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SECURITIES AND EXCHANGE COMMISSION  
Washington, D.C. 20549  

FORM 8-K  
 

CURRENT REPORT  

Pursuant to Section 13 or 15(d) of the  
Securities Exchange Act of 1934  

Date of Report (Date of earliest event reported):    October 18, 2001 (September 30, 2001)  

 

PINNACLE WEST CAPITAL CORPORATION  
(Exact name of registrant as specified in its charter)  

 

 

400 North Fifth St., P.O. Box 53999, Phoenix, Arizona 85072-3999  
(Address of principal executive offices)  

 

(602) 250-1000  
(Registrant's telephone number, including area code)  

 

NONE  
(Former name or former address, if changed since last report)  

 
 
 

Item 5.  Other Events  

Financial Information for the Periods Ended September 30, 2001 and 2000  

Attached hereto as Exhibits 99.3 and 99.4 and incorporated by reference herein are financial information and 
earnings variance explanations for Pinnacle West Capital Corporation (the "Company") for the periods ended 
September 30, 2001 and 2000. The Company will file its quarterly report on Form 10-Q for the fiscal quarter ended 
September 30, 2001 on or before November 14, 2001. 

Arizona Supreme Court Review of Settlement Agreement  

As previously disclosed, Arizona Public Service Company ("APS"), a wholly-owned subsidiary of the Company, 
entered into a comprehensive settlement agreement on May 14, 1999 (the "Settlement Agreement") with various parties 
relating to the implementation of retail electric competition. On September 23, 1999, the Arizona Corporation 
Commission (the "ACC") approved the Settlement Agreement with some modifications. On December 13, 1999, two 
parties filed lawsuits challenging the ACC's approval of the Settlement Agreement. The Arizona Court of Appeals 
affirmed the ACC's approval of the Settlement Agreement in both of these lawsuits. One of these decisions was not 
appealed and has become final. The other decision, however, was appealed to the Arizona Supreme Court. See Note 6 
of Notes to Condensed Financial Statements in Part I, Item 1 of the Company's Quarterly Report on Form 10-Q for the 
fiscal quarter ended June 30, 2001. On October 5, 2001, the Arizona Supreme Court agreed to hear the appeal on the 
singular issue of whether the ACC could itself become a party to the Settlement Agreement by virtue of its approval of 
the Settlement Agreement. The Court has not yet set a date for oral argument on this matter. 

Arizona     1-8962     86-0512431 
(State or other jurisdiction     (Commission File Number)     (IRS Employer 

of incorporation)           Identification Number) 



ACC Filing Regarding Rule Waiver and Purchase Power Agreement  

As authorized by the Settlement Agreement, APS intends to move substantially all of its generation assets to 
Pinnacle West Energy Corporation ("PWEC"), which is also a wholly-owned subsidiary of the Company, prior to the 
end of 2002. Following the receipt of these generation assets, PWEC expects to sell its power at wholesale to the 
Company's power marketing division, which, in turn, is expected to sell power to APS and to non-affiliated power 
purchasers. See "Business of Arizona Public Service Company -- Regulation and Competition -- Retail" in Part I, Item 
1 of the Company's Report on Form 10-K for the fiscal year ended December 31, 2000. 

In a filing with the ACC on October 18, 2001, APS requested the ACC to (a) grant APS a partial variance from 
an ACC rule that would obligate APS to acquire all of its customers' "standard offer" generation requirements from the 
competitive market (with at least 50% of that coming from a "competitive bidding" process) starting in 2003 and (b) 
approve as just and reasonable a long-term purchase power agreement ("PPA") between APS and the Company. APS 
has requested these ACC actions to ensure continued reliable service to APS standard offer customers in a volatile 
generation market and to recognize PWEC's significant investment to serve APS load. The following are the major 
provisions of the PPA: 

� The PPA would run through 2015, with three optional five-year renewal terms, which renewals would occur 
automatically unless notice is given by either APS or the Company. 

� The PPA would provide for all of APS's anticipated standard offer generation needs, including any necessary 
reserves, except for (a) those provided by APS itself through renewable resources or other generation assets 
retained by APS; (b) amounts that APS is obligated by law to purchase from "qualified facilities" and other forms 
of distributed generation; and (c) any purchased power agreements that APS cannot transfer to PWE at the 
present time. 

� The Company would supply APS standard offer requirements through a combination of (a) APS generation 
assets transferred to PWEC; (b) certain of PWEC's new Arizona generation projects to be constructed during the 
2001-2004 period to reliably serve APS load requirements; (c) power procured by the Company under certain 
"dedicated contracts"; and (d) power procured on the open market, including a competitively-bid component 
described below. 

� Beginning in 2003, the Company would acquire 270 MW of APS standard offer requirements on the open 
market through a competitive bidding process. This competitive bid obligation would be increased by an 
additional 270 MW each year through 2008 (representing approximately 23% of estimated 2008 peak load). 

� The Company would charge APS based on (a) a combination of fixed and variable price components for the 
PWEC assets, subject to periodic adjustment and performance incentives and (b) a pass-through of the 
Company's costs to procure power from the remaining sources. 

� The PPA would take effect on the latest of the following events: (a) transfer of non-nuclear generating assets 
from APS to PWEC, which is presently planned to take place by the end of 2001; (b) ACC approval of the rule 
variance and the PPA; and (c) Federal Energy Regulatory Commission acceptance of the PPA and the companion 
agreement between the Company and PWEC.  

A copy of APS's ACC filing, including the form of PPA, is attached to this Form 8-K as Exhibit 99.6. 

Item 7.  Financial Statements, Pro Forma Financial Information and Exhibits  

(c) Exhibits. 

Exhibit No.       Description 
99.1 

  
Pinnacle West Capital Corporation consolidated quarterly operating statistics and market, weather 
and economic indicators for 1999, 2000, and the quarters ended March 31, 2001, June 30, 2001 and 
September 20, 2001. 



Item 9.  Regulation FD Disclosure  

Periodic Operating Statistics  

The Company is providing quarterly consolidated operating statistics and market, weather and economic 
indicators ("Information"), as well as a graphical data presentation to help interested parties better understand its 
business. See Exhibits 99.1 and 99.2. A glossary of terms is provided to explain terms used in the Information that is 
being provided. See Exhibit 99.5. This Information is concurrently being posted to the Company's website at 
www.pinnaclewest.com. The Information may not represent all of the factors that could affect the Company's operating 
or financial results for various periods. Some of the Information is preliminary in nature and could be subject to 
significant adjustment. Some of the Information is based on information received from third parties and may contain 
inaccuracies. The Company is not responsible for any such inaccuracies. Although the Company may update or correct 
the Information if it is aware that the Information has been revised or is inaccurate, the Company assumes no obligation 
to update or correct the Information and reserves the right to discontinue the provision of all or any portion of the 
Information at any time or to change the type of Information provided. 

Conference Call to Discuss Third Quarter Earnings and Regulatory Plan  

The Company will be hosting a telephone conference call at 1:00 p.m. Eastern Time (ET) on Friday, October 19, 
2001, to discuss the Company's third quarter earnings and regulatory plan. To participate in the conference call, please 
dial 212-346-0132 at least 5-10 minutes prior to the scheduled start and follow the operator's instructions. For those 
unable to participate in the live call, telephone replays will be available from 3:00 p.m. ET on October 19 through 9:00 
p.m. ET on October 31. To access the replay, call 1-800-633-8284 or (858) 812-6440 and enter access code 19889932. 

Analyst Meeting Webcast Notice  

The Company is holding an analyst conference in Boston, Massachusetts on October 23, 2001. The presentation 
will be webcast on the Company's website beginning at 1:00 p.m. ET. Any person who wishes to listen to the analyst 
conference may do so by logging on to the Company's website at www.pinnaclewest.com. It is recommended that you 
connect to the website prior to the analyst presentation to ensure adequate time for any software download that may be 
needed to hear the live webcast. The webcast is expected to remain available for replay on the website for 30 days. 
Copies of the slides to be presented at this conference will be filed as exhibits to a Form 8-K that will be filed at a later 
date. 

SIGNATURES  

Pursuant to the requirements of the Securities Exchange Act of 1934, the Company has duly caused this report to 
be signed on its behalf by the undersigned hereunto duly authorized. 

99.2 
  

Pinnacle West Capital Corporation graphical data presentation for the period from January 1, 1999 
through September 30, 2001. 

99.3   Earnings variance explanations for the periods ended September 30, 2001 and 2000. 

99.4   Pinnacle West Capital Corporation condensed consolidated statements of income for the periods 
ended September 30, 2001 and 2000. 

99.5   Glossary of Terms. 

99.6 
  

Arizona Public Service Company October 18, 2001 filing with the Arizona Corporation 
Commission, including a form of proposed Purchase Power Agreement between Arizona Public 
Service Company and Pinnacle West Capital Corporation. 

  

    
PINNACLE WEST CAPITAL CORPORATION 
 
                                  (Registrant) 

    



PINNACLE WEST CAPITAL CORPORATION  
Exhibit Index to Current Report on Form 8-K  

Exhibit 99.1 

Pinnacle West Capital Corporation 
 
                        Consolidated Operating Statistics 
                            2001 Quarterly Statistics 
 
                                                                                                                      INCREASE
                                                                                                           YTD        (DECREASE)
                                                    1ST QTR       2ND QTR      3RD QTR      4TH QTR       TOTAL      VS PRIOR YTD
                                                   ---------     ---------    ---------    ---------
ELECTRIC OPERATING REVENUES 
  (DOLLARS IN MILLIONS) 
Retail 
  Residential                                      $     173     $     234    $     328                 $     735      $      27
  Business                                               199           258          276                       733              9
                                                   ---------     ---------    ---------    ---------
       Total retail                                      372           492          604                     1,468             36
                                                   ---------     ---------    ---------    ---------
Wholesale marketing and trading 
  Generation other than native load                      121            82           11                       214            182
  Trading and other                                      356           650          805                     1,811            655
                                                   ---------     ---------    ---------    ---------
       Total sales for resale                            477           732          816                     2,025            837
Transmission for others                                    5             5            9                        19              8
Miscellaneous services                                    53            32          102                       187             84
                                                   ---------     ---------    ---------    ---------
       Net electric operating revenues             $     907     $   1,261    $   1,531                 $   3,699      $     965
                                                   ---------     ---------    ---------    ---------
 
ELECTRIC SALES (GWH) 
 
Retail sales 
  Residential                                          2,122         2,468        3,597                     8,187            434
  Business                                             2,823         3,446        3,724                     9,993            203

        
    
Dated: October 18, 2001     By:   /s/ Michael V. Palmeri                                    
             Michael V. Palmeri 
             Vice President, Finance 

Exhibit  
Number       Description of Exhibit 
99.1 

  
Pinnacle West Capital Corporation consolidated quarterly operating statistics and market, weather 
and economic indicators for 1999, 2000, and the quarters ended March 31, 2001, June 30, 2001 and 
September 20, 2001. 

99.2   Pinnacle West Capital Corporation graphical data presentation for the period from January 1, 1999 
through September 30, 2001. 

99.3   Earnings variance explanations for the periods ended September 30, 2001 and 2000. 

99.4 
  

Pinnacle West Capital Corporation condensed consolidated statements of income for the periods 
ended September 30, 2001 and 2000. 

99.5   Glossary of Terms. 

99.6 
  

Arizona Public Service Company October 18, 2001 filing with the Arizona Corporation Commission, 
including a form of proposed Purchase Power Agreement between Arizona Public Service Company 
and Pinnacle West Capital Corporation. 



                                                   ---------     ---------    ---------    ---------
       Total retail                                    4,945         5,914        7,321                    18,180            637
                                                   ---------     ---------    ---------    ---------
Wholesale marketing and trading 
  Generation other than native load                      850           628          118                     1,596            652
  Trading and other                                    3,271         4,213        5,574                    13,058         (3,002)
                                                   ---------     ---------    ---------    ---------
       Total sales for resale                          4,121         4,841        5,692                    14,654         (2,350)
                                                   ---------     ---------    ---------    ---------
       Total electric sales                            9,066        10,755       13,013                    32,834         (1,713)
                                                   ---------     ---------    ---------    ---------
 
RETAIL ELECTRIC SALES (GWH) - WEATHER NORMALIZED 
 
Residential                                            2,039         2,224        3,293                     7,556            (41)
Business                                               2,826         3,315        3,619                     9,760             79
                                                   ---------     ---------    ---------    ---------
       Total                                           4,865         5,539        6,912                    17,316             38
                                                   ---------     ---------    ---------    ---------
 
ELECTRIC CUSTOMERS (END OF PERIOD) 
 
Retail customers 
  Residential                                        776,346       769,730      776,000                   776,000         25,082
  Business                                            97,354        98,389       99,339                    99,339          4,174
                                                   ---------     ---------    ---------    ---------
       Total                                         873,700       868,119      875,339                   875,339         29,256
Wholesale customers                                       69            66           66                        66             (1)
                                                   ---------     ---------    ---------    ---------
        Total customers                              873,769       868,185      875,405                   875,405         29,255
                                                   ---------     ---------    ---------    ---------
 
Customer Growth (% over prior year)                      3.9%          4.0%         3.5%                      3.5%           3.5%
 
RETAIL ELECTRICITY USAGE 
 (KWh/Average Customer) 
 
Residential                                            2,737         3,204        4,652                    10,577            196
Business                                              29,036        35,134       37,668                   101,595         (2,682)
 
RETAIL ELECTRICITY USAGE - WEATHER NORMALIZED 
  (KWh/Average Customer) 
 
Residential                                            2,630         2,888        4,260                     9,762           (410)
Business                                              29,066        33,795       36,607                    99,227         (3,890)
 
ELECTRICITY DEMAND (MW) 
 
System peak demand                                     3,661         5,358        5,687                     5,687            209
 
 
 
 
Pinnacle West Capital Corporation 
 
                        Consolidated Operating Statistics 
                             2001 Quarterly Statistics 
 
                                                                                         INCREASE
                                                                               YTD      (DECREASE)
                                     1ST QTR   2ND QTR   3RD QTR   4TH QTR    TOTAL    VS PRIOR YTD
                                     -------   ---- ---   -------   -------    -----    ------------
ENERGY SOURCES (GWH) 
 
Generation production 
  Nuclear                             2,262     1,9 84     2,320               6,566         (197)



  Coal                                2,900     3,2 46     3,224               9,370           36
  Gas, oil and other                  1,007     1,2 56     1,157               3,420        1,525
                                     ------    ---- --    ------    ------    ------       ------
       Total                          6,169     6,4 86     6,701              19,356        1,364
                                     ------    ---- --    ------    ------    ------       ------
Purchased power 
  Firm load                             381       6 35     1,579               2,595          (36)
  Marketing and trading               3,232     4,0 18     5,504              12,754       (2,496)
                                     ------    ---- --    ------    ------    ------       ------
       Total                          3,613     4,6 53     7,083              15,349       (2,532)
                                     ------    ---- --    ------    ------    ------       ------
       Total energy sources           9,782    11,1 39    13,784              34,705       (1,168)
                                     ------    ---- --    ------    ------    ------       ------
POWER PLANT PERFORMANCE 
 
Capacity Factors 
  Nuclear                                96%       84%       97%                 92%          (2)%
  Coal                                   78%       87%       85%                 84%           1%
  Gas, oil and other                     39%       46%       38%                 46%          22%
  System average                         71%       73%       73%                 74%           7%
 
Generation Capacity Out of Service 
  (average MW/day) 
    Nuclear                              57       1 80        26                  88           29
    Coal                                284       1 66       129                 193           49
    Gas                                  36        52        24                  37           15
    Total                               377       3 98       179                 318           93
 
Generation Fuel Cost ($/MWh)         $19.64    $19. 28    $13.25              $17.30       $ 4.37
 
 
BOOK VALUE PER SHARE                 $28.83    $28. 17    $29.37              $29.37       $ 1.36
 
 
 
 
Pinnacle West Capital Corporation 
 
                 Energy Market, Weather and Economic Indicators 
                            2001 Quarterly Statistics 
 
                                                                                                                  INCREASE
                                                                                                      YTD        (DECREASE)
                                                 1S T QTR      2ND QTR      3RD QTR     4TH QTR       T OTAL      VS PRIOR YTD
                                                 -- -----      -------      -------     -------        
ENERGY MARKET INDICATORS (a) 
 
Electricity Average Daily Spot Prices ($/MWh) 
  On-Peak 
    Palo Verde                                   $2 14.21     $182.71       $ 49.80                  $1 48.91       $ 51.77
    SP15                                         $2 19.66     $186.30       $ 45.61                  $1 50.52       $ 61.59
  Off-Peak 
    Palo Verde                                   $1 30.40     $70.32        $ 27.22                  $7 5.98        $ 37.20
    SP15                                         $1 59.80     $84.78        $ 28.92                  $9 1.16        $ 50.08
 
 
 
 
 
WEATHER INDICATORS 
 
Actual 
  Cooling degree- days                               106       1,733          2,663                   4,502            1 72
  Heating degree-days                               657          43             --                      700            232
  Average humidity                                   50%         25%            31%                     35%           5.7%
10-Year Averages 



  Cooling degree- days                                73       1,405          2,425                   3,903             
  Heating degree-days                               549          33             --                      582             
  Average humidity                                   44%         24%            34%                     34%           0.0%
 
 
 
 
 
ECONOMIC INDICATORS 
 
Building Permits -- Metro Phoenix (b)(c) 
  Single- family                                   8,681       9,270            N/A                  17,951            183
  Multi- family                                    3,918       1,820            N/A                   5,738           (121)
                                                 -- ----      ------        -------                   
       Total                                     12 ,599      11,090            N/A                  23 ,689             62
                                                 -- ----      ------        -------                   
 
Arizona Job Growth (d) 
  Payroll job growth (% over prior year)            2.3%        0.9%           N/A                     0.9%          (2.6)%
  Unemployment rate (%, seasonally adjusted)        4.4%        4.3%           N/A                     4.3%           0.4%
 
 
Sources: 
 
(a)  This price is an average of daily prices obtai ned and used with permission 
     from Dow Jones & Company, Inc. 
(b)  Arizona Real Estate Center, Arizona State Univ ersity College of Business 
(c)  N/A = not yet available 
(d)  Arizona Department of Economic Security 
 
 
 
Pinnacle West Capital Corporation 
 
                        Consolidated Operating Statistics 
                            2000 Quarterly Statistics 
 
                                                                                                                Increase
                                                                                                               (Decrease)
                                                    1st Qtr     2nd Qtr     3rd Qtr     4th Qtr   Tota l Year  vs Prior Year
                                                    -------     -------     -------     -------    
ELECTRIC OPERATING REVENUES 
  (Dollars in  Millions) 
Retail 
  Residential                                      $    157    $    227    $    324    $    172    $    880      $     75
  Business                                              196         253         275         212         936            24
                                                   --------    --------    --------    --------     
       Total retail                                     353         480         599         384       1,816            99
                                                   --------    --------    --------    --------     
Wholesale marketing and trading 
  Generation other than native load                      12           7          13         102         134            91
  Trading and other                                      63         172         921         305       1,461           997
                                                   --------    --------    --------    --------     
       Total sales for resale                            75         179         934         407       1,595         1,088
Transmission for others                                   3           4           4           4          15             4
Miscellaneous services                                   15          57          31           3         106            49
                                                   --------    --------    --------    --------     
       Net electric operating revenues             $    446    $    720    $  1,568    $    798    $  3,532      $  1,240
                                                   --------    --------    --------    --------     
 
ELECTRIC SALES (GWH) 
 
Retail sales 
  Residential                                         1,876       2,371       3,506       2,028       9,781         1,006
  Business                                            2,737       3,379       3,674       2,964      1 2,754           454
                                                   --------    --------    --------    --------     



        Total retail                                  4,613       5,750       7,180       4,992      2 2,535         1,460
                                                   --------    --------    --------    --------     
Wholesale marketing and trading 
  Generation other than native load                     480         278         186         921       1,865           178
  Trading and other                                   2,473       3,629       9,958       3,587      1 9,647         5,641
                                                   --------    --------    --------    --------     
       Total sales for resale                         2,953       3,907      10,144       4,508      2 1,512         5,819
                                                   --------    --------    --------    --------     
       Total electric sales                           7,566       9,657      17,324       9,500      4 4,047         7,279
                                                   --------    --------    --------    --------     
 
RETAIL ELECTRIC SALES (GWH) - WEATHER NORMALIZED 
 
Residential                                           1,986       2,253       3,358       1,920       9,517           664
Business                                              2,741       3,320       3,620       3,004      1 2,685           517
                                                   --------    --------    --------    --------     
       Total                                          4,727       5,573       6,978       4,924      2 2,202         1,181
                                                   --------    --------    --------    --------     
ELECTRIC CUSTOMERS (End of Period) 
 
Retail customers 
  Residential                                       748,120     741,452     750,918     768,574     76 8,574        29,438
  Business                                           92,838      93,649      95,165      96,416      9 6,416         3,963
                                                   --------    --------    --------    --------     
       Total                                        840,958     835,101     846,083     864,990     86 4,990        33,401
Wholesale customers                                      67          67          67          67          67            (6)
                                                   --------    --------    --------    --------     
       Total customers                              841,025     835,168     846,150     865,057     86 5,057        33,395
                                                   --------    --------    --------    --------     
 
Customer Growth (% over prior year)                     4.1%        4.2%        4.3%        4.0%        4.0%          4.0%
 
 
 
 
 
RETAIL ELECTRICITY USAGE 
  (KWh/Average Customer) 
 
Residential                                           2,508       3,198       4,669       2,639      1 3,002           914
Business                                             29,481      36,082      38,607      30,742     13 4,939          (181)
 
RETAIL ELECTRICITY USAGE - WEATHER NORMALIZED 
  (KWh/Average Customer) 
 
Residential                                           2,655       3,039       4,472       2,498      1 2,651           456
Business                                             29,525      35,452      38,039      31,157     13 4,209           539
 
ELECTRICITY DEMAND (MW) 
 
System peak demand                                    3,315       5,095       5,478       4,331       5,478           543
 
 
 
 
Pinnacle West Capital Corporation 
 
                        Consolidated Operating Statistics 
                            2000 Quarterly Statistics 
 
                                                                                                    In crease
                                                                                                   (De crease)
                                      1st Qtr     2 nd Qtr     3rd Qtr     4th Qtr    Total Year   vs P rior Year
                                      -------     - ------     -------     -------    ----------    
ENERGY SOURCES (GWH) 
 



Generation production 
  Nuclear                               2,324       2,090       2,349       2,078       8,841            (8)
  Coal                                  2,828       3,162       3,344       3,175      12,509           634
  Gas, oil and other                      323         526       1,045         889       2,783         1,024
                                       ------      ------      ------      ------      ------         
       Total                            5,475       5,778       6,738       6,142      24,133         1,650
                                       ------      ------      ------      ------      ------         
Purchased power 
  Firm load                               263         819       1,549         455       3,086           126
  Marketing and trading                 2,206       3,184       9,860       3,642      18,892         6,307
                                       ------      ------      ------      ------      ------         
       Total                            2,469       4,003      11,409       4,097      21,978         6,433
                                       ------      ------      ------      ------      ------         
       Total energy sources             7,944       9,781      18,147      10,239      46,111         8,083
                                       ------      ------      ------      ------      ------         
 
POWER PLANT PERFORMANCE 
 
Capacity Factors 
  Nuclear                                  98%         88%         98%         87%         93%            0%
  Coal                                     76%         85%         88%         84%         83%            4%
  Gas, oil and other                       13%         21%         40%         34%         27%           10%
  System average                           63%         67%         77%         70%         69%            4%
 
Generation Capacity Out of Service 
(average MW/day) 
   Nuclear                                 27         129          21         143          80            (1)
   Coal                                   223         124          85         187         155          (109)
   Gas                                      8          43          16          20          22            22
   Total                                  258         296         122         350         257           (89)
 
Generation Fuel Cost ($/MWh)           $10.74      $12.77      $14.84      $16.38      $13.81        $  2.96
 
 
BOOK VALUE PER SHARE                   $26.29      $27.00      $28.01      $28.09      $28.09        $  2.09
 
 
 
 
Pinnacle West Capital Corporation 
 
                 Energy Market, Weather and Economic Indicators 
                            2000 Quarterly Statistics 
 
                                                                                                     I ncrease
                                                                                                    (D ecrease)
                                               1st Qtr   2nd Qtr   3rd Qtr   4th Qtr  Total Year   vs Prior Year
                                               ---- ---   -------   -------   -------  ----------
ENERGY MARKET INDICATORS (a) 
 
Electricity Average Daily Spot Prices ($/MWh) 
  On-Peak 
     Palo Verde                                $30. 52    $90.49    $170.40   $154.33    $111.43        $80.85
     SP15                                      $31. 40    $82.67    $152.74   $162.59    $107.35        $78.03
  Off-Peak 
     Palo Verde                                $22. 97    $31.91    $61.48    $95.72     $53.02         $34.95
     SP15                                      $24. 52    $32.45    $66.28    $119.72    $60.74         $42.29
 
 
 
 
 
WEATHER INDICATORS 
 
Actual 
  Cooling degree- days                              71     1,712     2,547       253      4,583            258



  Heating degree-days                             4 59         9        --        500        968             38
  Average humidity                                 37%       23%       29%       46%        34%             2%
10-Year Averages 
  Cooling degree- days                              73     1,405     2,425       387      4,290             
  Heating degree-days                             5 49        33        --        449      1,031             
  Average humidity                                 44%       24%       34%       39%        36%             0%
 
 
 
 
 
ECONOMIC INDICATORS 
 
Building Permits -- Metro Phoenix (b) 
  Single- family                                 8,163     9, 605     8,331     6,410     32,509           (741)
  Multi- family                                  3,208     2 ,651     2,417     1,952     10,228            623
                                               ---- --    ------    ------    ------     ------          
       Total                                   11,3 71    12,256    10,748     8,362     42,737           (118)
                                               ---- --    ------    ------    ------     ------          
 
Arizona Job Growth (c) 
  Payroll job growth (% over prior year)          4 .5%      3.8%      3.9%      3.3%       3.9%           3.9%
  Unemployment rate (%, seasonally adjusted)      4 .0%      4.0%      3.7%      3.7%       3.9%          (0.5)%
 
 
Sources: 
 
(a)  This price is an average of daily prices obtai ned and used with permission 
     from Dow Jones & Company, Inc. 
(b)  Arizona Real Estate Center, Arizona State Univ ersity College of Business 
(c)  Arizona Department of Economic Security 
 
 
 
Pinnacle West Capital Corporation 
 
                        Consolidated Operating Statistics 
                            1999 Quarterly Statistics 
 
                                                    1ST QTR     2ND QTR     3RD QTR     4TH QTR   TOTA L YEAR
                                                   --------    --------    --------    --------    
ELECTRIC OPERATING REVENUES 
  (DOLLARS IN  MILLIONS) 
Retail 
  Residential                                      $    157    $    189    $    295    $    164    $    805
  Business                                              190         237         269         216         912
                                                   --------    --------    --------    --------     
       Total retail                                     347         426         564         380       1,717
                                                   --------    --------    --------    --------     
Wholesale marketing and trading 
  Generation other than native load                      11           9           8          15          43
  Trading and other                                      50          49         276          89         464
                                                   --------    --------    --------    --------     
       Total sales for resale                            61          58         284         104         507
Transmission for others                                   3           3           3           2          11
Miscellaneous services                                    3          24          17          14          58
                                                   --------    --------    --------    --------     
       Net electric operating revenues             $    414    $    511    $    868    $    500    $  2,293
                                                   --------    --------    --------    --------     
ELECTRIC SALES (GWH) 
 
Retail sales 
  Residential                                         1,796       1,939       3,160       1,880       8,775
  Business                                            2,664       3,239       3,465       2,932      1 2,300
                                                   --------    --------    --------    --------     
       Total retail                                   4,460       5,178       6,625       4,812      2 1,075



                                                   --------    --------    --------    --------     
Wholesale marketing and trading 
  Generation other than native load                     468         389         245         585       1,687
  Trading and other                                   2,378       2,605       6,099       2,924      1 4,006
                                                   --------    --------    --------    --------     
       Total sales for resale                         2,846       2,994       6,344       3,509      1 5,693
                                                   --------    --------    --------    --------     
       Total electric sales                           7,306       8,172      12,969       8,321      3 6,768
                                                   --------    --------    --------    --------     
RETAIL ELECTRIC SALES (GWH) - WEATHER NORMALIZED 
 
Residential                                           1,913       1,939       3,089       1,912       8,853
Business                                              2,672       3,269       3,435       2,792      1 2,168
                                                   --------    --------    --------    --------     
       Total                                          4,585       5,208       6,524       4,704      2 1,021
                                                   --------    --------    --------    --------     
ELECTRIC CUSTOMERS (END OF PERIOD) 
 
Retail customers 
  Residential                                       719,328     712,155     719,887     739,136     73 9,136
  Business                                           89,655      90,318      91,695      92,453      9 2,453
                                                   --------    --------    --------    --------     
       Total                                        808,983     802,473     811,582     831,589     83 1,589
Wholesale customers                                      67          68          73          73          73
                                                   --------    --------    --------    --------     
       Total customers                              809,050     802,541     811,655     831,662     83 1,662
                                                   --------    --------    --------    --------     
 
Customer Growth (% over prior year)                     4.2%        4.2%        4.2%        4.3%        4.3%
RETAIL ELECTRICITY USAGE 
  (KWH/AVERAGE CUSTOMER) 
 
Residential                                           2,497       2,723       4,390       2,544      1 2,088
Business                                             29,714      35,862      37,788      31,713     13 5,120
 
RETAIL ELECTRICITY USAGE - WEATHER NORMALIZED 
  (KWH/AVERAGE CUSTOMER) 
 
Residential                                           2,659       2,723       4,291       2,587      1 2,195
Business                                             29,803      36,194      37,461      30,199     13 3,670
 
 
 
 
 
ELECTRICITY DEMAND (MW) 
 
System peak demand                                    3,343       4,885       4,935       3,881       4,935
 
Pinnacle West Capital Corporation 
 
                        Consolidated Operating Statistics 
                            1999 Quarterly Statistics 
 
                                           1ST QTR     2ND QTR     3RD QTR     4TH QTR   TOTAL YEAR
                                           -------     -------     -------     -------   ----------
ENERGY SOURCES (GWH) 
 
Generation production 
  Nuclear                                   2,295       2,080       2,397       2,077       8,849
  Coal                                      2,677       2,764       3,230       3,204      11,875
  Gas, oil and other                          241         477         557         484       1,759
                                           ------      ------      ------      ------      ------
       Total                                5,213       5,321       6,184       5,765      22,483
                                           ------      ------      ------      ------      ------
Purchased power 



  Firm load                                   290         753       1,470         447       2,960
  Marketing and trading                     2,068       2,255       5,659       2,603      12,585
                                           ------      ------      ------      ------      ------
       Total                                2,358       3,008       7,129       3,050      15,545
                                           ------      ------      ------      ------      ------
       Total energy sources                 7,571       8,329      13,313       8,815      38,028
                                           ------      ------      ------      ------      ------
POWER PLANT PERFORMANCE 
 
Capacity Factors 
  Nuclear                                      98%         88%        100%         87%         93%
  Coal                                         72%         74%         85%         85%         79%
  Gas, oil and other                            9%         18%         21%         18%         17%
  System average                               61%         61%         71%         66%         65%
 
Generation Capacity Out of Service 
(average MW/day) 
  Nuclear                                      36         135           3         152          82
  Coal                                        337         368         177         172         264
  Gas*                                         --          --          --          --          --
       Total                                  373         503         180         324         345
 
Generation Fuel Cost ($/MWh)               $10.00      $10.96      $11.02      $11.33      $10.85
 
 
BOOK VALUE PER SHARE                       $25.49      $25.58      $25.84      $26.00      $26.00
 
 
*    Gas unit replacement energy not calculated in 1999 
 
 
 
Pinnacle West Capital Corporation 
 
                 Energy Market, Weather and Economic Indicators 
                            1999 Quarterly Statistics 
 
                                                    1ST QTR     2ND QTR     3RD QTR     4TH QTR    TOT AL YEAR
                                                    -------     -------     -------     -------     
ENERGY MARKET INDICATORS (A) 
 
Electricity Average Daily Spot Prices ($/MWh) 
  On-Peak 
    Palo Verde                                      $21.57      $29.02      $38.46      $33.31       $ 30.59
    SP15                                            $21.26      $27.17      $35.01      $33.84       $ 29.32
  Off-Peak 
    Palo Verde                                      $13.94      $15.33      $20.73      $22.26       $ 18.07
    SP15                                            $13.68      $14.47      $20.60      $25.06       $ 18.45
 
WEATHER INDICATORS 
 
Actual 
  Cooling degree- days                                   71       1,3 12       2,353         589        4,325
  Heating degree-days                                  459         112          --          359          930
  Average humidity                                      34%         27%         40%         28%          32%
10-Year Averages 
  Cooling degree- days                                   73       1,4 05       2,425         387        4,290
  Heating degree-days                                  549          33          --          449        1,031
  Average humidity                                      44%         24%         34%         40%          35%
 
ECONOMIC INDICATORS 
 
Building Permits -- Metro Phoenix (b) 
  Single- family                                      8,873       9,299       8,223       6,855       33,250
  Multi- family                                       2,337       2,396       1,861       3,011        9,605
                                                    ------      ------      ------      ------        



       Total                                        11,210      11,695      10,084       9,866       4 2,855
                                                    ------      ------      ------      ------        
Arizona Job Growth (c) 
  Payroll job growth (% over prior year)               3.9%        4.4%        4.6%        4.2%         4.3%
  Unemployment rate (%, seasonally adjusted)           4.4%        4.4%        4.3%        4.3%         4.4%
 
 
Sources: 
 
(a)  This price is an average of daily prices obtai ned and used with permission 
     from Dow Jones & Company, Inc. 
 
(b)  Arizona Real Estate Center, Arizona State Univ ersity College of Business 
(c)  Arizona Department of Economic Security 
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Exhibit 99.3 

Pinnacle West Capital Corporation 
                         Earnings Variance Explanations 
                  For Periods Ended September 30, 2001 and 2000 
 
     This discussion explains the changes in our ea rnings for the three, nine 
and twelve months ended September 30, 2001 and 2000 . We suggest this section be 
read along with the Pinnacle West Quarterly Reports  on Form 10-Q for the fiscal 
quarters ended June 30, 2001 and March 31, 2001, an d the Pinnacle West Annual 
Report on Form 10-K for the fiscal year ended Decem ber 31, 2000. Consolidated 
income statements for the three, nine and twelve mo nths ended September 30, 2001 
and 2000 follow this discussion. 
 
 
 
OPERATING RESULTS 
 
     The following table summarizes net income for the three, nine and twelve 
months ended September 30, 2001 and the comparable prior year periods for 
Pinnacle West and each of its subsidiaries (dollars  in millions): 
 
                                   3 Months Ended      9 Months Ended     12 Months Ended 
                                    September 30,       September 30,      September 30, 
                                  ----------------    ----------------    ---------------- 
                                   2001      2000      2001      2000      2001      2000 
                                  ------    ------    ------    ------    ------    ------ 
Arizona Public Service (APS)      $  108    $  124    $  242    $  253    $  296    $  288 
Pinnacle West Energy                  13        (1)        14        (2)       14        (1) 



APS Energy Services                   (3)       --       (10)       (4)      (19)       (8) 
SunCor                                 2         2         3         8         6        11 
El Dorado                             --        (9)        --         7        (5)       18 
Parent Company (a)                    42        --        42        (2)       42        (3) 
                                  ------    ------    ------    ------    ------    ------ 
Income before accounting change      162       116       291       260       334       305 
Cumulative effect of a change 
  in accounting - net of 
  income taxes                       (12)       --       (15)       --       (15)       -- 
                                  ------    ------    ------    ------    ------    ------ 
Net income                        $  150    $  116    $  276    $  260    $  319    $  305 
 
                                  ======    ======    ======    ======    ======    ====== 
 
(a) The 2001 amount primarily includes power tradin g activities. 
 
     OPERATING RESULTS - THREE-MONTH PERIOD ENDED S EPTEMBER 30, 2001 COMPARED 
     WITH THREE-MONTH PERIOD ENDED SEPTEMBER 30, 20 00 
 
     Our consolidated net income for the three mont hs ended September 30, 2001 
was $150 million compared with $116 million for the  same period in the prior 
year. In July 2001, we recognized a $12 million aft er-tax loss in net income as 
a cumulative effect of a change in accounting for d erivatives, as required by 
SFAS No. 133, "Accounting for Derivative Instrument s and Hedging Activities" 
(SFAS No. 133). 
 
     Income before accounting change for the three months ended September 30, 
2001 was $162 million compared with $116 million fo r the same period in the 
prior year. The major factors that increased (decre ased) income before 
accounting change were as follows (dollars in milli ons): 
 
 
 
                                                                       Increase/ 
                                                                      (Decrease) 
                                                                      ---------- 
Increased margin on structured power trading activi ties                 $   52 
Increased margin on power marketing, other trading 
  and wholesale activities                                                  33 
Higher margin from retail sales                                              5 
Retail price reductions                                                     (9) 
Higher replacement power costs on plant outages                             (6) 
SFAS No. 133 accounting adjustment                                          17 
                                                                        ------ 
  Increase in revenues, net of purchased power and fuel expense             92 
Higher operations and maintenance expense primarily  related to 
  generation summer reliability program                                    (37) 
Higher other income primarily related to El Dorado                          13 
Miscellaneous items, net                                                     8 
                                                                        ------ 
  Net increase in income before income taxes                                76 
  Higher income taxes primarily due to higher incom e                       (30) 
                                                                        ------ 
  Net increase in income before accounting change                       $   46 
                                                                        ====== 
 
 
     Electric operating revenues decreased approxim ately $37 million primarily 
because of: 
 
*    change in power marketing, trading and wholesa le revenues ($42 million, net 
     decrease): 
     *    increased trading revenues related to str uctured power trading 
          activities ($128 million); 
     *    decreased wholesale revenues primarily re lated to generation sales 
          other than for native load ($2 million); 



     *    decreased power marketing revenues relate d to other trading and other 
          wholesale activities ($168 million); 
*    increased retail revenues primarily related to  higher sales volumes due to 
     weather impacts and customer growth, partially  offset by lower average 
     usage per customer ($14 million); and 
*    decreased retail revenues related to the reduc tion in retail electricity 
     prices ($9 million). 
 
     Purchased power and fuel expenses decreased ap proximately $129 million 
primarily because of: 
 
*    changes related to power marketing, trading an d wholesale sales ($127 
     million, net decrease): 
     *    increased trading costs related to struct ured power trading activities 
          ($76 million); 
     *    decreased costs related to generation oth er than native load ($5 
          million); 
     *    decreased power marketing costs related t o other trading and other 
          wholesale activities ($198 million); 
*    decreased costs for a SFAS No. 133 adjustment related to changes in 
     electricity and gas market prices ($17 million ); 
*    increased costs related to higher retail sales  volumes and associated 
     higher purchased power and fuel prices ($9 mil lion); and 
*    higher replacement power costs primarily for i ncreased plant outages ($6 
     million). 
 
     The increase in operations and maintenance exp enses of $37 million 
primarily related to the generation summer reliabil ity program (the addition of 
approximately 500 MW of generating capability to en hance reliability for the 
summer of 2001, particularly the leasing of gas-fir ed portable generators) ($29 
million) and other costs ($8 million). 
 
     Depreciation and amortization decreased $6 mil lion primarily because of 
lower regulatory asset amortization. 
 
     Net other income increased $13 million primari ly because of a change in the 
market value of El Dorado's investment in a technol ogy-related venture capital 
partnership in the prior-year period. 
 
     Interest expense decreased by $6 million prima rily because of increased 
capitalized interest resulting from our generation expansion plan. 
 
     OPERATING RESULTS - NINE-MONTH PERIOD ENDED SE PTEMBER 30, 2001 COMPARED 
     WITH NINE-MONTH PERIOD ENDED SEPTEMBER 30, 200 0 
 
     Our consolidated net income for the nine month s ended September 30, 2001 
was $276 million compared with $260 million for the  same period in the prior 
year. In 2001, we recognized a $15 million after-ta x loss in net income as a 
cumulative effect of a change in accounting for der ivatives, as required by SFAS 
No. 133. 
 
     Income before accounting change for the nine m onths ended September 30, 
2001 was $291 million compared with $260 million fo r the same period in the 
prior year. The major factors that increased (decre ased) income before 
accounting change were as follows (dollars in milli ons): 
 
 
 
                                                                       Increase/ 
                                                                      (Decrease) 
                                                                      ---------- 
Increased margin on generation sales other than nat ive load             $  118 
Increased margin on power marketing, other trading 
  and wholesale activities                                                  80 
Increased margin on structured power trading activi ties                     52 
Lower margin from retail sales                                             (10) 



Retail price reductions                                                    (22) 
SFAS No. 133 accounting adjustments                                          9 
Higher replacement power costs for plant outages                           (94) 
                                                                        ------ 
Increase in revenues, net of purchased power and fu el expense              133 
Higher operations and maintenance expenses primaril y related to 
  generation and other costs                                               (77) 
Lower other income primarily related to El Dorado                          (13) 
Miscellaneous items, net                                                     9 
                                                                        ------ 
  Net increase in income before income taxes                                52 
  Higher income taxes primarily due to higher incom e                       (21) 
                                                                        ------ 
  Net increase in income before accounting change                       $   31 
                                                                        ====== 
 
 
         Electric operating revenues increased appr oximately $964 million primarily 
because of: 
 
*    change in power marketing, trading and wholesa le revenues ($928 million, 
     net increase): 
     *    increased trading revenues related to str uctured power trading 
          activities ($128 million); 
     *    increased wholesale revenues primarily re lated to generation sales 
          other than for native load ($182 million) ; 
     *    increased power marketing revenues relate d to other trading and other 
          wholesale activities ($618 million); 
*    increased retail revenues primarily related to  higher sales volumes due to 
     weather impacts and customer growth, partially  offset by lower average 
     usage per customer ($58 million); and 
*    decreased retail revenues related to reduction s in retail electricity 
     prices ($22 million). 
 
     Purchased power and fuel expenses increased ap proximately $831 million 
primarily because of: 
 
*    changes related to power marketing, trading an d wholesale sales ($678 
     million, net increase): 
     *    increased trading costs related to struct ured power trading activities 
          ($76 million); 
     *    increased costs related to generation oth er than native load ($64 
          million); 
     *    increased power marketing costs related t o other trading and other 
          wholesale activities ($538 million); 
*    higher replacement power costs primarily for i ncreased plant outages ($94 
     million), including costs of $12 million relat ed to the Palo Verde outage 
     extension to replace fuel control element asse mblies; 
*    increased costs related to higher retail sales  volumes and associated 
     higher purchased power and fuel prices ($68 mi llion); and 
*    decreased costs related to SFAS No. 133 adjust ments related to changes in 
     electricity and gas market prices ($9 million) . 
 
     The increase in operations and maintenance exp enses of $77 million 
primarily related to the generation summer reliabil ity program (the addition of 
approximately 500 MW of generating capability to en hance reliability for the 
summer of 2001) and increased power plant maintenan ce ($56 million), increased 
pension and other costs ($16 million) and a provisi on for credit exposure 
related to the California energy situation ($5 mill ion). 
 
     Depreciation and amortization decreased $7 mil lion primarily because of 
lower regulatory asset amortization. 
 
     Net other income decreased by $13 million prim arily because of a change in 
the market value of El Dorado's investment in a tec hnology-related venture 
capital partnership in the prior year period and ot her non-operating costs, 



partially offset by an insurance recovery of enviro nmental remediation costs. 
 
     Interest expense decreased by $16 million prim arily because of increased 
capitalized interest resulting from our generation expansion plan. 
 
     OPERATING RESULTS - TWELVE-MONTH PERIOD ENDED SEPTEMBER 30, 2001 COMPARED 
     WITH TWELVE-MONTH PERIOD ENDED SEPTEMBER 30, 2 000 
 
     Our consolidated net income for the twelve mon ths ended September 30, 2001 
was $319 million compared with $305 million for the  same period in the prior 
year. In 2001, we recognized a $15 million after-ta x loss in net income as a 
cumulative effect of a change in accounting for der ivatives, as required by SFAS 
No.133. 
 
     Income before accounting change for the twelve  months ended September 30, 
2001 was $334 million compared with $305 million fo r the same period in the 
prior year. The major factors that increased (decre ased) income before 
accounting change were as follows (dollars in milli ons): 
 
 
 
                                                                       Increase/ 
                                                                      (Decrease) 
                                                                      ---------- 
Increased margin on generation sales other than nat ive load             $  163 
Increased margin on power marketing, other trading 
  and wholesale activities                                                  83 
Increased margin on structured power trading activi ties                     52 
Retail price reductions                                                    (27) 
Lower margin from retail sales                                             (13) 
SFAS 133 accounting adjustments                                              9 
Higher replacement power costs for plant outages                          (116) 
                                                                        ------ 
  Increase in revenues, net of purchased power and fuel expense            151 
Higher operations and maintenance expense primarily  related to 
  generation and other costs                                               (68) 
Lower other income primarily related to El Dorado                          (39) 
Miscellaneous items, net                                                    11 
                                                                        ------ 
  Net increase in income before income taxes                                55 
  Higher income taxes primarily due to higher incom e                       (26) 
                                                                        ------ 
  Net increase in income before accounting change                       $   29 
                                                                        ====== 
 
 
     Electric operating revenues increased approxim ately $1.26 billion because 
of: 
 
*    change in power marketing, trading and wholesa le revenues ($1.22 billion, 
     net increase): 
     *    increased trading revenues related to str uctured power trading 
          activities ($128 million); 
     *    increased wholesale revenues primarily re lated to generation sales 
          other than for native load ($269 million) ; 
     *    increased power marketing revenues relate d to other trading and other 
          wholesale activities ($825 million); 
*    increased retail revenues primarily related to  higher sales volumes due to 
     weather impacts and customer growth, partially  offset by lower average 
     usage per customer ($67 million); and 
*    decreased retail revenues related to the reduc tion in retail electricity 
     prices ($27 million). 
 
     Purchased power and fuel expenses increased ap proximately $1.11 billion 
primarily because of: 
 



*    changes related to power marketing, trading an d wholesale sales ($924 
     million, net increase): 
     *    increased trading costs related to struct ured power trading activities 
          ($76 million); 
     *    increased costs related to generation oth er than native load ($106 
          million); 
     *    increased power marketing costs related t o other trading and other 
          wholesale activities ($742 million); 
*    higher replacement power costs primarily for i ncreased plant outages ($116 
     million), including costs of $12 million relat ed to the Palo Verde outage 
     extension to replace fuel control element asse mblies; 
*    higher costs related to retail sales volumes a nd associated purchased power 
     and fuel prices ($80 million); and 
*    decreased costs for SFAS No. 133 adjustments r elated to changes in 
     electricity and gas market prices ($9 million) . 
 
     The increase in operations and maintenance exp enses of $68 million 
primarily related to generation summer reliability programs (the addition of 
500MW of generating capability to enhance reliabili ty for the summer of 2001) 
and increased power plant maintenance ($61 million) , increased pension and other 
costs ($10 million), and provisions for credit expo sure related to the 
California energy situation ($10 million), partiall y offset by approximately $13 
million of non-recurring items recorded in the four th quarter of 1999. 
 
     Net other income decreased $39 million primari ly because of a change in the 
market value of El Dorado's investment in a technol ogy-related venture capital 
partnership in the prior year period and other non- operating costs offset by an 
insurance recovery of environmental remediation cos ts. 
 
 
     Interest expense decreased by $19 million prim arily because of increased 
capitalized interest resulting from our generation expansion plan. 

Exhibit 99.4 

PINNACLE WEST CAPITAL CORPORATION 
                  CONDENSED CONSOLIDATED STATEMENTS OF INCOME 
                                  (unaudited) 
                (dollars in thousands, except per share amounts) 
 
                                                                            Three Months Ended 
                                                                               September 30, 
                                                                         --------------------------
                                                                            2001           2000  
                                                                         -----------    -----------
Operating Revenues 
  Electric                                                               $ 1,531,005    $ 1,567,960
  Real estate                                                                 43,024         39,396
                                                                         -----------    -----------
       Total                                                               1,574,029      1,607,356
                                                                         -----------    -----------
Operating Expenses 
  Purchased power and fuel                                                   949,436      1,078,860
  Operations and maintenance                                                 150,916        113,519
  Real estate operations                                                      37,803         33,980
  Depreciation and amortization                                              107,932        114,092
  Taxes other than income taxes                                               29,336         25,641
                                                                         -----------    -----------
       Total                                                               1,275,423      1,366,092
                                                                         -----------    -----------
Operating Income                                                             298,606        241,264
 
Other Income (Expense)                                                        (1,930)       (14,833)
                                                                         -----------    -----------
 
Income Before Interest and Income Taxes                                      296,676        226,431



                                                                         -----------    -----------
Interest Expense 
  Interest charges                                                            42,531         41,684
  Capitalized interest                                                       (12,450)        (5,240)
                                                                         -----------    -----------
      Total                                                                   30,081         36,444
                                                                         -----------    -----------
 
Income Before Income Taxes                                                   266,595        189,987
 
Income Taxes                                                                 104,096         73,938
                                                                         -----------    -----------
Income Before Accounting Change                                              162,499        116,049
 
Cumulative Effect of a Change in Accounting for Der ivatives 
  -  Net of Income Tax Benefit of $8,099                                      (12,446)            
                                                                         -----------    -----------
 
Net Income                                                               $   150,053    $   116,049
                                                                         ===========    ===========
 
Average Common Shares Outstanding -  Basic                                     84,721         84,745
 
Average Common Shares Outstanding  -  Diluted                                  84,909         85,012
 
Earnings Per Average Common Share Outstanding 
  Income Before Accounting Change -  Basic                                $      1.92    $      1.37
  Net Income -  Basic                                                            1.77           1.37
  Income Before Accounting Change -  Diluted                                     1.91           1.37
  Net Income -  Diluted                                                          1.77           1.37
 
PINNACLE WEST CAPITAL CORPORATION 
                  CONDENSED CONSOLIDATED STATEMENTS OF INCOME 
                                  (unaudited) 
                (dollars in thousands, except per share amounts) 
 
                                                                               Nine Months Ended
                                                                                 September 30, 
                                                                          --------------------------
                                                                             2001           2000
                                                                          -----------    -----------
Operating Revenues 
  Electric                                                                $ 3,698,857    $ 2,734,362
  Real estate                                                                 107,813        117,659
                                                                          -----------    -----------
       Total                                                                3,806,670      2,852,021
                                                                          -----------    -----------
 
Operating Expenses 
  Purchased power and fuel                                                  2,324,617      1,493,535
  Operations and maintenance                                                  408,305        331,301
  Real estate operations                                                      101,248        101,374
  Depreciation and amortization                                               318,842        325,393
  Taxes other than income taxes                                                80,101         76,643
                                                                          -----------    -----------
       Total                                                                3,233,113      2,328,246
                                                                          -----------    -----------
Operating Income                                                              573,557        523,775
 
Other Income (Expense)                                                            569         13,620
                                                                          -----------    -----------
 
Income Before Interest and Income Taxes                                       574,126        537,395
                                                                          -----------    -----------
Interest Expense 
  Interest charges                                                            129,103        123,283



  Capitalized interest                                                        (35,404)       (13,875)
                                                                          -----------    -----------
      Total                                                                    93,699        109,408
                                                                          -----------    -----------
 
Income Before Income Taxes                                                    480,427        427,987
 
Income Taxes                                                                  188,866        167,967
                                                                          -----------    -----------
Income Before Accounting Change                                               291,561        260,020
 
Cumulative Effect of a Change in Accounting for Der ivatives 
  -  Net of Income Tax Benefit of $9,892                                       (15,201)            
                                                                          -----------    -----------
 
Net Income                                                                $   276,360    $   260,020
                                                                          ===========    ===========
 
Average Common Shares Outstanding -  Basic                                      84,731         84,735
 
Average Common Shares Outstanding  -  Diluted                                   84,972         84,901
 
Earnings Per Average Common Share Outstanding 
  Income Before Accounting Change -  Basic                                 $      3.44    $      3.07
  Net Income -  Basic                                                             3.26           3.07
  Income Before Accounting Change -  Diluted                                      3.43           3.06
  Net Income -  Diluted                                                           3.25           3.06
 
PINNACLE WEST CAPITAL CORPORATION 
                  CONDENSED CONSOLIDATED STATEMENTS OF INCOME 
                                  (unaudited) 
                (dollars in thousands, except per share amounts) 
 
                                                                              Twelve Months Ended
                                                                                 September 30, 
                                                                           --------------------------
                                                                              2001           2000
                                                                           -----------    -----------
Operating Revenues 
  Electric                                                                 $ 4,496,305    $ 3,234,499
  Real estate                                                                  148,519        163,958
                                                                           -----------    -----------
       Total                                                                 4,644,824      3,398,457
                                                                           -----------    -----------
Operating Expenses 
  Purchased power and fuel                                                   2,763,873      1,653,139
  Operations and maintenance                                                   527,206        458,715
  Real estate operations                                                       134,296        142,497
  Depreciation and amortization                                                424,678        427,496
  Taxes other than income taxes                                                103,238        100,221
                                                                           -----------    -----------
       Total                                                                 3,953,291      2,782,068
                                                                           -----------    -----------
Operating Income                                                               691,533        616,389
 
Other Income (Expense)                                                         (13,463)        25,256
                                                                           -----------    -----------
 
Income Before Interest and Income Taxes                                        678,070        641,645
                                                                           -----------    -----------
Interest Expense 
  Interest charges                                                             172,265        162,913
  Capitalized interest                                                         (43,167)       (15,286)
                                                                           -----------    -----------
       Total                                                                   129,098        147,627
                                                                           -----------    -----------



 
Income Before Income Taxes                                                     548,972        494,018
 
Income Taxes                                                                   215,099        189,197
                                                                           -----------    -----------
Income Before Accounting Change                                                333,873        304,821
 
Cumulative Effect of a Change in Accounting for Der ivatives 
  -  Net of Income Tax Benefit of $9,892                                        (15,201)            
                                                                           -----------    -----------
 
Net Income                                                                 $   318,672    $   304,821
                                                                           ===========    ===========
 
Average Common Shares Outstanding -  Basic                                       84,730          84,732
 
Average Common Shares Outstanding  -  Diluted                                    84,984         84,898
 
Earnings Per Average Common Share Outstanding 
  Income Before Accounting Change -  Basic                                  $      3.94     $      3.60
  Net Income -  Basic                                                              3.76           3.60
 
  Income Before Accounting Change -  Diluted                                       3.93            3.59
 
  Net Income - Diluted                                                            3.75           3.59

Exhibit 99.5 

Pinnacle West Capital Corporation  
Glossary of Terms  

Arizona Job Growth   Percentage growth over the prior year in total non-farm payroll 
employment for the state of Arizona, non-seasonally adjusted. 

Average Generation Capacity Out of Service   Total capacity required and economic yet unavailable due to 
scheduled or unscheduled outages. Measured in megawatts per day. 

Capacity Factor 
  

The ratio of the average operating load of an electric power 
generating unit for a period of time to the capacity rating of the unit 
during that period. 

Capacity On-Line 
  

Net accredited capacity of the company-owned share of active 
generating units. Measured in megawatts. 

Coal Energy Production 
  

Amount of net energy produced by coal-fueled generators. Measured 
in gigawatt-hours. 

Degree-Days - Cooling 

  

A measure of temperatures designed to indicate the amount of 
cooling demand each month. Cooling degree-days are calculated by 
summing the difference between each day's actual average 
temperature and a base temperature of 65°F for the month. Average 
temperatures less than the base temperature are ignored. 

Degree-Days - Heating 

  

A measure of temperatures designed to indicate the amount of 
heating demand each month. Heating degree-days are calculated by 
summing the difference between each day's actual average 
temperature and a base temperature of 65°F for the month. Average 
temperatures greater than the base temperature are ignored. 

Gas/Oil/Other Energy Production 
  

Amount of net energy predominately produced by natural gas and 
oil-fueled generators. A small amount of energy from hydroelectric 
and solar power plants is also included. Measured in gigawatt-hours. 



Generation Other Than Native Load 
  

Sales of electricity from generation owned by the company that is 
over and above the amount required to serve retail customers and 
long-term wholesale contracts. 

Gigawatt-hour (gwh)   A unit of energy equivalent to 1,000 megawatt-hours or 1,000,000 
kilowatt-hours. 

Long-term Contracts 
  

Wholesale sales resulting from unique long-term contracts held by 
the company with various entities for the supply of electricity at 
agreed-upon prices. 

Megawatt (MW)   One million watts. 

Megawatt-hour (MWh)   A unit of energy equivalent to 1,000 kilowatt-hours. 

MMBTU 
  

One million British thermal units. A British thermal unit (Btu) is a 
measure of heat. 

Nuclear Energy Production 
  

Amount of net energy produced by nuclear-fueled generators. 
Measured in gigawatt-hours. 

Palo Verde - Off-Peak 

  

Electricity average daily spot prices at Palo Verde substation during 
off-peak hours. It measures electric prices at the producer level and is 
the result of real time prices used for benchmarking, price 
comparisons, and establishing price contracts. Measured in dollars 
per megawatt-hour. 

Palo Verde - On-Peak 

  

Electricity average daily spot prices at Palo Verde substation during 
on-peak hours. It measures electric prices at the producer level and is 
the result of real time prices used for benchmarking, price 
comparisons, and establishing price contracts. Measured in dollars 
per megawatt-hour. 

Purchased Power - Firm Load 
  

Power purchased from wholesale market sources used to serve 
regulated retail demand and long-term wholesale contracts. Measured 
in gigawatt-hours. 

Purchased Power - Marketing and Trading 
  

Power purchased from wholesale market sources used to serve 
marketing and trading sales not served by company-owned 
generation. Measured in gigawatt-hours. 

Residential Building Permits 

  

The number of residential dwellings permitted to be built by 
authorized agencies in Maricopa County, Arizona. Single-family 
refers to detached buildings intended to be occupied by one family. 
Multi-family permits represent the number of units authorized to be 
built in condominium, townhouse and apartment complexes. 

Retail Customer 
  

Residential, commercial industrial, irrigation, and streetlight 
electricity customers. Customers are generally defined as the number 
of active accounts. 

Retail Customer Growth   Percentage growth over the prior year in retail. 

Retail Electricity Usage 
  

Total retail sales for a period divided by the average retail customers 
for the same period. Measured in kilowatt-hours per average 
customer. 

Retail Sales 

  

Sales of electricity made directly to retail customers or ultimate 
customers. Residential retail sales are sales to households. Business 
retail sales include commercial, industrial, irrigation, and 
streetlighting sales. Measured in gigawatt-hours. 

SP15 - Off-Peak Electricity average daily spot prices at SP15, a region of California 
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IN THE MATTER OF ARIZONA PUBLIC    | 
SERVICE COMPANY'S REQUEST FOR A    | 
VARIANCE OF CERTAIN REQUIREMENTS   | 
OF A.A.C. R14-2-1606               |                  DOCKET NO. E-01345A-01-___ 
------------------------------------ 
 
 
 
                    REQUEST OF ARIZONA PUBLIC SERVI CE COMPANY 
             FOR A PARTIAL VARIANCE TO A.A.C. R14-2 -1606(B) AND FOR 
                     APPROVAL OF A PURCHASE POWER A GREEMENT 
 
     An examination of the current and likely futur e state of the volatile 
wholesale power market has led Arizona Public Servi ce Company ("APS" or 
"Company") to the inescapable conclusion that adher ence to the competitive 
bidding requirements of the Electric Competition Ru les will not produce the 
intended result of reliable retail electric service  for Standard Offer customers 
at reasonable rates. Moreover, it would not constit ute a prudent power 
acquisition strategy under such circumstances. Acco rdingly, APS hereby requests 
that the Arizona Corporation Commission ("Commissio n") grant the Company a 
partial variance to A.A.C. R14-2-1606(B) ("Rule 160 6")(1), which Rule would 
otherwise obligate APS to acquire all of its custom ers' Standard Offer 
generation requirements from the competitive market  (with at least 50% of that 
coming through an untested and unspecified "competi tive bidding" process) 
beginning in 2003. 
 

  

substations, during off-peak hours. It measures electric prices at the 
producer level and is the result of real time prices used for 
benchmarking, price comparisons, and establishing price contracts. 
Measured in dollars per megawatt-hour. 

SP15 - On-Peak 

  

Electricity average daily spot prices at SP15, a region of California 
substations, during on-peak hours. It measures electric prices at the 
producer level and is the result of real time prices used for 
benchmarking, price comparisons, and establishing price contracts. 
Measured in dollars per megawatt-hour. 

System Peak Demand 
  

The demand for electricity during the one hour of highest use each 
month. Measured in megawatts. 

Trading and Other Sales 
  

All wholesale sales not accounted for in sales under long-term 
contracts or sales of generation other than native load. These sales 
would be served by power purchased from the wholesale market. 

Weather Normalized   Adjusted to exclude the effects of abnormal weather patterns. 

Wholesale Marketing and Trading Sales 
  

Sales of electricity to other electric companies power marketers, or 
public entities for the purpose of resale. Measured in gigawatt-hours. 



---------- 
(1)  A.A.C. R14-2-1816(C) specifically allows the C ommission to grant "variances 
     or exemptions" to the Electric Competition Rul es (A.A.C. R14-2-1601, ET 
     SEQ.). 
 
     In conjunction with the requested partial vari ance, APS further asks the 
Commission to approve as just and reasonable the at tached long-term purchase 
power agreement ("PPA") between the Company and Pin nacle West Capital 
Corporation ("PWCC"). The PPA represents a firm con tract backed by the physical 
assets of a diverse portfolio of Arizona-based gene ration supplies dedicated to 
APS Standard Offer customers. 
 
     For the reasons set forth below, APS believes this partial variance and the 
PPA are in the public interest and represent the so rt of prudent power 
acquisition strategy that is at the heart of Rule 1 606. The Company therefore 
requests that the Commission act on these matters b y year's end. 
 
                                       I. 
                                  INTRODUCTION 
 
     APS has never construed the Commission's Elect ric Competition Rules as 
abrogating the Company's responsibility to provide reliable and 
reasonably-priced service to its customers. To that  end, APS (through its 
electric generation affiliate) has invested more th an a billion dollars since 
1999 to reliably meet the needs of APS consumers. I ndeed, the genesis of this 
partial variance request is the Company's deep conc ern over the need for 
continued reliable service to APS Standard Offer cu stomers in an increasingly 
competitive yet unstable wholesale generation marke t. That instability is 
evidenced by the almost 54,000% swing in wholesale energy prices over the past 
eighteen months. Such wild price variability is ind isputable evidence of the 
illiquid nature of the competitive markets in the W est - a factor clearly not 
contemplated when Rule 1606 was first drafted - and  the over-reliance by many 
western energy suppliers on volatile natural gas su pplies. 
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     Perhaps more important than the price risk inh erent in relying totally on 
the competitive wholesale power market is the relia bility risk. None of the 
merchant plant owners upon whom APS customers would  be dependent under Rule 1606 
has any responsibility for APS system reliability. 
 
     Because APS does assume that responsibility, i t has continued to task its 
affiliates [Pinnacle West Energy Corporation ("PWEC ") and PWCC] with the job of 
building and otherwise acquiring the generating res ources demanded by its 
Arizona customers. Granting the requested variance will benefit APS Standard 
Offer customers by providing them with continued ac cess to a highly reliable and 
fuel diverse source of electric power through the e nd of 2015. This will enable 
APS customers to avoid the severe electric price sp ikes and capacity shortages 
that have plagued other western states in the last few years. 
 
     Aside from considerations of electric supply r eliability and electric price 
stability, there is the very real issue of Rule 160 6's impracticality. Under 
Rule 1606, APS would have to bid out almost 3000 MW  (including reserves) of 
system load. APS believes there are few if any non- affiliated generators that 
will be able to provide such a large block of power  in 2003 or for several years 
after that. The thinner the supply market, the high er the anticipated cost to 
APS consumers from competitive bidding. If the mark et is so thin that it cannot 
supply at any price the full 3000 plus MW, APS woul d be able neither to comply 
with Rule 1606 nor meet the expected demands of Ari zona consumers. 
 
     Faced with a Rule that either could not be com plied with or complied with 
only at the expense of its customers, and mindful o f PWEC's significant and 
tangible financial commitment to APS reliability, t he Company believed a 
long-term supply agreement 
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with its power marketing and trading affiliate, PWC C - an agreement that 
combines long-term stability with market opportunit ies - would be a more prudent 
course of action. The result of these discussions w as a PPA between PWCC and APS 
that would address all the additional Standard Offe r capacity, energy, and 
reserve requirements of the Company through the yea r 2015. In addition to 
providing a reasonably-priced, diverse and reliable  source of power through at 
least 2015, the PPA will obligate PWCC to be the wh olesale "provider of last 
resort" to APS. As "provider of last resort," PWCC will step in to supply 
Standard Offer generation to APS under any foreseea ble eventuality. This assures 
reliability of generation service to APS even durin g unstable market conditions 
or in the event of unplanned losses of generating u nits in Arizona. APS is 
firmly convinced that absent this PPA, the Company' s acquisition costs of 
Standard Offer power would be higher and more volat ile and the reliability of 
that supply degraded. 
 
     Finally, APS wishes to make it clear from the outset that it seeks 
absolutely no change in the current ability of APS customers to choose 
competitive retail suppliers of Commission-designat ed "Competitive Electric 
Services," including electric generation. This righ t of choice is recognized by 
both the Commission's Electric Competition Rules an d the 1999 APS Settlement 
Agreement. The Company supports customer choice and  believes the continued 
availability from APS of reliable and reasonably-pr iced Standard Offer service 
is an important component of that customer choice, especially for residential 
and small commercial consumers. 
 
     In addition to its continued support for direc t retail competition by 
independent power producers, APS has required that the PPA allow an opportunity 
for participation 
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by these non-affiliated power providers in supplyin g APS Standard Offer 
generation needs. Under terms of the PPA, PWCC must  obtain an increasing amount 
of the Company's Standard Offer requirements, up to  1670 MWs (or 23% of APS peak 
load) by 2008, through competitive bidding. 
 
                                       II. 
                THE REQUESTED VARIANCE IS IN THE PU BLIC INTEREST 
 
     In relevant part, Rule 1606 states: 
 
     After January 1, 2001, power purchased by an i nvestor owned Utility 
     Distribution Company [e.g., APS] for Standard Offer Service shall be 
     acquired from the competitive market through p rudent arm's length 
     transactions, and with at least 50% through a competitive bid process. 
 
This provision was modified in Decision No. 61973 ( October 6, 1999), which 
Decision adopted, with certain modifications not re levant to this request, the 
APS Settlement Agreement of May 14, 1999. Decision No. 61973 provided: "[A] 
similar two-year extension shall be authorized for compliance with A.A.C. 
R14-2-1606(B)." ID. at 9. This "similar" extension corresponded to the two-year 
extension granted by Decision No. 61973 for APS com pliance with A.A.C. 
R14-2-1615 ("Rule 1615"). 
 
     APS has viewed with concern the Western power market for the past year and 
a half. Spot prices for energy have been both extre mely volatile and often 
extremely high, even during periods of relatively m oderate demand. As the State 
of California has learned, long-term electric marke t prices, although much less 
than the spot market, were still above the levels o f generation costs then 
reflected in retail electric rates. The results hav e been skyrocketing customer 
bills in both California and neighboring states suc h as Nevada, Oregon and 
Washington, as well as actual supply shortages in C alifornia itself. Much of 
this situation was due to unprecedented natural gas  prices in 
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the West, which is the exclusive fuel source for ma ny generators, and to the 
poorly designed market and utility rate structure i n California. However, it is 
also safe to say that the competitive wholesale mar ket in California and other 
Western states has yet to fully mature into the aca demic's model of a 
transparently-priced market with no exercises of ma rket power and with perfect 
knowledge on the part of all consumers. 
 
     In recent months, wholesale power costs have s oftened and some have even 
talked about a future "glut" of power. APS is mindf ul that this recent downturn 
in prices was no more foreseen by these "experts" t han was the explosion in 
prices a year earlier. Wishful thinking does not ta ke the place of prudent 
planning, and even the recent unexpected drop in wh olesale power and natural gas 
prices is proof that electric markets continue to b e very volatile and 
susceptible to wild and irrational price swings. 
 
     APS, of course, has done more than passively " view" the wholesale market 
with concern. It has proactively engaged in precise ly the sort of prudent 
planning alluded to above. More than 200 MW of new generation has been added to 
the APS system since 1999 (not including almost ano ther 200 MW of temporary 
generation capacity procured by PWECC for APS durin g 2001), and another 1500 MW 
will be added by 2003. This represents well over $1  billion of "steel and 
concrete" invested to preserve APS system reliabili ty. 
 
     In contrast, the open market carries with it s ignificant reliability risk. 
On the transmission side, APS has joined with other  transmission-owning entities 
in forming WestConnect in an effort to better addre ss reliability concerns based 
on transmission availability and adequacy. However,  on the supply side, merchant 
plant owners would not want to assume responsibilit y for APS system reliability. 
If their plants fail to 
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operate (either due to mechanical failure or gas su pply problems), or 
transmission paths from their plants to the APS sys tem become constrained, APS 
will be on its own in the scramble to obtain replac ement resources. Even if the 
merchant plant owner is willing to accept some fina ncial responsibility for its 
reliability shortcomings, this does nothing to keep  the lights on for hundreds 
of thousands of APS Standard Offer customers. 
 
     For these reasons, the PPA is a full-requireme nts contract. PWCC assumes 
full contractual responsibility for reliability. Mo reover, PWCC will even 
provide APS a "safety net" to assure the reliable s upply of power from those 
non-affiliated providers called for under the PPA. PWCC is further committed to 
using its power marketing skills to supplement any potential shortfall even 
after full utilization of PWEC's dedicated generati ng resources. 
 
     The PPA will provide APS with its retail elect ric generation needs at a 
cost that is reasonable in relation to the high lev el of reliability provided 
and the length of that reliability commitment under  the PPA. Because it will be 
essentially a full-requirements agreement rather th an unit-contingent, and uses 
a diverse portfolio of fuel sources, it will also p rovide more reliability and 
flexibility than is typically available in the whol esale market, especially for 
purchases of this size and this duration. Indeed, A PS believes it would be 
imprudent to turn down the type of firm commitment represented by the PPA. 
However, the PPA will not be in conformance with th e requirements of Rule 1606 
precisely because it was not obtained through compe titive bidding - hence the 
need for the instant request for a variance to Rule  1606 in favor of entering 
into the PPA. 
... 
... 
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                                      III. 
                       THE PPA IS A PRUDENT AND REA SONABLE 



                           ALTERNATIVE TO RULE 1606 (B) 
 
     APS will soon have to complete its planning fo r the acquisition of 
resources to serve its Standard Offer customers in 2003. If, as Rule 1606 
requires, some 50% of these resources must be compe titively bid, with the 
remainder also obtained through "arms-length" [comp etitive] bilateral 
negotiation, the process of properly developing a r equest for proposals ("RFP"), 
soliciting and evaluating bids, identifying potenti al parties for negotiations, 
engaging in and concluding such negotiations, etc.,  will take the better part of 
a year. APS did not and does not believe this long drawn-out process is 
practical or can result in anything other than redu ced reliability and very 
significantly more volatile and potentially much hi gher costs to serve its 
Standard Offer customers. It also fails to acknowle dge PWEC's ongoing investment 
in APS reliability. Thus, the Company initiated dis cussions with its electric 
power marketing affiliate, PWCC, to secure a long-t erm agreement for 100% firm 
electric supplies at stable rates.(2) In turn, PWCC  has negotiated with PWEC for 
a long-term commitment of PWEC resources, present a nd (in some instances) future, 
to the ongoing needs of APS Standard Offer customer s. 
 
     APS and PWCC have negotiated a long-term full- requirements PPA. The 
contract, which would run through at least 2015 wit h several renewal options, 
provides for all of the Company's anticipated Stand ard Offer generation needs, 
excepting only the following: 
 
---------- 
(2)  PWCC has assumed from APS the competitive busi ness of bulk power marketing 
     and trading in order to satisfy the requiremen ts of Rule 1615 and Decision 
     No. 61973. PWCC is responsible for marketing a ll of the generation output 
     of PWEC, its wholly-owned subsidiary. It is to  PWEC that APS will transfer 
     the bulk of its generation assets, as also cal led for in Decision No. 61973 
     and Rule 1615. 
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     1)   those provided by APS itself through rene wable resources required by 
          the Commission;(3) 
 
     2)   amounts that APS is obligated by law to p urchase from "Qualified 
          Facilities" ("QFs") and other forms of di stributed generation;(4) and, 
 
     3)   any purchased power agreements that canno t be transferred to PWCC at 
          the present time.(5) 
 
The term of the PPA includes three optional five-ye ar renewal terms, which 
renewals would occur automatically unless notice is  given by either APS or PWCC. 
If all three of these options were to be exercised by the parties, these 
renewals would extend the PPA term out to the end o f the estimated depreciable 
life of longest-lived of the Dedicated Units (2030) . 
 
     PWCC would directly supply APS Standard Offer requirements through a 
combination of: (1) generation transferred to PWEC from APS pursuant to 
Commission Decision No. 61973 and Rule 1615; (2) th e over $1 billion in new 
Arizona generation constructed or to be constructed  during the 2001-2004 period 
by PWEC to reliably service APS load; (3) power pro cured by PWCC from "Dedicated 
[Purchase Power] Contracts"; and (4) power procured  on the open market.(6) 
Beginning in 2003, PWCC will acquire 270 MW of APS Standard Offer requirements 
through a competitive 
 
---------- 
(3)  Pursuant to Decision No. 63354 (February 8, 20 01), APS was permitted to 
     retain its existing renewable generating resou rces and to acquire new ones 
     despite the provisions of Rule 1615. 
 
(4)  APS presently has obligations to buy QF power under PURPA, and certain of 
     the federal energy legislation under considera tion in Washington would 
     require similar purchases from specified forms  of distributed generation. 



 
(5)  At present, these would include the Pacificorp  and SRP purchase power 
     agreements ("Dedicated Contracts"). 
 
(6)  The generation assets to be acquired from APS (pursuant to Decision No. 
     61973 and Rule 1615) and those built or under construction by PWEC solely 
     for APS's benefits (West Phoenix CC-4 and CC-5 , Redhawk-1 and Redhawk-2, 
     and Saguaro SC-3) are collectively referred to  in the PPA as the "Dedicated 
     Units". "Dedicated Units" together with the "D edicated Contracts" comprise 
     the "Dedicated Assets" from which APS receives  "Dedicated Units" and 
     "Dedicated Contracts" Energy Products. 
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bidding process. This will permit non-affiliated el ectric suppliers an 
opportunity to participate in the APS market. That opportunity would, of course, 
be in addition to any Direct Access customers these  same suppliers serve, 
directly or indirectly, as Electric Service Provide rs. This competitive bid 
obligation will be increased by another 270 MW each  year through the balance of 
2008. The steady and assured expansion of market-ba sed supplies from 
non-affiliated generators to 1620 MW (23% of estima ted 2008 peak load) is 
consistent with the anticipated addition of uncommi tted non-affiliated 
generation supplies in the Arizona wholesale market . 
 
     The combination of long-term Dedicated Assets and Competitively-Bid Energy 
Products represents a prudent power acquisition pla n, especially for 
risk-adverse Standard Offer customers. This is espe cially true when the 
Dedicated Assets themselves reflect a diverse portf olio of technologies and 
fuels. Balancing long-term resources with the oppor tunity to increasingly access 
competitive wholesale markets will better serve the  goals of Rule 1606 than an 
arbitrary and inflexible 50% bidding mandate. 
 
     As the Company's "provider of last resort, PWC C will stand ready to step in 
if PWCC receives insufficient bids to provide all o f the non-affiliated portion 
of APS' Standard Offer requirements under the PPA. As in the case of a default 
by one of the non-affiliated providers, PWCC will s ecure any shortfall at then 
prevailing market rates and pass it along to APS at  cost. 
 
     PWCC plans to meet APS Standard Offer demand u sing the PWEC Dedicated Assets 
it has under contract plus the amounts obtained thr ough mandatory competitive 
bidding. However, APS will eventually need PWCC to acquire additional resources. 
The same would be true should a presently available  Dedicated Asset be removed 
from 
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service or otherwise become unavailable.(7) These a dditional resources will 
supply APS what the PPA terms as either "Supplement al Energy Products" or 
"Replacement Energy Products." 
 
     Upon completion of the generating plant transf er to PWEC in 2002, PWCC will 
charge APS facilities (fixed) and per/MWH (variable ) prices of $63,600,000/mo. 
and $17.40/MWH for all Dedicated Units Energy Produ cts. Dedicated Units Energy 
Products are those derived by PWCC from PWEC's Dedi cated Units. The variable 
price component is set to recover fuel costs in acc ordance with a baseline 
forecast of such costs, but is subject to an annual  surcharge adjustment for 
actual and forecast variations (from the projected baseline or "base" energy 
price) in the cost of fuel used to provide or procu re the Dedicated Units Energy 
Products. 
 
     The facilities and base energy prices are set forth explicitly in the 
Service Schedule to the PPA through 2004, but the b ase energy price will remain 
constant from 2003 through the remaining term of th e PPA. Moreover, the monthly 
facilities charge will be calculated using the same  formula throughout the 
entire original term of the PPA. At APS' present sy stem load factor for Standard 
Offer customers, these two price components would b e approximately equivalent to 



a total per MWH price of $48.00 in 2004. This figur e reflects the increases in 
facilities charges for 2003 and 2004 (when addition al PWEC generating facilities 
are added to the portfolio of Dedicated Units) and assumes no material deviation 
during the years 2002-2004 from the base projection  of fuel costs for the 
Dedicated Units Energy Products. 
 
---------- 
(7)  Some of the "Dedicated Assets" may be retired prior to the end of the PPA. 
     Others, such as the SRP Agreement, can be term inated by the other party to 
     the agreement. Yet others may undergo prolonge d forced outages that would 
     serve to reduce the available Dedicated Unit E nergy Products to PWCC and 
     APS. 
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     The 2004 facilities charge will be recalculate d in 2005 using the formula 
set forth in the PPA to reflect the then three-year  projection of fixed costs 
(depreciation, property taxes, return, etc.) for th e portfolio of PWEC's 
Dedicated Units available to PWCC for APS demand. A fter any 2005 adjustment, the 
facilities charge would be set for another three ye ars, although as in prior 
years, net fuel cost increases/decreases incurred d irectly by PWCC for Dedicated 
Units or passed through to PWCC by PWEC for Dedicat ed Units Energy Products 
would be passed through to APS annually. 
 
     In addition to the Dedicated Units Energy Prod ucts, APS Standard Offer 
requirements will also include Dedicated Contracts Energy Products and the 
portion of generation acquired by PWCC under the ma ndatory competitive bidding 
provisions of the PPA ("Competitively Bid Energy Pr oducts"), described above, 
plus any shortfall between such requirements and th e sum of these three (the 
previously identified Supplemental Energy Products) . Supplemental Energy 
Products will be billed monthly to APS as a direct pass-through. 
 
     Under the PPA, PWCC will also provide any nece ssary reserves using the 
criterion of "good utility practice." This is consi stent with its "provider of 
last resort" responsibilities to APS under the PPA and is an important 
reliability feature of the PPA to the Company and i ts Standard Offer customers. 
 
     If any of the suppliers, affiliated or non-aff iliated, default on an 
agreement with PWCC to provide APS with Standard Of fer power, PWCC will, on the 
Company's behalf and at the Company's cost, pursue whatever contractual and 
regulatory remedies are available and feasible, whe ther they be at FERC, through 
contract arbitration, or through the courts. As the  "provider of last resort" to 
APS, PWCC will also obtain, at its 
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full cost, any power that is necessary to replace t he defaulted-upon obligations 
of such non-affiliated suppliers. Like Competitivel y Bid Energy Products, 
Supplemental Energy Products, and Dedicated Contrac ts Energy Products, any such 
Replacement Energy Products will be a monthly pass- through to APS. 
 
     The PPA offers APS a flexible package of term,  price, price stability, fuel 
diversity, performance incentives, and reliability features that are simply 
unobtainable from today's wholesale market. The Com pany's proposed power 
acquisition plan will also allow an opportunity for  a gradual phase-in of 
competitively-acquired generation resources from no n-affiliated suppliers, but 
only as such resources are needed and consistent wi th the increasing 
availability of such resources in Arizona from such  non-affiliated parties and 
the corresponding development in this state of a fu lly competitive wholesale 
power market. 
 
     The PPA takes effect on the latest of followin g three events: 
 
          1)   transfer of non-nuclear generating a ssets from APS to PWEC, which 
               is presently planned to take place b y year's end;(8) 
 



          2)   Commission approval as just and reas onable of the requested 
               partial variance and of the PPA; and , 
 
          3)   FERC acceptance of the PPA and the c ompanion agreement between 
               PWCC and PWEC. 
 
Thus, January 1, 2002 is the earliest possible date  APS could receive power 
under the PPA. However, as a practical matter, at l east the partial variance and 
Commission-approval phases of the above sequence of  events must take place by 
year's end if the Company is to properly conclude p reparations for its 2003 
Standard Offer power requirements. Otherwise, there  is the real likelihood that 
APS will waste resources preparing to meet a 50% co mpetitive bidding requirement 
under Rule 1606 that is thereafter waived by the 
 
---------- 
(8)  Palo Verde would thereafter be transferred in the fall of 2002. 
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Commission to one extent or another. Finally, APS h as secured various tax 
rulings in conjunction with the anticipated transfe r of non-nuclear generation 
assets. These rulings from the Internal Revenue Ser vice ("IRS"), by their own 
terms, will expire at the end of 2001. 
 
                                       IV. 
                                   CONCLUSION 
 
     Going 100% to the open market for Standard Off er power supplies beginning 
in 2003 is a gamble APS is unwilling to take on beh alf of its Standard Offer 
customers. Compliance with Rule 1606, even with the  two-year delay authorized by 
Decision No. 61973, is likely impossible and at the  very least could jeopardize 
for years to come the price stability APS Standard Offer customers have come to 
expect over the past decade. More importantly, it w ould also leave no party 
responsible for reliable supplies of electric gener ation to APS Standard Offer 
customers and leave APS Standard Offer customers ov er-exposed to volatile gas 
prices. The PPA negotiated with PWCC offers a flexi ble, practical and economic 
alternative - providing both price stability and co mplete reliability, while at 
the same time allowing for a gradual phasing in of competitive market supplies 
when needed. Commission approval of the PPA provide s a clear confirmation of 
PWCC's ultimate responsibility to APS for assuring reliable electric supplies 
for many years to come and recognizes the huge inve stment already committed by 
PWEC to fulfilling the needs of the Company's nearl y 1 million customers. 
 
     As noted above, APS will very soon need to kno w whether it can proceed with 
the PPA or if it needs to prepare for full complian ce with Rule 1606. PWCC needs 
to know if its existing and future commitment of re sources from PWEC to APS will 
be called upon under the provisions of the PPA. PWE C must receive APS's 
non-nuclear generating assets while certain favorab le IRS rulings are still in 
effect. APS asks the 
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Commission to act by year's end on its request for a variance to Rule 1606 as 
described herein and for Commission approval as jus t and reasonable of the 
Company's decision to enter into the attached PPA w ith PWCC. 
 
     RESPECTFULLY SUBMITTED this 18th day of Octobe r, 2001. 
 
 
                                        SNELL & WIL MER L.L.P. 
 
 
                                        ----------- ------------------- 
                                             Thomas  L. Mumaw 
                                             Jeffre y B. Guldner 
 



                                        Attorneys f or Arizona Public 
                                        Service Com pany 
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                            PURCHASE POWER AGREEMEN T 
                                     BETWEEN 
                      PINNACLE WEST CAPITAL CORPORA TION AND 
                         ARIZONA PUBLIC SERVICE COM PANY 
 
                                  INTRODUCTION 
 
A.   PARTIES. The Parties to this Agreement are Pin nacle West Capital 
     Corporation ("PWCC") and Arizona Public Servic e Company ("APS"). 
 
B.   AGREEMENT. This Agreement is made under PWCC's  Tariff and includes all 
     attached exhibits and schedules, all of which are incorporated by 
     reference. Defined terms used in this Agreemen t are set forth in Exhibit A. 
 
C.   PURPOSE. The Parties intend to enter into a pu rchase and sale agreement of 
     Energy Products so that APS can adequately, ec onomically, and reliably 
     serve its retail customers under a pricing mec hanism that combines general 
     rate stability, long-term access to dedicated generation assets, recovery 
     of the costs of those dedicated assets, and ma rket-based opportunities for 
     competitive wholesale providers. 
 
                                    ARTICLE 1 
                                SERVICES PROVIDED 
 
1.1  PURCHASE AND SALE OF POWER. 
 
     (A)  PWCC shall supply to APS, on a firm basis , APS' Full Load 
          Requirements. PWCC shall be the exclusive  provider of APS' Full Load 
          Requirements during the term of this Agre ement, except as otherwise 
          provided in this Agreement. 
 
     (B)  APS shall pay PWCC for the sales in Secti on 1.1(A) as provided in the 
          attached Service Schedule and in accordan ce with PWCC's Tariff. 
 
1.2  FIRM DELIVERIES. 
 
     (A)  PWCC shall provide Dedicated Energy Produ cts on a firm basis, and 
          shall include adequate reserves to satisf y Good Utility Practice. 
 
     (B)  Subject to Section 2.1 of this Agreement and Section 3.2 of the 
          Service Schedule, PWCC has the sole discr etion to select or acquire 
          the resources, including the determinatio n of the adequacy of 
          reserves, to provide Energy Products. Suc h discretion includes the 
          right of PWCC, under economic dispatch an d subject to the fuel and 
          purchase power adjustment in Section 3.2 of the Service Schedule, to 
          purchase power rather than schedule the D edicated Units. 
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     (C)  PWCC shall also procure purchased power a s necessary to satisfy the 
          requirements of Section 1.1, as provided in the attached Service 
          Schedule. 
 
1.3  RELATIONSHIP TO TARIFF. 
 
     (A)  If the Agreement is or becomes inconsiste nt with PWCC's Tariff, the 
          Tariff shall control with respect to such  inconsistency. 
 
     (B)  The Tariff and this Agreement together fo rm a single agreement. The 
          Parties would not have entered into this Agreement without such a 
          relationship. 
 
     (C)  This Agreement does not amend the Tariff.  
 



1.4  TRANSFER OF TITLE AND RISK OF LOSS. 
 
     (A)  As between the Parties, and except as exp ressly limited in the 
          attached Service Schedule or Exhibit A, o r unless the Parties have 
          agreed in writing otherwise: 
 
          (1)  Before Energy Products subject to th is Agreement are delivered to 
               APS, PWCC will be deemed to have exc lusive control and possession 
               of the Energy Products and will be r esponsible for all damages, 
               injuries, and other losses occurring  before such delivery. 
 
          (2)  After Energy Products subject to thi s Agreement are delivered to 
               APS, APS will be deemed to have excl usive control and possession 
               of the Energy Products and APS will be responsible for all 
               damages, injuries, and other losses occurring after such 
               delivery. 
 
          (3)  Ownership of the Energy Products and  risk of loss shall pass from 
               PWCC to APS at the Delivery Points. 
 
     (B)  Except as provided in Section 1.4(C), the  Parties each assume full 
          responsibility for and shall indemnify an d hold harmless the other 
          Party for, from and against all liability , costs and expenses, 
          including but not limited to those relati ng to the injury or death of 
          persons, arising or caused after title to  the Energy Product has 
          passed to the indemnifying Party. Expense s include but are not limited 
          to court costs, reasonable attorneys' fee s, and litigation expenses. 
 
     (C)  The indemnifying Party shall not be liabl e to the indemnified Party to 
          the extent the liability, costs or expens es resulted from gross 
          negligence or 
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          willful misconduct of the indemnified Par ty or from the indemnified 
          Party's breach of this Agreement. 
 
1.5  TRANSMISSION AND ANCILLARY SERVICES ARRANGEMENTS. Except as expressly 
     limited in the attached Service Schedule or Ex hibit A, or unless the 
     Parties have agreed otherwise in writing: 
 
     (A)  PWCC shall make all arrangements necessar y for transmission of the 
          Dedicated Energy Products to the Delivery  Points. 
 
     (B)  PWCC is responsible for all costs, includ ing but not limited to losses 
          and Ancillary Services, associated with t he transmission of the 
          Dedicated Units Energy Products to the De livery Points. Transmission 
          and Ancillary Services costs associated w ith the Dedicated Contracts 
          Energy Products, Competitively-Bid Energy  Products, Supplemental 
          Energy Products, and Replacement Energy P roducts shall be charged as 
          provided in the Service Schedule. 
 
     (C)  APS shall make all arrangements necessary  for transmission of Energy 
          Products from the Delivery Points. 
 
     (D)  APS is responsible for all costs, includi ng but not limited to losses 
          and Ancillary Services, associated with t he transmission of the Energy 
          Products from the Delivery Points. 
 
                                    ARTICLE 2 
                             RELIABILITY GUIDELINES  
 
2.1  RELIABILITY GUIDELINES. 
 



     (A)  Each Party shall adhere to: 
 
          (1)  Good Utility Practice; 
 
          (2)  all applicable operating policies, c riteria, and guidelines of 
               the NERC, the WSCC, the control area  operator, and their 
               respective successors; and 
 
          (3)  all applicable regional and national  reliability requirements; 
 
          (4)  all applicable requirements of an RT O, to the extent not 
               inconsistent with this Agreement. 
 
     (B)  PWCC shall secure sufficient generating c apacity to fulfill its 
          Dedicated Units Energy Products obligatio ns under this Agreement. 
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     (C)  As part of the obligation in Section 2.1( B) and concurrently with this 
          Agreement, PWCC shall enter into an agree ment with Pinnacle West 
          Energy Corporation for rights to generati ng capacity to ensure the 
          reliable delivery of APS' Full Load Requi rements. 
 
                                    ARTICLE 3 
                                    METERING 
 
3.1  METERING PROCEDURES. 
 
     (A)  INSPECTION AND TESTING. 
 
          (1)  As long as APS is the control area o perator, it shall conduct or 
               provide for periodic inspection and testing of meters used to 
               perform this Agreement. Inspection a nd testing shall be at APS' 
               own expense and shall conform to APS ' generator interconnection 
               agreements and APS' transmission int erconnection agreements. 
 
          (2)  Inspection and testing under Section  3.1(A) shall be conducted as 
               necessary to maintain a commercial s tandard of accuracy for the 
               meters. APS shall repair or replace meters not meeting such 
               standard. 
 
          (3)  Upon request to APS, PWCC shall be p rovided the results of meter 
               tests, be given notice of meter test s and inspections, and be 
               given the opportunity to attend mete r tests and inspections, to 
               the extent allowed under APS' genera tor interconnection 
               agreements and APS' transmission int erconnection agreements. 
 
          (4)  APS shall conduct or provide for add itional meter testing at 
               PWCC's request and in the presence o f PWCC's representatives to 
               the extent allowed under APS' genera tor interconnection 
               agreements and APS' transmission int erconnection agreements. 
 
     (B)  CORRECTIONS FOR INACCURATE METERS. If tes ting or inspection in Section 
          3.1(A) shows that a meter is inaccurate b y more than the amount 
          specified in APS' generator interconnecti on agreements and APS' 
          transmission interconnection agreements, then: 
 
          (1)  PWCC shall correct the billings from  the date the error can be 
               definitely identified, or for the pr evious six billing months or 
               from the date of the last test, whic hever is most recent; and 
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          (2)  APS and PWCC shall correct the meter  records for the elapsed 
               period of the month in which the tes t was conducted. 
 
     (C)  COSTS FOR ADDITIONAL TESTING. The cost of  inspection and testing 
          requested by PWCC shall be borne by PWCC if the test does not require 
          a correction under Section 3.1(B). Otherw ise, APS shall bear the cost 
          of inspection and testing. 
 
     (D)  ESTIMATED METER DATA. If at any time a me ter fails to register or its 
          registration is too erratic to be meaning ful, then: 
 
          (1)  the registration for billing purpose s shall be based on the 
               records of check meters, if availabl e; 
 
          (2)  the Parties shall mutually agree on the best available data to 
               estimate the registration if check m eters are not available; and 
 
          (3)  APS shall in good faith remedy the m eter inaccuracy using 
               commercially reasonable means and in  a reasonable period of time. 
 
3.2  AVAILABILITY OF METER DATA. 
 
     (A)  APS shall provide meter data or estimates  to PWCC no later than three 
          Business Days following the last day of e ach calendar month. 
 
     (B)  APS may aggregate data when necessary to comply with confidentiality 
          obligations. 
 
                                    ARTICLE 4 
                          BILLING, PAYMENT AND NETT ING 
 
4.1  INVOICES. 
 
     (A)  PWCC shall endeavor to provide APS with a  written invoice showing the 
          Purchase Price and all other charges due by the 20th calendar day of 
          the month following such delivery of Ener gy Products. 
 
     (B)  Invoices issued pursuant to Section 4.1(A ) shall contain sufficient 
          detail for APS to confirm all calculation s on the invoice. 
 
     (C)  APS shall promptly provide to PWCC all in formation reasonably needed 
          by PWCC to calculate the invoice. 
 
     (D)  If data needed to calculate an invoice is  unavailable, PWCC shall 
          estimate the necessary data. PWCC shall r evise such estimates when the 
          necessary 
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          data becomes available and include a true -up adjustment in the next 
          invoice, but all revisions must be made w ithin 12 months of the 
          estimated invoice. 
 
     (E)  Invoices may be provided to APS by facsim ile or another method agreed 
          upon by the Parties. 
 
4.2  PAYMENT. 
 
     (A)  PAYMENT DUE DATES. Invoices shall be paid  no later than 10 calendar 
          days after receipt of the invoice. 
 
     (B)  NEXT BUSINESS DAY. If the payment date sp ecified in Section 4.2(A) is 
          not a Business Day, the payment shall be due no later than the next 



          Business Day. 
 
     (C)  METHOD OF PAYMENT. APS shall pay by elect ronic funds transfer or 
          another method that results in the paymen t being available for the 
          account of PWCC on or before the payment date specified in Section 
          4.2(A) or Section 4.2(B). 
 
     (D)  LATE PAYMENTS. If either Party fails to r emit an amount payable when 
          due, Interest shall accrue on the net unp aid amount. 
 
     (E)  NETTING OF PAYMENTS. If both Parties owe amounts accruing under this 
          Agreement, such amounts shall be netted w ith the Party owing the 
          greater amount paying the other Party the  difference in the amounts 
          owed. 
 
4.3  DISPUTED INVOICES OR PAYMENTS. 
 
     (A)  If either Party disputes an invoice, it s hall nonetheless pay the full 
          amount due on or before the due date and submit a written statement 
          detailing the dispute to the other Party.  
 
     (B)  Within 15 calendar days after receipt of the written statement 
          described in Section 4.3(A), a written re sponse shall be submitted to 
          the Party disputing the invoice. 
 
     (C)  In order to facilitate the negotiations p rovided in Section 4.3 (D), 
          the statement and response described in S ection 4.3(A) and Section 
          4.3(B) shall each include a statement of the Party's position, a 
          summary of the arguments supporting that position, the name and title 
          of the person who will represent that Par ty, and any other person who 
          may accompany the Party's representative . 
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     (D)  The Parties shall attempt in good faith t o resolve the dispute 
          promptly through negotiation as follows: 
 
          (1)  Within 30 calendar days after delive ry of the statement described 
               in Section 4.3(A), the Parties shall  meet at a mutually agreed 
               upon place and time. 
 
          (2)  The Parties shall continue to meet a s often as necessary to 
               attempt to resolve the dispute in go od faith. 
 
          (3)  All negotiations pursuant to this Se ction 4.3 shall be 
               confidential and subject to Rule 408  of state and federal rules 
               of evidence. 
 
          (4)  Each Party is responsible for its ow n costs, fees and expenses 
               incurred in the negotiations. 
 
     (E)  If the dispute has not been resolved with in 60 calendar days after 
          delivery of the statement described in Se ction 4.3(A), or if the 
          Parties fail to meet in accordance with S ection 4.3(D), then either 
          Party may initiate the alternative disput e resolution provisions in 
          Article 12. 
 
4.4  REFUNDS. If either Party is owed a refund or a dditional payment, such 
     refund or additional payment shall include Int erest, unless otherwise 
     directed by FERC. 
 
 
                                    ARTICLE 5 
                         REPRESENTATIONS AND WARRAN TIES 



 
5.1  MUTUAL REPRESENTATIONS AND WARRANTIES. Each Pa rty represents and warrants 
     to the other Party that, as of the date it sig ns this Agreement and as of 
     the date of each delivery of Energy Products t o or from the Delivery 
     Points, as applicable, that: 
 
     (A)  It is duly organized, validly existing, a nd in good standing, under 
          the laws of the jurisdiction of its organ ization or incorporation. 
 
     (B)  It has the corporate, governmental and le gal capacity, authority and 
          power to execute, deliver, and perform th is Agreement. 
 
     (C)  The execution, delivery, and performance of this Agreement does not 
          violate or conflict with any: 
 
          (1)  laws or regulations applicable to th e Party; 
 
          (2)  organizational or corporate document s applicable to the Party; 
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          (3)  orders or judgments of any court or regulatory body applicable to 
               the Party or its assets; or 
 
          (4)  contractual restrictions applicable to the Party or its assets. 
 
     (D)  No Event of Default under Article 7, incl uding an event which with 
          notice or lapse of time would constitute an Event of Default: 
 
          (1)  has occurred and is continuing for t he Party; or 
 
          (2)  would occur as a result of the execu tion, delivery, or 
               performance of this Agreement for th e Party. 
 
          (E)  It has executed this Agreement in co nnection with the conduct of 
               its business and it has the ability to make or take delivery of 
               Energy Products as provided in this Agreement. 
 
          (F)  It is not relying on any representat ion of the other Party except 
               for those expressly set forth in thi s Agreement, or on any Credit 
               Support of the obligations of the ot her Party. 
 
          (G)  It has executed this Agreement with a full understanding of the 
               material terms and risks and is capa ble of assuming those risks. 
 
          (H)  It has made its trading and investme nt decisions, including the 
               suitability of such decisions, based  solely on its own judgment 
               and advice from its advisors, and no t in reliance on information 
               or opinion from the other Party or t he other Party's advisors. 
 
          (I)  It has not received from the other P arty any assurances or 
               promises regarding financial results  or benefits from this 
               Agreement. 
 
5.2  REPRESENTATIONS AND WARRANTIES OF PWCC. Unless  otherwise agreed upon and as 
     expressly limited in the attached Service Sche dule, PWCC further represents 
     and warrants, as of the date of delivery of En ergy Products as provided in 
     this Agreement, that: 
 
     (A)  PWCC is the owner of and has good title t o the Energy Products; 
 
     (B)  the Energy Products are transferred to AP S free and clear of all 
          liens, taxes, claims, security interests and other encumbrances; and 
 



     (C)  the Energy Products are transferred to AP S free of any right or 
          interest in or to the Energy Products by any other person or entity. 
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5.3  LIMITATION OF WARRANTIES. ALL OTHER WARRANTIES , WHETHER WRITTEN OR ORAL, 
     EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO ANY WARRANTY OF 
     MERCHANTABILITY OR WARRANTY OF FITNESS FOR ANY  PARTICULAR PURPOSE, ARE 
     DISCLAIMED. 
 
5.4  SURVIVAL. This Article 5 survives the terminat ion of this Agreement. 
 
                                    ARTICLE 6 
                                   ASSURANCES 
 
6.1  ADEQUATE ASSURANCES. If a material change occu rs such that a Party can 
     reasonably call the continued performance of t his Agreement by the Affected 
     Party into question, then: 
 
     (A)  A Party may request in writing that the A ffected Party provide Credit 
          Support, in a commercially reasonable amo unt and in a form acceptable 
          to the requesting Party. 
 
     (B)  Upon receipt of the request described in Section 6.1(A), the Affected 
          Party shall provide Credit Support within  five Business Days. 
 
     (C)  If the Affected Party fails to comply wit h Section 6.1(B), then an 
          Event of Default shall occur. 
 
     (D)  If the Affected Party complies with Secti on 6.1(B), then no Event of 
          Default shall have occurred as a result o f the Affected Party 
          incurring a material change. 
 
                                    ARTICLE 7 
                              DEFAULT AND REMEDIES 
 
7.1  DEFAULT. 
 
     (A)  EVENTS OF DEFAULT. Events of Default are as follows: 
 
          (1)  FAILURE TO DELIVER OR RECEIVE ENERGY  PRODUCTS. A Party defaults 
               if it fails to deliver or receive al l or a substantial portion of 
               the required Energy Product for a pe riod of 5 calendar days or 
               more after receiving written notice of the failure from the other 
               Party. 
 
          (2)  FAILURE TO PAY. A Party defaults if it or its Credit Support 
               Provider fails within 5 Business Day s after receiving written 
               notice from the other Party to make any payment when due, whether 
               under this Agreement or under the Cr edit Support. 
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          (3)  FAILURE TO DELIVER ASSURANCES. A Par ty defaults if it or its 
               Credit Support Provider fails, withi n 5 Business Days after 
               receiving written notice from the ot her Party, to provide 
               adequate assurances pursuant to Sect ion 6.1. 
 
          (4)  FAILURE TO PERFORM AGREEMENT. A Part y defaults if it fails, 
               within 5 Business Days after receivi ng written notice from the 
               other Party, to comply with or perfo rm any material term of this 



               Agreement. 
 
          (5)  FAILURE TO MAINTAIN CREDIT SUPPORT. A Party defaults if: 
 
               (a)  it fails to maintain Credit Sup port in full force and effect 
                    pursuant to the terms of and du ring the duration specified 
                    in this Agreement, unless the o ther Party agrees to the 
                    failure in writing or unless th e Credit Support terminates 
                    according to its terms; or 
 
               (b)  the Credit Support Provider dis affirms, repudiates, rejects, 
                    or challenges the validity of t he Credit Support, whether in 
                    whole or in part. 
 
          (6)  FAILURE TO REMAIN SOLVENT. A Party d efaults if it or its Credit 
               Support Provider: 
 
               (a)  is dissolved other than pursuan t to a merger; 
 
               (b)  becomes insolvent, or is unable  to pay its debts, or fails 
                    or admits in writing its inabil ity generally to pay its 
                    debts as they become due; 
 
               (c)  makes a general assignment, arr angement or composition with 
                    or for the benefit of its credi tors; 
 
               (d)  institutes or has instituted ag ainst it a proceeding seeking 
                    a judgment of insolvency or ban kruptcy or any other relief 
                    under any bankruptcy or insolve ncy law or other similar law 
                    affecting creditors' rights; 
 
               (e)  has a resolution passed for its  winding-up, official 
                    management or liquidation, othe r than pursuant to a merger; 
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               (f)  seeks or becomes subject to the  appointment of an 
                    administrator, provisional liqu idation, conservator, 
                    receiver, trustee, custodian or  other similar official for 
                    all or substantially all of its  assets; 
 
               (g)  has a secured party take posses sion of all or substantially 
                    all of its assets; 
 
               (h)  has a distress, execution, atta chment, sequestration or 
                    other legal process levied, enf orced or sued on against all 
                    or substantially all its assets  and within 30 calendar days 
                    from the initiation of such pro cess: 
 
                    (i)  the secured party maintain s possession of the assets; 
                         or 
 
                    (ii) the legal process is not d ismissed, discharged, or 
                         stayed; 
 
               (i)  causes or is subject to any eve nt with respect to it which 
                    has an analogous effect to any of the events listed in 
                    Section 7.1(A)(6)(a) - (h); or 
 
               (j)  takes any action in furtherance  of, or indicating its 
                    consent to, approval of, or acq uiescence in, any of the 
                    events listed in Section 7.1(A) (6)(a) - (i). 
 



          (7)  FAILURE FOLLOWING MERGER OR TRANSFER . A Party defaults if it or 
               its Credit Support Provider: 
 
               (a)  merges with or into, or transfe rs all or substantially all 
                    its assets to, another entity a nd at that time: 
 
                    (i)  the resulting, surviving, or transferee entity fails to 
                         assume all the obligations  of the Party or Credit 
                         Support Provider under thi s Agreement or any required 
                         Credit Support; or 
 
                    (ii) the benefits of any Credit  Support fail to extend, 
                         without consent of the oth er Party, to the performance 
                         of the resulting, survivin g or transferee entity; or 
 
               (b)  merges with or into, or transfe rs all or substantially all 
                    its assets to, another entity, and: 
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                    (i)  the merger or transfer is not itself an Event of 
                         Default; 
 
                    (ii) the creditworthiness of th e successor is materially 
                         weaker than the creditwort hiness of the assignor before 
                         the merger or transfer, ta king into account Credit 
                         Support; and 
 
                    (iii) the transferee fails to m ake collateral arrangements 
                         with and provide collatera l to the other Party or 
                         provide adequate assurance s pursuant to Section 6.1. 
 
     (B)  NOTICES OF DEFAULT. Each Party shall noti fy the other Party promptly 
          of any event that, with the giving of not ice or the passage of time or 
          both, would constitute an Event of Defaul t with respect to the other 
          Party. 
 
     (C)  REMEDIES UPON EVENT OF DEFAULT. If an Eve nt of Default is continuing 
          and not cured for a period of 3 Business Days after the Defaulting 
          Party receives written notice of the Even t of Default, the Performing 
          Party may, at its sole option, do one or more of the following: 
 
          (1)  Withhold or suspend all or part of t he payments to the Defaulting 
               Party required under this Agreement until the default is cured. 
 
          (2)  Withhold or suspend all or part of t he deliveries of Energy 
               Products to the Defaulting Party req uired under this Agreement 
               until the default is cured. 
 
          (3)  Designate an Early Termination Date by providing written notice 
               to the Defaulting Party. The Early T ermination Date shall be no 
               earlier than 2 Business Days followi ng the date written notice is 
               received by the Defaulting Party. 
 
     (D)  LIQUIDATION ON EARLY TERMINATION. 
 
          (1)  On the Early Termination Date, the P arties shall liquidate all 
               transactions, including any portion of transactions not yet fully 
               delivered, that are then outstanding . 
 
          (2)  Liquidation shall occur by canceling  each transaction being 
               liquidated and calculating a Net Set tlement Amount pursuant to 
               Section 7.1(E). 
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          (3)  To the extent that, in the reasonabl e opinion of the Performing 
               Party, a transaction is commercially  or legally impracticable to 
               terminate and liquidate on the Early  Termination Date, then that 
               transaction shall be terminated and liquidated as soon thereafter 
               as is reasonably practicable, but th e determination of the 
               liquidated amount for that transacti on shall not delay the 
               payment or calculation of the Net Se ttlement Amount. 
 
          (4)  Except for the payment of the Net Se ttlement Amount, no further 
               planned payments or deliveries under  this Agreement shall be 
               required after the Early Termination  Date. 
 
          (5)  The Performing Party shall notify th e Defaulting Party in writing 
               of the amount and basis for calculat ion of the Net Settlement 
               Amount. 
 
          (6)  The Net Settlement Amount shall be p aid as follows: 
 
               (a)  If the Net Settlement Amount is  a positive number, the 
                    Defaulting Party shall, within 5 Business Days of receipt of 
                    such notice, pay to the Perform ing Party an amount equal to 
                    the Net Settlement Amount plus Interest. 
 
               (b)  If the Net Settlement Amount is  a negative number, the 
                    Performing Party shall pay to t he Defaulting Party an amount 
                    equal to the Net Settlement Amo unt within 5 Business Days of 
                    determining the Net Settlement Amount. 
 
     (E)  CALCULATION OF NET SETTLEMENT AMOUNT. 
 
          (1)  NET SETTLEMENT AMOUNT. The Net Settl ement Amount is calculated 
               for each transaction as follows: 
 
               (a)  If a Market Quotation can be de termined: 
 
                    (i)  the Market Quotation, dete rmined in accordance with 
                         Section 7.1(E)(2), for the  transactions, whether 
                         positive or negative; plus  
 
                    (ii) Unpaid Amounts, determined  in accordance with Section 
                         7.1(E)(3), owed by the Def aulting Party to the 
                         Performing Party; less 
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                    (iii) Unpaid Amounts, determine d in accordance with Section 
                         7.1(E)(3), owed by the Per forming Party to the 
                         Defaulting Party. 
 
               (b)  If a Market Quotation cannot be  determined, or in the 
                    reasonable belief of the Perfor ming Party would not produce 
                    a commercially reasonable resul t: 
 
                    (i)  the amount the Performing Party reasonably and in good 
                         faith determines to be its  aggregate losses and costs 
                         (net of gains) associated with this Agreement, 
                         including but not limited to brokerage fees and 
                         commissions, loss of barga in damages, and cost of 
                         funds; or 



 
                    (ii) at the election of the Per forming Party, all losses and 
                         costs (net of gains) incur red to terminate, liquidate, 
                         obtain, or reestablish hed ges and related trading 
                         positions. 
 
          (2)  MARKET QUOTATION. The Market Quotati on is an amount that would be 
               paid by Reference Market Makers to e nter into a transaction that 
               would preserve for the Performing Pa rty the economic benefits of 
               this Agreement after the Early Termi nation Date. The Market 
               Quotation shall be determined as fol lows: 
 
               (a)  The Performing Party shall requ est quotations from at least 
                    3 Reference Market Makers on a date and time selected in 
                    good faith by the Performing Pa rty. 
 
               (b)  The quotations from Reference M arket Makers shall consider 
                    existing Credit Support and wou ld be subject to such 
                    documentation to which the Perf orming Party and Reference 
                    Market Maker agree in good fait h. 
 
               (c)  The quotations from Reference M arket Makers shall exclude 
                    Unpaid Amounts, but shall inclu de any payment or delivery 
                    that would have been required a fter the Early Termination 
                    Date assuming the satisfaction of all conditions precedent. 
 
               (d)  A quotation to be paid by the P erforming Party shall be 
                    expressed as a positive number and a quotation to be paid to 
                    the Performing Party shall be e xpressed as a negative 
                    number. 
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               (e)  Each Reference Market Maker sha ll provide its quotation as 
                    of the same date and local time  as the Early Termination 
                    Date to the extent reasonably p racticable, or otherwise as 
                    soon as practicable after the E arly Termination Date. 
 
               (f)  The Market Quotation shall be t he arithmetic mean of all 
                    quotations after disregarding t he highest and lowest 
                    quotation. If more than one quo tation has the same highest 
                    or lowest value, then only one such quotation shall be 
                    disregarded. 
 
               (g)  If less than 3 quotations are p rovided by Reference Market 
                    Makers, then the Market Quotati on cannot be determined and 
                    the Net Settlement Amount shall  be determined under Section 
                    7.1(E)(1)(b). 
 
          (3)  UNPAID AMOUNTS. Unpaid Amounts are d etermined as follows: 
 
               (a)  The amount for all terminated t ransactions that became or 
                    would have become payable on or  prior to the Early 
                    Termination Date and which rema in unpaid as of the Early 
                    Termination Date; plus 
 
               (b)  The fair market value, as reaso nably determined by the 
                    Performing Party as of the deli very date, of Energy Products 
                    that were required to be delive red on or prior to the Early 
                    Termination Date and which have  not been settled as of the 
                    Early Termination Date; plus 
 
               (c)  All non-duplicative Direct Actu al Damages incurred prior to 
                    the Early Termination Date; plu s 



 
               (d)  Interest on all such amounts to  the extent permitted by law. 
 
          (4)  DISPUTES REGARDING NET SETTLEMENT AM OUNT. If the Defaulting Party 
               disputes the calculation of the Net Settlement Amount by the 
               Performing Party, then: 
 
               (a)  the dispute shall be resolved a s provided in Article 12; 
 
               (b)  pending resolution of the dispu te, the Defaulting Party 
                    shall pay the full amount of th e Net Settlement Amount as 
                    provided in Section 7.1(D)(6); and 
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               (c)  if the dispute results in a ref und of any portion of the Net 
                    Settlement Amount, the Performi ng Party shall make the 
                    refund within 3 Business Days o f such determination plus 
                    Interest. 
 
7.2  REMEDIES UPON BREACH OF AGREEMENT. 
 
     (A)  If there is no express remedy or measure of damages for breach of the 
          Agreement, then the breaching Party shall  be liable for Direct Actual 
          Damages for any breach of this Agreement determined as follows: 
 
          (1)  If APS is the breaching Party and th e amount of Energy Products 
               it received is less than the amount provided for in this 
               Agreement, then the damages APS will  owe to PWCC are: 
 
               (a)  the Contract Price minus the Sa les Price, multiplied by the 
                    amount of Energy Products due u nder the Agreement minus the 
                    actual amount received by APS;( 1) plus 
 
               (b)  transmission charges for firm t ransmission service upstream 
                    of the Delivery Point incurred to achieve the Sales Price, 
                    less the reduction in transmiss ion charges achieved as a 
                    result of the reduction in APS'  receipt of Energy Products 
                    based on PWCC's reasonable effo rts to achieve the reduction; 
                    unless 
 
               (c)  the total amount calculated is negative, in which case there 
                    are no Direct Actual Damages. 
 
          (2)  If PWCC is the breaching Party and t he amount of Energy Products 
               it delivered is less than the amount  provided for in this 
               Agreement, then the damages PWCC wil l owe to APS are: 
 
               (a)  the Substitute Price minus the Contract Price, multiplied by 
                    the amount of Energy Products d ue under the Agreement minus 
                    the actual amount delivered to APS;(2) plus 
 
               (b)  transmission charges for firm t ransmission service upstream 
                    of the Delivery Point that APS incurred to achieve the 
                    Substitute Price, less the redu ction in transmission charges 
                    achieved as a result of the red uction in PWCC's delivery of 
                    Energy Products based on APS' r easonable efforts to achieve 
                    the reduction; unless 
 
---------- 
(1)  [Contract Price - Sales Price] x [quantity due  - quantity received] 
(2)  [Substitute Price - Contract Price] x [quantit y due - quantity received] 
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               (c)  the total amount calculated usi ng the foregoing formula is 
                    negative, in which case there a re no Direct Actual Damages. 
 
7.3  FORWARD CONTRACTS. The Parties agree that tran sactions for the forward sale 
     and purchase of Energy Products entered into u nder this Agreement are 
     "forward contracts" and the Parties are "forwa rd contract merchants" within 
     the meaning of the United States Bankruptcy Co de. 
 
7.4  ENFORCEMENT OF REMEDIES. 
 
     (A)  Except as otherwise provided in this Agre ement, the rights, powers, 
          remedies and privileges provided in this Agreement are cumulative and 
          not exclusive of any rights, powers, reme dies and privileges provided 
          by law. 
 
     (B)  A single or partial exercise of any right , power or privilege will not 
          be presumed to preclude any subsequent or  further exercise of that 
          right, power or privilege or the exercise  of any other right, power or 
          privilege. 
 
7.5  DUTY TO MITIGATE. 
 
     (A)  Except as provided in Section 7.5(B), eac h Party has a duty to 
          mitigate damages in good faith and covena nts that it will use 
          commercially reasonable efforts to minimi ze any damages it may incur 
          as a result of an Event of Default. 
 
     (B)  Neither Party is required to utilize or c hange the utilization of its 
          owned or controlled assets, including con tractual assets, or its 
          market positions, or to curtail load, to minimize the other Party's 
          liability for damages. 
 
7.6  SET-OFF. 
 
     (A)  At the option of the Performing Party and  without prior notice to the 
          Defaulting Party or breaching Party, any amounts payable to one Party 
          by the other Party may be set-off against  any amounts payable, whether 
          at that time or in the future or upon the  occurrence of a contingency 
          and irrespective of the currency, place o f payment or booking office 
          of the obligation, under any other agreem ents or obligations between 
          the Parties. 
 
     (B)  If the Performing Party exercises a set-o ff under Section 7.6(A), it 
          shall give notice to the Defaulting Party  or breaching Party of the 
          set-off. 
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     (C)  If an obligation used for a set-off under  Section 7.6(A) is 
          unascertained, the Performing Party may i n good faith estimate that 
          obligation and set-off in respect of that  estimate, but the Performing 
          Party shall account to the Defaulting Par ty or breaching Party when 
          the obligation is ascertained. 
 
7.7  LIMITATIONS OF LIABILITY. 
 
     (A)  THE EXPRESS REMEDIES AND MEASURES OF DAMA GES PROVIDED IN THIS 
          AGREEMENT SATISFY THE ESSENTIAL PURPOSES OF THIS AGREEMENT. 
 
     (B)  FOR BREACH OF ANY PROVISION FOR WHICH AN EXPRESS REMEDY OR MEASURE OF 
          DAMAGES IS PROVIDED, SUCH EXPRESS REMEDY OR MEASURE OF DAMAGES IS THE 



          SOLE AND EXCLUSIVE REMEDY FOR SUCH BREACH . 
 
     (C)  IF NO REMEDY OR MEASURE OF DAMAGES IS EXP RESSLY PROVIDED FOR, 
          LIABILITY IS LIMITED TO DIRECT ACTUAL DAM AGES AND SUCH DIRECT ACTUAL 
          DAMAGES IS THE SOLE AND EXCLUSIVE REMEDY.  
 
     (D)  EXCEPT WHERE SPECIFICALLY SET FORTH IN TH IS AGREEMENT, NEITHER PARTY 
          SHALL BE REQUIRED TO PAY OR BE LIABLE FOR  SPECIAL, CONSEQUENTIAL, 
          INCIDENTAL, PUNITIVE, EXEMPLARY OR INDIRE CT DAMAGES, INCLUDING BUT NOT 
          LIMITED TO LOST PROFITS OR BUSINESS INTER RUPTION DAMAGES AND WHETHER 
          BY STATUTE, IN TORT, IN CONTRACT, OR OTHE RWISE. 
 
     (E)  THE PARTIES INTEND THAT THE LIMITATIONS O F LIABILITY IMPOSED IN THIS 
          AGREEMENT ARE WITHOUT REGARD TO THE CAUSE  OR CAUSES, INCLUDING BUT NOT 
          LIMITED TO THE NEGLIGENCE OF ANY PARTY, W HETHER SUCH NEGLIGENCE IS 
          SOLE, JOINT, CONCURRENT, ACTIVE OR PASSIV E, OR OTHERWISE. 
 
     (F)  IF ANY DAMAGES UNDER THIS AGREEMENT ARE D EEMED LIQUIDATED, THE PARTIES 
          ACKNOWLEDGE THAT SUCH DAMAGES ARE DIFFICU LT OR IMPOSSIBLE TO 
          DETERMINE, THAT OTHERWISE OBTAINING AN AD EQUATE REMEDY IS 
          INCONVENIENT, AND THAT THE LIQUIDATED DAM AGES CONSTITUTE A REASONABLE 
          APPROXIMATION OF THE HARM OR LOSS. 
 
7.8  SURVIVAL. This Article 7 survives the terminat ion of this Agreement. 
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                                    ARTICLE 8 
                                  FORCE MAJEURE 
 
8.1  SUSPENSION OF OBLIGATIONS. 
 
     (A)  Except with regard to any obligation to p ay money under the Agreement, 
          if either Party cannot, in whole or in pa rt, carry out its obligations 
          under this Agreement as a result of Force  Majeure, then 
 
          (1)  The Party claiming Force Majeure sha ll give the other Party 
               written notice and full particulars of the Force Majeure as soon 
               as reasonably possible after the occ urrence of the cause relied 
               upon. 
 
          (2)  Only to the extent affected by the F orce Majeure, the obligations 
               of the affected Party are suspended.  
 
          (3)  During the pendency of the Force Maj eure, the affected Party is 
               not liable to the other Party for: 
 
               (a)  any claims relating directly or  indirectly to the failure of 
                    the affected Party to perform u nder this Agreement as a 
                    result of the Force Majeure; an d 
 
               (b)  any loss, damage, injury or exp ense resulting from, or 
                    arising out of, the Force Majeu re. 
 
     (B)  If an event of Force Majeure excuses PWCC  from delivering any of the 
          Energy Products, PWCC shall make best eff orts to secure on APS' behalf 
          Replacement Energy Products for the Energ y Products that PWCC is 
          excused from delivering if: 
 
          (1)  APS requests such efforts; and 
 
          (2)  APS assumes responsibility for all r esulting costs. 
 



     (C)  PWCC shall use reasonable efforts to mini mize the costs to APS of 
          Replacement Energy Products obtained unde r Section 8.1(B). 
 
8.2  DUE DILIGENCE. 
 
     (A)  A Party claiming Force Majeure shall use due diligence to fulfill its 
          obligations under this Agreement and to r emove any disability caused 
          by such event at the earliest practicable  time. 
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     (B)  Nothing in this Article 8 shall require a  Party to settle any strike 
          or labor dispute. 
 
     (C)  A Party claiming Force Majeure shall cont inue to perform immediately 
          after the Force Majeure has been removed.  
 
                                    ARTICLE 9 
                             TAXES AND OTHER CHARGE S 
 
9.1  RESPONSIBILITY FOR TAXES AND OTHER CHARGES. 
 
     (A)  Except as otherwise provided in this Sect ion 9.1, PWCC is responsible 
          for all Taxes on or with respect to the E nergy Products incurred prior 
          to delivery to APS up to and at the Deliv ery Points. 
 
     (B)  APS is responsible for all Taxes on or wi th respect to the Energy 
          Products incurred from the Delivery Point s except for ad valorem or 
          income taxes, which relate to the wholesa le of the Energy Products and 
          which are the responsibility of PWCC. 
 
     (C)  If during the term of this Agreement, any  material increased costs are 
          associated with the Dedicated Units as a result of any Governmental 
          Authority or any judicial order, APS shal l be responsible for all such 
          increased costs through an annualized cha rge. 
 
     (D)  If PWCC is required by law or regulation to remit or pay Taxes that 
          are APS' responsibility under Section 9.1 (B), APS shall promptly 
          reimburse PWCC for such Taxes. 
 
     (E)  If APS is required by law or regulation t o remit or pay Taxes that are 
          PWCC's responsibility under Section 9.1(A ), APS may deduct the amount 
          of any such Taxes from the sums due to PW CC under this Agreement. 
 
     (F)  Nothing in this Agreement obligates a Par ty to be responsible for any 
          taxes for which it is exempt by law. 
 
     (G)  Each Party shall indemnify, defend and ho ld the other Party harmless 
          for, from and against all liability for T axes for which the 
          indemnifying Party is responsible. 
 
                                   ARTICLE 10 
                        NOTICES AND OTHER COMMUNICA TIONS 
 
10.1 METHODS OF PROVIDING NOTICE. All invoices, pay ments, statements, notices, 
     and communications made under this Agreement s hall be in writing as 
     follows: 
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     (A)  By registered or certified or express mai l, with a return receipt 
          requested, postage prepaid, or by compara ble delivery service, or by 



          hand with a receipt, or by facsimile with  the original sent by first 
          class mail, to the individuals listed on Exhibit B. 
 
     (B)  Either Party may modify any information s pecified in Exhibit B by 
          giving written notice to the other Party.  
 
10.2 RECEIPT OF NOTICE. All written communications made as provided in Section 
     10.1 are deemed given upon receipt by the addr essee. In the case of 
     facsimiles, receipt occurs on the date that th e facsimile is received by 
     the addressee in legible form. 
 
                                   ARTICLE 11 
                             EFFECTIVE DATE AND TER M 
 
11.1 EFFECTIVE DATE. This Agreement shall become ef fective upon the completion 
     of all the following: 
 
     (A)  The grant of a variance to APS of Arizona  Administrative Code Rule 
          R14-2-1606(B) by the Arizona Corporation Commission consistent with 
          Section 3.1 of the attached Service Sched ule. 
 
     (B)  The transfer of the non-nuclear generatio n assets to Pinnacle West 
          Energy Corporation. 
 
     (C)  The acceptance of both this Agreement and  the Pinnacle West Energy 
          Contract by FERC without modification or condition, except that if 
          FERC or any court imposes any condition, limitation, or qualification, 
          then: 
 
          (1)  each Party shall determine whether t he condition, limitation or 
               qualification individually, or in th e aggregate, has a material 
               adverse effect on the Party with res pect to this Agreement; 
 
          (2)  a Party determining an adverse effec t under Section 11.1(C)(1) 
               shall as soon as practicable, but in  no case after more than 30 
               calendar days of the FERC or court a ction, notify the other 
               Party; 
 
          (3)  after notification, the Parties shal l cooperate on a commercially 
               reasonable basis to renegotiate the terms of this Agreement to 
               preserve the original economic relat ionship of the Parties with 
               respect to this Agreement; and 
 
          (4)  if the parties fail to renegotiate t he terms of this Agreement, 
               the Agreement is null and void and h ave no further force and 
               effect. 
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     (D)  Approval of this Agreement by the Arizona  Corporation Commission. 
 
11.2 TERMINATION DATE. 
 
     (A)  Unless earlier terminated pursuant to the  terms of this Agreement or 
          extended pursuant to Section 11.2(B), thi s Agreement shall terminate 
          at midnight on December 31, 2015. 
 
     (B)  This Agreement shall automatically be ren ewed for up to three 
          additional 5-year terms unless either Par ty provides to the other 
          Party a notice of termination at least 12  months prior to the 
          scheduled termination of this Agreement. 
 
11.3 PARTIAL TERMINATION. 
 



     (A)  The obligations of the Parties with respe ct to the Dedicated Units 
          Energy Products shall terminate upon the termination or material 
          change of the Pinnacle West Energy Contra ct, if the termination or 
          material change of the Pinnacle West Ener gy Contract is outside of the 
          control of PWCC and Pinnacle West Energy Corporation and regardless of 
          whether such termination or material chan ge occurs during a renewal 
          period pursuant to Section 11.2(B). 
 
     (B)  If this Agreement is partially terminated  under Section 11.3(A), the 
          Parties shall engage in good faith negoti ations for a subsequent 
          agreement regarding the provision of Ener gy Products in lieu of the 
          Dedicated Units Energy Products. 
 
11.4 REGULATORY APPROVALS. Each Party shall use com mercially reasonable efforts 
     to obtain the necessary regulatory approvals s o that this Agreement shall 
     become effective on the earliest practicable d ate. 
 
                                   ARTICLE 12 
                               DISPUTE RESOLUTION 
 
12.1 ALTERNATIVE DISPUTE RESOLUTION. Except as prov ided in Section 12.4, all 
     claims or disputes, whether sounding in tort o r contract or otherwise, 
     between the Parties, including their agents an d representatives, arising 
     under or relating to this Agreement are subjec t to alternative dispute 
     resolution as provided in this Article 12. 
 
12.2 MEDIATION. Any dispute between the Parties sha ll first be submitted to 
     non-binding mediation using the following proc edures: 
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     (A)  A Party shall provide a written request f or mediation to the other 
          Party. 
 
     (B)  The mediation shall commence within 60 ca lendar days from receipt of 
          the request in Section 12.2(A). 
 
     (C)  A mediator shall be chosen by mutual agre ement of the Parties within 
          15 calendar days of receipt of the reques t in Section 12.2(A). 
 
     (D)  All discussions or materials presented du ring or for purposes of the 
          mediation shall be considered Confidentia l Information and subject to 
          Rule 408 of the federal and state rules o f evidence and any similar 
          regulatory rules. 
 
12.3 ARBITRATION. If a dispute cannot be resolved a fter mediation under Section 
     12.2 and except as provided in Section 12.4, t he dispute shall be submitted 
     to binding arbitration as follows: 
 
     (A)  The arbitration shall be conducted in Pho enix, Arizona in accordance 
          with the Federal Arbitration Act and by t he then-prevailing Commercial 
          Arbitration Rules of the American Arbitra tion Association. The 
          arbitration proceedings, decision and awa rd under this Section 12.3 
          shall be governed by the Federal Arbitrat ion Act. 
 
     (B)  The validity, construction, and interpret ation of this Article 12 and 
          all procedural aspects of the arbitration  shall be governed by the 
          Federal Arbitration Act and shall be deci ded by the arbitrators. 
 
     (C)  Submission to arbitration shall be made u pon the request of either 
          Party. 
 
     (D)  There shall be 3 arbitrators. Each Party shall appoint a single 
          arbitrator within 20 calendar days after service of the notice of 



          arbitration. The 2 arbitrators so appoint ed shall select the third 
          arbitrator, who shall be the chairperson of the tribunal, within 20 
          calendar days after the both arbitrators are appointed. The 
          chairperson shall have over 8 years of ex perience in energy-related 
          transactions. 
 
     (E)  None of the arbitrators shall be employee s or former employees of 
          either Party or have any direct interest in either Party or the 
          subject matter of the arbitration, unless  the conflict is expressly 
          acknowledged and waived in writing by bot h Parties. 
 
     (F)  The chairperson shall schedule and hear t he dispute within 6 months 
          after appointment and shall render the pa nel's decision within 30 
          calendar days after the hearing concludes . 
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     (G)  The arbitrators shall have no authority t o award consequential, 
          treble, exemplary, or punitive damages of  any type or kind regardless 
          of whether such damages may be available under any law or right. The 
          Parties waive their rights, if any, to re cover or claim such damages. 
 
     (H)  All discussions or materials presented du ring or for purposes of the 
          arbitration shall be considered Confident ial Information. 
 
     (I)  All costs and expenses of the arbitrators  shall be borne equally by 
          the Parties. The arbitration shall take p lace in Phoenix, Arizona. 
 
     (J)  The arbitration award shall be final and binding on the Parties and 
          may be entered in any court of competent jurisdiction. If required by 
          applicable law, the arbitration award sha ll be filed with FERC and 
          subject to FERC approval. 
 
12.4 EQUITABLE RELIEF. Either Party may petition a court of appropriate and 
     proper jurisdiction, as described in Section 1 3.6, for non-monetary relief 
     relating to any claim of breach of this Agreem ent to prevent undue hardship 
     relating to the claimed breach pending the com pletion of mediation or 
     arbitration under Sections 12.2 and 12.3. 
 
 
                                   ARTICLE 13 
                               GENERAL PROVISIONS 
 
13.1 ENTIRE AGREEMENT; AMENDMENTS AND COUNTERPARTS. 
 
     (A)  Except as provided in Section 1.3, the te rms of this Agreement 
          constitute the entire agreement between t he Parties with respect to 
          its subject matter. 
 
     (B)  The terms of this Agreement may be change d only by mutual written 
          agreement executed by both Parties after the date of this Agreement. 
 
     (C)  This Agreement may be executed in counter parts. 
 
13.2 NO WAIVER. 
 
     (A)  No waiver of a default constitutes a waiv er of any other default or 
          defaults whether of a like kind or differ ent nature. 
 
     (B)  Any delay in asserting or enforcing any r ight under this Agreement 
          does not waive such right, unless barred by an applicable statute of 
          limitation. 
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13.3 HEADINGS. Headings and titles are for convenie nce only and do not affect 
     the meaning or interpretation of any provision  of this Agreement. 
 
13.4 CONFIDENTIALITY. 
 
     (A)  Each Party and their agents shall maintai n all Confidential 
          Information in confidence and shall use s uch information solely in 
          connection with this Agreement. 
 
     (B)  Neither Party may disclose Confidential I nformation to third parties 
          without the prior written consent of the other Party, except to the 
          extent necessary to effectuate the transf er of Energy Products after 
          providing the other Party with prompt wri tten notice of the intent to 
          disclose to the third party. 
 
     (C)  This Section 13.4 shall survive the termi nation of this Agreement for 
          a period of one year. 
 
13.5 GOVERNING LAW. 
 
     (A)  This Agreement shall be governed by, cons trued and enforced in 
          accordance with the laws of Arizona, with out regard to principles of 
          conflict of laws. 
 
     (B)  The Parties agree that for purposes of th is Agreement the products 
          sold herein are not "goods" within the me aning of any Uniform 
          Commercial Code. 
 
13.6 JURISDICTION AND COSTS. 
 
     (A)  Subject to Article 12 and Section 13.6(B) , any judicial action 
          relating in any way to this Agreement sha ll be brought only in a state 
          or federal court located in Phoenix, Ariz ona. 
 
     (B)  An action to enforce an arbitration award  may be brought in any 
          jurisdiction. 
 
     (C)  The Parties waive any right to trial by j ury in an action relating to 
          this Agreement. 
 
     (D)  The prevailing Party in any judicial acti on is entitled to recover its 
          costs, litigation and other expenses, and  reasonable attorneys' fees 
          incurred in connection with such proceedi ngs. 
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13.7 NO THIRD-PARTY BENEFICIARIES. 
 
     (A)  There are no third-party beneficiaries to  this Agreement. 
 
     (B)  This Agreement does not create, nor shall  it be construed to create, 
          any standard of care, duty or liability t o any third party. 
 
13.8 BINDING EFFECT. This Agreement is binding on a nd inures to the benefit of 
     the Parties and their respective successors an d permitted assigns. 
 
13.9 RECORDING. 
 
     (A)  Either Party may record telephone convers ations and other discussions 
          regarding matters arising under this Agre ement. 
 



     (B)  Each Party agrees to obtain the consent o f its employees and agents to 
          such recording to the extent required by applicable law. 
 
     (C)  All recordings of telephone conversations  and other discussions are 
          deemed Confidential Information. 
 
13.10 REGULATORY JURISDICTION. This Agreement and a ny actions under this 
     Agreement shall be subject to applicable regul atory jurisdiction and 
     approvals, but this Agreement shall not be con strued as subjecting either 
     Party to the jurisdiction of any regulatory ag ency that would not otherwise 
     have jurisdiction over such Party. 
 
13.11 ASSIGNMENT. 
 
     (A)  Neither Party may transfer or assign any of its rights, title, 
          interests or obligations in or under this  Agreement, including 
          assignments of the Dedicated Contracts fr om PWCC, without the prior 
          written consent of the other Party, excep t for: 
 
          (1)  an assignment, including but not lim ited to a transfer or pledge, 
               made as security for any financing i f: 
 
               (a)  the assigning Party provides pr ompt notice to the other 
                    Party of the assignment, includ ing the effective date; and 
 
               (b)  the assignment does not release  the assigning Party from any 
                    obligations or liabilities unde r this Agreement prior to the 
                    effective date of the assignmen t; or 
 
          (2)  an assignment, including but not lim ited to a transfer or 
               delegation, to an Affiliate if: 
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               (a)  the assigning Party provides pr ompt notice to the other 
                    Party of the assignment, includ ing the effective date; 
 
               (b)  the assignee Affiliate agrees t o be fully bound by the 
                    Agreement; 
 
               (c)  the assignee Affiliate meets th e Credit Support requirements 
                    of the non-assigning Party; and  
 
               (d)  the assignment does not release  the assigning Party from any 
                    obligations or liabilities unde r this Agreement prior to the 
                    effective date of the assignmen t. 
 
     (B)  Any transfer that does not comply with Se ction 3.11(A) is null and 
          void. 
 
13.12 RECORDS. 
 
     (A)  Each Party shall maintain records of all transactions under this 
          Agreement for a minimum of 3 years from t he billing date of the 
          transaction. 
 
     (B)  Each Party may require the other Party to  produce the other Party's 
          records to the extent reasonably necessar y to verify the accuracy of 
          any statement, charge or computation made  pursuant to this Agreement. 
 
     (C)  If the records produced under Section 13. 12(B) reveal any inaccuracy 
          in any invoice or similar statement, a re fund shall issue to the Party 
          owed money plus Interest, except that if the invoice or statement 
          resulting in the refund is over 12 months  old, no refund shall issue. 



 
13.13 NEGOTIATED AGREEMENT. The Parties agree that they have had meaningful 
     discussions and negotiations over the provisio ns of this Agreement and 
     therefore no provision is to be construed agai nst the Party who drafted and 
     prepared this Agreement. 
 
13.14 SEVERABILITY. If any provision of this Agreem ent is determined to be 
     unenforceable, illegal or otherwise invalid, t hen that provision shall be 
     severed and the remainder of the Agreement sha ll remain in full force and 
     effect if: 
 
     (A)  the Parties can legally, practically, and  commercially continue 
          without the severed provision; and 
 
     (B)  the severance does not defeat the purpose  or relative economic 
          position of either or both Parties in ent ering into this Agreement. 
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13.15 TIME OF THE ESSENCE. Time is of the essence o f this Agreement. 
 
SIGNED: 
 
PINNACLE WEST CAPITAL CORPORATION       ARIZONA PUB LIC SERVICE COMPANY 
 
By:_____________________________        By:________ _____________________ 
Name:___________________________        Name:______ _____________________ 
Title:__________________________        Title:_____ _____________________ 
Date:___________________________        Date:______ _____________________ 
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                                    EXHIBIT A 
 
                                   DEFINITIONS 
 
     When initially capitalized, the following term s used in the Agreement, 
including the Service Schedule and exhibits, have t he meanings set forth below: 
 
     "AFFECTED PARTY" means a Party affected by a m aterial change under Section 
6.1. 
 
     "AFFILIATE" means: (a) an entity directly or i ndirectly controlling the 
other entity; (b) an entity directly or indirectly controlled by the other 
entity; or (c) an entity commonly controlled direct ly or indirectly with the 
other entity. 
 
     "ANCILLARY SERVICES" means the services specif ied in Schedules 1 through 6 
of APS' Open Access Transmission Tariff. 
 
     "APS" means Arizona Public Service Company. 
 
     "APS' FULL LOAD REQUIREMENTS" means APS' full Energy Product requirements 
needed to serve APS' present and future Standard Of fer retail customers. APS' 
Full Load Requirements excludes the amount of APS' retail load served by the 
following resources: (1) the SRP Power Coordination  Agreement of September 15, 
1955 and Territorial Agreement of August 31, 1955 t o the extent such agreement 



is not a Dedicated Contract; (2) deliveries of capa city and energy under the 
September 21, 1990 Asset Purchase and Power Exchang e Agreement, Sections 3 and 
4, between APS and PacificCorp to the extent such a greement is not a Dedicated 
Contract; (3) the Arizona Corporation Commission's environmental portfolio 
standard in effect on the date of this Agreement; ( 4) APS' purchase power 
contracts with Qualifying Facilities and customer-o wned generation in effect on 
the date of this Agreement or as subsequently autho rized by law; (5) the output 
of APS' Palo Verde Nuclear Generation Station asset s until they are transferred 
to Pinnacle West Energy Corporation; and (6) other generating assets retained by 
APS pursuant to an order of the Arizona Corporation  Commission. 
 
     "BASE RATE" means the lesser of (a) the annual  interest rate published as 
the "Prime Rate" in the WALL STREET JOURNAL's "Mone y Rates" section, unless the 
WALL STREET JOURNAL no longer publishes the "Prime Rate," in which case a 
comparable rate agreed to by the Parties, plus 2 pe rcent; or (b) the maximum 
interest rate allowed by law. 
 
     "BUSINESS DAY" means a weekday during which Un ited States banks are open 
for general commercial business and ending at 5:00 p.m. Phoenix time. 
 
     "CAPACITY" means electric generating capabilit y, expressed in kilowatts 
(kW) or megawatts (MW). 
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     "COMPETITIVE BIDDING PROCESS" means the biddin g process through which PWCC 
or its assignee or agent shall contract for the por tion of the Energy Products 
described in the Service Schedule as Competitively- Bid Energy Products. 
 
     "COMPETITIVELY-BID ENERGY PRODUCTS" means Ener gy Products obtained through 
the Competitive Bidding Process described in Sectio n 3.1 of the Service 
Schedule. 
 
     "CONFIDENTIAL INFORMATION" means any informati on relating to or provided 
under this Agreement that is designated by a Party as confidential, except (a) 
information in a Party's possession prior to its re ceipt from the other Party; 
(b) information obtained from a third person who, a s far as the obtaining Party 
is aware, was not prohibited by a contractual, lega l or fiduciary obligation 
from transmitting the information; (c) information that has become publicly 
available through no fault of the obtaining Party; and (d) information that a 
Party is required by law, regulation, or administra tive or judicial order to 
disclose, including information related to satisfyi ng regulatory requirements, 
if the Party disclosing such information has provid ed prompt notice of the 
requirement and allowed a reasonable period of time  for the other Party to seek 
to restrain such disclosure. 
 
     "CONTRACT PRICE" means the price specified in the attached Service Schedule 
for each Contract Year including adjustments. 
 
     "CONTRACT TERM" or "TERM" means the period beg inning on the Effective Date 
and ending on the termination date specified in Sec tion 11.2. 
 
     "CONTRACT YEAR" means (a) for the initial cont ract year, 12:01 A.M. on the 
date delivery of Energy Products commences pursuant  to Section 1 of the attached 
Service Schedule, and ending 12:00 Midnight, Decemb er 31 of the same calendar 
year; and (b) for each subsequent calendar year, th e period of time between 
12:01 A.M., January 1 and ending 12:00 Midnight, De cember 31. 
 
     "CREDIT SUPPORT" means: (a) a Letter of Credit , (b) a Guaranty, or (c) such 
other form of commercially-reasonable security acce ptable to the secured Party. 
 
     "CREDIT SUPPORT PROVIDER" means: (a) a Guarant or, (b) an Issuer, or (c) a 
provider of another form of Credit Support who is a cceptable to the secured 



Party. 
 
     "DEDICATED CONTRACTS ENERGY PRODUCTS" means En ergy and Capacity sold to APS 
from the Dedicated Contracts. 
 
     "DEDICATED CONTRACTS" means energy and capacit y procured pursuant to the: 
(a) SRP Power Coordination Agreement and Territoria l Agreement, and (b) Sections 
3 and 4 of the Asset Purchase and Power Exchange Ag reement between APS and 
Pacificorp dated September 21, 1990; but (c) only t o the extent that such 
contracts are transferred to or assumed by Pinnacle  West Capital Corporation. 
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     "DEDICATED ENERGY PRODUCTS" means Energy and C apacity sold to APS from the 
Dedicated Units and Dedicated Contracts. 
 
     "DEDICATED UNITS" means Palo Verde Units 1-3, West Phoenix Units 1-5 and 
CT1-2, Saguaro Steam Units 1&2 and CTs 1-3, Navajo Units 1-3, Four Corners Units 
1-5, Yucca Unit 1 and CTs 1-4, Douglas CT, Cholla U nits 1-3, Ocotillo Units 1-2 
and CT1-2 and Redhawk Units 1-2, from commissioning  until such units are 
retired, as applicable. 
 
     "DEDICATED UNITS BILLING ENERGY" means the qua ntity of Energy billed to APS 
by PWCC each calendar month under Section 3.2 of th e Service Schedule. Unless 
revised as a result of an applicable RTO requiremen t, Dedicated Units Billing 
Energy shall equal: (a) the sum of net tie metering  for all interconnections 
between APS' control area and other control areas a s measured through 
telemetered data and adjusted for end-of-month syst em revenue metering as agreed 
between the Parties, plus (b) all net metered gener ation interconnected with 
APS' control area as measured through telemetered d ata and adjusted for 
end-of-month system revenue metering as agreed betw een the Parties, plus (c) 
losses on third parties' transmission systems assoc iated with transmission used 
by APS to serve APS' Full Load Requirements, less ( d) retail and wholesale loads 
served by other providers or supplied by PWCC to AP S under separate contract 
within APS' control area, less (e) Supplemental Ene rgy Products, less (f) 
Replacement Energy Products, less (g) Competitively -Bid Energy Products, less 
(h) Dedicated Contracts Energy Products, less (i) t hose resources specifically 
excluded in the definition of APS' Full Load Requir ements. 
 
     "DEDICATED UNITS ENERGY PRODUCTS" means Energy  and Capacity sold the APS 
from the Dedicated Units. 
 
     "DEFAULTING PARTY" means a Party who itself or  through its Credit Support 
Provider is subject to an Event of Default. 
 
     "DELIVERY POINT" means a location or locations , as agreed-upon from time to 
time, at which PWCC's resources used to provide Ene rgy Products to APS 
interconnect with: (a) APS' transmission or distrib ution system; (b) the system 
of a future RTO in which APS' retail load is locate d; or (c) points of 
interconnection between such systems and adjoining systems. 
 
     "DEMAND" means the rate at which Energy is del ivered. 
 
     "DIRECT ACTUAL DAMAGES" means the damages calc ulated under Section 7.2. 
 
     "EARLY TERMINATION DATE" means a date on which  the Agreement is terminated 
that is earlier than the date specified in Section 11.2 of the Agreement. 
 
     "ENERGY" means three-phase, sixty-hertz electr ic energy delivered at the 
nominal voltage of the Delivery Point expressed in megawatt hours (MWh) or 
kilowatt hours (kWh). 
 
     "ENERGY PRODUCTS" means Energy and Capacity. 
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     "EVENT OF DEFAULT" means an event of default d escribed in Section 7.1. 
 
     "FERC" means the Federal Energy Regulatory Com mission or its successor. 
 
     "FORCE MAJEURE" means an event that: (a) is no t anticipated on the date the 
Agreement is signed; (b) is not within the reasonab le control of the Party 
claiming Force Majeure; (c) could not, in the exerc ise of reasonable diligence 
and Good Utility Practice by the Party claiming For ce Majeure, have been 
prevented or avoided; and (d) renders the Party cla iming Force Majeure unable to 
carry out, wholly or in part, its obligations under  this Agreement. Subject to 
the foregoing, Force Majeure includes, but is not l imited to, the following 
events: (1) act of God; (2) act of public enemy, wa r, terrorism, blockade, 
insurrection, civil disturbance, disobedience or ri ot; (3) strike, lockout, 
material shortage or other industrial disturbance; (4) epidemic, landslide, 
earthquake, fire, storm, lightning, flood or other natural catastrophe; (5) 
failure of the transmission or distribution grid, i ncluding third parties' 
transmission facilities, to transmit or distribute Energy; (6) reductions or 
interruptions in services which may be required by the control area operator or 
regional transmission organization; (7) material fa ilure of performance by any 
PWCC supplier, including failures as a result of Fo rce Majeure, which results in 
a shutdown or material reduction of any of the gene ration capacity or output 
owned or controlled by PWCC or a PWCC Affiliate; (8 ) shutdown or reduction by 
the Nuclear Regulatory Commission of a material por tion of the generation 
capacity or output which is owned or controlled by PWCC or a PWCC Affiliate; (9) 
act, omission, failure to act, or order of a civil,  judicial, regulatory or 
government authority, if the Party claiming Force M ajeure has acted to the 
fullest extent reasonable to prevent or correct the  act, omission, failure to 
act or order; and (10) any other act or omission si milar to the foregoing 
examples which by the exercise of a Party's reasona ble diligence cannot be 
overcome. Force Majeure specifically excludes PWCC' s ability to sell Dedicated 
Energy Products at a more advantageous price. "GOOD  UTILITY PRACTICE" means (a) 
any of the practices, methods, and acts engaged in or approved by a significant 
portion of the electric utility industry during the  relevant time period; and 
(b) any of the practices, methods, and acts which, in the exercise of reasonable 
judgment in light of the facts known at the time th e decision was made, could 
have been expected to accomplish the desired result  at a reasonable cost 
consistent with good business practices, reliabilit y, safety and expedition. 
Good Utility Practice does not necessarily require the optimum practice, method, 
or act to the exclusion of all others but does incl ude a requirement that PWCC 
provide installed or purchased generating reserves reasonably needed to supply 
firm Dedicated Energy Products to APS as required u nder this Agreement. 
 
     "GOVERNMENTAL AUTHORITY" means (a) a city, mun icipality, county, state or 
other governmental board or authority; (b) a regula tory or public power board or 
authority; (c) a public utility or public power dis trict; (d) a joint action 
agency; (e) a federally recognized tribal board, au thority or agency; or (e) 
other similar political subdivisions or public enti ties of the United States, or 
any state or a territory, acting individually or in  combination. 
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     "GUARANTOR" means an entity or entities execut ing a Guaranty of the 
obligation of one Party to the other Party. A Guara ntor must be reasonably 
acceptable to the Party receiving the Guaranty. 
 
     "GUARANTY" means a guaranty, hypothecation agr eement, security agreement, 
or any other document containing an obligation of a  Guarantor in favor of, and 
supporting obligations of, one Party to the other P arty. The Guaranty must be in 
a form and substance reasonably acceptable to the P arty receiving the Guaranty. 



 
     "INTEREST" means interest accruing at the Base  Rate, compounded daily based 
on a 360-day year, from and including the due date to and including the payment 
date or, if applicable, interest as ordered by FERC . 
 
     "ISSUER" means a person executing and deliveri ng to a Party a Letter of 
Credit or another form of Credit Support document t hat is not a Guaranty. An 
Issuer must be reasonably acceptable to the receivi ng Party. 
 
     "LETTER OF CREDIT" means an instrument or agre ement, revocable or 
irrevocable, entered into by a bank or other financ ial institution providing 
that the issuer will honor drafts or other demands for payment upon compliance 
with the conditions specified in the credit. 
 
     "MARKET QUOTATION" means a quotation determine d under Section 7.1(E)(2). 
 
     "NERC" means the North American Electric Relia bility Council and any 
successor. 
 
     "NET SETTLEMENT AMOUNT" means the amount calcu lated under Section 
7.1(E)(1). 
 
     "OFF-SYSTEMS SALES MARGIN" means the revenue r eceived from energy sales to 
anyone other than APS from the Dedicated Units less : (a) the costs of associated 
fuel, transmission and Ancillary Services if applic able, and (b) any other 
out-of-pocket costs associated with the sale. 
 
     "PARTIES" means both APS and PWCC. 
 
     "PARTY" means either APS or PWCC. 
 
     "PERFORMING PARTY" means the non-defaulting Pa rty upon an Event of Default 
or the non-breaching Party in the case of a breach.  
 
     "PINNACLE WEST ENERGY CONTRACT" means the cont ract between PWCC and 
Pinnacle West Energy Corporation referred to in Sec tion 2.1(C) of the Agreement. 
 
     "PURCHASE PRICE" means the price in United Sta tes dollars, unless otherwise 
agreed, to be paid by APS to PWCC in exchange for t he Energy Products. The 
Purchase Price may be stated in a per unit price fo r a specific Energy Product 
or Products or as a total price for all Energy Prod ucts. 
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     "PWCC" means Pinnacle West Capital Corporation . 
 
     "REFERENCE MARKET MAKERS" means four leading d ealers in the relevant market 
selected by either Party determining a Market Quota tion in good faith from among 
dealers of the highest credit standing which satisf y all the criteria that a 
Party applies generally at the time of deciding whe ther to enter into similar 
transactions 
 
     "REPLACEMENT ENERGY PRODUCTS" means Energy Pro ducts provided by PWCC under 
Section 3.1.4 or Section 3.4 of the Service Schedul e. 
 
     "RTO" means a FERC-approved regional transmiss ion organization, including 
but not limited to a transco, gridco or the WestCon nect RTO. 
 
     "SALES PRICE" means (a) the price at which the  Performing Party, acting in 
a commercially reasonable manner, effects a resale of undelivered Energy 
Products; or, (b) the market price for the quantity  of Energy Products at the 
Delivery Points agreed upon by the Parties; less (c ) costs reasonably incurred 
by the Performing party in reselling Energy Product s, additional transmission 
charges incurred by the Performing Party in deliver ing Energy Product to 



third-party buyers and penalties, ratcheted demands  or similar charges. 
 
     "SRP" means the Salt River Project Agricultura l Improvement and Power 
District. 
 
     "SUBSTITUTE PRICE" means the price at which AP S acting in a commercially 
reasonable manner purchases at the Delivery Points a replacement for Energy 
Products not delivered by PWCC, plus costs reasonab ly incurred by APS in 
purchasing the substitute product; plus additional transmission charges 
reasonably incurred by APS in purchasing the substi tute product. 
 
     "SUPPLEMENTAL ENERGY PRODUCTS" means Energy Pr oducts provided by PWCC under 
Section 3.3 of the Service Schedule. 
 
     "TARIFF" means PWCC's Market-Based Rate Tariff  on file and approved by 
FERC, as amended from time to time. 
 
     "TAXES" means all taxes, fees, levies, penalti es, licenses or charges 
imposed by any Governmental Authority. 
 
     "TRANSMISSION PROVIDER" means an entity or ent ities transmitting or 
transporting the Energy Product on PWCC's or APS' b ehalf to or from the Delivery 
Points. 
 
     "UNPAID AMOUNTS" means the amounts determined under Section 7.1(E)(3). 
 
 
 
     "WSCC" means the Western Systems Coordinating Council. 
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                                    EXHIBIT B 
 
                       NOTIFICATION AND POINTS OF C ONTACT 
 
         For PWCC:                 Contract Adminis tration to: 
 
                                    PINNACLE WEST C APITAL CORPORATION 
                                    400 N. 5th Stre et, Station 9842 
                                    Phoenix, AZ 850 04 
                                    ATTN: Dennis Be als 
 
                                    PHONE: (602) 25 0-3101 
                                    FAX:   (602) 25 0-3719 
 
                                    Payments to: 
 
                                    PINNACLE WEST C APITAL CORPORATION 
                                    Bank Name: Bank  One of Arizona 
                                    Acct No.:  2270 -3938 
                                    ABA No.:   1221 00024 
 
         For APS:                   ARIZONA PUBLIC SERVICE COMPANY 
                                    400 N. 5th Stre et, Station 8632 
                                    Phoenix, AZ  85 004 
                                    ATTN: Keith Van  Ausdal 
 
                                    PHONE: (602) 25 0-2951 
                                    FAX:   (602) 25 0-213 
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                                SERVICE SCHEDULE 
 
 
         This Service  Schedule  further  defines t he obligations of the Parties 
with respect to the Agreement. 
 
1.   EFFECTIVE DATE. 
 
     1.1  This Service Schedule is for the sale and  purchase of APS' Full Load 
          Requirements, beginning on the Effective Date of the Agreement and 
          continuing through December 31, 2015, unl ess otherwise terminated or 
          extended pursuant to this Agreement. 
 
2.   FORECAST. 
 
     2.1  APS shall provide a five-year forecast of  the APS' Full Load 
          Requirements on an hourly basis 60 days p rior to each calendar year. 
          The first five-year forecast shall be pro vided within 30 days of the 
          execution of this Agreement. APS shall al so update the forecast during 
          each calendar year for known or anticipat ed changes in load. 
 
     2.2  Scheduling/Forecast. APS shall use its be st efforts to submit accurate 
          and timely forecasts and to facilitate PW CC's submittal of an accurate 
          schedule for receipt of APS' Full Load Re quirements. PWCC may schedule 
          the delivery of Energy Products to APS in  any combination of MW 
          amounts and at any combination of Deliver y Points as necessary to 
          satisfy the total Energy Products supply requirements. 
 
3.   PROVIDING APS' FULL LOAD REQUIREMENTS. PWCC sh all provide APS' Full Load 
     Requirements and APS shall pay all costs assoc iated with such service as 
     follows: 
 
     3.1  Competitively-Bid Energy Products. 
 
          3.1.1 Commencing on January 1, 2003, PWCC  shall secure and provide 
                Energy Products to APS through a co mpetitive bidding process in 
                the initial amount of 270 MWs at an  overall 51% load factor. 
                Energy Products acquired through a competitive bidding process 
                shall include transmission to the D elivery Points. PWCC may 
                charge APS for Ancillary Services o r other delivery costs if not 
                included in the Competitively-Bid E nergy Products. 
 
          3.1.2 Energy Products acquired through a competitive bidding process 
                shall be increased by an additional  270 MWs at an overall 51% 
                load factor each Contract Year ther eafter through 2008 so that 
                by the end of 2008, 1620 
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                MW will be supplied--an amount whic h APS estimates to be 
                approximately 23% of 2008 peak load . 
 
          3.1.3 PWCC shall, directly or through an assignee or agent, conduct 
                the Competitive Bidding Process for  the benefit of APS. The 
                specific details of the Competitive  Bidding Process shall be 
                determined by PWCC in consultation with APS, provided that the 
                selection of the winning bidders, a s well as contract 
                provisions, specifications and cred itworthiness shall be 
                expressly approved by APS. 



 
          3.1.4 APS shall be responsible for any an d all costs and expenses 
                incurred in the acquisition of any Energy Products supplied 
                through the Competitive Bidding Pro cess, including PWCC's 
                administrative expenses associated with bid development and 
                evaluation, and procurement. In the  event of non-performance by 
                parties that are under contractual commitments as a result of 
                the Competitive Bidding Process, PW CC will use commercially 
                reasonable efforts to obtain Replac ement Energy Products for the 
                benefit of APS. APS shall be respon sible for all costs incurred 
                for the Replacement Energy Products . In consultation with APS, 
                PWCC shall pursue all commercially legal remedies for defaults 
                under contracts entered into as a r esult of the Competitive 
                Bidding Process. APS shall be respo nsible for all costs and fees 
                associated with the pursuit of such  remedies, and APS shall 
                receive all monies awarded as a rem edy. 
 
          3.1.5 Should PWCC wish to participate in the Competitive Bidding 
                Process as a seller, PWCC shall eng age an independent third 
                party to perform the necessary func tions of the Competitive 
                Bidding Process on behalf of PWCC. APS shall approve such 
                independent third party. If PWCC is  selected in the Competitive 
                Bidding Process, then a separate ag reement between APS and PWCC 
                will be executed for such Competiti vely Bid Energy Products. 
 
     3.2  Dedicated Energy Products. Subject to the  Agreement and this Service 
          Schedule, PWCC shall provide Dedicated En ergy Products from the 
          Dedicated Units and the Dedicated Contrac ts to serve APS' Full Load 
          Requirements. 
 
          3.2.1 Dedicated Units Energy Products. De dicated Units Energy Products 
                shall be priced at the actual price s charged to PWCC in the 
                Pinnacle West Energy Contract. The Parties recognize that the 
                prices in the Pinnacle West Energy Contract include: 
 
                    *    a Facilities Charge that i ncludes a return of and on 
                         the fixed capital assets o f the Dedicated Units and 
                         their associated operation  and maintenance costs 
                         excluding fuel, as set for th in Attachment 1 to this 
                         Service Schedule; 
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                    *    a Base Fuel Charge ("BFC")  for fuel and related costs 
                         associated with the Dedica ted Units Energy Products, as 
                         set forth in Attachment 2 to this Service Schedule; 
 
                    *    a Fuel and Purchased Power  Adjustment ("FPPA") for 
                         variable costs, as set for th in Attachment 2 to this 
                         Service Schedule; and 
 
                    *    transmission, losses, and Ancillary Services costs to 
                         the Delivery Points as a p ass through charge to APS. 
 
               The Fuel and Purchased Power Adjustm ent can be positive or 
               negative. 
 
          3.2.2 Pricing of Dedicated Units Energy P roducts. 
 
 
 
                    3.2.2.1   Based on Section 3.2. 1 above and Attachment 1 to 
                              this Service Schedule , the initial Facilities 



                              Charges for Dedicated  Units Energy Products in the 
                              Pinnacle West Energy Contract shall be: 
 
                                         Facilities  Charge 
                              Year         ($000/Mo nth) 
                              ----         -------- ---- 
                              2002           $35,44 0       (excludes Palo Verde) 
                              2003           $63,60 0 
                              2004           $67,12 0 
 
                    3.2.2.2   For Contract Years fo llowing 2004, the Facilities 
                              Charge in the Pinnacl e West Energy Contract shall 
                              be calculated as prov ided in Attachment 1 to this 
                              Service Schedule. 
 
                    3.2.2.3   The Base Fuel Charge in the Pinnacle West Energy 
                              Contract shall be $0. 0210 per kWh for 2002 and 
                              $0.0174 per kWh for 2 003 and thereafter for the 
                              remaining term of thi s Agreement, as provided in 
                              Attachment 2 to this Service Schedule. 
 
                    3.2.2.4   Beginning March 1, 20 03, a Fuel and Purchased 
                              Power Adjustment to t he Base Fuel Charge will be 
                              applied each month to  the billing for Dedicated 
                              Units Energy Products . The Fuel and Purchased 
                              Power Adjustment in t he Pinnacle West Energy 
                              Contract shall be cal culated annually prior to 
                              March of each calenda r year as provided in 
                              Attachment 2 to this Service Schedule. 
 
                    3.2.2.5   For billing purposes,  the Base Fuel Charge and the 
                              Fuel and Purchased Po wer Adjustment shall be 
                              applied to the Dedica ted Units Billing Energy. 
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          3.2.3 Minimum Availability of Dedicated U nits. 
 
 
 
                    3.2.3.1   Capacity. At a minimu m, PWCC shall make Capacity 
                              from the Dedicated Un its available as follows: (a) 
                              for 2002, prior to th e transfer of Palo Verde 
                              Nuclear Generating St ation Assets, the lesser of 
                              3440 MW at system pea k or actual load at system 
                              peak; and (b) for 200 3 and later, after the 
                              transfer of Palo Verd e Nuclear Generating Station 
                              Assets, the lesser of  4720 MW at system peak or 
                              actual load at system  peak, subject to adjustment 
                              as Dedicated Units ar e retired. 
 
                    3.2.3.2   Energy. At a minimum,  PWCC shall have available 
                              Energy from the Dedic ated Units in the amount of: 
                              (a) for 2002, prior t o the transfer of Palo Verde 
                              Nuclear Generating St ation Assets, 15,370 GWh 
                              annually; and (b) for  2003 and later, after the 
                              transfer of Palo Verd e Nuclear Generating Station 
                              Assets, 21,090 GWh an nually, subject to adjustment 
                              as Dedicated Units ar e retired. 
 
 
               3.2.4 Dedicated Contracts Energy Pro ducts. Dedicated Contracts 
                     Energy Products shall be price d at the actual cost incurred 



                     by PWCC under the provisions o f those contracts, including 
                     transmission, losses, and Anci llary Services to the 
                     Delivery Point. In the event o f a default on a Dedicated 
                     Contract, PWCC shall obtain Re placement Energy Products 
                     pursuant to Section 3.4 of thi s Service Schedule. 
 
     3.3  Supplemental Energy Products. If APS' Ful l Load Requirements exceeds 
          the Energy Products provided under Sectio ns 3.1 and 3.2, or if there 
          are insufficient qualified bidders to sup ply the required level of 
          Competitively-Bid Energy Products under S ection 3.1 of this Service 
          Schedule, then PWCC shall use commerciall y-reasonable efforts to 
          obtain the additional energy requirements  in the market. APS shall be 
          responsible for any and all costs and exp enses incurred in the 
          acquisition of any Supplemental Energy Re quirements supplied including 
          PWCC's administrative expenses incurred f or procurement. 
 
     3.4  Replacement Energy Products. In the event  of non-performance by 
          parties that are under contractual commit ments as a result of APS' 
          Supplemental Energy Requirements, PWCC sh all use 
          commercially-reasonable efforts to obtain  Replacement Energy Products 
          for the benefit of APS. PWCC shall also o btain Replacement Energy 
          Products when requested under Section 8.1 (B) of the Agreement. APS 
          shall be responsible for any and all cost s incurred for the 
          acquisition of Replacement Energy Product s including PWCC's 
          administrative expenses incurred for proc urement. In consultation with 
          APS, PWCC shall pursue all commercially l egal remedies for defaults 
          under contracts entered into to 
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          acquire Supplemental Energy Products. APS  shall be responsible for all 
          costs and fees associated with the pursui t of such remedies, and APS 
          shall receive all monies awarded as a rem edy. 
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    CALCULATION OF THE FACILITIES CHARGE IN THE PIN NACLE WEST ENERGY CONTRACT 
 
1.   FACILITIES CHARGE (FC). 
 
     The FC for 2002-04 as specified in Section 3.2 .2.1 of the Service Schedule 
     was derived using the method below. Effective January 1, 2005 and every 
     three years thereafter the FC shall include th e reasonable costs of owning 
     and operating the Dedicated Units as recalcula ted below: 
 
     FC $/Month  = [[(ROR %) X (Net Dedicated Units  Assets $)] + (Dedicated Units Operating Annual Exp enses $) 
                   --------------------------------------------------- --------------------------------------------------- ------------------------------
                                                                                12 Months 
 
     Where: 
 
     Rate of Return (ROR) is 9.12% which is the cos t of capital assuming a 50/50 
     debt-equity  capital structure,  at a 7.5% cos t of debt and a 11.25% return 
     on equity. 
 
     Net Dedicated Units Assets(2) = Original Plant -in-Service Cost(3) -  Accumulated Depreciation 
                                                   + Material & Supplies + Prepayments + Working Cash
 
     Dedicated Units Operating Expenses(4) = Operat ion & Maintenance Expenses(5) + Administrative & Ge neral Expenses + Depreciation & Amortization Expens es(6) + Ad Valorem Taxes(7)
                                                             + Income Tax Expense(8) + Other Taxes or Assessments(9) + Miscellaneous Deferred Credits



 
-------- 
(1)  Includes revenues paid to PWCC by APS for anci llary services pursuant to 
     the terms of a separate contract. 
(2)  Projected three year average of year end balan ces. Each component shall be 
     defined pursuant to the FERC system of account s or if no applicable FERC 
     system of accounts exists, then on General Acc epted Accounting Principles 
     (GAAP). All A&G related expenses, not directly  charged, shall be allocated 
     on wages and salaries for the Dedicated Units as a percent of total 
     Pinnacle West Energy wages and salaries. 
(3)  Original Plant-in-Service Costs will include a ll capitalized costs of the 
     Dedicated Units plus improvements including co mmon and intangible. 
(4)  Projected three year average. Each component s hall be defined pursuant to 
     the FERC system of accounts or if no applicabl e FERC system of accounts 
     exists, then on General Accepted Accounting Pr inciples (GAAP). All A&G 
     related expenses, not directly charged, shall be allocated on wages and 
     salaries for the Dedicated Units as a percent of total Pinnacle West Energy 
     wages and salaries. 
(5)  Costs and expenses associated with the Dedicat ed Units excluding fuel and 
     purchased power. 
(6)  Costs and expenses associated with the Dedicat ed Units, including related 
     common facilities. 
(7)  Costs and expenses associated with the Dedicat ed Units, including related 
     common facilities. 
(8)  Based on the statutory tax rate, both state an d federal, for PWEC on stand 
     alone basis. 
(9)  Taxes and assessments based on generation or g ross revenue. 
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      CALCULATION OF THE BFC AND FPPA IN THE PINNAC LE WEST ENERGY CONTRACT 
 
1.   BASE FUEL CHARGE (BFC). 
 
     The BFC shall be set at $0.021/kWh for the cal endar year 2002, and at 
     $0.0174 /kWh effective January 1, 2003 for the  remainder of the Agreement, 
     and is the Average Fuel Costs associated with the Dedicated Units (AFCDU) 
     for 2002-2004. 
 
     Where: 
 
     AFCDU $/kWh = (Total fuels cost of Dedicated U nits(1) $)/(Total generation of the Dedicated Units  MWh)
 
2.   FUEL & PURCHASED POWER ADJUSTMENT (FPPA). 
 
     Beginning March 1, 2003 a FPPA to the BFC will  be applicable each month to 
     the billing for Dedicated Units Energy Product s. The FPPA shall be 
     calculated annually prior to March of each cal endar year as follows: 
 
     FPPA $/kWh = [(Projected AFCDU(2) - BFC) $/kWh ] + [((Actual AFCDU(3) - (BFC + FPPA(4)) $/kWh) X Actual kWh)
                                                       --------------------------------------------------- --------------------------------
                                                                                           Projected k Wh
 
     Where: 
 
          "Actual kWh" is the actual Dedicated Unit s Energy Products purchased 
          by APS on a kWh basis for the prior contr act year. 
 
          "Projected kWh" is the kWh projected by A PS pursuant to Section 2 of 
          this Service Schedule, less the Energy Pr oducts acquired under Section 
          3.1, Section 3.2.4, Section 3.3, and Sect ion 3.4 of this Service 
          Schedule, for the period March 1 of the c urrent Contract Year through 



          the last day of February of the next Cont ract Year. 
 
          Off-System Sales Margin(5) = [(Off-System  MWh X (Price6 $/MWh 
          -AFCDU(7) $/MWh)) - Other Costs(8)] X .25  
 
---------- 
(1)  Total fuels costs of Dedicated Units shall inc lude all coal, gas including 
     transportation, oil, nuclear fuel expenses, co sts and benefits of 
     fuel-related financial instruments, nuclear sp ent fuel costs, any 
     applicable surcharges, purchased power costs a ssociated with economic 
     dispatch of the Dedicated Units, nuclear decom missioning expense to the 
     extent it is not recovered from the System Ben efits charge authorized by 
     the Arizona Corporation Commission, and any ot her fuel related expenses, 
     including but not limited to costs associated with emissions allowances. 
(2)  For current Contract Year. 
(3)  For prior Contract Year. 
(4)  For prior Contract Year. 
(5)  For prior Contract Year for energy products de livered and sold into the 
     wholesale market for third-party purchases. 
(6)  The Price will be based upon the Dow Jones Pal o Verde Daily On and Off-Peak 
     Index as applicable to the specific sales. In the event this index ceases 
     to exist or a more representative index is dev eloped for Arizona or the 
     southwest portion of the U.S.A. then the index  will be replaced. 
(7)  For prior Contract Year. 
 
(8)  Includes transmission costs and losses, and An cillary Services, if 
     applicable, and other out-of-pocket costs asso ciated with the sales. 
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