredit agreements and Arizona Corporation Comionis§ACC”) orders.

These and other factors are discussed in the Ristofs described in Part |, Item 1A of our 2012nkd0-K and in Part Il, Item 1A of
this report, which readers should review carefbijore placing any reliance on our financial staets or disclosures. Neither Pinnacle V
nor APS assumes any obligation to update thesensggits, even if our internal estimates change ptaserequired by law.
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PART | — FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

(dollars and shares in thousands, except per sihaoents)

OPERATING REVENUES

OPERATING EXPENSE:!
Fuel and purchased pow
Operations and maintenan
Depreciation and amortizatic
Taxes other than income tax
Other expenses
Total
OPERATING INCOME
OTHER INCOME (DEDUCTIONS
Allowance for equity funds used during construct
Other income (Note 1(
Other expense (Note 10)
Total
INTEREST EXPENSE
Interest charge
Allowance for borrowed funds used during constiutti
Total
INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TASS
INCOME TAXES
INCOME FROM CONTINUING OPERATIONS
LOSS FROM DISCONTINUED OPERATION
Net of income tax benefit of $7
NET INCOME
Less: Net income attributable to noncontrollingenessts (Note 6)
NET INCOME ATTRIBUTABLE TO COMMON SHAREHOLDER

WEIGHTED-AVERAGE COMMON SHARES OUTSTANDINC— BASIC
WEIGHTED-AVERAGE COMMON SHARES OUTSTANDINC— DILUTED

EARNINGS PER WEIGHTEI-FAVERAGE COMMON SHARE OUTSTANDINC
Income from continuing operations attributable déonenon shareholde— basic
Net income attributable to common sharehol— basic
Income from continuing operations attributable ¢onenon shareholde— diluted
Net income attributable to common sharehol— diluted

DIVIDENDS DECLARED PER SHARE
AMOUNTS ATTRIBUTABLE TO COMMON SHAREHOLDERS
Income from continuing operations, net of

Discontinued operations, net of tax
Net income attributable to common shareholders

See Notes to Pinnacle West's Condensed Consolifiatcial Statements.
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Three Months Ended

September 30

2013

2012

$ 1,152,339 $  1,109,47!
350,95: 302,89
233,32 220,72
107,38t 100,35
43,25¢ 36,50

1,78 1,02
736,70 661,50

415 68 447,97
5,56¢ 5,70¢

16( 42(

(7,435) (5,696)
(1,700 437
50,58 52,24
(3,239 (3,830

47 35: 48,41
366,63 399,99
131,91 147,11¢
234,71¢ 252,87

— (19)

234,711 252,86.
8,55¢ 8,04(

$ 226,16, $ 244,82
110,00 109,55
111,05 110,65

$ 2.06 $ 2.2
2.0€ 2.2:

2.04 2.21

2.04 2.21

$ — % —
$ 226,16 $ 244,83
— (17)

$ 226,16, $ 244,872
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PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited)
(dollars in thousands)

Three Months Ended

September 30
2013 2012
NET INCOME $ 234,71¢  $ 252,86:
OTHER COMPREHENSIVE INCOME (LOSS), NET OF TA
Derivative instruments
Net unrealized loss, net of tax benefit of $95 $4d (145) (72)
Reclassification of net realized loss, net of tardfitof $9,348 and $19,54 14,31( 29,93t
Pension and other postretirement benefits actinigy of tax (expense) of $(625) and $(640) 957 98C
Total other comprehensive income 15,12; 30,84
COMPREHENSIVE INCOME 249,84( 283,70t
Less: Comprehensive income attributable to nonotiimtg interests 8,55k 8,04(
COMPREHENSIVE INCOME ATTRIBUTABLE TO COMMON SHAREHIDERS $ 241,28° $ 275,66t

See Notes to Pinnacle West’s Condensed Consoliffatedicial Statements.
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PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

(dollars and shares in thousands, except per sinaoents)

OPERATING REVENUES

OPERATING EXPENSE:!
Fuel and purchased pow
Operations and maintenan
Depreciation and amortizatic
Taxes other than income tax
Other expenses
Total
OPERATING INCOME
OTHER INCOME (DEDUCTIONS
Allowance for equity funds used during construct
Other income (Note 1(
Other expense (Note 10)
Total
INTEREST EXPENSE
Interest charge
Allowance for borrowed funds used during constiutti
Total
INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TASS
INCOME TAXES
INCOME FROM CONTINUING OPERATIONS
LOSS FROM DISCONTINUED OPERATION
Net of income tax benefit of $1,047
NET INCOME
Less: Net income attributable to noncontrollingehessts (Note 6)
NET INCOME ATTRIBUTABLE TO COMMON SHAREHOLDERS

WEIGHTED-AVERAGE COMMON SHARES OUTSTANDINC— BASIC
WEIGHTED-AVERAGE COMMON SHARES OUTSTANDINC— DILUTED

EARNINGS PER WEIGHTE-AVERAGE COMMON SHARE OUTSTANDINC
Income from continuing operations attributable déonenon shareholde— basic
Net income attributable to common sharehol— basic
Income from continuing operations attributable ¢onenon shareholde— diluted
Net income attributable to common sharehol— diluted

DIVIDENDS DECLARED PER SHARE
AMOUNTS ATTRIBUTABLE TO COMMON SHAREHOLDERS
Income from continuing operations, net of

Discontinued operations, net of tax
Net income attributable to common shareholders

See Notes to Pinnacle West’s Condensed Consoliffatedicial Statements.
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Nine Months Ended

September 30
2013 2012

$ 2,754,861 $ 2,608,68:
859,21¢ 783,92t
685,87: 647,62¢
317,41( 301,06¢
124,09: 120,27:

5,85: 5,32:

1,992,44. 1,858,211
762,42: 750,46¢

18,69¢ 15,63¢

1,381 1,357

(13,42)) (12,439

6,66 4,56:

151,37. 162,20¢
(10,867 (10,429
140,51: 151,78
628,57t 603,24¢
221,42¢ 219,16(
407,15: 384,08t

— (1,595

407,15: 382,49:

25,33¢ 23,58

$ 381,81t $ 358,91.
109,93! 109,44¢
110,91¢ 110,42(

$ 347 $ 3.2¢
3.47 3.2¢

3.44 3.2¢€

3.44 3.2t

$ 1.0¢ $ 1.57¢
$ 381,81t $ 360,51!
— (1,604

$ 381,81t $ 358,91:
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PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited)
(dollars in thousands)

Nine Months Ended

September 30
2013 2012
NET INCOME $ 407,15 $ 382,49:
OTHER COMPREHENSIVE INCOME (LOSS), NET OF TA
Derivative instruments
Net unrealized loss, net of tax benefit of $162 &hd,817 (247) (22,69¢)
Reclassification of net realized loss, net of tardfitof $15,471 and $34,3¢ 23,68¢ 52,63:
Pension and other postretirement benefits actinigy,of tax (expense) of $(807) and $(1,797) 1,23t 2,752
Total other comprehensive income 24,67 32,68¢
COMPREHENSIVE INCOME 431,82! 415,18:
Less: Comprehensive income attributable to nonotiimtg interests 25,33¢ 23,58
COMPREHENSIVE INCOME ATTRIBUTABLE TO COMMON SHAREHIDERS $ 406,48 $ 391,59¢

See Notes to Pinnacle West’s Condensed Consoliffatedicial Statements.

6
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PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited)

(dollars in thousands)

ASSETS

CURRENT ASSET¢
Cash and cash equivalel
Customer and other receivab
Accrued unbilled revenug
Allowance for doubtful accoun
Materials and supplies (at average c
Fossil fuel (at average co:
Deferred income taxe
Income tax receivable (Note
Assets from risk management activities (Not
Deferred fuel and purchased power regulatory db&se 3)
Other regulatory assets (Note
Other current assets
Total current assets

INVESTMENTS AND OTHER ASSET!
Assets from risk management activities (Not:
Nuclear decommissioning trust (Note :
Other assets
Total investments and other assets

PROPERTY, PLANT AND EQUIPMEN"
Plant in service and held for future t
Accumulated depreciation and amortization
Net
Construction work in progre:
Palo Verde sale leaseback, net of accumulated cieficen (Note 6,
Intangible assets, net of accumulated amortiz:
Nuclear fuel, net of accumulated amortization
Total property, plant and equipment

DEFERRED DEBITS
Regulatory assets (Note
Income tax receivable (Note
Other

Total deferred debits

TOTAL ASSETS

See Notes to Pinnacle West’s Condensed Consoliffatedicial Statements.
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September 30 December 31
2013 2012

135,45 26,20z
427,37( 277,22¢
132,55! 94,84t
(3,769 (3,340
223,38 218,09¢
34,95¢ 31,33¢
87,49( 152,19:
133,55: 2,42¢
22,74: 25,69¢
37,38: 72,69:
82,55¢ 71,25;
36,80¢ 37,10:
1,350,48! 1,005,72
26,04¢ 35,89:
612,64( 570,62!
60,21¢ 62,69
698,90:! 669,21(
14,597,99 14,346,36
(5,101,49) (4,929,61)
9,496,49 9,416,75:
605,98 565,71¢
126,09: 128,99!
160,13« 162,15(
140,35¢ 122,77¢
10,529,06 10,396,39
1,105,88. 1,099,90!
— 70,38¢
138,33. 137,99
1,244,21. 1,308,28;
13,822,67 13,379,61
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PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(dollars in thousands)

LIABILITIES AND EQUITY

CURRENT LIABILITIES
Accounts payabl
Accrued taxes (Note !
Accrued interes
Common dividends payah
Shor-term borrowings
Current maturities of lor-term debt (Note 2
Customer deposit
Liabilities from risk management activities (Note
Regulatory liabilities (Note &
Other current liabilities
Total current liabilities

LONG-TERM DEBT LESS CURRENT MATURITIES (Note :
Long-term debt less current maturiti
Palo Verde sale leaseback lessor notes less cunggntities (Note 6)
Total long-term debt less current maturities

DEFERRED CREDITS AND OTHEI
Deferred income taxe
Regulatory liabilities (Note &
Liability for asset retirement
Liabilities for pension and other postretirembenefits (Note 4
Deferred investment tax cret
Liabilities from risk management activities (Note
Customer advance
Coal mine reclamatio
Unrecognized tax benefits (Note
Other
Total deferred credits and other

COMMITMENTS AND CONTINGENCIES (SEE NOTES

EQUITY (Note 8)
Common stock, no par vali
Treasury stock
Total common stock
Retained earnings
Accumulated other comprehensive Ic
Pension and other postretirement ben:
Derivative instruments
Total accumulated other comprehensive loss
Total shareholders’ equity
Noncontrolling interests (Note 6)
Total equity

TOTAL LIABILITIES AND EQUITY

See Notes to Pinnacle West's Condensed Consolidfatcial Statements.

8

September 30 December 31
2013 2012
250,020 $ 221,31
183,85¢ 124,93¢
45,81 49,38(
— 59,78¢
— 92,17t
566,48: 122,82¢
77,25¢ 79,68¢
53,46¢ 73,74:
88,40¢ 88,11¢
181,63 171,57:
1,446,94. 1,083,54.
2,782,90: 3,160,21!
37,41« 38,86¢
2,820,31! 3,199,08!
2,363,78: 2,151,37.
798,22t 759,20:
364,63! 357,09°
939,41 1,058,75!
115,98 99,81¢
67,66 85,26¢
109,66° 109,35¢
114,76« 118,86(
81,79 71,13¢
178,05: 183,83!
5,133,98! 4,994,69
2,489,18I 2,466,92:
(10,079 (4,217
2,479,10 2,462,71.
1,886,03: 1,624,10.
(63,18)) (64,416)
(26,154 (49,592
(89,33 (114,009
4,275,80: 3,972,801
145,62 129,48:
4,421,421 4,102,28!
13,822,67 $ 13,379,61
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PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

(unaudited)
(dollars in thousands)

Adjustments to reconcile net income to net caskigenl by operating activitie:

Depreciation and amortization including nuclear 1
Deferred fuel and purchased pov
Deferred fuel and purchased power amortiza
Allowance for equity funds used during construct
Deferred income taxe
Deferred investment tax cret
Change in derivative instruments fair va
Changes in current assets and liabilit

Customer and other receivab

Accrued unbilled revenug

Materials, supplies and fossil fu

Income tax receivabl

Other current asse

Accounts payabl

Accrued taxe!

Other current liabilitie:
Change in margin and collateral acco.— asset:
Change in margin and collateral accol.— liabilities
Change in lon-term income tax receivab
Change in unrecognized tax bene
Change in other lor-term asset
Change in other lor-term liabilities
Net cash flow provided by operating activit

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditure
Contributions in aid of constructic
Allowance for borrowed funds used during constart
Proceeds from nuclear decommissioning trust ¢
Investment in nuclear decommissioning ti
Other

Net cash flow used for investing activiti

CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of lor-term debt
Repayment of lor-term debi
Shor-term borrowings and paymer— net
Dividends paid on common sto
Common stock equity issuan
Distributions to noncontrolling interes
Other
Net cash flow used for financing activiti

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOI

CASH AND CASH EQUIVALENTS AT END OF PERIOD

See Notes to Pinnacle West’s Condensed Consoliffatedicial Statements.
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Nine Months Ended

September 30
2013 2012

407,15. $ 382,49:
377,97: 360,57(
13,09¢ 51,53
23,15¢ (91,894
(18,699 (15,639
256,13: 197,52
16,16« 8,97¢
537 (94%)
(178,029 (76,69))
(37,710 (11,186
(8,919 (23,879
(131,129 6,46¢
(12,246 (10,03
44,70« (69,77¢)
58,91¢ 69,89¢
4,09¢ 17,07:
(327) 1,98(
15,00( 114,57¢
137,27( (1,320)
(57,585 (3,559
(24,345 (13,88
(2,889 37,18:
882,33( 929,47
(581,51Y) (670,689
34,91( 41,45
(10,867 (10,429
363,94 295,12¢
(376,88)) (308,067
(1,559 (520)
(571,956 (653,119
136,30° 351,08:
(72,77)) (421,70
(92,175 —
(174,48 (167,079
10,39¢ 9,68
(9,197 (2,630)
812 18t
(201,119 (230,45
109,25! 45,89¢
26,20 33,58
13545 $ 79,47¢
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PINNACLE WEST CAPITAL CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

1. Consolidation and Nature of Operations

The unaudited condensed consolidated financiarsiants include the accounts of Pinnacle West andulisidiaries: APS and El
Dorado Investment Company (“El Dorado”) and formeunCor Development Company (“SunCor”). Intercampaccounts and
transactions between the consolidated companieslieen eliminated. The unaudited condensed cdased] financial statements for APS
include the accounts of APS and the Palo Verde édudbenerating Station (“Palo Verde”) sale leaskebaciable interest entities (“VIES”")
(see Note 6 for further discussion). Our accountactords are maintained in accordance with acaugiprinciples generally accepted in the
United States of America (“GAAP”). The preparatwfifinancial statements in accordance with GAA§uiees management to make
estimates and assumptions that affect the repartemints of assets and liabilities, disclosure otiogent assets and liabilities at the date of
the financial statements and reported amountsvefges and expenses during the reporting periaduahresults could differ from those
estimates.

Weather conditions cause significant seasonallfaiins in our revenues; therefore, results farim periods do not necessarily
represent results expected for the year.

Our condensed consolidated financial statemenectedll adjustments (consisting only of normalueimng adjustments except as
otherwise disclosed in the notes) that we beliggenacessary for the fair presentation of our fam@rposition, results of operations and cash
flows for the periods presented. These condensesitidated financial statements and notes have pespared consistently with the 2012
Form 10-K, with the exception of the reclassifioatbf certain prior year amounts on our Condensaus@lidated Balance Sheets and
Condensed Consolidated Statements of Cash Floeanform to the current year presentation.

The following tables show the impact of the redfasations to prior year (previously reported) amtaiof the deferred investment
tax credit and income tax receivables which haxeobe more material in 2013 (dollars in thousands):

As Amount
previously reported after

Balance Sheet- December 31, 201 reported Reclassifications reclassifications
Deferred investment tax cres $ — 3 99,81¢ $ 99,81¢
Deferred credit— other 283,65: (99,819 183,83!

As Amount
Statement of Cash Flows for the Nin previously reported after
Months Ended September 30, 2012 reported Reclassifications reclassifications

Cash Flows from Operating Activities
Deferred income taxe $ 206,50: $ (8,979 $ 197,52

Deferred investment tax cret 8,97 8,97
Income tax receivabl — 6,46¢ 6,46¢
Accrued taxe! 76,36¢ (6,46€) 69,89¢
Change in lon-term income tax receivab — (1,320 (1,320
Change in other lor-term asset (15,20 1,32( (13,885

10
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PINNACLE WEST CAPITAL CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

Supplemental Cash Flow Information

The following table summarizes supplemental Pirm&¢est cash flow information (dollars in thousands)

Nine Months Ended

September 30,
2013 2012

Cash paid during the period fc

Income taxes, net of (refunc $ 341: $ (657)

Interest, net of amounts capitaliz 141,04 152,58
Significant nor-cash investing and financing activiti

Accrued capital expendituri $ 11,377 $ 11,28:

2. Long-Term Debt and Liquidity Matters

Pinnacle West and APS maintain committed revolreglit facilities in order to enhance liquidity apabvide credit support for the
commercial paper programs.

Pinnacle West

At September 30, 2013, Pinnacle West's $200 miltimedit facility, which matures in November 201@&snavailable to refinance
indebtedness of the Company and for other generpbeate purposes, including credit support fo260 million commercial paper
program. Pinnacle West has the option to incré@s@mount of the facility up to a maximum of $30lion upon the satisfaction of certain
conditions and with the consent of the lenders Séptember 30, 2013, Pinnacle West had no outstgudirrowings under its credit facility,
no letters of credit outstanding, and no commendgler borrowings.

APS

On March 22, 2013, APS issued an additional $100omipar amount of its outstanding 4.50% unsecww@uior notes that mature
April 1, 2042. The net proceeds from the sale wse to repay short-term commercial paper borrgsvand replenish cash used to redeem
certain tax-exempt indebtedness in November 2012.

On April 9, 2013, APS replaced its $500 million o&xing credit facility that would have matured ielifuary 2015, with a new $500
million facility. The new revolving credit facijitterminates in April 2018.

On May 1, 2013, APS purchased all $32 million & Maricopa County, Arizona Pollution Control Coration Pollution Control
Revenue Refunding Bonds, 2009 Series C, due 2029May 28, 2013, we remarketed the bonds. Thedsteate for these bonds was set to
a new term rate. The new term rate for these bends, subject to a mandatory tender, on May 3032Muring this time, the bonds will
bear interest at a rate of 1.75% per annum. Thesds are classified as long-term debt on our Cusetk Consolidated Balance Sheets at
September 30, 2013 and were classified as currantrities of long-term debt on our Condensed Cadatdd Balance Sheets at
December 31, 2012.
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On July 12, 2013, APS purchased all $33 milliothaf Coconino County, Arizona Pollution Control Corgtion Pollution Control
Revenue Refunding Bonds, 1994 Series A, due 202@se bonds were classified as current maturifieeng-term debt on our Condensed
Consolidated Balance Sheets at December 31, 2012.

At September 30, 2013, APS had two credit facditietaling $1 billion, including a $500 million i facility that was refinanced in
April 2013 (see above) and a $500 million crediilfty that matures in November 2016. APS may éase the amount of each facility up
maximum of $700 million upon the satisfaction oftaé conditions and with the consent of the lesdekPS will use these facilities to
refinance indebtedness and for other general catpgurposes. Interest rates are based on APS&r smsecured debt credit ratings.

The facilities described above are available tgsupAPS’s $250 million commercial paper prograor,fank borrowings or for
issuances of letters of credit. At September 8232APS had no commercial paper borrowings anoutstanding borrowings or outstand
letters of credit under these credit facilities.

On October 11, 2013, APS purchased all $32 miltibthe City of Farmington, New Mexico Pollution Gowl Revenue Bonds, 1994
Series C, due 2024. These bonds are classifiedreent maturities of long-term debt on our Condein€onsolidated Balance Sheets at
September 30, 2013 and December 31, 2012.

See “Financial Assurances” in Note 9 for a disaussif APS’s separate outstanding letters of credit.
Debt Fair Value
Our long-term debt fair value estimates are baseglumted market prices for the same or similarassand are classified within

Level 2 of the fair value hierarchy. See Note 2 discussion of the fair value hierarchy. Taléofving table represents the estimated fair
value of our long-term debt, including current nrdies (dollars in millions):

As of As of
September 30, 201 December 31, 201.
Carrying Carrying
Amount Fair Value Amount Fair Value
Pinnacle Wes $ 128 $ 128 % 128 $ 12t
APS 3,26: 3,563¢ 3,197 3,75(
Total $ 3,381 $ 3,66: $ 332: % 3,87¢

Debt Provisions

An existing ACC order requires APS to maintain enawon equity ratio of at least 40%. As definedhia ACC order, the common
equity ratio is total shareholder equity dividedtbg sum of total shareholder equity and long-tdeint, including current maturities of long-
term debt. At September 30, 2013, APS was in ciampé with this common equity ratio requiremens tbtal shareholder equity was
approximately $4.4 billion, and total capitalizatiovas approximately $7.6 billion. APS would betpbited from paying dividends if
payment would reduce its total shareholder equétpw approximately $3.0 billion, assuming APS’statapitalization remains the
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same. Since APS was in compliance with this comempnty ratio requirement, this restriction does materially affect Pinnacle West's
ability to meet its ongoing cash needs.

3. Regulatory Matters
Retail Rate Case Filing with the Arizona Corporation Commission

On June 1, 2011, APS filed an application with AI&C for a net retail base rate increase of $95/bami APS requested that the
increase become effective July 1, 2012. The raquesld have increased the average retail custtmtieapproximately 6.6%. On January 6,
2012, APS and other parties to the general refdl case entered into an agreement (the “Settlefggeement”) detailing the terms upon
which the parties agreed to settle the rate c@seMay 15, 2012, the ACC approved the Settlememedment without material
modifications.

Settlement Agreement

The Settlement Agreement provides for a zero nehgé in base rates, consisting of: (1) a nonffask rate increase of $116.3
million; (2) a fuel-related base rate decreasel®&3$1 million (to be implemented by a change inlihse fuel rate for fuel and purchased
power costs (“Base Fuel Rate”) from $0.03757 t®$R07 per kilowatt hour (“kWh"); and (3) the traesbf cost recovery for certain
renewable energy projects from the Arizona RenesvBblergy Standard and Tariff (‘RES”) surchargedsebrates in an estimated amount of
$36.8 million.

APS also agreed not to file its next general rasedefore May 31, 2015, and not to request thateixt general retail rate increas:
effective prior to July 1, 2016. The Settlementégment allows APS to request a change to its fadse during the stay-out period in the
event of an extraordinary event that, in the ACGdgment, requires base rate relief in order tdqmtathe public interest. Nor is APS
precluded from seeking rate relief, or any othetyp the Settlement Agreement precluded fromtipgiing the ACC to examine the
reasonableness of APS’s rates, in the event offisignt regulatory developments that materially aopthe financial results expected under
the terms of the Settlement Agreement.

Other key provisions of the Settlement Agreemediuite the following:

. An authorized return on common equity of 10.0%;

. A capital structure comprised of 46.1% debt an@%3common equity;

. A test year ended December 31, 2010, adjustecttoda plant that is in service as of March 31, 2012

. Deferral for future recovery or refund of propetdyxes above or below a specified 2010 test yeat aused by changes to

the Arizona property tax rate as follows:

. Deferral of 25% in 2012, 50% in 2013 and 75% fot£2@nd subsequent years if Arizona property teesrat
increase; and

. Deferral of 100% in all years if Arizona properaxtrates decrease;
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. A procedure to allow APS to request rate adjustsprior to its next general rate case related t8'AProposed
acquisition (should it be consummated) of additiomi@rests in Units 4 and 5 and the related clesirUnits 13 of the Fou
Corners Power Plant (“Four Corners”);

. Implementation of a “Lost Fixed Cost Recovery” ratechanism to support energy efficiency and distet renewable
generation;
. Modifications to the Environmental Improvement Swage (“EIS”) to allow for the recovery of carryiegsts for capital

expenditures associated with government-mandateidoemental controls, subject to an existing cgraskWh cap on cost
recovery that could produce up to approximatelyriiion in revenues annually;

. Modifications to the Power Supply Adjustor (“PSAiNgcluding the elimination of the 90/10 sharing yision;

. A limitation on the use of the RES surcharge ardRbmand Side Management Adjustor Charge (“DSMAGecoup
capital expenditures not required under the teritsen2008 rate case settlement agreement discbsted;

. Allowing a negative credit that existed in the P@#e to continue until February 2013, rather theimdp reset on the
anticipated July 1, 2012 rate effective date;

. Modification of the transmission cost adjustor (AQto streamline the process for future transnuiesielated rate
changes; and

. Implementation of various changes to rate schedirekiding the adoption of an experimental “buystigh” rate that
could allow certain large commercial and industriastomers to select alternative sources of gapartd be supplied by
APS.

The Settlement Agreement was approved by the ACRlan15, 2012, with new rates effective on Jul@12. This accomplished
a goal set by the parties to the 2008 rate catlersent to process subsequent rate cases withimewm@onths of sufficiency findings from the
ACC staff, which generally occur within 30 dayseafthe filing of a rate case.

2008 General Retail Rate Case On-Going Impacts
On December 30, 2009, the ACC issued an order apga settlement agreement entered into by APSwedty-one other parties

in APS’s prior general retail rate case, which waginally filed in March 2008. The settlement agment contains certain on-going
requirements, commitments and authorizations tliasurvive the 2012 Settlement Agreement, inclypihe following:

. A commitment from APS to reduce average annualaijmeral expenses by at least $30 million from 28%0ugh 2014;
. Authorization and requirements of equity infusiam® APS of at least $700 million during the perizeginning June 1,
2009 through December 31, 2014 ($253 million ofakhivas infused into APS from proceeds of a Pinnéfst equity

issuance in the second quarter of 2010); and
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. Various modifications to the existing energy effiety, demand side management and renewable enegpams that
require APS to, among other things, expand its @mation and demand side management programs th2Qt and its
use of renewable energy through 2015, as welllaw &br concurrent recovery of renewable energyesmges and provide
for more concurrent recovery of demand side managégosts and incentives.

Cost Recovery Mechanisms

APS has received regulatory decisions that allawrfore timely recovery of certain costs throughftiilowing recovery
mechanisms.

Renewable Energy Standardin 2006, the ACC approved the RES. Under the REeRtric utilities that are regulated by the ACC
must supply an increasing percentage of theirlrel@actric energy sales from eligible renewabl®ueses, including solar, wind, biomass,
biogas and geothermal technologies. In order hieae these requirements, the ACC allows APS tludeca RES surcharge as part of
customer bills to recover the approved amountsi$eron renewable energy projects. Each year ARSjisred to file a five-year
implementation plan with the ACC and seek appréwafunding the upcoming year's RES budget.

On December 14, 2011, the ACC voted to approve 8R812 RES plan covering the 2012-2016 timefranteaanthorized a total
2012 RES budget of $110 million. On June 29, 2@ filed its annual RES implementation plan, emgthe 2013-2017 timeframe and
requested 2013 RES funding of between $97 milliwsh $107 million. In a final order dated January 2113, the ACC approved a budget of
$103 million for APS’s 2013 RES plan. That budigetuded $4 million for residential distributed egg incentives and $0.1 million for
commercial distributed energy up-front incentivast did not include any funds for new commerciatrbuted energy production-based
incentives beyond those for previously approvedyams. The ACC conducted a hearing to consider Ap®posal to establish compliance
with distributed energy requirements by tracking ascording distributed energy, rather than acggiend retiring renewable energy credits.
In those proceedings, the ACC staff proposed agz®whereby if a customer installs distributed gatien without an incentive, the custor
keeps the renewable energy credits generated ariREB distributed generation requirement is adjudtavnward to reflect how much loac
being served by renewable generation. APS hasreedithe ACC staff's proposed solution. Finalhe ACC authorized an APS-led multi-
session technical conference to consider APS’sne¢éring policy and the cost and benefits of disted energy. The multi-session technical
conference concluded on May 28, 2013.

On July 12, 2013, APS filed an application with &k@C proposing a solution to fix the cost shift bght by the current net metering
rules. In its application, APS requested thatA&C cause all new residential customers instalfiegy rooftop solar systems to either: (i) 1
electric service under APS’s demand-based ECTe&aatl remain eligible for net metering; or (ii)@adervice under the customer’s existing
rate as if no distributed energy system was iresdadind receive a bill credit for 100% of the dimited energy system’s output at a market-
based price. APS also proposed that the ACCgréindfather current rates and use of net metedngXisting and immediately pending
distributed energy customers; and (ii) continuagslirect cash incentives for new distributed epéngtallations. In its September 30, 2013
report, the ACC staff recognized that net meteshifts costs from solar customers to non-solaracusts. The staff recommended that the
ACC wait until APS’s

15




Table of Contents

PINNACLE WEST CAPITAL CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

next rate case to address the issue. As an dltentne ACC staff recommended that the ACC asspesf two modest charges on new s
customers with a mechanism to return all incrementaenue collected from such charges to customers.

On July 12, 2013, APS filed its annual RES impletagon plan covering the 2014-2018 timeframe. pPlaa requests a budget for
2014 of approximately $143 million. The plan does propose any new programs. Rather, the plamestg the funding necessary to fulfill
previously approved projects and commitments whiehneeded to comply with the RES targets and ABi8igations under its 2008 rate
case settlement agreement approved by the ACQdimg) the remaining 50 megawatts (“MW”) of the AdrSProgram. AZ Sunis a
program that contemplates the development of plodtiie solar plants which APS owns or will own. Gaptember 30, 2013, the ACC staff
issued a report recommending approval of APS’s plahproposed budget.

Demand Side Management Adjustor Chargelhe ACC Electric Energy Efficiency Standards rieg&PS to submit a Demand Si
Management Implementation Plan for review by arutayal of the ACC.

On June 1, 2011, APS filed its 2012 Demand Sideddament Implementation Plan consistent with the A@&lectric Energy
Efficiency Standards, which became effective Janta011. The 2012 requirement under such stdsdarfor cumulative energy efficien
savings of 3% of APS retail sales for the priorryebhis energy savings requirement is slightlyhieigthan the goal established by the 2008
retail rate case settlement agreement (2.75% aff ¢éoergy resources for the same two-year periotg ACC issued an order on April 4,
2012, approving recovery of approximately $72 milliof APSs energy efficiency and demand side managementgrogosts. This amou
will be recovered by the then existing DSMAC oveawalve-month period beginning March 1, 2012. Tdmsount does not include $10
million already being recovered in general retasé rates, but does include amortization of 20@88&sdapproximately $5 million of the $72
million).

On June 1, 2012, APS filed its 2013 Demand Sidedgament Implementation Plan. In 2013, the stasdaguire APS to achieve
cumulative energy savings equal to 5% of its 2@&t2irenergy sales. Later in 2012, APS filed gpéeipent to its plan that included a
proposed budget for 2013 of $87.6 million. APSextp to receive a decision from the ACC in late206dearly 2014.

On June 27, 2013, the ACC voted to open a new dackestigating whether the Electric Energy Effiudg Standards (including ct
recovery methodology, incentives, and the detertitinaf cost effectiveness) should be modified loolesshed.

PSA Mechanism and BalanceThe PSA provides for the adjustment of retail rateeflect variations in retail fuel and purchased
power costs.

The following table shows the changes in the detefuel and purchased power regulatory asset fb8 20d 2012 (dollars in
millions):
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Nine Months Ended

September 30,
2013 2012
Beginning balance $ 73 % 28
Deferred fuel and purchased power c— current perioc (13 (52
Amounts (collected from) credited to customers (23) 92
Ending balance $ 37 $ 68

The PSA rate for the PSA year beginning FebruaB013 is $0.0013 per kWh as compared to ($0.00d2kh for the prior year.
This represents a $0.0055 per kWh increase ove2@h2 PSA charge. This new rate is comprisedfofmard component of ($0.0010) per
kWh and a historical component of $0.0023 per kWhe Settlement Agreement allowed APS to excee®®@04 per kWh cap to PSA rate
changes in this instance. Any uncollected (ovéectdd) deferrals during the 2013 PSA year wilifmuded in the calculation of the PSA
rate for the PSA year beginning February 1, 2014.

Transmission Rates, Transmission Cost Adjustor adther Transmission Matters In July 2008, the United States Federal En
Regulatory Commission (“FERC”) approved an OpenesscTransmission Tariff for APS to move from fixates to a formula rate-setting
methodology in order to more accurately reflect svabver the costs that APS incurs in providingsraission services. A large portion of
the rate represents charges for transmission ssrticserve APS's retail customers (“Retail Trassion Charges”). In order to recover the
Retail Transmission Charges, APS was previouslyired to file an application with, and obtain apgabfrom, the ACC to reflect changes in
Retail Transmission Charges through the TCA. Uniderterms of the Settlement Agreement (discusbedeg, however, an adjustment to
rates to recover the Retail Transmission Chargtveimade annually each June 1 beginning in 2@t3véll go into effect automatically
unless suspended by the ACC.

The formula rate is updated each year effective Juon the basis of APS’s actual cost of servisalisclosed in APS’s FERC
Form 1 report for the previous fiscal year. Iteimbe updated include actual capital expendituradaeras compared with previous projecti
transmission revenue credits and other items. r&salution of proposed adjustments can resultgniicant volatility in the revenues to be
collected. APS reviews the proposed formula rititegfamounts with the ACC staff. Any items or asiiments which are not agreed to by
APS and the ACC staff can remain in dispute uetilled or litigated at FERC. Settlement or liteghtesolution of disputed issues could
require an extended period of time and could hasigrificant effect on the Retail Transmission Gfeabecause any adjustment, though
applied prospectively, may be calculated to accfompreviously over- or under-collected amounts.

Effective June 1, 2012, APS’s annual wholesalestrassion rates for all users of its transmissiastesy increased by approximately
$16 million for the twelve-month period beginningné 1, 2012 in accordance with the FERC-approvedita.

Effective June 1, 2013, APS’s annual wholesalestrassion rates for all users of its transmissistesy increased by approximately
$26 million for the twelve-month period beginningn& 1, 2013 in accordance with the FERC-approveddta. Pursuant to the Settlement
Agreement (discussed above), an adjustment to Afle&id rates to recover the FERC-approved trarsioischarges went into effect
automatically on June 1, 2013.
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As part of APS’s proposed acquisition of Southeatif@rnia Edison’s (“SCE”) interest in Units 4 aBdbf Four Corners, APS and
SCE agreed that upon closing of the acquisition(@016 if the closing does not occur), the congmmill terminate an existing
transmission agreement between the parties theida®transmission capacity for SCE to transmipdgion of the output from Four Corners
to California. On May 1, 2013, APS submitted auest with FERC seeking authorization to cancelittuesmission agreement and defer a
$40 million payment to be made by APS associated thie termination and recover the payment thraargbrtization over a 10-year period.
On September 13, 2013, FERC issued an Order angepg notice of cancellation, but denying APSuest for rate recovery of the costs
associated with the cancellation. In accordandk itg termination agreement with SCE (the “Terrtiora Agreement”), APS believes that
the denial by FERC of such rate recovery constttlte failure of a condition that relieves APStefadbligations under the Termination
Agreement. The parties are in discussions conegithis matter. If the matter is not resolved bygatiation, the Termination Agreement
requires that disputes be resolved through arlaitratAPS is unable to predict the outcome of thister.

Lost Fixed Cost Recovery (“LFCR”) Mechanism The LFCR mechanism permits APS to recover onfian-the-fact basis a
portion of its fixed costs that would otherwise @deen collected by APS in the kWh sales lost duWeRS energy efficiency programs and to
distributed generation such as roof-top solar atrayhe fixed costs recoverable by the LFCR meamanvere established in the recent rate
case and amount to approximately 3.1 cents petawsal kWh lost and 2.3 cents per non-residekifgh lost. The kWh's lost from energy
efficiency are based on a third-party evaluatiodB’s energy efficiency programs. Distributed giation sales losses are determined from
the metered output from the distributed generatioits or if metering is unavailable, through aceéptstimating techniques.

APS filed its first LFCR adjustment on January 2613 and will file for its LFCR adjustment everyndary thereafter. On
February 12, 2013, the ACC approved an LFCR adjestraf $5.1 million, representing a pro-rated anidan2012 since the Settlement
Agreement went into effect on July 1, 2012.

Deregulation

On May 9, 2013, the ACC voted to re-examine thditatton of a deregulated retail electric marketdrizona. The ACC
subsequently opened a docket for this matter atelved comments from a number of interested paotiethe considerations involved in
establishing retail electric deregulation in thetest One of these considerations is whether vaudgpects of a deregulated market, including
setting utility rates on a “market” basis, woulddmnsistent with the requirements of the Arizona&ibution. On September 11, 2013, after
receiving legal advice from the ACC staff, the A€@ed 4-1 to close the current docket and awalitGuohstitutional authority before any
further examination of this matter. The motion rgyed by the ACC also included opening one or nmene dockets in the future to explore
options to offer more rate choices to customersiamovative changes within the existing cost-ofvea regulatory model that could include
elements of competition.
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Regulatory Assets and Liabilities

The detail of regulatory assets is as follows @slin millions):

Remaining
Amortization September 30, 201 December 31, 201,
Period Current Non-Current Current Non-Current
Pension and other postretirement benefits @9% — 3 754 $ — $ 78C
Income taxes — allowance for equity funds usedrdyri
constructior 204: 4 10t 4 92
Deferred fuel and purchased power — mark-to-maiiiete
7) 201¢ 15 24 19 21
Transmission vegetation managem 201¢ 9 16 9 23
Coal reclamatiol 203¢ 8 20 8 24
Palo Verde VIEs (Note ¢ 204¢ — 40 — 38
Deferred compensatic 203¢ — 36 — 34
Deferred fuel and purchased power (b) 201z 37 — 73 —
Retired power plant cos 202( 3 19 — —
Tax expense of Medicare subs 202¢ 2 15 2 17
Loss on reacquired de 203¢ 1 17 2 18
Income taxe— investment tax credit basis adjustm 204z 1 3G 1 26
Pension and other postretirement benefits def 201¢ 8 6 8 13
Lost fixed cost recovery (& 201« 19 — 7 —
Transmission cost adjustor ( 201« 12 2 10 —
Other Various 1 22 1 14
Total regulatory assets (d) $ 12C $ 1,10¢ $ 144 $ 1,10(
(a) This asset represents the future recovery of ufudeted pension and other postretirement benefigatibns through retail
rates. If these costs are disallowed by the AG(S,regulatory asset would be charged to other cehgnsive income
(“OCI" and result in lower future revenues.
(b) See “Cost Recovery Mechanisms” discussion above.
(c) Subject to a carrying charge.
(d) There are no regulatory assets for which the ACCatiawed recovery of costs but not allowed a retwy exclusion from

rate base. FERC rates are set using a formulasadescribed in “Transmission Rates and Transomis3ost Adjustor.”
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The detail of regulatory liabilities is as follodollars in millions):

Remaining
Amortization September 30, 201 December 31, 201
Period Current Non-Current Current Non-Current
Removal costs (a)% 26 $ 311 % 27 % 321
Asset retirement obligatior @ — 272 — 25¢€
Renewable energy standard 201« 27 22 43 —
Income taxe— change in rate 204z — 68 — 66
Spent nuclear fue 2047 5 37 10 36
Deferred gains on utility proper 201¢ 2 11 2 12
Income taxe— deferred investment tax cre: 204z 2 60 2 52
Demand side management 201« 26 — 4 —
Other Various — 17 — 16
Total regulatory liabilities $ 88 $ 79¢ $ 88 $ 75¢
(a) In accordance with regulatory accounting guidadd®s accrues for removal costs for its regulatedtassven if there is 1
legal obligation for removal.

(b) See “Cost Recovery Mechanisms” discussion above.

4, Retirement Plans and Other Benefits

Pinnacle West sponsors a qualified defined berafitaccount balance pension plan, a non-qualifipdlemental excess benefit
retirement plan, and other postretirement ben&itpfor the employees of Pinnacle West and ousidigries. Pinnacle West uses a
December 31 measurement date for its pension & postretirement benefit plans. The market-edlaalue of our plan assets is their fair
value at the measurement date.

Certain pension and other postretirement beneitsco excess of amounts recovered in electrid rates were deferred through
June 30, 2012 as a regulatory asset for futurevezgppursuant to an ACC regulatory order. We detkpension and other postretirement
benefit costs of approximately $14 million in 201Rursuant to an ACC regulatory order, we beganrtaimg the regulatory asset in
July 2012. We amortized approximately $2 million the three months ended September 30, 2013,G®] and approximately $6 million
and $2 million for the nine months ended Septer8BeR013 and 2012, respectively. The followindegirovides details of the plans’ net
periodic benefit costs and the portion of theséscosarged to expense (including administrativéscand excluding amounts capitalized as
overhead construction, billed to electric planttisgyants or charged or amortized to the regulasmset) (dollars in millions):
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Pension Benefits Other Benefits
Three Months Ended Nine Months Ended Three Months Ended Nine Months Ended
September 30 September 30 September 30 September 30
2013 2012 2013 2012 2013 2012 2013 2012
Service cost —benefits earned during t
period $ 1€ $ 1€ $ 48 $ 48 3 6 $ 7 % 18 3 2C
Interest cost on benefit obligatir 28 30 84 a0 10 12 31 35
Expected return on plan ass (36) (35) (220 (20€) (11) (12 (34) (34)
Amortization of:
Prior service cos — — 1 1 — — — —
Net actuarial los 1C 11 3C 33 3 5 8 15
Net periodic benefit co: $ 18 $ 22 $ 58 $ 66 $ 8 $ 12 $ 23 3 3€
Portion of cost charged to exper $ 1C $ 12 $ 2¢ 25 3 5 $ 7 % 14 $ 13

Contributions

We have made voluntary contributions of $141 millto our pension plan in 2013. The minimum comwtiiins for the pension plan
due in 2013, 2014, and 2015 under the recentlytedddoving Ahead for Progress in the®®21 Century (MAP-21) are estimated to be
zero, $89 million, and $112 million, respectiveM/e expect to make contributions to the pension pfato approximately $175 million each
year in 2014 and 2015. We have contributed $1liamito our other postretirement benefit plans@12. The total contributions to our ott
postretirement benefit plans are expected to beoappately $14 million in 2013 and approximatelyoaillion each year in 2014 and 2015.

5. Income Taxes

The $70 million long-term income tax receivabletba Condensed Consolidated Balance Sheets as efribec 31, 2012
represented the anticipated refund related to & #&R accounting method change approved by thenalt&evenue Service (“IRS”) in the
third quarter of 2009. On July 9, 2013, IRS guawas released which provided clarification regpydhe timing and amount of this cash
receipt. As a result of this guidance, uncertaingositions decreased $67 million during the thudrter. This decrease in uncertain tax
positions resulted in a corresponding increasbeaddtal anticipated refund due from the IRS andfésetting increase in long-term deferred
tax liabilities. The $137 million anticipated refiis expected to be received within the next teehonths and has been reclassified to
current income tax receivable as of September G032

Finalization of the current IRS examination of takurns for the years ended December 31, 2008 @@ 8 likely to occur within
the next twelve months. As a result, the $137iomlanticipated refund has been reduced by appiteiyn$4 million to reflect the likely
ultimate outcome of this examination. Additionailyis possible that uncertain tax positions calggrease by approximately $35 million.
This decrease would be materially offset by andase in deferred tax liabilities.

On September 13, 2013, the U.S. Treasury Departratzdsed final income tax regulations on the diédln@nd capitalization of
expenditures related to tangible property. Thasd fegulations apply to tax years beginning oafter January 1, 2014. Several of the
provisions within the regulations will require & accounting method change to be filed with the,IRSulting in a
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cumulative effect adjustment. To account for themion of these regulations, for the quarter erfsiegtember 30, 2013, plant-related long-
term deferred tax liabilities decreased by $80iamill with the offsetting decrease to current deférincome tax assets. Prior to the issuant
these regulations, this $80 million would have besgraid over 20 years through lower tax depredaiadieductions.

Net Income associated with the Palo Verde salebsak variable interest entities is not subje¢ato(see Note 6). As a result, there
is no income tax expense associated with the \Esrded on the Condensed Consolidated Statemelmtsarfie.

The American Taxpayer Relief Act of 2012, signet ilaw on January 2, 2013, includes provisions mgkjualified property place
into service in 2013 eligible for 50% bonus depation for federal income tax purposes. Full redtigm of the cash benefit of this provision
delayed realization of approximately $78 millionfaderal general business income tax credit camdads which were classified as current
deferred income taxes as of December 31, 2012. eMeryas of September 30, 2013, the $78 milliciederal general business tax credit
carryforwards are expected to be realized with@nrtext twelve months.

As of September 30, 2013, the tax year ended Deeefih 2008 and all subsequent tax years remajacub examination by the
IRS. With few exceptions, we are no longer subfeatate income tax examinations by tax autharfioe years before 2008.

6. Palo Verde Sale Leaseback Variable Interest Entite

In 1986, APS entered into agreements with threars¢p VIE lessor trusts in order to sell and ldzesek interests in Palo Verde Unit
2 and related common facilities. APS will pay apgmately $49 million per year for the years 20042015 related to these leases. The |
agreements include fixed rate renewal periods, lwhiges APS the ability to utilize the asset f@ignificant portion of the asset’s economic
life, and therefore provide APS with the power i@ct activities of the VIEs that most significantinpact the VIES’ economic performance.
Predominately due to the fixed rate renewal periddkS has been deemed the primary beneficiaryesfetVIEs and therefore consolidates
the VIEs.

On December 31, 2012, APS notified the lessor &ntties that APS would retain the assets bey@id Dy either exercising the
fixed rate lease renewals or by purchasing the®s$eAPS elects to purchase the assets, thénpsecprice will be based on the fair market
value of the assets at the end of 2015. If AP&tet® extend the leases, we will be required tkemmyments beginning in 2016 of
approximately $23 million annually. The lengthtioé lease extensions is unknown at this time emigt be determined through an appraisal
process. APS must give notice to the lessor tlustiune 30, 2014 notifying them which of these tbptions (lease renewal or purchasing
assets) it will exercise. The December 31, 20%H#ication does not impact APS’s consolidation o tVIEs, as APS continues to be deemed
the primary beneficiary of the VIEs.

As a result of consolidation, we eliminate rentexge and recognize depreciation and interest egpegsulting in an increase in net
income for the three and nine months ended Septedih013 of $9 million and $25 million, respeetiy, and for the three and nine months
ended September 30, 2012 of $8 million and $24ianillrespectively, entirely attributable to the oontrolling interests. Income attributable
to Pinnacle West shareholders remains the same.
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Consolidation of these VIEs also results in charigesir Condensed Consolidated Statements of asfsFout does not impact net cash
flows.

Our Condensed Consolidated Balance Sheets at Sept@®, 2013 and December 31, 2012 include theviig amounts relating
the VIEs (in millions):

September 30 December 31
2013 2012
Palo Verde sale leaseback property plant and eqrigpmet of accumulated
depreciatior $ 12¢ $ 12¢
Current maturities of lor-term debt 2C 27
Palo Verde sale leaseback lessor notes-term debt excluding current maturiti 37 3¢
Equity— Noncontrolling interest 14€ 12¢

Assets of the VIEs are restricted and may onlysesiuo settle the VIES’ debt obligations and foyrpant to the noncontrolling
interest holders. Other than the VIEs'sets reported on our consolidated financial rsiées, the creditors of the VIEs have no otheruess
to the assets of APS or Pinnacle West, exceptriaioecircumstances such as a default by APS uthdelease.

APS is exposed to losses relating to these VIEs tipe occurrence of certain events that APS doesarsider to be reasonably
likely to occur. Under certain circumstances @gample, the United States Nuclear Regulatory Casion (“ NRC”) issuing specified
violation orders with respect to Palo Verde ordlseurrence of specified nuclear events), APS wbeldequired to make specified payments
to the VIES’ noncontrolling equity participantssame the VIES’ debt, and take title to the leasai Pinterests, which, if appropriate, may
be required to be written down in value. If suche@ent had occurred as of September 30, 2013, wde®1 have been required to pay the
noncontrolling equity participants approximately®Imillion and assume $57 million of debt. Sind@SAconsolidates these VIEs, the debt
APS would be required to assume is already refieict®@ur Condensed Consolidated Balance Sheets.

For regulatory ratemaking purposes, the leasesnuanto be treated as operating leases and, asil, rge have recorded a
regulatory asset relating to the arrangements.

7. Derivative Accounting

We are exposed to the impact of market fluctuatiotke commodity price and transportation costslettricity, natural gas, coal,
emissions allowances and in interest rates. Weagerisks associated with market volatility byimiilg various physical and financial
derivative instruments, including futures, forwardptions and swaps. As part of our overall risknagement program, we may use
derivative instruments to hedge purchases and efkdsctricity and fuels. Derivative instrumethst meet certain hedge accounting criteria
may be designated as cash flow hedges and areaaifetit our exposure to cash flow variability oorécasted transactions. The changes in
market value of such instruments have a high caticel to price changes in the hedged transactigss.also enter into derivative instruments
for economic hedging purposes. While we beliewedtonomic hedges mitigate exposure to fluctuaiioeemmaodity prices, these
instruments have not been designated as accoumiiges. Contracts that have the same terms (tjgandelivery points and delivery
periods) and for which power does not flow areawttvhich reduces
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both revenues and fuel and purchased power costs i@ondensed Consolidated Statements of Incomteldes not impact our financial
condition, net income or cash flows.

On June 1, 2012, we elected to discontinue cashtkdge accounting treatment for the significanjomity of our contracts that had
previously been designated as accounting hedgeis. discontinuation is due to changes in PSA regofgee Note 3), which now allows for
100% deferral of the unrealized gains and losdating to these contracts. For those contractswieae de-designated, all changes in fair
value after May 31, 2012 are no longer recordealutin other comprehensive income (“OCI”), but arfeded through the PSA. The
amounts previously recorded in accumulated OCI (AQrelating to these instruments will remain iO&I, and will transfer to earnings in
the same period or periods during which the hedigetsaction affects earnings or sooner if we ddtegrnt is probable that the forecasted
transaction will not occur. Cash flow hedge accmgntreatment will continue for a limited numbdramntracts that are not subject to PSA
recovery.

Our derivative instruments, excluding those qualifyfor a scope exception, are recorded on thenbalaheet as an asset or liability
and are measured at fair value; see Note 12 fascaiskion of fair value measurements. Derivatigtruments may qualify for the normal
purchases and normal sales scope exception ifrfigyre physical delivery and the quantities repnéshose transacted in the normal course
of business. Derivative instruments qualifying tiee normal purchases and normal sales scope @xtepe accounted for under the accrual
method of accounting and excluded from our deneaitnstrument discussion and disclosures below.

Hedge effectiveness is the degree to which thevalire instrument contract and the hedged itencareelated and is measured
based on the relative changes in fair value ofifrévative instrument contract and the hedged &er time. We assess hedge effectiveness
both at inception and on a continuing basis. Tlassessments exclude the time value of certaiorptiFor accounting hedges that are
deemed an effective hedge, the effective portiahefgain or loss on the derivative instrumengsrted as a component of OCI and
reclassified into earnings in the same period duwhich the hedged transaction affects earnings. r&ognize in current earnings, subject to
the PSA, the gains and losses representing hedffedtiveness, and the gains and losses on anyetlmdgponents which are excluded from
our effectiveness assessment. As cash flow hedgruating has been discontinued for the significaafority of our contracts, after May 31,
2012, effectiveness testing is no longer beinggreréd for these contracts.

Prior to the Settlement Agreement, for its regulaiperations, APS deferred for future rate treatrapproximately 90% of
unrealized gains and losses on certain derivafiuesuant to the PSA mechanism that would otheriéseecognized in income. Due to the
Settlement Agreement, for its regulated operatidsS now defers for future rate treatment 100%hefunrealized gains and losses for
delivery periods after June 30, 2012 on derivatpmesuant to the PSA mechanism that would otherbésecognized in income. Realized
gains and losses on derivatives are deferred iordance with the PSA to the extent the amountsloee or below the Base Fuel Rate (see
Note 3). Gains and losses from derivatives inftflewing tables represent the amounts reflecteidé@ome before the effect of PSA deferr
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As of September 30, 2013, we had the following amiding gross notional volume of derivatives, whiepresent both purchases
sales (does not reflect net position):
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Commodity Quantity

Power 6,49¢ gigawatt hour:
Gas 11z Bcfs (a)

€) “Bcf” is Billion Cubic Feet.

Gains and Losses from Derivative Instruments

The following table provides information about gaand losses from derivative instruments in desggheash flow accounting
hedging relationships (dollars in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
Commodity Contracts Financial Statement Location 2013 2012 2013 2012

Loss recognized in OCI on

derivative instruments (effectiv Other comprehensive income (lo

portion) — derivative instrument $ (240 $ (119 $ (409 $ (37,519
Loss reclassified from AOCI into

income (effective portion

realized) (a Fuel and purchased power (23,65%) (49,479 (39,156 (86,997
Gain recognized in income

(ineffective portion and amoun

excluded from effectiveness

testing) Fuel and purchased power ! — — — 117

(a) During the three and nine months ended Septemh&03@ and three months ended September 30, 2@lBadno amounts
reclassified from AOCI to earnings related to dig@wued cash flow hedges. During the nine montfued September 30, 20:
we had $1.8 million of losses reclassified from AQ@&earnings related to discontinued cash flowgesd

(b) Amounts are before the effect of PSA deferrals.

During the next twelve months, we estimate thagtdaoss of $23 million before income taxes willheelassified from AOCI as an
offset to the effect of market price changes ferrlated hedged transactions. In accordancetgtPSA, substantially all of these amounts
will be recorded as either a regulatory assetatility and have no immediate effect on earnings.
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instruments during the three and nine months eSdgdember 30, 2013 and 2012 (dollars in thousands):
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Three Months Ended Nine Months Ended
September 30, September 30,
Commodity Contracts Financial Statement Location 2013 2012 2013 2012
Net gain recognized in incon Operating revenues ( $ 19¢ $ 25¢ % 40C $ 19
Net gain (loss) recognized Fuel and purchased power expe
income €) (1,347 12,87( (11,75() 13,86(
Total $ (1,14 $ 13,12¢ $ (11,350 $ 13,87¢

(& Amounts are before the effect of PSA deferrals.
Derivative Instruments in the Condensed ConsolidatéBalance Sheets

Our derivative transactions are typically executeder standardized or customized agreements, vifitide collateral requiremet
and in the event of a default would allow for tregtimg of positive and negative exposures assatiatth a single counterparty. Agreements
that allow for the offsetting of positive and ndgatexposures associated with a single counterpaetyonsidered master netting
arrangements. Transactions with counterpartidshinze master netting arrangements are offsetepaited net on the Condensed
Consolidated Balance Sheets. Transactions thabtallow for offsetting of positive and negativesftions are reported gross on the
Condensed Consolidated Balance Sheets.

We do not offset a counterparty’s current derivattontracts with the counterparty’s non-current@dive contracts, although our
master netting arrangements would allow currentraordcurrent positions to be offset in the everdefwult. Additionally, in the event of a
default, our master netting arrangements wouldaftr the offsetting of all transactions executedier the master netting arrangement.
These types of transactions may include non-déviz@struments, derivatives qualifying for scopeeptions, trade receivables and trade
payables arising from settled positions, and oftiens of non-cash collateral (such as letters eflity. These types of transactions are
excluded from the offsetting tables presented below

The significant majority of our derivative instrunte are not currently designated as hedging ingnisa The Condensed
Consolidated Balance Sheets as of September 38,&@dDecember 31, 2012, include gross liabiltie$5 million of derivative instruments
designated as hedging instruments.
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The following tables provide information about fla@ value of our risk management activities repdrbn a gross basis, and the
impacts of offsetting as of September 30, 2013B@ckmber 31, 2012. These amounts relate to contynoafitracts and are located in the
assets and liabilities from risk management a@iwiines of our Condensed Consolidated BalancetShe

Gross
Recognized Amounts Net Amount

As of September 30, 201: Derivatives Offset Recognized Other Reported on

(dollars in thousands) (a) (b) Derivatives (c) Balance Sheet
Current Asset $ 32,20 $ (9,605 $ 22,59 $ 145 $ 22,74:
Investments and Other Assi 27,90¢ (1,859 26,04¢ — 26,04¢
Total Assett 60,10¢ (11,464 48,64: 14% 48,78
Current Liabilities (66,680 32,67t (34,009 (19,469 (53,469
Deferred Credits and Oth (74,757) 7,08¢ (67,66:) — (67,667)
Total Liabilities (141,43) 39,76« (101,66) (19,467) (121,130
Total $ (81,329 $ 28,30( $ (53,025 $ (19,319 $ (72,349

(&) All of our gross recognized derivative instrumentere subject to master netting arrangements.

(b) Includes cash collateral provided to counterpanie28,300.

(c) Represents cash collateral and margin that isuipést to offsetting. Amounts relate to non-detiva instruments, derivatives
qualifying for scope exceptions, or collateral amargin posted in excess of the recognized derigatistrument. Includes cash
collateral received from counterparties of $19,468] cash margin provided to counterparties of $145

Gross
Recognized Amounts Net Amount
As of December 31, 201z Derivatives Offset Recognized Other Reported on
(dollars in thousands) (a) (b) Derivatives (c) Balance Shee
Current Asset $ 4249 $ a7,79) $ 24,69¢ $ 1,001 $ 25,69¢
Investments and Other Assi 41,56: (5,672) 35,89! — 35,89!
Total Asset: 84,05¢ (23,469 60,58¢ 1,001 61,59(
Current Liabilities (105,329 57,04¢ (48,279 (25,467) (73,74)
Deferred Credits and Oth (100,98¢) 15,72 (85,26) — (85,264)
Total Liabilities (206,310 72,76¢ (133,54 (25,467) (159,009
Total $ (122,25) $ 49,29¢ $ (72,959 $ (24,467 $ (97,41%)

(&) All of our gross recognized derivative instrumentre subject to master netting arrangements.

(b) Includes cash collateral provided to counterpanife’49,299.

(c) Represents cash collateral relating to non-detigdtistruments or derivatives qualifying for scapeeptions. Includes cash
collateral provided to counterparties of $1,001 eash collateral received from counterparties2®,463. This amount is not
subject to offsetting.
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Credit Risk and Credit Related Contingent Features

We are exposed to losses in the event of nonpesiacmor nonpayment by counterparties. We havenakagement contracts with
many counterparties, including two counterpart@ssthich our exposure represents approximately 80%innacle Wes$ $49 million of risl
management assets as of September 30, 2013. xfuswre relates to long-term traditional wholegaletracts with counterparties that have
high credit quality. Our risk management proceseases and monitors the financial exposure obaliterparties. Despite the fact that the
great majority of trading counterparties’ debtated as investment grade by the credit rating agsnihere is still a possibility that one or
more of these companies could default, resulting immaterial impact on consolidated earnings fovargperiod. Counterparties in the
portfolio consist principally of financial institiains, major energy companies, municipalities amalldistribution companies. We maintain
credit policies that we believe minimize overabdit risk to within acceptable limits. Determimatiof the credit quality of our counterparties
is based upon a number of factors, including cnedihgs and our evaluation of their financial citioth. To manage credit risk, we employ
collateral requirements and standardized agreenttemitsillow for the netting of positive and negataxposures associated with a single
counterparty. Valuation adjustments are estaldishpresenting our estimated credit losses oneenati exposure to counterparties.

Certain of our derivative instrument contracts eimtredit-riskrelated contingent features including, among othiaigs, investmer
grade credit rating provisions, credit-related srdsfault provisions, and adequate assurance @osisAdequate assurance provisions allow
a counterparty with reasonable grounds for unaditao demand additional collateral based on aestivje event and/or condition. For those
derivative instruments in a net liability positiomith investment grade credit contingencies, thenterparties could demand additional
collateral if our debt credit rating were to fafllow investment grade (below BBB- for Standard &P®or Fitch or Baa3 for Moody’s).

The following table provides information about al@rivative instruments that have credit-risk-redatentingent features at
September 30, 2013 (dollars in millions):

September 30
2013
Aggregate Fair Value of Derivative Instruments iNet Liability Position $ 141
Cash Collateral Poste 28
Additional Cash Collateral in the Event Credit-RRklated Contingent Features were Fu
Triggered (& 88

(&) This amount is after counterparty netting and idelithose contracts which qualify for scope exoegtiwhich are excluded
from the derivative details above.

We also have energy-related non-derivative instntroentracts with investment grade credit-relatedtingent features which could
also require us to post additional collateral giragimately $175 million if our debt credit ratingere to fall below investment grade.
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8. Changes in Equity

The following tables show Pinnacle West’'s changeshiareholders’ equity and changes in equity otootrolling interests for the
three and nine months ended September 30, 20130drti(dollars in thousands):

Three Months Ended September 30, 201

Three Months Ended September 30, 201

Common Noncontrolling Common Noncontrolling
Shareholders Interests Total Shareholders Interests Total
Beginning balance, July 1 $ 4,032,16! $ 137,06¢ $ 4,169,23 $ 3,778,03! $ 121,30: $ 3,899,33
Net income 226,16: 8,55¢ 234,71¢ 244,82: 8,04( 252,86:
Other comprehensive incor 15,12: — 15,12: 30,84 — 30,84
Total comprehensive incon 241,28! 8,55¢ 249,84( 275,66t 8,04( 283,70t
Issuance of capital sto( 2,331 — 2,331 2,36t — 2,36¢
Reissuance of treasury stc— net 37 — 37 (82 — (82
Other (primarily stoclcompensation (22 — (22 25¢ — 25¢
Dividends on commostock 8 — 8 — — —
Ending balanceSeptember 3 $ 427580 $ 145,62: $ 4,421,421 $ 4,056,24. $ 129,34. $ 4,185,58

Nine Months Ended September 30, 201

Nine Months Ended September 30, 201

Common Noncontrolling Common Noncontrolling
Shareholders Interests Total Shareholders Interests Total

Beginning balance, January 1 $ 3972800 $ 129,48! $ 4,102,28 $ 3,821,85 $ 108,73t $ 3,930,58
Net income 381,81 25,33¢ 407,15 358,91: 23,58: 382,49:
Other comprehensive incor 24,67 — 24,67 32,68¢ — 32,68¢
Total comprehensive incon 406,48 25,33¢ 431,82! 391,59¢ 23,58: 415,18:
Issuance of capital sto¢ 7,26¢ — 7,26¢ 7,59( — 7,59(
Reissuance (purchase) of treasury stock -

net (5,86%) — (5,86¢) 3,271 — 3,271
Other (primarily stoclcompensation 14,98¢ — 14,98¢ 4,27( — 4,27(
Dividends on commostock (119,87) — (119,87 (172,344 — (172,34)
Net capital activities by noncontrollir

interests — (9,197) (9,197) — (2,97¢6) (2,976)
Ending balanceSeptember 3 $ 4,275,80. % 14562: $ 4,421,420 $ 4,056,24; $ 129,34. $ 4,185,58

29




Table of Contents

PINNACLE WEST CAPITAL CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

9. Commitments and Contingencies
Palo Verde Nuclear Generating Station
Spent Nuclear Fuel and Waste Disposal

On December 19, 2012, APS, acting on behalf offitse the participant owners of Palo Verde, fileireach of contract lawsuit
against the United States Department of Energy EDan the United States Court of Federal Clairi$ie lawsuit seeks to recover APS'’s
damages incurred due to DOE’s breach of the Canfima®isposal of Spent Nuclear Fuel and/or HiglvéleRadioactive Waste (“Standard
Contract”) for failing to accept Palo Verde speuatlear fuel and high level waste from January D;72through June 30, 2011, as it was
required to do pursuant to the terms of the Stah@antract and the Nuclear Waste Policy Act. Ati#g in this legal proceeding are
currently limited to review of supporting informati for APS’s claim by the Government.

APS currently estimates it will incur $122 milliaver the current life of Palo Verde for its shaféhe costs related to the on-site
interim storage of spent nuclear fuel. At Septeniifle 2013, APS had a regulatory liability of $4#lion that represents amounts recovered
in retail rates in excess of amounts spent foritmisterim spent fuel storage.

Nuclear Insurance

Public liability for incidents at nuclear power pta is governed by the Price-Anderson Nuclear Itrgissindemnity Act (“Price-
Anderson Act”), which limits the liability of nucée reactor owners to the amount of insurance avaifsom both commercial sources and an
industry retrospective payment plan. In accordamitle the Price-Anderson Act, the Palo Verde pgrtiats are insured against public
liability for a nuclear incident up to $13.6 billigper occurrence. Palo Verde maintains the maxiravaiable nuclear liability insurance in
the amount of $375 million, which is provided bymmercial insurance carriers. The remaining balari&i3.2 billion of liability coverage
is provided through a mandatory industry-wide regpexctive assessment program. If losses at angarysbwer plant covered by the program
exceed the accumulated funds, APS could be assestsesbective premium adjustments. The maximusessnent per reactor under the
program for each nuclear incident is approxima$dl27.3 million, subject to an annual limit of $18lon per incident, to be periodically
adjusted for inflation. Based on APS’s interedthia three Palo Verde units, APS’s maximum poténgiaospective assessment per incident
for all three units is approximately $111.1 milljamith an annual payment limitation of approximat$lL6.4 million.

The Palo Verde participants maintain “all risk"dinding nuclear hazards) insurance for propertyatgarto, and decontamination of,
property at Palo Verde in the aggregate amounfafSbillion, a substantial portion of which muissf be applied to stabilization and
decontamination. APS has also secured insuraraiasdgortions of any increased cost of generaiigmurchased power and business
interruption resulting from a sudden and unforesemridental outage of any of the three units. fiteperty damage, decontamination, and
replacement power coverages are provided by NuElegtric Insurance Limited (“NEIL"). Effective Ap 1, 2013, a sublimit of $1.5 billion
for non-nuclear property damage losses site-wideblean imposed on the NEIL property policies. &ffe April 1, 2013, a sublimit of
$327.6 million per unit has been imposed on themaclear losses covered by the NEIL accidental eufagdicy, potentially subject to furth
limitations. APS is subject to retrospective assemnts under all NEIL policies if NEIE'losses in any policy year exceed accumulatedsft
The maximum amount APS could incur under the caileiL policies
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totals approximately $18 million for each retrogperassessment declared by NEIL's Board of Dinexctlue to losses. In addition, NEIL
policies contain rating triggers that would resnlAPS providing approximately $48 million of cakaal assurance within 20 business day
a rating downgrade to non-investment grade. Theramce coverage discussed in this and the preparagraph is subject to certain policy
conditions, sublimits and exclusions.

Contractual Obligations

As of September 30, 2013, our contractual obligetifor fuel and purchased power commitments deedeagproximately $300
million from December 31, 2012, as discussed ir2BE2 Form 10-K. As of September 30, 2013, theatguicontractual obligations related
to our fuel and purchased power obligations afelésvs (dollars in millions):

2013 2014 2015 2016 2017 Thereafter Total
Fuel and Purchased Power $ 10¢ $ 57¢ $ 54¢ % 51€ $ 441 $ 6,39¢ $ 8,58¢

For additional information regarding contractualigdtions, see information provided in our 2012 idr0-K.
Superfund-Related Matters

The Comprehensive Environmental Response, Compensatd Liability Act (“Superfund”) establisheshidity for the cleanup of
hazardous substances found contaminating thevsaiiér or air. Those who generated, transportetisposed of hazardous substances at a
contaminated site are among those who are potgntégponsible parties (“PRPs”). PRPs may betbtriand often are jointly and severally,
liable for clean-up. On September 3, 2003, theddhStates Environmental Protection Agency (“EP#dyised APS that EPA considers A
to be a PRP in the Motorola B2  Street Superfute Siperable Unit 3 (“OU3") in Phoenix, Arizona.P& has facilities that are within this
Superfund site. APS and Pinnacle West have agvébdEPA to perform certain investigative activitief the APS facilities within OU3. In
addition, on September 23, 2009, APS agreed with &Rl one other PRP to voluntarily assist withftheding and management of the site-
wide groundwater remedial investigation and fedigitstudy work plan. We estimate that our cosiated to this investigation and study v
be approximately $2 million. We anticipate incogiadditional expenditures in the future, but beeathe overall investigation is not
complete and ultimate remediation requirementiatget finalized, at the present time expendituedsted to this matter cannot be
reasonably estimated.

On August 6, 2013, the Roosevelt Irrigation Digt(fRID") filed a lawsuit in Arizona District Couragainst APS and 24 other
defendants, alleging that RID’s groundwater welisevcontaminated by the release of hazardous sulestérom facilities owned or operated
by the defendants. The lawsuit also alleges thrater Superfund laws, the defendants are jointtiysmverally liable to RID. The allegations
against APS arise out of APS’s current and fornvemership of facilities in and around OU3. We anabie to determine a range of potential
losses that are reasonably possible of occurring.
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Southwest Power Outage

Regulatory. On September 8, 2011 at approximately 3:30 PM)Gakiovolt (“kV") transmission line running betweehe
Hassayampa and North Gila substations in southwesigzona tripped out of service due to a faulittbccurred at a switchyard operated by
APS. Approximately ten minutes after the transinissine went off-line, generation and transmissiesources for the Yuma area were lost,
resulting in approximately 69,700 APS customermpservice.

Within the same time period that APS’s Yuma custenast service, a series of transmission and g¢ioerdisruptions occurred
across the systems of several utilities that reduht outages affecting portions of southern Araouthern California and northern Mexico.
A total of approximately 7,900 MW of firm load a@d/ million customers were reported to have be&cedfd. Service to all affected APS
customers was restored by 9:15 PM on Septemb8e8rice to customers affected by the wider regionéhges was restored by
approximately 3:25 AM on September 9.

The FERC and the North American Electric Reliapiorporation (“NERC") conducted a joint inquirytinthe outages and, on
May 1, 2012, they issued a report (the “Joint R&parith their analysis and conclusions as to thases of the events. The report includes
recommendations to help industry operators presiemtar outages in the future, including increadath sharing and coordination among the
western utilities and entities responsible for beictric system reliability coordination. TherltoReport does not address potential reliability
violations or an assessment of responsibility efgarties involved. APS continues to analyze lassirpractices and procedures related to the
September 8 events.

APS cannot predict the timing, results or poteritiglacts of enforcement actions that may be broaghinst APS relating to the
September 8 events, or any claims that may be mmderesult of the outages. If violations of NER&liability Standards are ultimately
determined to have occurred, FERC has the leghbdtit to assert a possible fine of up to $1 miliger violation per day that a violation is
found to have been in existence.

Litigation. On September 6, 2013, a purported consumer ottiss @omplaint was filed in Federal District CourtSan Diego,
California, naming APS and Pinnacle West as defetsdand seeking damages for loss of perishableioxeand sales as a result of
interruption of electrical service. APS and Pinaat/est intend to file a motion to dismiss the cdaim.

Clean Air Act Lawsuit

On October 4, 2011, Earthjustice, on behalf of swenvironmental organizations, filed a lawsuithie United States District Court
for the District of New Mexico against APS and ttker Four Corners participants alleging violatiofithe New Source Review (“NSR”)
provisions of the Clean Air Act. Subsequent tm{lits original Complaint, on January 6, 2012,tRjastice filed a First Amended Complaint
adding claims for violations of the Clean Air AcRew Source Performance Standards (“NSPS”) progrAmong other things, the plaintiffs
seek to have the court enjoin operations at Foun&s until APS applies for and obtains any requM&R permits and complies with the
NSPS. The plaintiffs further request the courdttder the payment of civil penalties, includingembficial mitigation project. On April :
2012, APS and the other Four Corners participalet$ fmotions to dismiss. The case is being helabi@ayance while the parties seek to
negotiate a settlement. On March 30, 2013, upior jootion of the parties, the court issued an orde
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deeming the motions to dismiss withdrawn withowjpdice during pendency of the stay. At such taeé¢he stay is lifted, APS and the other
Four Corners participants may reinstate their nmstim dismiss without risk of default. We are ueab determine a range of potential losses
that are reasonably possible of occurring.

Environmental Matters

APS is subject to numerous environmental laws agdlations affecting many aspects of its presedtfature operations, including
air emissions, water quality, wastewater dischargel&d waste, hazardous waste, and coal combustgiduals (“CCR”). These laws and
regulations can change from time to time, imposiag obligations on APS resulting in increased edpitperating, and other costs.
Associated capital expenditures or operating costtd be material. APS intends to seek recovengfsuch environmental compliance
costs through our rates, but cannot predict whettveill obtain such recovery. The following proged and final rules involve material
compliance costs to APS.

Regional Haze Rules.APS has received the final rulemaking imposing nequirements on Four Corners and the Cholla Power
Plant (“Cholla”) and is currently awaiting a fimallemaking from EPA that could impose new requireta®n the Navajo Generating Station
(“Navajo Plant”). EPA and Arizona Department ofiinnmental Quality (*“ADEQ”) will require these pigs to install pollution control
equipment that constitutes the “best availablefittiechnology” (“BART”) to lessen the impacts @fmissions on visibility surrounding the
plants. Based on EPA’s final standards, APS’sesbéits total costs for Four Corners (assumingcthressummation of its purchase of SCE’s
interest in Units 4 and 5 and subsequent shut dvdnits 1-3) could be approximately $300 millioAPS'’s share of costs for upgrades at
Navajo, based on EFs Federal Implementation Plan (“FIP”) proposalylcbbe up to approximately $200 million. APS hitedfa Petition
for Review of EPA’s rule as it applies to Chollahieh, if not successful, will require installatiof controls with a cost to APS of
approximately $200 million.

Mercury and Other Hazardous Air Pollutants.In 2011, EPA issued rules establishing maximuhiea@ble control technology
standards to regulate emissions of mercury and ddmardous air pollutants from fossil-fired planfsPS estimates that the cost for the
remaining equipment necessary to meet these stdmaapproximately $120 million for Cholla Units31 Estimated costs for Four Corners
Units 1-3 are not included in our current enviromtaéexpenditure estimates since our estimatesrasgiue consummation of APSpurchas
of SCE’s interest in Four Corners Units 4 and 5 tedsubsequent shut down of Units 1-3. No aduifiequipment is needed for Four
Corners Units 4 and 5 to comply with these rulBalt River Project Agricultural Improvement and Rowistrict (“SRP”), the operating
agent for the Navajo Plant, is still evaluating @diance options under the rules.

Other future environmental rules that could invaiwaterial compliance costs include those relatembtding water intake structures,
coal combustion waste, effluent limitations, ozaagional ambient air quality, greenhouse gas eonissind other rules or matters involving
the Clean Air Act, Endangered Species Act, the MaMation, and water supplies for our power planfse financial impact of complying
with these and other future environmental ruledaggopardize the economic viability of our coahpls or the willingness or ability of power
plant participants to fund any required equipmergrades or continue their participation in thesenfd. The economics of continuing to own
certain resources, particularly our coal plantsy aheteriorate, warranting early retirement of thpkmts, which may result in asset
impairments. APS would seek recovery in rates
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for the book value of any remaining investmentthim plants as well as other costs related to eatigement, but cannot predict whether it
would obtain such recovery.

Regional Haze Rules — Cholla

APS believes that EPA'’s final rule as it applie€twlla is unsupported and that EPA had no basidi§approving Arizona’s State
Implementation Plan (“SIP”) and promulgating a EiBt is inconsistent with the state’s consideredRBAleterminations under the regional
haze program. Accordingly, on February 1, 2013SAiRed a Petition for Review of the final BART &uin the United States Court of
Appeals for the Ninth Circuit. In addition, on Fehry 4, 2013, APS filed a Petition for Reconsitieraand Stay of the final BART rule with
EPA. On March 22, 2013, APS filed a motion witk ttourt to suspend the compliance deadlines uhdeBART rule until the court rules on
the matter. The State of Arizona and three othé&oha utilities also filed similar petitions andtions. On September 30, 2013, the court
issued an order denying these motions to suspenchbitinpliance deadline.

New Mexico Tax Matter

On May 23, 2013, the New Mexico Taxation and ReeeDepartment issued a notice of assessment foisewatance surtax,
penalty, and interest totaling approximately $30iom related to coal supplied under the coal syggreement for Four Corners (the
“Assessment”). APS’s share of the Assessmentpsoagmately $12 million. For procedural reasons behalf of the Four Corners co-
owners, including APS, the coal supplier made &@iglgrzayment of the Assessment and immediateld fdeefund claim with respect to that
partial payment in August 2013. The New Mexico 8tton and Revenue Department denied the refunchcl&rior to year end, the coal
supplier and APS, on its own behalf and as opeyatgent for Four Corners, intend to file a comglaiith the New Mexico District Court
contesting both the validity of the Assessmentthiedrefund claim denial. APS believes the Assessmaed the refund claim denial are
without merit, but cannot predict the timing or e of this litigation.

Financial Assurances

APS has entered into various agreements that eetpiters of credit for financial assurance purpos&t September 30, 2013,
approximately $76 million of letters of credit weratstanding to support existing pollution contsohds of a similar amount. The letters of
credit are available to fund the payment of priatgnd interest of such debt obligations. Onéie§e letters of credit expires in 2015 and
expire in 2016. APS has also entered into letitrsedit to support certain equity participantshie Palo Verde sale leaseback transactions
(see Note 6 for further details on the Palo Verle kaseback transactions). These letters oftesiilexpire on December 31, 2015, and
totaled approximately $32 million at SeptemberZm 3. Additionally, APS has issued letters of drexlsupport collateral obligations under
certain risk management arrangements, includingicenatural gas tolling contracts entered intdhwiitird parties. At September 30, 2013,
$60 million of such letters of credit were outstagdthat will expire in 2014 and 2015.

We enter into agreements that include indemnificagirovisions relating to liabilities arising froon related to certain of our
agreements; most significantly, APS has agreeddemnify the equity participants and other paritiethe Palo Verde sale leaseback
transactions with respect to certain tax matt&snerally, a maximum obligation is not explicithated in the indemnification provisions and,
therefore, the overall maximum amount of the olliggaunder such indemnification
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provisions cannot be reasonably estimated. Basdustorical experience and evaluation of the dfgeicidemnities, we do not believe that
any material loss related to such indemnificatioovisions is likely.

Pinnacle West has issued parental guarantees egtgt bonds for APS which were not material at Seyier 30, 2013.
10. Other Income and Other Expense

The following table provides detail of other incoared other expense for the three and nine monitsde8eptember 30, 2013 and
2012 (dollars in thousands):

Three Months Ended Nine Months Ended
September 30 September 30
2013 2012 2013 2012

Other income

Interest incomt $ 11€ $ 307 $ 1,291 $ 1,01¢

Miscellaneous 44 112 96 33¢
Total other income $ 16C $ 42C 3 1,387 $ 1,357
Other expense

Non-operating cost $ (2,02¢) $ (1,645 $ (5,95) $ (5,885

Investment losse— net (3,43%) (2,259 (3,649 (2,36¢€)

Miscellaneous (1,972) (1,799 (3,827%) (4,187)
Total other expense $ (7,435 $ (5,696 $ (13,420 $ (12,439

11. Earnings Per Share

The following table presents earnings per weiglatestage common share outstanding for the threaiaedmonths ended
September 30, 2013 and 2012:

Three Months Ended Nine Months Ended
September 30 September 30
2013 2012 2013 2012
Basic earnings per shal
Income from continuing operations attributable doncnon
shareholder $ 2.06 $ 22 % 347 $ 3.2¢
Loss from discontinued operations — — — (0.09)
Earnings per share — basic $ 20€ $ 22 $ 347 $ 3.2¢
Diluted earnings per shar
Income from continuing operations attributable éoncnon
shareholder $ 204 % 221 $ 344 $ 3.2¢
Loss from discontinued operations — — — (0.00)
Earnings per share — diluted $ 204 $ 221 $ 3.44 $ 3.2F
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Performance shares and restricted stock units fwdrie contingently issuable) increased the weightetlage common shares
outstanding by approximately 1,044,000 shares ah@D]000 shares for the three months ended Septed@p2013 and 2012, respectively,
and by approximately 978,000 shares and 971,00@sliar the nine months ended September 30, 204 2@, respectively.

For the three and nine months ended Septembe033,&hd 2012, there were no common stock optiaatsitare excluded from the
computation of diluted earnings per share as dtrekthe options’ exercise prices being greatentthe average market price of the common
shares.

12. Fair Value Measurements

We classify our assets and liabilities that areiedrat fair value within the fair value hierarchyhis hierarchy ranks the quality and
reliability of the inputs used to determine faitues, which are then classified and disclosed mafithree categories. The three levels of the
fair value hierarchy are:

Level 1 — Unadjusted quoted prices in active market identical assets or liabilities that we h#tve ability to access at the
measurement date. Active markets are those inhithemsactions for the asset or liability occusiifficient frequency and volume
provide information on an ongoing basis. This gatg includes exchange-traded equities, excharagiedr derivative instruments,
cash equivalents, and investments in United Statessury securities.

Level 2 — Utilizes quoted prices in active markietssimilar assets or liabilities; quoted pricegnarkets that are not active; and
model-derived valuations whose inputs are obseevéich as yield curves). This category includesexchange traded contracts
such as forwards, options, swaps and certain imards in fixed income securities. This categospahcludes investments in
common and collective trusts and commingled fuhds are redeemable and valued based on the fuatlasaet value (“NAV”).

Level 3 —Valuation models with significant unobservable itsptinat are supported by little or no market attivinstruments in th
category include long-dated derivative transactiohsre valuations are unobservable due to the heofghe transaction, options,
and transactions in locations where observable eta&ta does not exist. The valuation models wgl@nutilize spot prices,
forward prices, historical market data and othetdis to forecast future prices.

Assets and liabilities are classified in their ggtli based on the lowest level of input that imgigant to the fair value measurement.
Thus, a valuation may be classified in Level 3 ethemugh the valuation may include significant irptitat are readily observable. We
maximize the use of observable inputs and minirtfizeuse of unobservable inputs. We rely primariiythe market approach of using prices
and other market information for identical and/omparable assets and liabilities. If market dataot readily available, inputs may reflect
our own assumptions about the inputs market ppatids would use. Our assessment of the inputsh@nsignificance of a particular input to
the fair value measurement requires judgment andafiact the valuation of fair value assets anbilites as well as their placement within
the fair value hierarchy levels. We assess whethmarket is active by obtaining observable brajmtes, reviewing actual market activity,
and assessing the volume of transactions. Wed®nbkioker quotes observable inputs when the gsote
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binding on the broker, we can validate the quoth wiarket activity, or we can determine that thguis the broker used to arrive at the qu
price are observable.

Recurring Fair Value Measurements

We apply recurring fair value measurements to gedash equivalents, derivative instruments, inwestts held in our nuclear
decommissioning trust and plan assets held inetirement and other benefit plans. See Note Bar2012 Form 10-K for the fair value
discussion of plan assets held in our retiremedtaher benefit plans.

Cash Equivalents

Cash equivalents represent short-term investmeittisoriginal maturities of three months or lesekthange-traded money market
funds that are valued using quoted prices in actigekets.

Risk Management Activities — Derivative Instruments

Exchange-traded commodity contracts are valuedyusiadjusted quoted prices. For non-exchangedrad@mmodity contracts, we
calculate fair market value based on the averagieeobid and offer price, discounted to reflect prefsent value. We maintain certain
valuation adjustments for a number of risks assediaith the valuation of future commitments. Tééxlude valuation adjustments for
liquidity and credit risks. The liquidity valuaticadjustment represents the cost that would bereduf all unmatched positions were closed
out or hedged. The credit valuation adjustmentasgnts estimated credit losses on our net exptseinterparties, taking into account
netting agreements, expected default experiencéhéocredit rating of the counterparties and theraV diversification of the portfolio. We
maintain credit policies that management believesmize overall credit risk.

Certain non-exchange-traded commodity contractyaeed based on unobservable inputs due to thgeteym nature of contracts
the unique location of the transactions. Our ldaged energy transactions consist of observabletiahs for the near-term portion and
unobservable valuations for the long-term portiohthe transaction. We rely primarily on brokeiotgs to value these instruments. When
our valuations utilize broker quotes, we performiaas control procedures to ensure the quote has developed consistent with fair value
accounting guidance. These controls include aisgp®e quote for reasonableness by comparisomsigather broker quotes, reviewing
historical price relationships, and assessing mavity. When broker quotes are not availatie, primary valuation technique used to
calculate fair value is the extrapolation of fordig@ricing curves using observable market data foreniquid delivery points in the same
region and actual transactions at more illiquidwil points.

Option contracts are primarily valued using a Bf&tholes option valuation model which utilizes boliservable and unobservable
inputs such as broker quotes, interest rates doe polatilities.

When the unobservable portion is significant todlerall valuation of the transaction, the entiensaction is classified as Level 3.
Our classification of instruments as Level 3 isyarily reflective of the long-term nature of oureegy transactions and the use of option
valuation models with significant unobservable itgpu
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Our energy risk management committee, consistirgffafers and key management personnel, oversaesnaugy risk management
activities to ensure compliance with our statedgneisk management policies. We have a risk abfitmction that is responsible for valui
our derivative commodity instruments in accordanwié established policies and procedures. Theaiskrol function reports to the chief
financial officer's organization.

Investments Held in our Nuclear Decommissioning T8

The nuclear decommissioning trust invests in fixembme securities and equity securities. Equitugées are held indirectly
through commingled funds. The commingled fundsvataed based on the concept of NAV, which is aiggdrimarily derived from the
guoted active market prices of the underlying sgsécurities. We may transact in these comminfylads on a semi-monthly basis at the
NAV, and accordingly classify these investmentt@gel 2. The commingled funds, which are simitarmutual funds, are maintained b
bank and hold investments in accordance with thedtobjective of tracking the performance of tB# 00 index. Because the comming
fund shares are offered to a limited group of inwess they are not considered to be traded in Gneamarket.

Cash equivalents reported within Level 2 repregergstments held in a short-term investment comfathfund, valued using NAV,
which invests in United States government fixedime securities. We may transact in this comminfled on a daily basis at the NAV.

Fixed income securities issued by the United Stateasury held directly by the nuclear decommidsigitrust are valued using
guoted active market prices and are classifiedea®ILl. Fixed income securities issued by corpamat municipalities, and other agencies,
including mortgagésacked instruments, are valued using quoted iraatiarket prices, quoted active market prices foilar securities, or t
utilizing calculations which incorporate observaisiputs such as yield curves and spreads relatigei¢h yield curves. These instruments are
classified as Level 2. Whenever possible, multiplrket quotes are obtained, which enables a cfussk validation. A primary price soul
is identified based on asset type, class, or isésecurities.

Our trustee provides valuation of our nuclear demissioning trust assets by using pricing servibes atilize the valuation
methodologies described to determine fair markkteraWe have internal control procedures desigoeghsure this information is consistent
with fair value accounting guidance. These proceslinclude assessing valuations using an indepepdeing source, verifying that pricing
can be supported by actual recent market transegtassessing hierarchy classifications, companivestment returns with benchmarks, and
obtaining and reviewing independent audit repontshe trustee’s internal operating controls andaibn processes. See Note 13 for
additional discussion about our nuclear decomnigsgptrust.
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Fair Value Tables

The following table presents the fair value at agier 30, 2013 of our assets and liabilities thainaeasured at fair value on a
recurring basis (dollars in millions):

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable Balance at
Identical Assets Inputs Inputs (a) September 30,
(Level 1) (Level 2) (Level 3) Other 2013
Assets
Risk management activitie— derivative instruments
Commodity Contract $ — $ 12 $ 48 $ aAnb)$ 49
Nuclear decommissionirtrust:
U.S. commingled equity func — 24k — — 24k
Fixed income securitie:
U.S. Treasun 10¢ — — — 10¢
Cash and cash equivalent fur — 13 — (3)(c) 10
Corporate dek — 83 — — 83
Mortgage-backed securitie — 82 — — 82
Municipality bonds — 71 — — 71
Other — 13 — — 13
Subtotal nuclear decommissioning trust 10¢ 507 — 3 612
Total $ 10€ $ 51¢ $ 48 $ (14 $ 662
Liabilities
Risk management activitic— derivative instruments
Commodity contracts $ — $ (49 $ 92 $ 20(b) $ (127
(a) Primarily consists of heat rate options and lontgedalectricity contracts.
(b) Primarily represents counterparty netting, margid eollateral (see Note 7).
(c) Represents nuclear decommissioning trust net pgrediourities sales and purchases.
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The following table presents the fair value at Deber 31, 2012 of our assets and liabilities thatraeasured at fair value on a
recurring basis (dollars in millions):

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable Balance at
Assets Inputs Inputs (a) December 31,
(Level 1) (Level 2) (Level 3) Other 2012
Assets
Cash equivalent $ 16 $ — 3 — 3 — 3 16
Risk management activitie— derivative instruments
Commaodity Contract — 22 62 (22)(b) 62
Nuclear decommissionirtrust:
U.S. commingled equity func — 204 — — 204
Fixed income securitie:
U.S. Treasun 104 — — — 104
Cash and cash equivalent fur 6 13 — (4)(c) 15
Corporate dek — 80 — — 80
Mortgagebacked securitie — 83 — — 83
Municipality bonds — 74 — — 74
Other — 11 — — 11
Subtotal nuclear decommissioning trust 11C 46E — 4 571
Total $ 12¢ $ 487 $ 62 $ 26) $ 64¢
Liabilities
Risk management activitie— derivative instruments
Commodity contracts $ — 8 (96) $ (110 $ 47(b) $ (159)
(a) Primarily consists of heat rate options and lontedalectricity contracts.
(b) Represents counterparty netting, margin and co#lafeee Note 7).
(c) Represents nuclear decommissioning trust net pgrediourities sales and purchases.

Fair Value Measurements Classified as Level 3

The significant unobservable inputs used in thevalue measurement of our energy derivative cotgriaclude broker quotes that
cannot be validated as an observable input prigndtié to the long-term nature of the quote andooptiodel inputs. Significant changes in
these inputs in isolation would result in signifitig higher or lower fair value measurements. Q@snin our derivative contract fair values,
including changes relating to unobservable inpytsically will not impact net income due to regulat accounting treatment (see Note 3).

Because our forward commodity contracts classidigdlevel 3 are currently in a net purchase positiawould expect price
increases of the underlying commaodity to resulhigreases in the net
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fair value of the related contracts. Conversdlihe price of the underlying commodity decreasles net fair value of the related contracts
would likely decrease.

Our option contracts classified as Level 3 prinyardlate to purchase heat rate options. The sigmif unobservable inputs for these
instruments include electricity prices, gas priaed volatilities. If electricity prices and eldctity price volatilities increase, we would expect
the impact on the fair value of these options twéase, and if these valuation inputs decreaseyoméd expect the impact on the fair value of
these options to decrease. If natural gas pricéshatural gas price volatilities increase, we woetpect the impact on the fair value of these
options to decrease, and if these inputs decragswiould expect the impact on the fair value ofapéons to increase. The commodity
prices and volatilities do not always move in cep@nding directions. The options’ fair valuesianpacted by the net changes of these
various inputs.

Other unobservable valuation inputs include cradd liquidity reserves which do not have a maténmgact on our valuations;
however, significant changes in these inputs caidd result in higher or lower fair value measuretae

The following tables provide information regardiogr significant unobservable inputs used to valuelevel 3 instruments at
September 30, 2013 and December 31, 2012:

September 30, 201

Fair Value (millions) Valuation Significant Weighteo-
Commodity Contracts Assets Liabilities Technique Unobservable Input Range Average
Electricity:
Forward Contracts (a) Discounted cash Electricity forward
47 $ 74  flows price (per MWh) $24.55-$60.97 3 40.2¢
Option Contracts (b) Electricity forward
— 16 Option mode price (per MWh) $38.56- $82.07 $ 55.7¢
Electricity price
volatilities 51%- 106% 74%
Natural gas forwar
price $3.82- $3.96 $ 3.91
Natural gas pric
volatilities 24%—-51% 31%
Natural Gas
Forward Contracts (a) Discounted cas Natural gas forwar
1 2 flows price (per mmbtu $3.31- $4.25 $ 3.97
Total $ 48 $ 92
€)) Includes swaps and physical and financial contracts
(b) Electricity and natural gas price volatilities astimated based on historical forward price movameéue to lack of market

quotes for implied volatilities.
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December 31, 201

Fair Value (millions) Valuation Significant Weighted-
Commodity Contracts Assets Liabilities Technique Unobservable Input Range Average
Electricity:
Forward Contracts (a) Discounted Electricity forward
$ 57 $ 82 cash flows price (per MWh) $23.06- $64.20 $ 43.1¢
Option Contracts Electricity forward
— 27 Option mode price (per MWh) $36.66- $92.19 $ 60.97
Natural gas forwar
price (per mmbtu $4.10- $4.25 $ 4.2C
Implied electricity
price volatilities 15%- 66% 3%
Implied natural gas
price volatilities 17%- 36% 23%
Natural Gas
Forward Contracts (a) Discounted Natural gas forwar
5 1 cash flows price (per mmbtu $3.25- $4.44 $ 3.9¢
Total $ 62 $ 11C
(a) Includes swaps and physical and financial contracts

The following table shows the changes in fair vdtueour risk management activities’ assets arlillies that are measured at fair
value on a recurring basis using Level 3 inputglierthree and nine months ended September 30,8@13012 (dollars in millions):

Three Months Ended Nine Months Ended
Commodity Contracts September 30 September 30
2013 2012 2013 2012

Net derivative balance at beginning of per $ (53 $ (45 $ (48 ¢ (5))
Total net gains (losses) realized/unreali:

Included in earning — — — 2

Included in OCI — — — 2

Deferred as a regulatory asset or liabi 4 3 2 4
Settlement: 6 1) 8 (1)
Transfers into Level 3 from Level Q) 4 @ ()
Transfers from Level 3 into Level 2 — 3 (1) —
Net derivative balance at end of per $ (44 $ (50) $ (449 $ (50
Net unrealized gains included in earnings relate

instruments still held at end of peri $ — 8 — 8 — $ —

Amounts included in earnings are recorded in eitiperating revenues or purchased power dependitigeomature of the underlyir
contract.

Transfers reflect the fair market value at the beigig of the period and are triggered by a chandke lowest significant input as of
the end of the period. We had no significant Lelvel
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transfers to or from any other hierarchy levelarisfers in or out of Level 3 are typically relatecdur heat rate options and long-dated energy
transactions that extend beyond available quotedgse

Financial Instruments Not Carried at Fair Value

The carrying value of our net accounts receivatepunts payable and any short-term borrowingsoxppate fair value. Our short-
term borrowings are classified within Level 2 o ttair value hierarchy. For our long-term debt failues, see Note 2.

13. Nuclear Decommissioning Trusts

To fund the costs APS expects to incur to decomiaridBalo Verde, APS established external decomanigsj trusts in accordance
with NRC regulations. Third-party investment massgare authorized to buy and sell securitiestpr stated investment guidelines. The
trust funds are invested in fixed income securitied equity securities. APS classifies investmantiecommissioning trust funds as
available for sale. As a result, we record theodeuissioning trust funds at their fair value on @andensed Consolidated Balance Sheets.
See Note 12 for a discussion of how fair valuegiednined and the classification of the nucleaodeuissioning trust investments within the
fair value hierarchy. Because of the ability of \® recover decommissioning costs in rates amaddéordance with the regulatory treatment
for decommissioning trust funds, we have deferesdized and unrealized gains and losses (incluatingr-than-temporary impairments on
investment securities) in other regulatory lial@bt The following table includes the unrealized gaind bbsses based on the original cost of
the investment and summarizes the fair value of'&RGclear decommissioning trust fund assets ateBaper 30, 2013 and December 31,
2012 (dollars in millions):

Total Total
Unrealized Unrealized
Fair Value Gains Losses
September 30, 201
Equity securitie: $ 24 % 104 $ —
Fixed income securitie 371 13 5)
Net payables (& (3) — —
Total $ 615 $ 117 $ (5)
€) Net payables relate to pending securities saleparchases.
Total Total
Unrealized Unrealized
Fair Value Gains Losses
December 31, 201
Equity securitie: $ 204 % 67 $ —
Fixed income securitie 371 24 —
Net payables (a) (4) — —
Total $ 571 $ 91 $ —
€) Net payables relate to pending securities saleparchases.
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The costs of securities sold are determined omdisés of specific identification. The followingola sets forth approximate realized
gains and losses and proceeds from the sale ofisesby the nuclear decommissioning trust furdtslars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Realized gains $ 1 % 1 % 4 3 5
Realized losse 3 1) (5) 3
Proceeds from the sale of securities 11C 84 364 29t

€) Proceeds are reinvested in the trust.

The fair value of fixed income securities, summediby contractual maturities, at September 30, 20483 follows (dollars in
millions):

Fair Value
Less than one ye: $ 12
1 year- 5 years 10¢€
5 years- 10 years 104
Greater than 10 yea 14¢
Total $ 371

14, New Accounting Standards

During 2013, we adopted, on a retrospective basis, guidance relating to balance sheet offsettisga@sures. The new guidance
requires enhanced disclosures regarding an endibjlgy to offset certain instruments on the bakasheet and how offsetting impacts the
balance sheet. The adoption of this guidanceteztin expanded disclosures relating to our dexigahstruments (see Note 7), but did not
impact our financial statement results.

During 2013, we also adopted, on a prospectiveshasiv guidance relating to reporting amounts ssdfi@d from AOCI. This
guidance requires new disclosures relating to A&@ how reclassifications from AOCI impact net imen As a result of adopting this new
guidance, we have included a new footnote discéoguprovide the information required by the neandtard (see Notes 15 and S-3). The
adoption of this guidance did not impact our finahstatement results.

In July 2013, new guidance was issued which witlegally require entities to present unrecognizedenefits as a reduction to any
available deferred tax asset for a net operatigg, la similar tax loss, or a tax credit carryfomvaihe new guidance is effective for us on
January 1, 2014, with early application permitt&de are currently evaluating the impacts of thi& igelidance. The adoption of this new
guidance may impact our balance sheet presentdititnyill not impact our results of operations ash flows.
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15. Changes in Accumulated Other Comprehensive Loss

The following table shows the changes in accumdlatber comprehensive loss, including reclassificeadjustments, net of tax, by
component for the three and nine months ended ®&ete30, 2013 (dollars in thousands):

Three Months Ended September 30, 201 Nine Months Ended September 30, 201
Pension and Pension and
Other Other
Derivative Postretirement Derivative Postretirement
Instruments Benefits Total Instruments Benefits Total
Beginning balanc $ (40,319 $ (64,139 $ (104,45) $ (49,59) $ (64,416 $ (114,009
Other comprehensive loss before
reclassification: (14%) — (14%) (247) (1,63%) (1,889
Amounts reclassified from
accumulated other comprehensiv
loss 14,31((a) 957(b) 15,26 23,68%(a) 2,87((b) 26,55¢
Net current period othe
comprehensive incon 14,16¢ 957 15,12: 23,43¢ 1,23t 24,67:
Ending balanci $ (26,159 $ (63,18) $ (89,33) $ (26,159) $ (63,18) $ (89,339

(&) These amounts represent realized gains and losdesra@included in the computation of fuel and pased power costs and are
subject to the PSA. See Note 7.

(b) These amounts primarily represent amortizationcbdarial loss, and are included in the computatibnet periodic pension
cost. See Note 4.
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(unaudited)
(dollars in thousands)

Three Months Ended

September 30
2013 2012
ELECTRIC OPERATING REVENUE! $ 1,151,53" $ 1,108,62.
OPERATING EXPENSE:!
Fuel and purchased pow 350,95: 302,89
Operations and maintenan 222,61 218,40:
Depreciation and amortizatic 107,36« 100,32¢
Income taxe! 143,33! 153,79
Taxes other than income taxes 43,01t 36,25t
Total 867,28: 811,67¢
OPERATING INCOME 284,25 296,94!
OTHER INCOME (DEDUCTIONS
Income taxe! 4,127 3,17(
Allowance for equity funds used during construct 5,56¢ 5,70¢
Other income (Note-2) 721 81t
Other expense (Note S-2) (4,615 (3,357
Total 5,79¢ 6,341
INTEREST EXPENSE
Interest on lon-term debt 47,21« 48,84
Interest on sho-term borrowings 1,552 1,33¢
Debt discount, premium and expel 1,00¢ 1,07(C
Allowance for borrowed funds used during constiutti (3,235 (3,830
Total 46,54( 47,41t
NET INCOME 243,50¢ 255,87
Less: Net income attributable to noncontrollingehessts (Note 6) 8,55k 8,04(
NET INCOME ATTRIBUTABLE TO COMMON SHAREHOLDEF $ 234,95: $ 247,83

See Notes to Pinnacle West's Condensed Consolidfé@eacial Statements and Supplemental Notes twoAa Public Service Company’s
Condensed Consolidated Financial Statements.
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ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited)
(dollars in thousands)

Three Months Ended

September 30
2013 2012
NET INCOME $ 243,50¢ $ 255,87:
OTHER COMPREHENSIVE INCOME, NET OF TA
Derivative instruments
Net unrealized loss, net of tax benof $95 and $4° (145) (72)
Reclassification of net realized loss, net of tardfit of $9,348 and $19,5: 14,31( 29,93:
Pension and other postretirement benefits actinigy of tax (expense) of $(621) and $(568) 951 86¢
Total other comprehensive income 15,11¢ 30,72¢
COMPREHENSIVE INCOME 258,62! 286,59¢
Less: Comprehensive income attributable to nonotiimtg interests 8,55k 8,04(
COMPREHENSIVE INCOME ATTRIBUTABLE TO COMMON SHAREHIDER $ 250,07 $ 278,55¢

See Notes to Pinnacle West's Condensed Consoliffé@eacial Statements and Supplemental Notes woAa Public Service Company’s

Condensed Consolidated Financial Statements.
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ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(unaudited)
(dollars in thousands)

Nine Months Ended

September 30
2013 2012
ELECTRIC OPERATING REVENUE! $ 2,752,42 $ 2,606,45!
OPERATING EXPENSE:!
Fuel and purchased pow 859,21t 783,92¢
Operations and maintenan 668,31¢ 640,59¢
Depreciation and amortizatic 317,33t 300,99°
Income taxe! 241,34° 233,67¢
Taxes other than income taxes 123,36¢ 119,49¢
Total 2,209,58! 2,078,69
OPERATING INCOME 542,84 527,76:
OTHER INCOME (DEDUCTIONS
Income taxe! 9,55¢ 6,90¢
Allowance for equity funds used during construct 18,69¢ 15,63¢
Other income (Note-2) 3,012 2,34:
Other expense (Note S-2) (15,75% (11,969
Total 15,51( 12,91¢
INTEREST EXPENSE
Interest on lon-term debt 140,97¢ 150,41¢
Interest on sho-term borrowings 4,95( 5,28:
Debt discount, premium and expel 3,001 3,18
Allowance for borrowed funds used during constiutti (10,86 (10,429
Total 138,06¢ 148,45:
NET INCOME 420,28 392,22
Less: Net income attributable to noncontrollingehessts (Note 6) 25,33¢ 23,57
NET INCOME ATTRIBUTABLE TO COMMON SHAREHOLDEF $ 394,94 $ 368,65¢

See Notes to Pinnacle West's Condensed Consolidfé@eacial Statements and Supplemental Notes twoAa Public Service Company’s
Condensed Consolidated Financial Statements.
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ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited)
(dollars in thousands)

Nine Months Ended

September 30
2013 2012
NET INCOME $ 420,28 $ 392,22
OTHER COMPREHENSIVE INCOME (LOSS), NET OF TA
Derivative instruments
Net unrealized loss, net of tax benof $162 and $14,82 (247) (22,699
Reclassification of net realized loss, net of terdfit of $15,471 and $34,3! 23,68 52,62¢
Pension and other postretirement benefits actimigy,of tax (expense) of $(798) and $(1,409) 1,227 2,15¢
Total other comprehensive income 24,65¢ 32,09(
COMPREHENSIVE INCOME 444,94, 424,31
Less: Comprehensive income attributable to nonodiimg interests 25,33¢ 23,57
COMPREHENSIVE INCOME ATTRIBUTABLE TO COMMON SHAREHIDER $ 419,60 $ 400,74

See Notes to Pinnacle West's Condensed Consolidé@teticial Statements and Supplemental Notes woA& Public Service Company’s
Condensed Consolidated Financial Statements.
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ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(dollars in thousands)

September 30 December 31
2013 2012
ASSETS
PROPERTY, PLANT AND EQUIPMEN"
Plant in service and held for future t $ 1459412 $ 14,342,50
Accumulated depreciation and amortization (5,097,80,) (4,925,99)
Net 9,496,32! 9,416,51.
Construction work in progre: 605,98° 565,71t
Palo Verde sale leaseback, net of accumuldepreciation (Note € 126,09:. 128,99!
Intangible assets, net of accumulated amortiz: 159,97¢ 161,99!
Nuclear fuel, net of accumulated amortization 140,35¢ 122,77¢
Total property, plant and equipment 10,528,73 10,395,99
INVESTMENTS AND OTHER ASSET!
Nuclear decommissioning trust (Note : 612,64( 570,62!
Assets from risk management activities (Not 26,04¢ 35,89
Other assets 33,20: 31,65(
Total investments and other assets 671,88 638,16¢
CURRENT ASSET¢
Cash and cash equivalel 113,07. 3,49¢
Customer and other receivab 426,42! 274,81!
Accrued unbilled revenug 132,55! 94,84*
Allowance for doubtful accoun (3,769 (3,340
Materials and supplies (at average c 223,38! 218,09¢
Income tax receivabl 126,09¢ 58¢
Fossil fuel (at average co: 34,95¢ 31,33«
Deferred fuel and purchased power regulatory gbkse 3) 37,38: 72,69:
Other regulatory assets (Note 82,55¢ 71,25]
Deferred income taxe 53¢ 74,42(
Assets from risk management activities (Not 22,74 25,69¢
Other current assets 35,98 37,071
Total current assets 1,231,92! 900,98:
DEFERRED DEBITS
Regulatory assets (Note 1,105,88. 1,099,90!
Unamortized debt issue co: 22,361 22,49;
Income tax receivable (Note — 70,78¢
Other 114,99! 114,22:
Total deferred debits 1,243,24. 1,307,39:
TOTAL ASSETS $ 13,67580 $ 13,242,54

See Notes to Pinnacle West's Condensed Consolidé@teticial Statements and Supplemental Notes woA& Public Service Company’s
Condensed Consolidated Financial Statements.
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ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(dollars in thousands)

September 30 December 31
2013 2012
LIABILITIES AND EQUITY
CAPITALIZATION
Common stocl $ 178,16: $ 178,16:
Additional paic-in capital 2,379,69! 2,379,691
Retained earning 1,899,37! 1,624,23
Accumulated other comprehensive Ic
Pension and other postretirement ben: (38,28) (39,509
Derivative instruments (26,15%) (49,597)
Total shareholder equity 4,392,79 4,093,001
Noncontrolling interests (Note 6) 145,62 129,48:
Total equity (Note S-1) 4,538,42. 4,222 ,48.
Long-term debt less current maturities (Note 2,657,90: 3,035,21!
Palo Verde sale leaseback lessor notes less cunggntities (Note 6) 37,41« 38,86¢
Total capitalization 7,233,73 7,296,57.
CURRENT LIABILITIES
Shor-term borrowings — 92,17¢
Current maturities of lor-term debt (Note 2 566,48 122,82¢
Accounts payabl 243,47( 215,57
Accrued taxes (Note ! 178,34¢ 116,70(
Accrued interes 45,54; 49,13¢
Common dividends payab — 59,80(
Customer deposit 77,25¢ 79,68¢
Liabilities from risk management activities (Note 53,46¢ 73,74:
Regulatory liabilities (Note & 88,40¢ 88,11¢t
Other current liabilities 152,39. 145,32¢
Total current liabilities 1,405,36! 1,043,08
DEFERRED CREDITS AND OTHEI
Deferred income taxe 2,337,32| 2,133,97
Regulatory liabilities (Note & 798,22¢ 759,20
Liability for asset retirement 364,63! 357,09°
Liabilities for pension and other postretirembenefits (Note 4 901,14¢ 1,017,55
Deferred investment tax cret 115,98« 99,81¢
Liabilities from risk management activities (Note 67,66 85,26¢
Customer advance 109,66 109,35¢
Coal mine reclamatio 114,76. 118,86(
Unrecognized tax benefits (Note 81,58¢ 70,93:
Other 145,70° 150,82(
Total deferred credits and other 5,036,70! 4,902,88:
COMMITMENTS AND CONTINGENCIES (SEE NOTES
TOTAL LIABILITIES AND EQUITY $ 13,67580 $ 13,242,554

See Notes to Pinnacle West's Condensed Consolidé@eticial Statements and Supplemental Notes woA& Public Service Company’s
Condensed Consolidated Financial Statements.
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ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
(dollars in thousands)

Nine Months Ended

September 30
2013 2012
CASH FLOWS FROM OPERATING ACTIVITIE:
Net income $ 420,28. $ 392,22
Adjustments to reconcile net income to net caskigenl byoperating activities
Depreciation and amortization including nuclear- 377,89¢ 360,49
Deferred fuel and purchased pov 13,09: 51,53:
Deferred fuel and purchased power amortiza 23,15¢ (91,899
Allowance for equity funds used during construct (18,699 (15,639
Deferred income taxe 256,25: 222,25:
Deferred investment tax crel 16,16/ 8,97¢
Change in derivative instruments fair va 537 (943
Changes in current assets and liabilit
Customer and other receivab (179,499 (79,157
Accrued unbilled revenue (37,710 (112,18¢)
Materials, supplies and fossil fu (8,919 (23,877
Income tax receivabl (125,509 (77%)
Other current asse (11,449 (10,446
Accounts payabl 43,88¢ (72,807)
Accrued taxe: 61,64¢ 62,83¢
Other current liabilitie: 1,07: 112
Change in margin and collateral accoL— asset: (327) 1,98(
Change in margin and collateral acco.— liabilities 15,00( 114,57¢
Change in unrecognized tax bene (57,585 (3,559
Change in lon-term income tax receivab 137,66! (1,320
Change in other lor-term asset (28,68¢) (17,185
Change in other long-term liabilities 691 36,45
Net cash flow provided by operating activities 898,97¢ 922,67
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditure (581,519 (670,68
Contributions in aid of constructic 34,91( 41,45
Allowance for borrowed funds used during constart (20,867 (20,429
Proceeds from nuclear decommissioning trust ¢ 363,94 295,12¢
Investment in nuclear decommissioning tt (376,88) (308,067
Other (1,567 (520
Net cash flow used for investing activities (571,969 (653,119
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of lor-term deb 136,30° 351,08:
Shor-term borrowings— net (92,17%) —
Repayment of lor-term debt (72,777 (421,709
Dividends paid on common sto (179,600 (162,400
Noncontrolling interests (9,199 (2,630
Net cash flow used for financing activities (217,44 (235,657
NET INCREASE IN CASH AND CASH EQUIVALENT¢ 109,57: 33,90
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 3,49¢ 19,87
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 113,07 $ 53,774
Supplemental disclosure of cash flow informal
Cash paid during the period f
Income taxes pai $ 3412 $ —
Interest, net of amounts capitaliz 138,62t 149,33t
Significant no-cash investing and financing activitit
Accrued capital expenditur: $ 11,377 $ 11,28:

See Notes to Pinnacle West's Condensed Consolidé@taticial Statements and Supplemental Notes woA& Public Service Company’s
Condensed Consolidated Financial Statements.
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Certain notes to APS’s Condensed Consolidated Eiab8tatements are combined with the Notes to&ilenWest's Condensed
Consolidated Financial Statements. Listed belatlae Condensed Consolidated Notes to Pinnacle’ $Méshdensed Consolidated Finan
Statements, the majority of which also relate t&ARCondensed Consolidated Financial Statementaddition, listed below are the
Supplemental Notes that are required disclosumeaR$ and should be read in conjunction with Pite&¢est's Condensed Consolidated
Notes.

Condensec APS's
Consolidated Supplemental
Note Note
Reference Reference
Consolidation and Nature of Operations Note 1 —
Long-Term Debt and Liquidity Mattel Note 2 —
Regulatory Matter Note 3 —
Retirement Plans and Other Bene Note 4 —
Income Taxe! Note 5 —
Palo Verde Sale Leaseback Variable Interest Es Note 6 —
Derivative Accounting Note 7 —
Changes in Equit Note 8 Note &1
Commitments and Contingenci Note 9 —
Other Income and Other Exper Note 10 Note -2
Earnings Per Shal Note 11 —
Fair Value Measuremen Note 12 —
Nuclear Decommissioning Trus Note 13 —
New Accounting Standarc Note 14 —
Changes in Accumulated Other Comprehensive Inc Note 15 Note -3

53




Table of Contents

ARIZONA PUBLIC SERVICE COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

S-1. Changes in Equity

The following tables show APS'’s changes in shamdoéquity and changes in equity of noncontrollimgrests for the three and
nine months ended September 30, 2013 and 2012«(glall thousands):

Three Months Ended September 30, 201 Three Months EndedSeptember 30, 201
Shareholder Noncontrolling Shareholder Noncontrolling

Equity Interests Total Equity Interests Total
Beginning balance, July 1 $ 4,142,721 $ 137,07C $ 4,279,791 $ 3,902,79. $ 121,30 $ 4,024,09:
Net income 234,95¢ 8,55¢ 243,50¢ 247,83: 8,04( 255,87:
OCl 15,11¢ — 15,11¢ 30,72¢ — 30,72¢
Total comprehensive incon 250,07( 8,55¢ 258,62! 278,55¢ 8,04( 286,59¢
Other 1 (1) — 1 — 1
Ending balance, September $ 439279 % 145,62: $ 4,538,42. $ 4,181,35 $ 129,34: $ 4,310,69:

Nine Months Ended September 30, 201 Nine Months Ended September 30, 201
Shareholder Noncontrolling Shareholder Noncontrolling

Equity Interests Total Equity Interests Total
Beginning balance, January 1 $ 4,093,000 $ 129,48: $ 4,222,48. $ 3,943,000 $ 108,39¢ $ 4,051,40
Net income 394,94! 25,33¢ 420,28 368,65 23,57 392,22
OCl 24,65¢ — 24,65¢ 32,09( — 32,09(
Total comprehensive incon 419,60 25,33¢ 444,94, 400,74« 23,57 424,31
Dividends on common stoc (129,800 — (129,800 (162,400 — (162,40()

Net capital activities bnoncontrolling

interests — (9,197 (9,197 — (2,63() (2,630)
Other @) — (7) — — —
Ending balance, September $ 4392,79 $ 145,62: $ 4,53842 $ 4,181,35 $ 129,34: $ 4,310,69
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ARIZONA PUBLIC SERVICE COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

S-2. Other Income and Other Expense

The following table provides detail of ARSOther income and other expense for the threenismedmonths ended September 30, 2
and 2012 (dollars in thousands):

Three Months Ended Nine Months Ended
September 30 September 30
2013 2012 2013 2012

Other income

Interest incom $ 2 9 61 $ 1,061 $ 244

Miscellaneous 71¢ 754 1,951 2,09¢
Total other income $ 721 $ 81t $ 3,012 $ 2,348
Other expense

Non-operating costs (¢ $ (2,269 $ (2,007 $ (6,86¢) $ (6,690

Asset disposition (1,209 (24¢) (3,869 (66€)

Miscellaneous (1,149 (1,09%) (5,02%) (4,617
Total other expense $ (4,615 $ (3,352 $ (15,759 $ (11,969

€) As defined by the FERC, includes below-the-line-operating utility expense (items excluded frontitytrate recovery).
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ARIZONA PUBLIC SERVICE COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

S-3. Changes in Accumulated Other Comprehensive Loss

The following table shows the changes in accumdlatber comprehensive loss, including reclassificeadjustments, net of tax, by
component for the three and nine months ended ®éete30, 2013 (dollars in thousands):

Three Months Ended September 30, 201 Nine Months Ended September 30, 201
Pension anc Pension anc
Other Other
Derivative Postretirement Derivative Postretirement
Instruments Benefits Total Instruments Benefits Total
Beginning balanc $ (40,320 $ (39,23) $ (79,559 $ (49,59) $ (39,509 $ (89,099
Other comprehensive loss before
reclassification: (14%) — (14%) (247) (1,630 (1,877)
Amounts reclassified from
accumulated other comprehens
loss 14,31((a) 951(b) 15,26 23,684a) 2,85:(b) 26,53¢
Net curreniperiod other
comprehensive incon 14,16¢ 951 15,11¢ 23,43 1,22 24,65¢
Ending balanc: $ (26,159 $ (38,28) $ (64,436 $ (26,159 $ (38,28) $ (64,436

(&) These amounts represent realized gains and losdesra@included in the computation of fuel and pased power costs and are
subject to the PSA. See Note 7.

(b) These amounts primarily represent amortizationcbdarial loss, and are included in the computatibnet periodic pension
cost. See Note 4.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

The following discussion should be read in conjiorctvith Pinnacle West's Condensed Consolidatedrkiral Statements and
APS’s Condensed Consolidated Financial Statemerktshee related Notes that appear in Iltem 1 ofrép®rt. For information on factors that
may cause our actual future results to differ fithose we currently seek or anticipate, see “Forviaroking Statements” at the front of this
report and “Risk Factors” in Part 1, ltem 1A of @@12 Form 10-K.

OVERVIEW

Pinnacle West owns all of the outstanding commonksof APS. APS is a vertically-integrated electrility that provides either
retail or wholesale electric service to most of skete of Arizona, with the major exceptions of atbane-half of the Phoenix metropolitan
area, the Tucson metropolitan area and Mohave @aoumiorthwestern Arizona. APS accounts for esaiyiall of our revenues and
earnings, and is expected to continue to do so.

Areas of Business Focus
Operational Performance, Reliability and Recent Bxdopments.

Nuclear. APS operates and is a joint owner of Palo Vertiee March 2011 earthquake and tsunamis in Japditharresulting
accident at Japan’s Fukushima Daiichi nuclear patagion had a significant impact on nuclear posgrators worldwide. In the aftermath
of the accident, the NRC conducted an independe@sament to consider actions to ensure thagitsations reflect lessons learned from
Fukushima events.

Although the NRC has repeatedly affirmed its positihat continued operation of U.S. commercial eacpower plants does not
impose an immediate risk to the public health afdtyg, the NRC has proposed enhancements to Un8neccial nuclear power plant
equipment and emergency plans. APS managemerngesto work closely with the NRC and others ia tluclear industry to ensure that
the enhancements are implemented in an organieqdestial and structured way consistent with teafety benefit and significance of the
issue being addressed.

Coal and Related Environmental Matters and Transadbns. APS is a joint owner of three coal-fired powesnib and acts as
operating agent for two of the plants. APS is fmzlion the impacts on its coal fleet that may tésuh increased regulation and potential
legislation concerning greenhouse gas emissiomsic&n over climate change and other emissionettliassues could have a significant
impact on our capital expenditures and operatirggscion the form of taxes, emissions allowance&quired equipment upgrades for these
plants. APS is closely monitoring its long-rangital management plans, understanding that amjtiregregulation and legislation could
impact the economic viability of certain plantsveall as the willingness or ability of power plgrarticipants to fund any such equipment
upgrades.
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Four Corners

Asset Purchase Agreement Terms and Approva@&€E, a participant in Four Corners, has indicétatl certain California legislatic
may prohibit it from making emission control expéatces at the plant. On November 8, 2010, APSS@# entered into an asset purchase
agreement (“Asset Purchase Agreement”), providamgtfe purchase by APS of SCE’s 48% interest i @fdJnits 4 and 5 of Four Corners.
The purchase price is $294 million, subject toaaradjustments. The Asset Purchase Agreemenide®that the purchase price will be
reduced by $7.5 million for each month between Betd, 2012 and the closing date. Completion eflrchase by APS is subject to the
receipt of approvals by the ACC, the California Rubltilities Commission (“CPUC") and the FERC. ®tarch 29, 2012, the CPUC issued
an order approving the sale. On April 18, 2012,ACC voted to allow APS to move forward with theghase. The ACC also authorizec
accounting deferral of certain costs associatel thi¢ purchase until any such cost recovery prangamncludes. The ACC reserved the
right to review the prudence of the transactioncimst recovery purposes in a future proceedingeifdurchase closes. APS intends to file an
application to request rate adjustments priordméxt general rate case related to APS’s acaqunisiti SCE’s interest in Four Corners,
assuming the transaction is consummated. APS tanadict the outcome of this request.

The FERC application seeking authorization fortth@saction was approved on November 27, 2012. pfiheipal remaining
condition to closing stated in the Asset Purchagee@ment is the negotiation and execution of a cwaVv supply contract on terms reasonably
acceptable to APS.

Coal Supplier Ownership Transfer.On December 19, 2012, BHP Billiton New Mexico Cdac. (“BHP Billiton”), the parent
company of BHP Navajo Coal Company (“BNCC"), thalksupplier and operator of the mine that servas Bmrners, announced that it has
entered into a Memorandum of Understanding withNagajo Nation setting out the key terms under Wiiidl ownership of BNCC would k
sold to the Navajo Nation. BHP Billiton would betained by BNCC under contract as the mine maraggoperator until July 2016. Key
terms of the new coal supply contract are beinglitied by the Navajo Nation and APS and the otloerr Eorners co-owners, and the co-
owners must finalize their internal approvals &f tontract. These negotiations, and the relagtséiction whereby ownership of BNCC
would be transferred to the Navajo Nation, are eedéing. On April 29, 2013, the Navajo Nation TtiBauncil approved the creation of a
new commercial enterprise with sufficient power amthority to execute the transaction with BHPi&iii.

Pollution Control Investments. As disclosed in our 2012 Form 10-K, EPA, in it&af regional haze rule for Four Corners, set & dat
of July 1, 2013 for the Four Corners’ owners tacetme of two emissions alternatives to apply tarfoorners. Either alternative would
involve substantial investment by the owners initgmithl post-combustion pollution controls, and @alingly contemplates the continued
operation of Four Corners for a substantial pedabtiime. On September 24, 2013, EPA extended dbe lly which the Four Corners
participants must notify EPA of their chosen BARImpliance strategy from July 1 to December 31, 2013

Lease Extension. APS, on behalf of the Four Corners participanégjotiated amendments to an existing facility lesitle the
Navajo Nation which extends the Four Corners lealseihterest from 2016 to 2041. The Navajo Na@gproved these amendment:
March 2011. The effectiveness of the amendmeatsraluires the approval of the United States Deyeant of the Interior (“DOI”), as does
a related federal rights-of-way grant which the F@orners participants will pursue. A federal @amimental review is underway as part of
the DOI review process.
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Shut-down of Units 1, 2 and 3.APS has announced that, if APS’s purchase of S@Eerests in Units 4 and 5 at Four Corners is
consummated, it will close Units 1, 2 and 3 atglant. APS owns 100% of Units 1-3. These everltscihvange the plang overall generatin
capacity from 2,100 MW to 1,540 MW and APS'’s eatitient from the plant from 791 MW to 970 MW. Whae ACC approved APS
moving forward with the purchase of Units 4 and aJso approved the recovery of any unrecoverescassociated with the closure of Units
1, 2 and 3. The Settlement Agreement in APS’s mexstnt retail rate case allows APS to seek aadjtestment to reflect the Four Corners
transaction should the transaction close (see Blote

Pursuant to the Asset Purchase Agreement, bechuadehe closing conditions were not originallytiséied by December 31, 2012,
either APS or SCE has a right to terminate the A&grent, unless the party seeking to terminate is ithéreach of the Agreement. APS
cannot predict whether the closing conditions bélsatisfied such that closing of its planned pasehof SCE's interest in Four Corners can
occur.

Transmission and Delivery. APS is working closely with regulators to identénd plan for transmission needs that continue to
support system reliability, access to markets anéwable energy development. The capital experditiable presented in theiquidity anc
Capital Resources” section below includes new trassion projects through 2015, along with othengraission costs for upgrades and
replacements. APS is also working to establisheaqméind smart grid technologies throughout itsiserterritory designed to provide long-
term benefits both to APS and its customers. APSrategically deploying a variety of technolodiest are intended to allow customers to
better monitor their energy use and needs, minisyatem outage durations, as well as the numbeugibmers that experience outages, and
facilitate greater cost savings to APS through orpd reliability and the automation of certain dimition functions, including remote meter
reading and remote connects and disconnects.

Renewable Energy The ACC approved the RES in 2006. The renewatdegy requirement is 4% of retail electric sae2013
and increases annually until it reaches 15% in 2083he settlement agreement related to the 260@8 rate case, APS agreed to exceed the
RES standards, committing to use APS’s best effortbtain 1,700 gigawatt hours of new renewabdeueces to be in service by year-end
2015, in addition to its 2008 renewable resourgarndments. Taken together, APS’s commitment isently estimated to be approximately
12% of APS’s estimated retail energy sales by wear2015, which is more than double the existin@RiEget of 5% for that year. We
expect renewable energy, including rooftop solameet approximately 7% of our retail energy séde2013. A component of the RES
targets development of distributed energy systeyasdrally speaking, small-scale renewable techimeddfat are located on customers’
properties).

On June 29, 2012, APS filed its annual RES impleatem plan, covering the 2013-2017 timeframe agliesting 2013 RES
funding of between $97 million and $107 milliom & final order dated January 31, 2013, the ACCamul a budget of $103 million for
APS’s 2013 RES plan. That budget included $4 anilfior residential distributed energy incentived &0.1 million for commercial
distributed energy up-front incentives, but did mzfude any funds for new commercial distributeergy production-based incentives
beyond those for previously approved programs. AGE conducted a hearing to consider APS'’s propimsastablish compliance with
distributed energy requirements by tracking andndiag distributed energy, rather than acquiring eetiring renewable energy credits. In
those proceedings, the ACC staff proposed a solutivereby if a customer installs distributed getienawithout an incentive, the customer
keeps the renewable energy credits generated
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and the RES distributed generation requirementjissted downward to reflect how much load is besagred by renewable generation. APS
has endorsed the ACC staff's proposed solutionallyi, the ACC authorized an APS-led multi-sesgexrhnical conference to consider ARS’
net metering policy and the costs and benefitdsifiduted energy. The multi-session technicalfemance concluded on May 28, 2013.

On July 12, 2013, APS filed an application with &k@C proposing a solution to fix the cost shift bght by the current net metering
rules. In its application, APS requested thatAR¥C cause all new residential customers instaltiagy rooftop solar systems to either: (i) 1
electric service under APS’s demand-based ECTe&anatl remain eligible for net metering; or (ii)@adervice under the customer’s existing
rate as if no distributed energy system was ireddadind receive a bill credit for 100% of the dimited energy system’s output at a market-
based price. APS also proposed that the ACCgréindfather current rates and use of net metedngXisting and immediately pending
distributed energy customers; and (ii) continuaaslirect cash incentives for new distributed epéngtallations. In its September 20, 2013
report, the ACC staff recognized that net meteshifts costs from solar customers to non-solaratuets. The ACC staff recommended that
the ACC wait until APS’s next rate case to fullydagks the issue. As an alternative, the ACC staffmmended that the ACC assess one of
two modest charges on new solar customers withchamesm to return all incremental revenue colleétenh such charges to customers.

On July 12, 2013, APS filed its annual RES impletagon plan covering the 2014-2018 timeframe. pPlaa requests a budget for
2014 of approximately $143 million. The plan does propose any new programs. Rather, the plamestg the funding necessary to fulfill
previously approved projects and commitments whiehneeded to comply with the RES targets and ABi8ligations under its 2008 rate
case settlement agreement approved by the ACQidimg) the remaining 50 MW of AZ Sun. On Septen®®r2013, the ACC staff issued a
report recommending approval of APS’s plan and pseg budget.

The following table summarizes APS’s renewable gnspurces in operation and under development &stfber 31, 2013.

Net Capacity in Operation Net Capacity Planned / Undetr
(MW) Development (MW)
Total APS Owned: Solar (i 101 69
Purchased Power Agreemer
Solar (b) 28C 30
Wind 28¢ —
Geotherma 10 —
Biomass 14 —
Biogas 6 —
Total Purchased Power Agreeme 59¢ 30
Total Distributed Energy: Solar ( 277 65
Total Renewable Portfoli 977 164
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(8) Through the ACC-approved AZ Sun Program, APS haswed contracts for the development of 150 MWeat solar
generation, representing an investment commitmieapproximately $609 million.

(b) Includes 250 MW from the Solana Generating Statidrich achieved commercial operation in October201

(c) Distributed generation is produced in DC and isveoted to AC for reporting purposes.

Agreements for the development and completion nfr&uresources are subject to various conditioredding successful siting,
permitting and interconnection of the project te #iectric grid.

Demand Side Managementin recent years, Arizona regulators have placeiheneased focus on energy efficiency and other
demand side management programs to encourage arsttorconserve energy, while incentivizing utitito aid in these efforts that
ultimately reduce the demand for energy. In Deam@009, the ACC initiated an Energy Efficiencyemiaking, with a proposed Energy
Efficiency Standard of 22% cumulative annual enesgyings by 2020. The 22% figure represents theutative reduction in future energy
usage through 2020 attributable to energy effigianitiatives. This ambitious standard becameaiffe on January 1, 2011. The ACC
issued an order on April 4, 2012, approving recpwérapproximately $72 million of APS’s energy eféncy and demand side management
program costs. This amount will be recovered leyttien-existing DSMAC over a twelve-month periodibaing March 1, 2012. This
amount does not include $10 million already bemtprered in general retail base rates, but dodsde@mortization of 2009 costs
(approximately $5 million of the $72 million).

On June 1, 2012, APS filed its 2013 Demand Sidedgament Implementation Plan. In 2013, the stasdaguire APS to achieve
cumulative energy savings equal to 5% of its 2@&t2irenergy sales. Later in 2012, APS filed gpeipent to its plan that included a
proposed budget for 2013 of $87.6 million. APSextp to receive a decision from the ACC in late206dearly 2014.

On June 27, 2013, the ACC voted to open a new dackestigating whether the Electric Energy Effiudg Standards (including ct
recovery methodology, incentives, and the detertitinaf cost effectiveness) should be modified loolesshed.

Rate Matters. APS needs timely recovery through rates of itstabpnd operating expenditures to maintain itarficial health.
APS’s retail rates are regulated by the ACC anditslesale electric rates (primarily for transnusgiare regulated by the FERC. On June 1,
2011, APS filed a rate case with the ACC. APSathér parties to the retail rate case subsequentred into a Settlement Agreement
detailing the terms upon which the parties haveedjto settle the rate case. See Note 3 for sletgjarding the Settlement Agreement terms
and for information on APS’s FERC rates.

APS has several recovery mechanisms in place thaidge more timely recovery to APS of its fuel arahsmission costs, and costs
associated with the promotion and implementatioitsodemand side management and renewable endogisefnd customer programs.
These mechanisms are described more fully in Note 3

As part of APS’s proposed acquisition of SCE’siiegt in Units 4 and 5 of Four Corners, APS and 8@feed that upon closing of
the acquisition (or in 2016 if the closing does actur), the companies will terminate an existirgnémission agreement between the parties
that provides transmission capacity for SCE tognaihits portion of the output from Four Cornergalifornia. On
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May 1, 2013, APS submitted a request with FERCisgekuthorization to cancel the transmission agm#rand defer a $40 million payment
to be made by APS associated with the terminatimhracover the payment through amortization ovEd-gear period. On September 13,
2013, FERC issued an Order accepting the noticamdellation, but denying APS’s request for rat®very of the costs associated with the
cancellation. In accordance with its Terminatiogréement with SCE, APS believes that the denidBRC of such rate recovery constitutes
the failure of a condition that relieves APS ofdtdigation under the Termination Agreement. Theips are in discussions concerning this
matter. If the matter is not resolved by negatiatihe Termination Agreement requires that dispbteresolved through arbitration. APS is
unable to predict the outcome of this matter.

On May 9, 2013, the ACC voted to re-examine thdifatton of a deregulated retail electric marketdrizona. The ACC
subsequently opened a docket for this matter azelwved comments from a number of interested paotiethe considerations involved in
establishing retail electric deregulation in thetest One of these considerations is whether vaidspects of a deregulated market, including
setting utility rates on a “market” basis, woulddmnsistent with the requirements of the Arizona&ibution. On September 11, 2013, after
receiving legal advice from the ACC staff, the A€@ed 4-1 to close the current docket and awalitGuohstitutional authority before any
further examination of this matter. The motion rgyed by the ACC also included opening one or nmene dockets in the future to explore
options to offer more rate choices to customersimnolvative changes within the existing cost-ofvgss regulatory model that could include
elements of competition.

Financial Strength and Flexibility. Pinnacle West and APS currently have ample bangwapacity under their respective credit
facilities, and may readily access these facilidesuring adequate liquidity for each company. i@hpxpenditures will be funded with
internally generated cash and external financimigich may include issuances of long-term debt anddle West common stock.

Other Subsidiaries. The operations of El Dorado are not expectedatelany material impact on our financial resultgpaequire
any material amounts of capital, over the nextalyears. In February 2012, our other first-tidvssdiary, SunCor, filed for protection under
the United States Bankruptcy Code to complete darty liquidation of its business. On March 25130the bankruptcy plan submitted to
the court and agreed to by SunCor and its credftbes"Joint Plan”) became effective. The JoirgrPprovides for the full release of Pinnacle
West and its affiliates from any and all claimsatetl to SunCor, SunCor’s subsidiaries, and thepeetive estates.

Key Financial Drivers

In addition to the continuing impact of the mattdescribed above, many factors influence our firmesults and our future
financial outlook, including those listed below.eWlosely monitor these factors to plan for the @any’s current needs, and to adjust our
expectations, financial budgets and forecasts gpiately.

Electric Operating Revenues.For the years 2010 through 2012, retail elecai@nues comprised approximately 93% of our total
electric operating revenues. Our electric opegatavenues are affected by customer growth ormkecliariations in weather from period to
period, customer mix, average usage per custonteth@impacts of energy efficiency programs, distiéd energy additions, electricity rates
and tariffs, the recovery of PSA deferrals anddperation of other recovery
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mechanisms. These revenue transactions are affiegtide availability of excess generation or oreergy resources and wholesale market
conditions, including competition, demand and wice

Customer and Sales GrowtHRetail customer growth in APS’s service territooy the nine-month period ended September 30, 2013
was 1.3% compared with the comparable prior-yedoge For the three years 2010 through 2012, ARB5tomer growth averaged 0.7%
year. We currently expect annual customer growtiverage about 2% for 2013 through 2015 basedioassessment of modes
improving economic conditions, both nationally andirizona. Retail electricity sales in kilowatbdirs, adjusted to exclude the effects of
weather variations, decreased 0.1% for the ninetmperiod ended September 30, 2013 compared watptibr-year period, reflecting the
effects of customer conservation and energy effiyeand distributed renewable generation initisjwafset by mildly improving economic
conditions. For the three years 2010 through 2BF% experienced annual declines in retail elatiriales averaging 0.1%, adjusted to
exclude the effects of weather variations. Weeantly estimate that annual retail electricity satekilowatt-hours will increase on average
less than one percent during 2013 through 201%ydintg the effects of customer conservation andgnefficiency and distributed renewa
generation initiatives, but excluding the effedtsveather variations. A failure of the Arizona aomy to continue to improve could further
impact these estimates.

Actual sales growth, excluding weather-relatedataons, may differ from our projections as a resfiliumerous factors, such as
economic conditions, customer growth, usage pattémpacts of energy efficiency programs and grawtthistributed generation, and
responses to retail price changes. Our experiggideates that a reasonable range of variatioruirkdowatt-hour sales projection attributa
to such economic factors under normal businessittonsl can result in increases or decreases inanmat income of up to $10 million.

Weather. In forecasting the retail sales growth numbeovigied above, we assume normal weather patteres! lmashistorical
data. Historically, extreme weather variationséneasulted in annual variations in net income icess of $20 million. However, our
experience indicates that the more typical vanifvom normal weather can result in increasesorahses in annual net income of up to
million.

Fuel and Purchased Power CostskFuel and purchased power costs included on ond@&uwsed Consolidated Statements of Income
are impacted by our electricity sales volumes,taxgscontracts for purchased power and generatieh bur power plant performance,
transmission availability or constraints, prevajlimarket prices, new generating plants being platsérvice in our market areas, changes in
our generation resource allocation, our hedginganm for managing such costs and PSA deferralshancelated amortization.

Operations and Maintenance Expense®perations and maintenance expenses are impactgstmmer and sales growth, power
plant operations, maintenance of utility plant [iting generation, transmission, and distributiacilities), inflation, outages, higher-trending
pension and other postretirement benefit costg&wahble energy and demand side management relgtedses (which are offset by the same
amount of operating revenues) and other factarghéd settlement agreement related to the 2008 rata case, APS committed to operatic
expense reductions from 2010 through 2014, andvedt@pproval to defer certain pension and othstrptirement benefit cost increases
incurred in 2011 and 2012, which totaled $25 miljias a regulatory asset, until the most recergrgénetail rate case decision became
effective on July 1, 2012. In July 2012, we begarortizing the regulatory asset over a 36-montioper
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Depreciation and Amortization ExpensesDepreciation and amortization expenses are inepdry net additions to utility plant and
other property (such as new generation, transnmissiad distribution facilities), and changes inmegtion and amortization rates. See
“Capital Expenditures” below for information regarg the planned additions to our facilities.

Property Taxes. Taxes other than income taxes consist primafifyroperty taxes, which are affected by the valuproperty in-
service and under construction, assessment rafidstax rates. The average property tax rate igoAa for APS, which owns essentially all
of our property, was 10.4% of the assessed valu2(fdb3 and 9.6% for 2012. We expect property taaaéscrease as we add new generating
units and continue with improvements and expandiomsir existing generating units, transmission distribution facilities. (See Note 3 for
property tax deferrals contained in the Settlerdggreement).

Income Taxes Income taxes are affected by the amount of prieterk income, income tax rates, certain deductamsnon-
taxable items, such as AFUDC. In addition, incdenes may also be affected by the settlement oéswith taxing authorities.

Interest Expense. Interest expense is affected by the amount of oefstanding and the interest rates on that defat Note 2). The
primary factors affecting borrowing levels are ested to be our capital expenditures, long-term dedaurities, equity issuances and
internally generated cash flow. An allowance forrbwed funds used during construction offsets riquo of interest expense while capital
projects are under construction. We stop accrAiRgDC on a project when it is placed in commeroipération.

RESULTS OF OPERATIONS

Pinnacle West's only reportable business segmemtrisegulated electricity segment, which congiétsaditional regulated retail
and wholesale electricity businesses (primarilgiteind wholesale sales supplied to traditionat-based rate regulation (“Native Load”)
customers) and related activities and includegrtéy generation, transmission and distribution.

Operating Results

Three-month period ended September 30, 2013 compatevith three-month period ended September 30, 201ur
consolidated net income attributable to commonedi@ders for the three months ended September033, &as $226 million, compared w
net income of $245 million for the prior-year petioThe results reflect a decrease of approxim&&8/million for the regulated electricity
segment primarily due to lower retail sales assalteof changes in customer usage related to eredffigjency, customer conservation and
distributed generation, partially offset by customgeowth; higher operations and maintenance exgemsgher depreciation and amortization
expenses; and higher property taxes; partiallyedtly lower income taxes.

The following table presents net income attribugatbl common shareholders by business segment cedchpéth the prior-year
period:
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Three Months Ended
September 30
2013 2012 Net Change
(dollars in millions)

Regulated Electricity Segmel

Operating revenues less fuel and purchased povpenesg: $ 801 $ 80¢€ $ (5)
Operations and maintenan (239 (221) 13
Depreciation and amortizatic (107) (100 @)
Taxes other than income tax (43 (37) (6)
Other income (expenses), | — 2 2
Interest charges, net of allowance borrowed funds used during construct (47 (48) 1
Income taxe: (139) (14¢) 15
Less income related to noncontrolling intereststéNg) (9 (8) (1)

Regulated electricity segment net income 22¢ 24¢ (18)
All other (2) (1) (1)
Net Income Attributable to Common Shareholc $ 22€ $ 24 $ (19

Operating revenues less fuel and purchased powgremses. Regulated electricity segment operating revefessfuel and
purchased power expenses were $5 million lowettfethree months ended September 30, 2013 compétethe prior-year period. The
following table summarizes the major componenthisf change:

Increase (Decrease

Fuel and
purchased
Operating power
revenues expenses Net change

(dollars in millions)

Lower retail sales due to changes in customer ygeagtally offset by customer

growth $ (21) $ 4 $ (17)
Higher fuel and purchased power costs, net ofedldeferrals and off-system

sales 49 48 1
Effects of weathe 6 2 4
Higher demand-side management, renewable energgiauildr regulatory

surcharge: 10 — 10
Miscellaneous items, net (1) 2 (3
Total $ 43 $ 48 % (5)
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Operations and maintenance Operations and maintenance expenses increaSeuifibn for the three months ended
September 30, 2013 compared with the prior-yedaoggrimarily because of;

. An increase of $9 million related to communicatard other costs associated with net metering arehdition;

. An increase of $6 million related to costs for dechaide management, renewable energy and simdatatry programs,
which were largely offset in operating revenues;

. A decrease of $5 million in generation costs pritypatue to lower power plant maintenance costs @salt of less work
being completed in the third quarter of 2013 coragawith the third quarter of 2012; and

. An increase of $3 million related to other misce#laus factors.

Depreciation and amortization Depreciation and amortization expenses were $7amilligher for the three months ended
September 30, 2013 compared with the prior-yeaoggrimarily because of increased plant in service

Taxes other than income taxes Taxes other than income taxes were $6 milliom&idgor the three months ended September 30,
2013 compared with the prior-year period primabigcause of higher property tax rates in the curyeat.

Income taxes. Income taxes were $15 million lower for the threenths ended September 30, 2013 compared witbritieyear
period primarily due to lower pretax income in therent period.

Nine-month period ended September 30, 2013 comparedth nine-month period ended September 30, 2012ur consolidated
net income attributable to common shareholdergi®nine months ended September 30, 2013 was $B&hncompared with net income
of $359 million for the prior-year period. The uéts reflect an increase of approximately $21 miillfor the regulated electricity segment
primarily due to increases related to the retajutatory settlement effective July 1, 2012 (seeelB)t higher retail transmission revenues;
lower net interest charges due to lower debt balsuiand lower interest rates in the current-yedogeand the effects of weather. These
positive factors were partially offset by highereogtions and maintenance expenses; higher fugbamthased power costs, net of related
deferrals; and higher depreciation and amortizagiqrenses.

The following table presents net income attribugatbl common shareholders by business segment cedhpéth the prior-year
period:
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Nine Months Ended
September 30
2013 2012 Net Change
(dollars in millions)

Regulated Electricity Segmel

Operating revenues less fuel and purchased povpenesg: $ 1,89 $ 1,82 $ 70
Operations and maintenan (68€) (64¢) (38)
Depreciation and amortizatic (317) (307 (16)
Taxes other than income tax (129 (220 (4)
Other income (expenses), | 8 7 1
Interest charges, net of allowance borrowed funds used during construct (241) (152 11
Income taxe: (229) (227) (2
Less income related to noncontrolling intereststéNg) (25) (24) (1)

Regulated electricity segment net income 38t 364 21
All other (3) (4) 1
Income from Continuing Operations Attributable tor@mon Shareholders 382 36( 22
Loss from Discontinued Operations Attributable mn@non Shareholders (a) — (D 1
Net Income Attributable to Common Shareholc $ 382 $ 35¢ ¢ 23

(a) Includes activities related to SunCor.

Operating revenues less fuel and purchased powgresises Regulated electricity segment operating revenussfleel and
purchased power expenses were $70 million highethfonine months ended September 30, 2013 compattethe prior-year period. The
following table summarizes the major componenthisf change:
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Increase (Decrease

Fuel and
purchased
Operating power
revenues expenses Net change

(dollars in millions)

Impacts of retail regulatory settlement effectiuéyJdL, 2012 $ 60 $ 5 % 55
Higher demand-side management, renewable energgimuildr regulatory

surcharge: 25 5 20
Higher retail transmission revent 18 — 18
Effects of weathe 13 6 7
Lower retail sales due to changes in customer ugatierns and related pricing,

partially offset by customer grow @) D (6)
Higher fuel and purchased power costs, net ofedldeferrals and off-system

sales 45 65 (20
Miscellaneous items, net (8) (4) (4)
Total $ 14€ $ 7€ $ 70

Operations and maintenance Operations and maintenance expenses increaseni$h®® for the nine months ended
September 30, 2013 compared with the prior-yedaoggrrimarily because of;

. An increase of $18 million related to amortizatmfrcertain pension and other postretirement benefts in 2013
compared with regulatory deferral of such costadh2;

. An increase of $10 million related to costs for @ehside management, renewable energy and similaratmylprograms
which were largely offset in operating revenues;

. An increase of $9 million related to communicat@rd other costs associated with net metering arejdition;
. An increase of $7 million in information technologgsts;

. A decrease of $9 million in generation costs pritpaelated to lower fossil generation outage cpatsl

. An increase of $3 million related to other misce#laus factors.
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Depreciation and amortization Depreciation and amortization expenses were $1lléomihigher for the nine months ended
September 30, 2013 compared with the prior-yeaoggrimarily because of increased plant in service

Interest charges, net of allowance for borrowed fimused during construction Interest charges, net of allowance for borrowed
funds used during construction, decreased $11amiftor the nine months ended September 30, 201®aed with the prior-year period
primarily because of lower debt balances and ldnterest rates in the current period.

LIQUIDITY AND CAPITAL RESOURCES

Pinnacle West's primary cash needs are for divideadur shareholders and principal and interegingats on our indebtedness.
The level of our common stock dividends and futlikédend growth will be dependent on declaratiorolly Board of Directors based on a
number of factors, including our financial conditjgpayout ratio, free cash flow and other factors.

Our primary sources of cash are dividends from AR& external debt and equity issuances. An AC@raehuires APS to mainta
a common equity ratio of at least 40%. As defiimethe ACC order, the common equity ratio is tafahreholder equity divided by the sun
total shareholder equity and long-term debt, iniclgacturrent maturities of long-term debt. At Sepber 30, 2013, APS’s common equity
ratio, as defined, was 58%. lIts total sharehoddgiity was approximately $4.4 billion, and totapitalization was approximately $7.6 billio
Under this order, APS would be prohibited from paydividends if such payment would reduce its tstelreholder equity below
approximately $3.0 billion, assuming APS'’s totgbitalization remains the same. This restrictioersinot materially affect Pinnacle West's
ability to meet its ongoing cash needs or abilitpay dividends to shareholders.

APS’s capital requirements consist primarily of italpexpenditures and maturities of long-term debRS funds its capital
requirements with cash from operations and, teftient necessary, external debt financing and yfitsions from Pinnacle West.

Many of APS’s current capital expenditure projeqpislify for bonus depreciation. The American TapgraRelief Act of 2012,
signed into law on January 2, 2013, includes prorisextending the eligibility for 50% bonus depagion to qualified property placed in
service in 2013. As a result of this provisiong dime previously enacted bonus depreciation prongsprovided for in the Tax Relief,
Unemployment Insurance Reauthorization and JobtiGreAct of 2010, total cash tax benefits of ubt0-$500 million are expected to be
generated for APS through accelerated depreciafitve. cash generated is an acceleration of theaagfits that APS would have otherwise
received over 20 years. Itis anticipated thas¢heash benefits will be fully realized by APS by &nd of 2013, with a majority of the benefit
realized as of December 31, 2012.
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Summary of Cash Flows

The following tables present net cash providedusgd for) operating, investing and financing atiggi for the nine months ended
September 30, 2013 and 2012 (dollars in millions):

Pinnacle West Consolidated

Nine Months Ended

September 30, Net
2013 2012 Change
Net cash flow provided by operating activit $ 83z $ 92¢ $ (47)
Net cash flow used for investing activiti (572) (653) 81
Net cash flow used for financing activiti (201) (230 29
Net increase in cash and cash equivalents $ 10¢ $ 4€ 3 63

Arizona Public Service Company

Nine Months Ended

September 30, Net
2013 2012 Change
Net cash flow provided by operating activit $ 89¢ 3 92: $ (24)
Net cash flow used for investing activiti (572 (659) 81
Net cash flow used for financing activiti (217) (236) 19
Net increase in cash and cash equivalents $ 11C $ 34 $ 76

Operating Cash Flows

Nine-month period ended September 30, 2013 comparedth nine-month period ended September 30, 2012Rinnacle West's
consolidated net cash provided by operating a#/ivas $882 million in 2013, compared to $929imilin 2012, a decrease of $47 million
in net cash provided. The decrease is primaribted to a $102 million change in cash collatecstpd and $99 million of higher pension
contributions made in the nine-month period endegk&nber 30, 2013 compared to the same periodlia @pproximately $23 million of
which is reflected in capital expenditures). Tleerase is partially offset by approximately $13tion of higher cash inflows due to the
increase in pre-tax income primarily driven by leghuthorized revenue requirements resulting fitoerrétail regulatory settlement effective
July 1, 2012 and other changes in working capital.

Other. Pinnacle West sponsors a qualified defined bepefision plan and a non-qualified supplemental exberefit retirement
plan for the employees of Pinnacle West and ousididries. The requirements of the Employee Retngt Security Act of 1974 (“ERISA”)
require us to contribute a minimum amount to thalifjed plan. We contribute at least the minimumoaint required under ERISA
regulations, but no more than the maximum tax-deolecamount. The minimum required funding tak&e iconsideration the value of plan
assets and our pension benefit obligations. UBRSRIBA, the qualified pension plan was 105% fundedfaJanuary 1, 2012 and 107% fun
as of January 1, 2013, reflecting scheduled cantfohs. The assets in the plan are comprisecetifincome, equity, real estate, and short-
term investments. Contributions made or expeadzetmade in 2013 will be mostly allocated to thé2plan year. Therefore, the funded
status of the plan as of January 1, 2013 increfiead101%, previously reported, to 107% (includthgse 2012 plan year
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contributions). Future year contribution amounts dependent on plan asset performance and plaareattassumptions. We have made
voluntary contributions of $141 million to our péms plan in 2013. The minimum contributions foe thension plan due in 2013, 2014 and
2015 under the recently enacted Moving Ahead fogRass in the 23 Century Act (MAP-21) are estimatebe zero, $89 million and $112
million, respectively. We expect to make contribnos to the pension plan up to approximately $11bam each year in 2014 and 2015. We
have contributed $11 million to our other postestient benefit plans in 2013. The total contrilngito our other postretirement benefit pl
are expected to be approximately $14 million in2@hd approximately $20 million each year in 20tid 2015.

The $70 million long-term income tax receivabletba Condensed Consolidated Balance Sheets as efribec 31, 2012
represented the anticipated refund related to & &R accounting method change approved by thanRg third quarter of 2009. On
July 9, 2013, IRS guidance was released which gea/clarification regarding the timing and amouinthis cash receipt. As a result of this
guidance, uncertain tax positions decreased $8ibmduring the third quarter. This decrease inartain tax positions resulted in a
corresponding increase to the total anticipatedngue from the IRS and an offsetting increaderig-term deferred tax liabilities. The net
$137 million anticipated refund is expected to éeeived within the next twelve months and has leelassified to current income tax
receivable as of September 30, 2013.

Investing Cash Flows

Nine-month period ended September 30, 2013 comparedth nine-month period ended September 30, 2012Rinnacle West's
consolidated net cash used for investing activitias $572 million in 2013, compared to $653 milliorR012, a decrease of $81 million in
cash used. The decrease in net cash used fotimyastivities is primarily due to a decrease pp@ximately $83 million in capital
expenditures.
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Capital Expenditures. The following table summarizes the estimatedteapipenditures for the years presented:

Capital Expenditures
(dollars in millions)

Estimated for the Year Ended
December 31

2013 2014 2015
APS
Generation
Nuclear Fue $ 56 $ 80 $ 86
Renewable: 182 41 —
Environmenta 21 63 14z
Four CornerUnits 4 and £ 224 — —
Other Generatio 137 222 254
Distribution 24¢ 252 374
Transmissior 13¢€ 201 215
Other (a) 48 49 41
Total APS $ 1,058 $ 90¢€ $ 1,11(
(a) Primarily information systems and facilities prdgc

Generation capital expenditures are comprised wbws improvements to APS’s existing fossil andleacplants. Examples of the
types of projects included in this category areitéits, upgrades and capital replacements of varmmwer plant equipment, such as turbines,
boilers and environmental equipment. For purpo$éisis table, we have assumed the consummatiéiP&'s purchase of SCE’s interest in
Four Corners Units 4 and 5 and the subsequent®hatdf Units 1-3, as discussed in the “Overviewctsm above. As a result, we included
the estimated $224 million purchase price undere&gion and have not included environmental exgares for Units 1-3. We have not
included estimated costs for Cholla’s compliancéh&PA’s regional haze rule since we have challdribe rule judicially and are
considering our future options with respect to tlant if the rule is upheld. We are also monitgrihe status of certain environmental
matters, which, depending on their final outconmesld require modification to our environmental exgiures.

Distribution and transmission capital expendituaes comprised of infrastructure additions and uggsacapital replacements, and
new customer construction. Examples of the typgsajects included in the forecast include poviree$, substations, and line extensions to
new residential and commercial developments.

Capital expenditures will be funded with internallgnerated cash and external financings, whichin@yde issuances of long-term
debt and Pinnacle West common stock.
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Financing Cash Flows and Liquidity

Nine-month period ended September 30, 2013 comparedth nine-month period ended September 30, 2012Rinnacle West's
consolidated net cash used for financing activitias $201 million in 2013, compared to $230 millafmet cash used in 2012, a decrease of
$29 million in net cash used. The decrease icagh used for financing activities is primarily doeb349 million in lower repayments of
long-term debt, largely offset by $215 million mwer issuances of long-term debt and a $92 milienchange in APS’s short-term
borrowings (see below).

Significant Financing Activities. On October 23, 2013, the Pinnacle West Board céddin's declared a quarterly dividend of
$0.5675 per share of common stock, payable on Deee#) 2013, to shareholders of record on Novermp2013. This represents an
increase in the indicated annual dividend from $ér share to $2.27 per share.

On March 22, 2013, APS issued an additional $10Bomipar amount of its outstanding 4.50% unsecww@uior notes that mature
April 1, 2042. The net proceeds from the sale wse to repay short-term commercial paper borrgsvand replenish cash used to redeem
certain tax-exempt indebtedness in November 2012.

On May 1, 2013, APS purchased all $32 million & Maricopa County, Arizona Pollution Control Coration Pollution Control
Revenue Refunding Bonds, 2009 Series C, due 2020May 28, 2013, we remarketed the bonds. Theasteate for these bonds was set to
a new term rate. The new term rate for these bends, subject to a mandatory tender, on May 308 2@uring this time, the bonds will
bear interest at a rate of 1.75% per annum. Thesds are classified as long-term debt on our Quselk Consolidated Balance Sheets at
September 30, 2013 and were classified as currantrities of long-term debt on our Condensed Cadatdd Balance Sheets at
December 31, 2012.

On July 12, 2013, APS purchased all $33 milliothef Coconino County, Arizona Pollution Control Corgtion Pollution Control
Revenue Refunding Bonds, 1994 Series A, due 202@se bonds are classified as current maturitiésngfFterm debt on our Condensed
Consolidated Balance Sheets at December 31, 2012.

On October 11, 2013, APS purchased all $32 miltibthe City of Farmington, New Mexico Pollution Gowl Revenue Bonds, 1994
Series C, due 2024. These bonds are classifiedreent maturities of long-term debt on our Con@eihSonsolidated Balance Sheets at
September 30, 2013 and December 31, 2012.

Available Credit Facilities. Pinnacle West and APS maintain committed revoldreglit facilities in order to enhance liquidity and
provide credit support for their commercial papegrams.

At September 30, 2013, Pinnacle West's $200 milticedit facility, which matures in November 201@&snavailable to refinance
indebtedness of the Company and for other generpbcate purposes, including credit support foB280 million commercial paper
program. Pinnacle West has the option to incré@s@mount of the facility up to a maximum of $30lion upon the satisfaction of certain
conditions and with the consent of the lenders Séptember 30, 2013, Pinnacle West had no outstgudirrowings under its credit facility,
no letters of credit outstanding, and no commendgder borrowings.
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On April 9, 2013, APS replaced its $500 million o&xing credit facility that would have matured ielifuary 2015, with a new $500
million facility. The new revolving credit facijitterminates in April 2018.

At September 30, 2013, APS had two credit facdlitigtaling $1 billion, including a $500 million ai¢ facility that was refinanced in
April 2013 (see above) and a $500 million crediilfty that matures in November 2016. APS may @ase the amount of each facility up
maximum of $700 million upon the satisfaction oftaén conditions and with the consent of the lesdekPS will use these facilities to
refinance indebtedness and for other general camp@urposes. Interest rates are based on ARS8t smsecured debt credit ratings.

The facilities described above are available tqsupAPS’s $250 million commercial paper prograor, fank borrowings or for
issuances of letters of credit. At September BA32APS had no commercial paper borrowings andutstanding borrowings or outstandi
letters of credit under these credit facilities.

See “Financial Assurances” in Note 9 for a disaussif APS'’s separate outstanding letters of credit.
Other Financing Matters. See Note 3 for information regarding the PSA appdovy the ACC.

See Note 3 for information regarding the settlenmeldted to the 2008 retail rate case, which inetudlCC authorization and
requirements of equity infusions into APS of atsle®i700 million by December 31, 2014 ($253 millafrwhich was infused into APS from
proceeds of a Pinnacle West equity issuance in)2010

See Note 7 for information related to the changaunmargin accounts.
Debt Provisions

Pinnacle West's and APS’s debt covenants relatéigeo respective bank financing arrangements ghelnaximum debt to
capitalization ratios. Pinnacle West and APS cgmth this covenant. For both Pinnacle West afBAthis covenant requires that the t
of consolidated debt to total consolidated cagitdion not exceed 65%. At September 30, 2013ati@ was approximately 44% for Pinne
West and 43% for APS. Failure to comply with saokienant levels would result in an event of defatiich, generally speaking, would
require the immediate repayment of the debt sulbjeitte covenants and could “cross-default” otredstd See further discussion of “cross-
default” provisions below.

Neither Pinnacle West's nor APS’s financing agreetsieontain “rating triggers” that would resultan acceleration of the required
interest and principal payments in the event afteng downgrade. However, our bank credit agre¢sneantain a pricing grid in which the
interest rates we pay for borrowings thereundedatermined by our current credit ratings.

All of Pinnacle West's loan agreements contain $srdefault” provisions that would result in defawdhd the potential acceleration
of payment under these loan agreements if Piniilelet or APS were to default under certain otherentagreements. All of APS’s bank
agreements contain “cross-default” provisions atild result in defaults and the potential acceiensof payment under these
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bank agreements if APS were to default under cedtier material agreements. Pinnacle West anddaP®t have a material adverse
change restriction for credit facility borrowings.

See Note 2 for further discussions of liquidity taes.
Credit Ratings

The ratings of securities of Pinnacle West and ARSf October 28, 2013 are shown below. We acdadigg these credit ratings to
enhance understanding of our cost of short-term@amgiterm capital and our ability to access thekets for liquidity and long-term debt.
The ratings reflect the respective views of thexgahgencies, from which an explanation of the ificgmce of their ratings may be obtained.
There is no assurance that these ratings will oaatfor any given period of time. The ratings rbayrevised or withdrawn entirely by the
rating agencies if, in their respective judgmeaitgumstances so warrant. Any downward revisiowithhdrawal may adversely affect the
market price of Pinnacle West's or APS’s securitind/or result in an increase in the cost of, mitlaccess to, capital. Such revisions may
also result in substantial additional cash or otiedlateral requirements related to certain deneainstruments, insurance policies, natural
transportation, fuel supply, and other energy-eslaontracts. At this time, we believe we havédiceht available liquidity resources to
respond to a downward revision to our credit raging

Moody’'s Standard & Poor’'s Fitch

Pinnacle West

Corporate credirating Baa2 BBB+ BBB+

Commercial pape P-3 A-2 F2

Outlook Stable Stable Stable
APS

Corporate credirating Baal BBB+ BBB+

Senior unsecure Baal BBB+ A-

Secured leasobligation bond: Baal BBB+ A-

Commercial pape P-2 A-2 F2

Outlook Stable Stable Stable

Off-Balance Sheet Arrangements
See Note 6 for a discussion of the impacts onioantial statements of consolidating certain VIEs.
Financial Assurances

See “Financial Assurances” in Note 9 for a disaussif APS’s outstanding letters of credit. Pineadlest has also issued parental
guarantees and surety bonds for APS, which werenatgrial at September 30, 2013.
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Contractual Obligations

As of September 30, 2013, our contractual obligetifor fuel and purchased power commitments deedeagproximately $300
million from December 31, 2012, as discussed in2dr2 Form 10-K. As of September 30, 2013, theatgutlcontractual obligations related
to our fuel and purchased power commitments afellasvs (dollars in millions):

2013 20142015 2016-2017 Thereafter Total
Fuel and purchased power $ 10e $ 1,128 % 957 $ 6,39¢ $ 8,58¢

For additional information regarding contractualigdtions, see information provided in our 2012 idr0-K.
Changes have also occurred relating to long-terot pigyments and interest. See Note 2 for a digmuss these changes.
CRITICAL ACCOUNTING POLICIES

In preparing the financial statements in accordavite GAAP, management must often make estimatdsaasumptions that affect
the reported amounts of assets, liabilities, reesnaxpenses and related disclosures at the dtte fifancial statements and during the
reporting period. Some of those judgments carubgstive and complex, and actual results coulédffom those estimates. There have
been no changes to our critical accounting polisiese our 2012 Form 10-K. See “Critical Accougtiolicies” in Item 7 of the 2012
Form 10-K for further details about our criticakaanting policies.

OTHER ACCOUNTING MATTERS
During 2013, we adopted new accounting guidaneingl to balance sheet offsetting disclosures,diselosures of amounts
reclassified from accumulated other comprehensigerne. Additionally, we are currently evaluatihg pending adoption of new account
guidance relating to the balance sheet presentatioartain unrecognized tax benefits. See Note 14

MARKET AND CREDIT RISKS

Market Risks

Our operations include managing market risks rdlédechanges in interest rates, commaodity pricesiavestments held by our
nuclear decommissioning trust fund and benefit plssets.

Interest Rate and Equity Risk

We have exposure to changing interest rates. Qhgugerest rates will affect interest paid onighle-rate debt and the market
value of fixed income securities held by our nuckecommissioning trusts (see Notes 12 and 13pandfit plan assets. The nuclear
decommissioning trusts and benefit plan assetshalge risks associated with the changing valuéeif investments. Nuclear
decommissioning and benefit plan costs are recdviereegulated electricity prices.
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Commodity Price Risk

We are exposed to the impact of market fluctuatiotke commodity price and transportation costslettricity and natural gas.
Our risk management committee, consisting of offi@gnd key management personnel, oversees compdryenergy risk management
activities to ensure compliance with our statedgneisk management policies. We manage riskscéassal with these market fluctuations
utilizing various commodity instruments that mayalify as derivatives, including futures, forwardgtions and swaps. As part of our risk
management program, we use such instruments telmdghases and sales of electricity and fuel® chlanges in market value of such
contracts have a high correlation to price chamyéise hedged commodities.

The following table shows the net pretax changemank-to-market of our derivative positions for thiee months ended
September 30, 2013 and 2012 (dollars in millions):

Nine Months Ended

September 30
2013 2012
Mark-to-market of net positions at beginning ofipédr $ 122 $ (222)
Recognized in earnings (:

Change in mar-to-market losses for futuiperiod deliveries — 1
Decrease in regulatory as: 2 5C
Recognized in OCI

Change in mar-to-market losses for futuiperiod deliveries (b — (37

Mark-to-market losses realized during the pel 39 87

Change in valuation techniques — —
Mark-to-market of net positions at end of period $ 81 $ (127

€) Represents the amounts reflected in income aféceffiect of PSA deferrals.
(b) The changes in mark-to-market recorded in OCI aeeptimarily to changes in forward natural gasgsic

The table below shows the fair value of maturitésur derivative contracts (dollars in millionscaexcluding margin and collateral)
at September 30, 2013 by maturities and by the ¢ypaluation that is performed to calculate thie ¥alues, classified in their entirety based
on the lowest level of input that is significantthe fair value measurement. See Note 1, “Dereaticcounting” and “Fair Value
Measurements,” in Item 8 of our 2012 Form 10-K &lade 12 for more discussion of our valuation method

Years Total fair
Source of Fair Value 2013 2014 2015 2016 2017 thereafter value
Observable prices provided by other
external source $ 6 $ 29 $ B) $ 2 $ — 3 — (37)
Prices based on unobservable iny (2) (10 (10 (9) (5) (8) (44)
Total by maturity $ 8 % (39 ¢ (15 $ (1) $ G % 8 $ (89
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The table below shows the impact that hypothepcdake movements of 10% would have on the marketevaf our risk management
assets and liabilities included on Pinnacle WeStadensed Consolidated Balance Sheets at Sept@mh2013 and December 31, 2012
(dollars in millions):

September 30, 201 December 31, 201.
Gain (Loss) Gain (Loss)
Price Up 10% Price Down 10% Price Up 10% Price Down 10%
Mark-to-market changereported in:
Regulatory asse(liability) or OCI (a)

Electricity $ 6 $ 6 $ 7 9% (7)

Natural gas 25 (25) 25 (25)
Total $ 31 $ 31 $ 32 $ (32

(a) These contracts are hedges of our forecasted Bestud natural gas and electricity. The impache$e hypothetical price

movements would substantially offset the impact thase same price movements would have on thdgathgxposures
being hedged. To the extent the amounts are Eiib inclusion in the PSA, the amounts are reedrds either a regulatc
asset or liability.

Credit Risk

We are exposed to losses in the event of non-padioce or non-payment by counterparties. See Nbterla discussion of our
credit valuation adjustment policy. See Note 7ddurther discussion of credit risk.

Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

See “Key Financial Drivers” and “Market and Creisks” in Item 2 above for a discussion of quatitiaand qualitative
disclosures about market risks.

ltem 4. CONTROLS AND PROCEDURES
(a) Disclosure Controls and Procedures

The term “disclosure controls and procedures” meansrols and other procedures of a company tleatlesigned to ensure that
information required to be disclosed by a companthe reports that it files or submits under theuiéies Exchange Act of 1934, as amen
(the “Exchange Act”) (15 U.S.C. 7&hseq .), is recorded, processed, summarized and repavtddn the time periods specified in the Unii
States Securities and Exchange Commission’s (“SE@ites and forms. Disclosure controls and praged include, without limitation,
controls and procedures designed to ensure thaniaftion required to be disclosed by a companpénréports that it files or submits under
the Exchange Act is accumulated and communicatadctoimpany’s management, including its princip&oegive and principal financial
officers, or persons performing similar functioas,appropriate to allow timely decisions regardiemuired disclosure.
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Pinnacle West's management, with the participatibRinnacle West's Chief Executive Officer and GHiaancial Officer, have
evaluated the effectiveness of Pinnacle West'dalisce controls and procedures as of Septembe&?03@®. Based on that evaluation,
Pinnacle West's Chief Executive Officer and Chigfdncial Officer have concluded that, as of thaedRinnacle West'’s disclosure controls
and procedures were effective.

APS’s management, with the participation of APStse€ Executive Officer and Chief Financial Officéigve evaluated the
effectiveness of APS’s disclosure controls and @doces as of September 30, 2013. Based on thiaia¢ion, APS’s Chief Executive Officer
and Chief Financial Officer have concluded thatfhat date, APS’s disclosure controls and pracesiwere effective.

(b) Changes in Internal Control Over Financial Repgrtin

The term “internal control over financial reportingefined in SEC Rule 13a-15(f)) refers to theqass of a company that is
designed to provide reasonable assurance regatdingliability of financial reporting and the pegption of financial statements for external
purposes in accordance with GAAP.

No change in Pinnacle West's or APS’s internal mardgver financial reporting occurred during thectl quarter ended
September 30, 2013 that materially affected, oedsonably likely to materially affect, Pinnacle $t/& or APS'’s internal control over
financial reporting.
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PART Il — OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS

See “Environmental Matters” in Item 5 below andtem 5 of the Pinnacle West/APS Quarterly Repont$orm 10-Q for the
quarters ended March 31, 2013 and June 30, 2013arsihess of Arizona Public Service Company — Eormental Matters” in Item 1 of
the 2012 Form 10-K in regard to pending or threadiditigation and other disputes.

See Note 3 for ACC and FERC-related matters.

See Note 9 for information regarding environmeatad climate change matters, Superfund-related reattetters related to a
September 2011 power outage and a New Mexico tdtema

Item 1A. RISK FACTORS

In addition to the other information set forth mstreport, you should carefully consider the festtiscussed in Part |, Iltem 1A —
Risk Factors in the 2012 Form 10-K, which could eniadly affect the business, financial conditioash flows or future results of Pinnacle
West and APS. The risks described in the 2012 BEdy+K are not the only risks facing Pinnacle West APS. Additional risks and
uncertainties not currently known to us or thatouerently deem to be immaterial also may materiatlyersely affect the business, financial
condition, cash flows and/or operating resultsiohBcle West and APS.

Item 5. OTHER INFORMATION
Environmental Matters
EPA Environmental Regulation

Regional Haze — Navajo PlantOn January 18, 2013, EPA issued a proposed BARTfaulthe Navajo Plant, which would require
installation of SCR technology in order to achieveew, more stringent plantwide NO emission liniinder the proposal, the Navajo Plant
participants would have up to five years after E&es its final determinations to achieve compgkawith the BART requirements. APS'’s
total costs for post-combustion NO controls cdegdup to approximately $200 million. The majoufythese costs are not included in the
capital expenditure estimates described in “Managgi® Discussion and Analysis of Financial Conditamd Results of Operations —
Capital Expenditures” in Item 2, since they willibeurred in years following 2015. EPA'’s propoakdo includes an “Alternative to BART,”
which would provide the Navajo Plant with additibtime to install the SCR technology. Under tHietter than BART” alternative, the
Navajo Plant participants would be required toahs8CR technology on one unit per year in 202228nd 2023. In response to E's
request for comments on other options that coultbsger time frames for installing pollution cooifs if the Navajo Plant can achieve
additional emission reductions, on July 26, 201&aup of stakeholders, including SRP, the opegadigent for the Navajo Plant, submitte:
EPA two suggested alternatives to BART, which waadtlieve greater N©Q emission reductions than EpAposed BART rule. On
September 25, 2013, EPA issued a supplemental BgxBFosal proposing to determine that these altmemare “better than BART”
because NQ emissions that would be achieved theezwould result in greater reasonable progresarththe national visibility goal than
EPA's proposed BART determination.
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Climate Change

President Obama'’s Climate Action PlanOn June 25, 2013, President Obama unveiled imisa® Action Plan addressing his plans
to reduce greenhouse gas (“GHG") emissions in thitged States. While the plan identifies a widegeof strategies for cutting GHG
emissions in the United States, most importantR&Aand the electric utility industry is the implartagion of carbon pollution standards for
modified and existing fossil-fired generating penConcurrent with the President’s speech, thet@\Hiouse issued a Presidential
Memorandum directing EPA to use its existing adutles under the Clean Air Act to develop GHG endasstandards for new, modified, and
existing power plants. The Presidential Memorandiinects EPA to propose GHG emission standardmfutified and existing units by
June 1, 2014 and to finalize them by June 1, 20t® memorandum further directs EPA to reissueqweg standards for new power plants
by September 20, 2013 and to finalize them in aMyrfashion.

Consistent with President Obama’s June 2013 ductiursuant to its authority under the Clean Adt,An September 20, 2013,
EPA issued a proposed rule, which would establiSF 8! for new fossilired power plants. Once finalized, APS does xpeet that the GH:
NSPS for new units will have any material impacitsrcurrent operations. EPA indicated in its el that the rule will not apply
modified, reconstructed, or existing electric gatiag units, which are to be addressed in a sulesgqulemaking. We cannot currently
predict the shape of any final rules or standaod€Xisting fossiffired power plants or assess how they might paéntimpact the company
APS will continue to monitor these standards ag tre developed.

Regulatory Initiatives. In 2009, EPA determined that GHG emissions eneiapgblic health and welfare. This determinaticaasw
made in response to a 2007 United States Supremne ing that GHGs fit within the Clean Air Actlsroad definition of “air pollutant”
and, as a result, EPA has the authority to req@&t& emissions of new motor vehicles under the iICkia Act. As a result of this
“endangerment finding,” EPA determined that thea@l&ir Act required new regulatory requirementsriewv and modified major GHG
emitting sources, including power plants. EPA ésba rule under the Clean Air Act, known as thédtang rule,” establishing new GHG
emissions thresholds that determine when souneelsiding power plants, must obtain air operatingrpts or New Source Review permits.
“New Source Review,” or “NSR,” is a pre-constructipermitting program under the Clean Air Act thequires analysis of pollution controls
prior to building a new stationary source or makingjor modifications to an existing stationary smur The tailoring rule became applicable
to power plants in January 2011. Several groued fawsuits challenging EPA’s endangerment finding the tailoring rule, but the United
States Court of Appeals for the District of ColumBiircuit upheld the rules. Petitioners askedthited States Supreme Court to reverse all
or part of the appeals court’s decision upholdifAE GHG rules. On October 15, 2013, the Supreimartyranted these petitions limiting
the question it would review to whether EPA peribilysdetermined that its regulation of GHG emissidrom new motor vehicles triggered
permitting requirements under the Clean Air Actgtationary sources, including power plants, timait such gasses.

APS does not expect that any resulting Supremet@egision or the tailoring rule will have a sigoént impact on its current
operations. The rule will require APS to consither impact of GHG emissions as part of its trad@idNew Source Review analysis for new
sources and major modifications to existing plants.
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Item 6. EXHIBITS

(@) Exhibits

Exhibit No. Registrant(s) Description
12.1 Pinnacle Wes Ratio of Earnings to Fixed Charg
12.2 APS Ratio of Earnings to Fixed Charg
12.3 Pinnacle Wes Ratio of Earnings to Combined Fixed Charges anteRexl Stock Dividend Requiremet
31.1 Pinnacle West Certificate of Donald E. Brandt, Chief Executivefi®ér, pursuant to Rule 13a-14(a) and
Rule 15+14(a) of the Securities Exchange Act, as amel
31.2 Pinnacle West Certificate of James R. Hatfield, Executive Vice$tdent and Chief Financial Officer,
pursuant to Rule 1-14(a) and Rule 15-14(a) of the Securities Exchange Act, as amel
31.3 APS Certificate of Donald E. Brandt, Chief Executivefi®ér, pursuant to Rule 13a-14(a) and
Rule 15¢-14(a) of the Securities Exchange Act, as amel
31.4 APS Certificate of James R. Hatfield, Executive Vice$tdent and Chief Financial Officer,
pursuant to Rule 1-14(a) and Rule 1:-14(a) of the Securities Exchange Act, as amel
32.1* Pinnacle West Certification of Chief Executive Officer and Chiefnancial Officer, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9¢&darban-Oxley Act of 200z
32.2* APS Certification of Chief Executive Officer and Chieinancial Officer, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9€@&darban-Oxley Act of 200z
101.INS* Pinnacle Wes XBRL Instance Documer
APS
101.SCH* Pinnacle Wes XBRL Taxonomy Extension Schema Docum
APS
101.CAL* Pinnacle Wes XBRL Taxonomy Extension Calculation Linkbase Docutr
APS
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Exhibit No. Registrant(s) Description
101.LAB* Pinnacle Wes XBRL Taxonomy Extension Label Linkbase Docum
APS
101.PRE* Pinnacle Wes XBRL Taxonomy Extension Presentation Linkbase Doent
APS
101.DEF* Pinnacle Wes XBRL Taxonomy Definition Linkbase Docume

APS

*Furnished herewith as an Exhibit.
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In addition, Pinnacle West and APS hereby incorgottae following Exhibits pursuant to Exchange Refle 12b-32 and Regulation
§229.10(d) by reference to the filings set fortlobe

Exhibit Previously Filed as Date
No. Registrant(s) Description Exhibit(1) Filed
3.1 Pinnacle West  Pinnacle West Capital Corporation 3.1 to Pinnacle West/APS June 30, 2010 8-3-10
Bylaws, amended as of May 19, 2010 Form 10-Q Report, File Nos. 1-8962 and
1-4473
3.2 Pinnacle West  Articles of Incorporation, restated as of 3.1 to Pinnacle West/APS June 30, 2008 8-7-08
May 21, 2008 Form 10-Q Report, File Nos. 1-8962 and
1-4473
3.3 APS Articles of Incorporation, restated as of 4.2 to APS’s Form S-3 Registration Nos. 9-29-93
May 25, 1988 33-33910 and 33-55248 by means of
September 24, 1993 FormkBReport, File
No. 1-4473
3.4 APS Amendment to the Articles of 3.1 to Pinnacle West/APS May 22, 2012 5-22-12
Incorporation of Arizona Public Servi  Form 8-K Report, File Nos. 1-8962 and 1-
Company, amended May 16, 2C 4473
3.5 APS Arizona Public Service Company 3.4 to Pinnacle West/APS December 31, 2-20-09
Bylaws, amended as of December 16, 2008 Form 10-K, File Nos. 1-8962 and 1-
2008 4473

(1) Reports filed under File Nos. 1-4473 and 1B@&re filed in the office of the Securities anccBange Commission located in
Washington, D.C.

84




Table of Contents

SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, each registrant has duly causedéport to be signed on its
behalf by the undersigned thereunto duly authorized

PINNACLE WEST CAPITAL CORPORATIOM
(Registrant’

Dated: October 31, 2013 By: /s/James R. Hatfiel

James R. Hatfiel

Executive Vice President al

Chief Financial Office

(Principal Financial Officer an

Officer Duly Authorized to sign this Repo

ARIZONA PUBLIC SERVICE COMPANY
(Registrant’

Dated: October 31, 2013 By: /s/James R. Hatfiel

James R. Hatfiel

Executive Vice President al

Chief Financial Office

(Principal Financial Officer an

Officer Duly Authorized to sign this Repo
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PINNACLE WEST CAPITAL CORPORATION
RATIO OF EARNINGS TO FIXED CHARGES

Earnings;
Income from continuing operations
attributable to commoshareholder
Income taxe:
Fixed charges
Total earnings

Fixed Charges
Interest expens
Estimated interest portion of annual rents
Total fixed charges

Ratio of Earnings to Fixed Charges (rounded
down)

(dollars in thousands)

Exhibit 12.1

Nine Months
Ended
September 30 Twelve Months Ended December 31
2013 2012 2011 2010 2009 2008
381,81 387,38( 328,11( 324,68¢ $ 236,83¢ $ 259,87
221,42: 237,31 183,60 160,86 138,55: 95,23:
154,49¢ 219,43 246,46: 248,66 241,80 224,76(
757,73 844,13: 758,17t 734,22. $ 617,19 $ 579,86.
151,37 214,61t 241,99! 244,17 $ 237,76t $ 220,22:
3,127 4,821 4,467 4,49( 4,041 4,531
154,49¢ 219,43 246,46. 248,66 $ 241,80 $ 224,76(
4.9(C 3.84 3.07 2.9t 2.5¢ 2.57




Exhibit 12.2

ARIZONA PUBLIC SERVICE COMPANY
RATIO OF EARNINGS TO FIXED CHARGES
(dollars in thousands)

Nine Months
Ended
September 30 Twelve Months Ended December 31
2013 2012 2011 2010 2009 2008
Earnings;
Income from continuing operations
attributable tccommon shareholde $ 394,94' $ 39549 $ 336,24¢ $ 33566: $ 251,22! $ 262,34
Income taxe! 231,79: 244,39t 192,54: 170,46" 152,57: 107,26:
Fixed charges 151,75: 214,22° 238,28t 234,18 227,27: 206,89t
Total earnings $ 778,49. $ 854,12( $ 767,07 $ 740,31 $ 631,07 $ 576,50:
Fixed Charges
Interest charge $ 145,92t $ 20553 $ 22932t $ 225,26¢ $ 218,96¢ $ 197,96
Amortization ofdebt discoun 3,001 4,21°F 4,61¢ 4,55¢ 4,67 4,70z
Estimated interest portion of annual rents 2,82t 4,47¢ 4,344 4,35¢ 3,63( 4,23(
Total fixed charges $ 151,75: $ 214227 $ 238,28t $ 234,18 $ 227,27- $ 206,89
Ratio of Earnings to Fixed Charges (roundec
down) 5.12 3.9¢ 3.21 3.1¢€ 2.77 2.7¢




Exhibit 12.3

PINNACLE WEST CAPITAL CORPORATION
RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND PRE FERRED
STOCK DIVIDEND REQUIREMENTS
(dollars in thousands)

Nine Months
Ended
September 30 Twelve Months Ended December 31
2013 2012 2011 2010 2009 2008

Earnings:
Income from continuing operations
attributable tccommon shareholde $ 381,81 $ 387,38( $ 328,11( $ 32468t $ 236,83t $ 259,87

Income taxe! 221,42: 237,31° 183,60 160,86¢ 138,55: 95,23:
Fixed charges 154,49¢ 219,43 246,46. 248,66¢ 241,80° 224,76(
Total earnings $ 757,73 $ 844,13: $ 758,17¢ $ 734,22. $ 617,190 $ 579,86.
Fixed Charges
Interest expens $ 151,37. $ 214,61t $ 241,99 $ 24417: $ 237,76t 220,22:
Estimated interest portion of annual
rents 3,127 4,821 4,461 4,49( 4,041 4,531
Total fixed charges $ 154,49¢ $ 219,43 $ 246,46. $ 248,66: $ 241,80 $ 224,76(

Preferred Stock Dividend Requiremer
Income before income taxes
attributable to common shareholc $ 603,23 $ 624,69 $ 511,71: $ 48555 $ 37539 $  355,10:
Net income from continuing
operations attributable to common

shareholder 381,81 387,38( 328,11( 324,68¢ 236,83¢ 259,87:
Ratio of income before income taxe
to net income 1.5¢ 1.61 1.5€ 1.5C 1.5¢ 1.37

Preferred stock dividends — — — — — _

Preferred stock dividend requirements
— ratio (above) times preferred
stock dividend: $ — $ — $ — 3 — 3 — $ —

Fixed Charges and Preferred Stock
Dividend Requirement:

Fixed charge $ 154,49¢ $ 21943 $ 246,46. $ 248,66: $ 24180 $  224,76(
Preferred stock dividend requirements — — — — — _
Total $ 15449¢ $ 21943 $  246,46. $ 248,66: $ 24180 $  224,76(

Ratio of Earnings to Fixed Charges
(rounded down 4.9C 3.84 3.07 2.9¢ 2.5¢ 2.57




Exhibit 31.1

CERTIFICATION

I, Donald E. Brandt, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 18f@innacle West Capital Corporation;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe@ periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under
our supervision, to ensure that material informmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b) designed such internal control over financial réipgt or caused such internal control over finah@aorting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) evaluated the effectiveness of the registedisclosure controls and procedures and presentais report our conclusior
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on
such evaluation; and

d) disclosed in this report any change in the regi$santernal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an amaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and the




audit committee of the registrant’s board of dioest(or persons performing the equivalent funcfions

a) all significant deficiencies and material weaknessehe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b) any fraud, whether or not material, that involvesniagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: October 31, 201

/s/ Donald E. Branc

Donald E. Brand
Chairman, President and Chief Executive Offi




Exhibit 31.2

CERTIFICATION

I, James R. Hatfield, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 18f@innacle West Capital Corporation;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under
our supervision, to ensure that material informmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b) designed such internal control over financial réipgt or caused such internal control over finah@aorting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) evaluated the effectiveness of the registedisclosure controls and procedures and presentais report our conclusior
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on
such evaluation; and

d) disclosed in this report any change in the regisisanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an amaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and the




audit committee of the registrant’s board of dioest(or persons performing the equivalent funcfions

a) all significant deficiencies and material weaknessehe design or operation of internal contra¢iofinancial reporting

which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b) any fraud, whether or not material, that involvesniagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: October 31, 201

/s/ James R. Hatfiel

James R. Hatfiel
Executive Vice President ai
Chief Financial Office




Exhibit 31.3

CERTIFICATION

I, Donald E. Brandt, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 10f@rizona Public Service Company;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe@ periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under
our supervision, to ensure that material informmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b) designed such internal control over financial réipgt or caused such internal control over finah@aorting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) evaluated the effectiveness of the registedisclosure controls and procedures and presentais report our conclusior
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on
such evaluation; and

d) disclosed in this report any change in the regi$santernal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an amaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and the




audit committee of the registrant’s board of dioest(or persons performing the equivalent funcfions

a) all significant deficiencies and material weaknessehe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b) any fraud, whether or not material, that involvesniagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: October 31, 201

/s/ Donald E. Branc

Donald E. Brand
Chairman, President and Chief Executive Offi




Exhibit 31.4

CERTIFICATION

I, James R. Hatfield, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 10f@rizona Public Service Company;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe@ periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under
our supervision, to ensure that material informmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b) designed such internal control over financial réipgt or caused such internal control over finah@aorting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) evaluated the effectiveness of the registedisclosure controls and procedures and presentais report our conclusior
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on
such evaluation; and

d) disclosed in this report any change in the regi$santernal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an amaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and the




audit committee of the registrant’s board of dioest(or persons performing the equivalent funcfions

a) all significant deficiencies and material weaknessehe design or operation of internal contra¢iofinancial reporting

which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b) any fraud, whether or not material, that involvesniagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: October 31, 201

/s/ James R. Hatfiel

James R. Hatfiel
Executive Vice President ai
Chief Financial Office




Exhibit 32.1

CERTIFICATION
OF

CHIEF EXECUTIVE OFFICER

AND
CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Donald E. Brandt, certify, pursuant to 18 U.S1350, as adopted pursuant to Section 906 of tHeaBas-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Pinnacle Wasgpital Corporation for the quarter ended SepterBBeR013 fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtagmed in such Quarterly Report on
Form 10-Q fairly presents, in all material respgettte financial condition and results of operatioh®innacle West Capital Corporation.

Date: October 31, 201

/s/ Donald E. Branc
Donald E. Brand
Chairman, President ai
Chief Executive Office

I, James R. Hatfield, certify, pursuant to 18 U.SL850, as adopted pursuant to Section 906 of dneaBes-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Pinnacle \Wezgpital Corporation for the quarter ended SepterBbef013 fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtagmed in such Quarterly Report on
Form 10-Q fairly presents, in all material respetite financial condition and results of operatioh®innacle West Capital Corporation.

Date: October 31, 201

/sl James R. Hatfiel

James R. Hatfiel
Executive Vice President al
Chief Financial Office




Exhibit 32.2

CERTIFICATION
OF

CHIEF EXECUTIVE OFFICER

AND
CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Donald E. Brandt, certify, pursuant to 18 U.S1350, as adopted pursuant to Section 906 of tHeaBas-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Arizona Pulslarvice Company for the quarter ended Septemhe2@@ fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtagmed in such Quarterly Report on
Form 10-Q fairly presents, in all material respgtts financial condition and results of operatioh#rizona Public Service Company.

Date: October 31, 201

/s/ Donald E. Branc
Donald E. Brand
Chairman, President ai
Chief Executive Office

I, James R. Hatfield, certify, pursuant to 18 U.SL850, as adopted pursuant to Section 906 of dneaBes-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Arizona PuBlervice Company for the quarter ended Septemhe2 fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtagmed in such Quarterly Report on
Form 10-Q fairly presents, in all material respetite financial condition and results of operatioh#rizona Public Service Company.

Date: October 31, 201

/sl James R. Hatfiel

James R. Hatfiel
Executive Vice President al
Chief Financial Office




