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Securities and Exchange Commission
Washington, D.C. 20549

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

For the quarterly period ended September 30, 2002
OR

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

For the transition period from to

Commission file number 1-8962

PINNACLE WEST CAPITAL CORPORATION

(Exact name of registrant as specified in its @rart

Arizona 86-0512431
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
400 North Fifth Street, P.O. Box 53999, Phoenix, Ar izona 85072-3999
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area c@f2) 250-1000

(Former name, former address and former fiscal,year
if changed since last report)

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastiags.

Yes[X]No[]
Indicate the number of shares outstanding of e&dinedssuer's classes of common stock, as oftiest practicable date.

Number of shares of common stock, no par valuestanting as of November 12, 2002: 84,755,



Glossary
ACC - Arizona Corporation Commission
ACC Staff - Staff of the Arizona Corporation Commission
APS - Arizona Public Service Company, a subsidairthe Company
APS Energy Services - APS Energy Services Comgany,a subsidiary of the Company
CC&N - Certificate of Convenience and Necessity
Citizens - Citizens Communications Company
Company - Pinnacle West Capital Corporation
CPUC - California Public Utility Commission
EITF - the FASB's Emerging Issues Task Force
El Dorado - El Dorado Investment Company, a subsydof the Company
ERMC - the Company's Energy Risk Management Committe
FASB - Financial Accounting Standards Board
FERC - United States Federal Energy Regulatory Comimsion
Financing Application - APS application filed withe ACC on September 16, 2002
Fitch - Fitch, Inc.
Four Corners - Four Corners Power Plant
GAAP - Generally accepted accounting principlethUnited States
Interim Financing Application - APS applicationgfil with the ACC on November 8, 2002
IRS - Internal Revenue Service

ISO - California Independent System Operator

June 2002 10-Q - Pinnacle West Capital Corporafaarterly Report on Form 10-Q for the fiscal quaeteded June 30, 2002

Moody's - Moody's Investors Service

MW - megawatt, one million watts

MWh - megawatt hour

NAC -NAC International Inc., a subsidiary of El Dorado

Native Load- retail and wholesale sales supplied under tiaakti cost-based rate regulation

1999 Settlement Agreement - comprehensive settleaggrement related to the implementation of refaittric competition

Palo Verde - Palo Verde Nuclear Generating Station

Pinnacle West - Pinnacle West Capital Corporationthe Company



Pinnacle West Energy - Pinnacle West Energy Cotjmoraa subsidiary of the Company

PG&E - PG&E Corp.

PX - California Power Exchange

Rules - ACC retail electric competition rules

SCE - Southern California Edison

SEC - United States Securities and Exchange Commiiss

SFAS - Statement of Financial Accounting Standards

SNWA - Southern Nevada Water Authority

SPE - special-purpose entity

Standard & Poor's - Standard & Poor's Corporation

SunCor - SunCor Development Company, a subsidiatlyeoCompany

System - Non-trading energy related activities

T&D - transmission and distribution

Track A Order - ACC order dated September 10, 2892rding generation asset transfers and relatedss
Trading - Energy-related activities entered intthvihe objective of generating profits on changemarket prices

2001 1¢-K - Pinnacle West Capital Corporation Annual ReporEorm 1(-K for the fiscal year ended December 31, 2



PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.

PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

(in thousands, except per share amounts)

Operating Revenues
Electric retail segment
Marketing and trading segment
Real estate
Other revenues

Total

Operating Expenses
Electric retail segment purchased power and fuel
Marketing and trading segment purchased power and
Operations and maintenance
Real estate operations
Depreciation and amortization
Taxes other than income taxes
Other expenses

Total
Operating Income
Other
Other income (Note 16)
Other expense (Note 16)
Total
Interest Expense
Interest charges
Capitalized interest

Total

Income Before Income Taxes
Income Taxes

Income Before Accounting Change
Cumulative Effect of a Change in Accounting for Der
- Net of Income Tax Benefit of $8,099

Net Income

Weighted-Average Common Shares Outstanding - Basic
Weighted-Average Common Shares Outstanding - Dilut
Earnings Per Weighted-Average Common Share Outstand

Income Before Accounting Change - Basic

Net Income - Basic

Income Before Accounting Change - Diluted

Net Income - Diluted

Dividends Declared Per Share

See Notes to Condensed Consolidated Financial Statents.

fuel

ivatives

ed

ing

Three Months Ended
September 30,

$ 719,361 $ 973,398
87,258 141,674
45,108 43,024
21,224 2,682

$ 100,916 $ 150,053

84,768 84,721

84,797 84,909

$ 119 $ 192

1.19 1.77
1.19 191
1.19 1.77

$ 040 $ 0375



PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

(in thousands, except per share amounts)

Operating Revenues
Electric retail segment
Marketing and trading segment
Real estate
Other revenues

Total

Operating Expenses
Electric retail segment purchased power and fuel
Marketing and trading segment purchased power and
Operations and maintenance
Real estate operations
Depreciation and amortization
Taxes other than income taxes
Other expenses

Total
Operating Income
Other
Other income (Note 16)
Other expense (Note 16)
Total
Interest Expense
Interest charges
Capitalized interest

Total

Income Before Income Taxes
Income Taxes

Income Before Accounting Change
Cumulative Effect of a Change in Accounting for Der
- Net of Income Tax Benefit of $9,892

Net Income

Weighted-Average Common Shares Outstanding - Basic
Weighted-Average Common Shares Outstanding - Dilut

Earnings Per Weighted-Average Common Share Outstand
Income Before Accounting Change - Basic
Net Income - Basic
Income Before Accounting Change - Diluted
Net Income - Diluted

Dividends Declared Per Share

See Notes to Condensed Consolidated Financial Statents.

fuel

ivatives

ed

ing

Nine Months Ended

September 30,
2002 2001
$1,596,440 $2,125,522
212,576 633,811
155,445 107,813
28,382 5,878
1,992,843 2,873,024
423,611 1,064,238
109,626 320,855
390,864 408,305
138,499 101,248
310,812 318,842
81,147 80,101
39,115 4,027
1,493,674 2,297,616
499,169 575,408
10,313 18,826

102,006 93,699

380694 480,427

150,656 188,866

230038 291,561
~  (15,201)

$ 230,038 $ 276,360

84,768 84,731
84,859 84,972
$ 271 $ 344
2.71 3.26
2.71 3.43
271 3.25
$ 120 $ 1125



PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(unaudited)

(in thousands, except per share amounts)

Twelve Months Ended
September 30,

2002 2001
Operating Revenues
Electric retail segment $ 2,033,006 $ 2,581,094
Marketing and trading segment 229,996 816,413
Real estate 216,540 148,519
Other revenues 34,275 6,640
Total 2,513,817 3,552,666
Operating Expenses
Electric retail segment purchased power and fuel 520,236 1,191,788
Marketing and trading segment purchased power and fuel 122,980 473,288
Operations and maintenance 512,654 527,206
Real estate operations 190,713 134,296
Depreciation and amortization 419,873 424,678
Taxes other than income taxes 102,114 103,238
Other expenses 45,463 4,510
Total 1,914,033 2,859,004
Operating Income 599,784 693,662
Other
Other income (Note 16) 17,903 23,108
Other expense (Note 16) (40,251) (38,700)
Total (22,348) (15,592)
Interest Expense
Interest charges 187,868 172,265
Capitalized interest (51,601) (43,167)
Total 136,267 129,098
Income Before Income Taxes 441,169 548,972
Income Taxes 175,325 215,099
Income Before Accounting Change 265,844 333,873
Cumulative Effect of a Change in Accounting for Der ivatives
- Net of Income Tax Benefit of $9,892 - (15,201)
Net Income $ 265,844 $ 318,672
Weighted-Average Common Shares Outstanding - Basic 84,746 84,730
Weighted-Average Common Shares Outstanding - Dilut ed 84,851 84,984
Earnings Per Weighted-Average Common Share Outstand ing
Income Before Accounting Change - Basic $ 314 $ 394
Net Income - Basic 3.14 3.76
Income Before Accounting Change - Diluted 3.13 3.93
Net Income - Diluted 3.13 3.75
Dividends Declared Per Share $ 160 $ 150

See Notes to Condensed Consolidated Financial Statents.



PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

ASSETS
September 30, December 31,
2002 2001
(unaudited)
Current Assets
Cash and cash equivalents $ 28,099 $ 28,619
Customer and other receivables--net 458,702 367,241
Accrued utility revenues 103,773 76,131
Materials and supplies (at average cost) 80,868 81,215
Fossil fuel (at average cost) 30,632 27,023
Assets from risk management and trading
activities 53,389 66,973
Other current assets 91,259 80,203
Total current assets 846,722 727,405
Investments and Other Assets
Real estate investments--net 424,237 418,673
Assets from risk management and trading
activities - long-term 206,261 200,351
Other assets 252,634 304,453
Total investments and other assets 883,132 923,477
Property, Plant and Equipment
Plant in service and held for future use 8,965,104 8,030,847
Less accumulated depreciation and amortization 3,447,463 3,290,097
Total 5,517,641 4,740,750
Construction work in progress 754,241 1,047,072
Intangible assets, net of accumulated
amortization 100,561 86,782
Nuclear fuel, net of accumulated amortization 54,770 49,282
Net property, plant and equipment 6,427,213 5,923,886
Deferred Debits
Regulatory assets 267,104 342,383
Other deferred debits 83,905 64,597
Total deferred debits 351,009 406,980
Total Assets $8,508,076  $7,981,748

See Notes to Condensed Consolidated Financial Stawents.



PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

LIABILITIES AND EQUITY

September 30, December 31,
2002 2001

(unaudited)

Current Liabilities

Accounts payable $ 271,297 $ 269,124
Accrued taxes 102,285 96,729
Accrued interest 45,116 48,806
Short-term borrowings 317,811 405,762
Current maturities of long-term debt 260,303 126,140
Customer deposits 54,659 30,232
Deferred income taxes 3,244 3,244
Liabilities from risk management and
trading activities 30,396 35,994
Other current liabilities 123,912 74,898
Total current liabilities 1,209,023 1,090,929
Long-Term Debt Less Current Maturities 2,879,055 2,673,078

Deferred Credits and Other
Liabilities from risk management and

trading activities - long-term 92,907 207,576
Deferred income taxes 1,222,260 1,064,993
Unamortized gain - sale of utility plant 60,628 64,060
Other 381,673 381,789

Total deferred credits and other 1,757,468 1,718,418

Commitments and Contingencies (Note 12)

Common Stock Equity

Common stock, no par value 1,534,025 1,531,038
Retained earnings 1,161,157 1,032,850
Accumulated other comprehensive loss (32,652)  (64,565)
Total common stock equity 2,662,530 2,499,323
Total Liabilities and Equity $ 8,508,076 $ 7,981,748

See Notes to Condensed Consolidated Financial Statents.



PINNACLE WEST CAPITAL CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

(dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Income before accounting change
Items not requiring cash
Depreciation and amortization
Nuclear fuel amortization
Deferred income taxes--net
Change in mark-to-market--trading
Change in mark-to-market--system
Changes in current assets and liabilities
Customer and other receivables--net
Accrued utility revenues
Materials, supplies and fossil fuel
Other current assets
Accounts payable
Accrued taxes
Accrued interest
Other current liabilities
Change in real estate investments
Increase in regulatory assets
Change in risk management and trading
investments - at cost
Customer advances
Change in long term assets
Change in long term liabilities

Net Cash Flow Provided By Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Trust fund for bond redemption
Capital expenditures
Capitalized interest
Other--net

Net Cash Flow Used For Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of long-term debt
Short-term borrowings and payments--net
Dividends paid on common stock
Repayment of long-term debt
Other--net

Net Cash Flow Provided By Financing Activities

Net Cash Flow

Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

Supplemental Disclosure of Cash Flow Information:

Cash paid during the period for:
Interest, net of amounts capitalized
Income taxes

See Notes to Condensed Consolidated Financial Statents.

Nine Months Ended
September 30,

$230,038 $291,561

310,812 318,842
23,639 22,221
141,024  (58,936)
(20,937) (185,521)
(1,226)  (8,604)

(65,092) (111,972)
(27,642)  (28,385)
(3,262) (14,766)
(12,590)  (6,456)
(14,413) 30,729
7,446 254,736
(3,690) (14,915)
69,827  (23,872)
(5,008) (31,481)
(8,709) (10,565)

(36,385)  (1,907)
17,132 28,069
(24,416)  (16,155)

(22,094) 6,162

~  (72,370)
(689,580) (692,553)
(39,143)  (35,404)
41,724 30,126

613,757 744,500
(95,416) 116,625
(101,727)  (95,341)
(286,676) (413,589)
2,987  (5,805)

(520) 14,974
28,619 10,363

$ 28,099 $ 25,337

$100,573 $101,072
$ 47,450 $ 32,349



PINNACLE WEST CAPITAL CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

1. The condensed consolidated financial statenieciisde the accounts of the Company and its sudnsédi: APS, Pinnacle West Energy,
APS Energy Services, SunCor, and El Dorado. Aliicant intercompany accounts and transaction® teeen eliminated. We have
reclassified certain prior year amounts to conftorthe current year presentation (see Note 8).

2. Our unaudited condensed consolidated finantaédments reflect all adjustments which we belieenecessary for the fair presentatio
our financial position and results of operationstfe periods presented. These adjustments areafaal recurring nature with the exception
of the cumulative effect of a change in accountorgierivatives (see Note 10). We suggest thattltesdensed consolidated financial
statements and notes to condensed consolidatetcfatatements be read along with the consolitifibancial statements and notes to
consolidated financial statements included in d01210-K.

3. Weather conditions cause significant seasounelifations in our revenues. In addition, tradind aolesale marketing activities can have
significant impacts on our results for interim jpeis. Consequently, results for interim periods dbrrecessarily represent results to be
expected for the year.

4. On February 8, 2002, Pinnacle West issued $2imof 4.5% Notes due 2004. On March 1, 2002 SABsued $375 million of 6.5%
Notes due 2012. On March 15, 2002, APS redeemetirity $125 million of its First Mortgage Bonds125% Series due 2002. On Ag
15, 2002, APS redeemed $122 million of its Firstridage Bonds, 8.75% Series due 2024. SunCor'stemgindebtedness decreased $11
million during the nine months ended September2802. El Dorado's long-term indebtedness incre&8Sedillion during the nine months
ended September 30, 2002, due to its consolidafitvAC for financial reporting purposes (see No#. The above items represent the
primary changes in capitalization for the nine nhenénded September 30, 2002.

On November 1, 2002, Maricopa County, Arizona RimlluControl Corporation issued $90 million of 5%0%°ollution Control Revenue
Refunding Bonds (Arizona Public Service CompanyR&rde Project) 2002 Series A, due 2029, and kbdme proceeds to APS pursuant to
a loan agreement. The bonds were issued to re@n®@@ million of outstanding pollution control bandn addition, see "ACC Applications"
in Note 5 for a discussion of APS applications exsjing the ACC to permit APS to make inter-afféidans to, or guarantees in favor of,
Pinnacle West Energy and Pinnacle West.

5. Regulatory Matters
ELECTRIC INDUSTRY RESTRUCTURING
STATE

OVERVIEW. On September 21, 1999, the ACC approvelk&that provide a framework for the introductafiretail electric competition in
Arizona. On September 23, 1999, the ACC approveahgprehensive settlement agreement among APS aiocdiggarties related to the
implementation of retail electric competition iniZona. Under the Rules, as modified by the 1998e3eént
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Agreement, APS was required to transfer all o€dspetitive electric assets and services to anfiliatedd party or parties or to a separate
corporate affiliate or affiliates no later than Batber 31, 2002. Consistent with that requiremeRiS Aad been addressing the legal and
regulatory requirements necessary to completeémsfer of its generation assets to Pinnacle Westdy on or before that date. The Rules
also obligated APS to acquire all of its customstahdard-offer, full-service generation requiretadrom the competitive market (with at
least 50% of those requirements coming from a "caatitipe bidding process") starting in 2003.

On August 27, 2002, the ACC held an open meetirgptsider various issues relating to retail eleatdmpetition in Arizona. At that
meeting, the ACC determined, among other things, AiPS would not be permitted to transfer its gatien assets. The ACC stayed
indefinitely the competitive bidding requirementssdribed in the preceding paragraph. Instead, @€ fequired that APS competitively
procure, at a minimum, any power needed for i@ilretistomers that it cannot produce from its éxgsgeneration assets. The ACC ordered
the ACC Staff and interested parties to developrapetitive procurement process by March 1, 2008 pgposes of this competitive
procurement process, the ACC stated that the Rimivdest Energy generation assets "shall not betedwas APS assets in determining the
amount, timing, and manner of the competitive $alfion.” The ACC ordered the development of a cetitive solicitation process that can
begin by March 1, 2003.

On September 16, 2002, APS filed an applicatioh whie ACC requesting the ACC to allow APS to borigwto $500 million and to lend tl
proceeds to Pinnacle West Energy or to the Compargyarantee up to $500 million of Pinnacle Westrgy's or the Company's debt; or a
combination of both, not to exceed $500 milliorthe aggregate. In its application, APS statedtti&fACC's reversal of the generation asset
transfer requirement and the resulting bifurcatibgeneration assets between APS and Pinnacle Bviest)y under different regulatory
regimes result in Pinnacle West Energy being unibégtain investment-grade credit ratings. Thiguirn, precludes Pinnacle West Energy
from accessing capital markets to refinance thegerifinancing provided by the Company to fund thestruction of Pinnacle West Energy
generation assets or from effectively competinthenwholesale markets. APS noted that Pinnacle Btestgy had previously received
investment-grade credit ratings contingent uponeiteipt of APS generation assets and that the @oy'gcredit ratings could be adversely
affected if Pinnacle West Energy is unable to foeits capital requirements. On November 4, 20@hdard & Poor's lowered the
Company's senior unsecured debt rating from "BRB'BBB-". On November 8, 2002, APS filed an Intefiimancing Application with the
ACC requesting the ACC to permit APS to (a) makersterm advances to Pinnacle West in the formnahger-affiliate line of credit in the
amount of $125 million or (b) guarantee $125 millimf Pinnacle West's short-term debt.

These regulatory developments and legal challettgtge Rules have raised considerable uncertabiytathe status and pace of retail ele
competition in Arizona. These matters are discugs@dore detail below.

1999 SETTLEMENT AGREEMENT. The following are the joraprovisions of the 1999 Settlement Agreemeng@soved:

* APS has reduced, and will reduce, rates for siash@ffer service for customers with loads less tmee MW in a series of annual retail
electricity price reductions of 1.5% beginning Jijy1999 through



July 1, 2003, for a total of 7.5%. The first redantof approximately $24 million ($14 million aftexcome taxes) included a July 1, 1999
retail price decrease of approximately $11 mill{@ million after income taxes) related to a 198gulatory agreement. Based on the price
reductions authorized in the 1999 Settlement Agerdnthere were also retail price decreases ofoxppately $28 million ($17 million after
taxes), or 1.5%, effective July 1, 2000; approxeha$27 million ($16 million after taxes), or 1.5%ffective July 1, 2001; and approximately
$28 million ($17 million after taxes), or 1.5%, eftive July 1, 2002. The final 1.5% price reduci®io be implemented July 1, 2003. For
customers having loads of three MW or greater datedroffer rates have been reduced in varying drinc@ments that total 5% in the years
1999 through 2002.

* Unbundled rates being charged by APS for comipetiirect access service (for example, distribuservices) became effective upon
approval of the 1999 Settlement Agreement, retrea¢d July 1, 1999, and also became subject to@meductions beginning January 1,
2000, that vary by rate class, through Januarp@42

* There will be a moratorium on retail price chaader standard-offer and unbundled competitivedieecess services until July 1, 2004,
except for the price reductions described abovecent@in other limited circumstances. Neither tl&CAnor APS will be prevented from
seeking or authorizing rate changes prior to JuB0D4 in the event of conditions or circumstartbes constitute an emergency, such as an
inability to finance on reasonable terms; matesf@lnges in APS' cost of service for AC&ulated services resulting from federal, trilsgae
or local laws; regulatory requirements; or judidatisions, actions or orders.

* APS will be permitted to defer for later recovgmudent and reasonable costs of complying withHRblkes, system benefits costs in exce:
the levels included in then-current (1999) ratesl eosts associated with the "provider of lastm8smd standard-offer obligations for service
after July 1, 2004. These costs are to be recovhredgh an adjustment clause or clauses commencidgly 1, 2004.

* APS' distribution system opened for retail acoeffsctive September 24, 1999. Customers werebdidor retail access in accordance with
the phase-in adopted by the ACC under the Rules"Retail Electric Competition Rules" below), indlng an additional 140 MW being

made available to eligible non-residential cust@nAPS opened its distribution system to retaieasdor all customers on January 1, 2001.
The regulatory developments and legal challengéisetdRules discussed in this note have raised deradle uncertainty about the status and
pace of electric competition in Arizona. Althouginse very limited retail competition existed in AR8tvice area in 1999 and 2000, there are
currently no active retail competitors offering umidled energy or other utility services to APS‘ton®ers. As a result, we cannot predict
when, and the extent to which, additional compegiteill re-enter APS' service territory.
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* Prior to the 1999 Settlement Agreement, APS vea®vering substantially all of its regulatory assérough July 1, 2004, pursuant to a
1996 regulatory agreement. In addition, the 1998e$rent Agreement states that APS has demonstfaa¢dits allowable stranded costs,
after mitigation and exclusive of regulatory assats at least $533 million net present value. AlBnot be allowed to recover $183 million
net present value of the above amounts. The 198 ®8ent Agreement provides that APS will havedpgortunity to recover $350 million
net present value through a competitive transitiasrge that will remain in effect through Decem®&r 2004, at which time it will terminate.
The costs subject to recovery under the adjusteianse described above will be decreased or inedeag any over/under-recovery due to
sales volume variances.

* APS will form, or cause to be formed, a sepacatgporate affiliate or affiliates and transfer tah affiliate(s) its competitive electric assets
and services at book value as of the date of teanahd will complete the transfers no later thac&mber 31, 2002. APS will be allowed to
defer and later collect, beginning July 1, 2004tysseven percent of its costs to accomplish tlired transfer of generation assets to an
affiliate. However, as noted above and discussepléater detail below, the ACC unilaterally modifigis aspect of the 1999 Settlement
Agreement by issuing an order preventing APS frandferring its generation assets.

RETAIL ELECTRIC COMPETITION RULES. The Rules appsa/by the ACC included the following major proviss
* They apply to virtually all Arizona electric uitiies regulated by the ACC, including APS.
* Effective January 1, 2001, retail access becavadable to all APS retail electricity customers.

* Electric service providers that get CC&N's fronetACC can supply only competitive services, inolgcelectric generation, but not electric
transmission and distribution.

* Affected utilities must file ACC tariffs that unimdle rates for noncompetitive services.
* The ACC shall allow a reasonable opportunityiecovery of unmitigated stranded costs.

* Absent an ACC waiver, prior to January 1, 200dcteaffected utility (except certain electric cogives) must transfer all competitive
electric assets and services to an unaffiliatetymarparties or to a separate corporate affiltataeffiliates. Under the 1999 Settlement
Agreement, APS received a waiver to allow tranefats
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competitive electric assets and services to atidiano later than December 31, 2002. However, eslrabove and discussed in greater detail
below, the ACC reversed its decision, as reflegtate Rules, to require APS to transfer its get@naassets.

Under the 1999 Settlement Agreement, the Ruletodne interpreted and applied, to the greatesnéximssible, in a manner consistent with
the 1999 Settlement Agreement. If the two cannatbenciled, APS must seek, and the other padiéiset 1999 Settlement Agreement must
support, a waiver of the Rules in favor of the 19@%tlement Agreement.

On November 27, 2000, a Maricopa County, Arizongesior Court judge issued a final judgment holdimat the Rules are unconstitutional
and unlawful in their entirety due to failure tdaddish a fair value rate base for competitive gieservice providers and because certain of
the Rules were not submitted to the Arizona Attgr@&eneral for certification. The judgment also ildates all ACC orders authorizing
competitive electric service providers, includin@@ Energy Services, to operate in Arizona. We ddalieve the ruling affects the 1999
Settlement Agreement. The 1999 Settlement Agreemastnot at issue in the consolidated cases b#ferpidge. Further, the ACC made
findings related to the fair value of APS' propdrtyhe order approving the 1999 Settlement Agregniehe ACC and other parties aligned
with the ACC have appealed the ruling to the Arez@ourt of Appeals, as a result of which the SpeZiourt's ruling is automatically stayed
pending further judicial review. In a similar appeancerning the issuance of competitive telecomigations CC&N's, the Arizona Court of
Appeals invalidated rates for competitive carrigue to the ACC's failure to establish a fair valate base for such carriers. That decision
upheld by the Arizona Supreme Court.

PROVIDER OF LAST RESORT OBLIGATION. Although the Rs allow retail customers to have access to cathyeeproviders of energy
and energy services, APS is the "provider of lasbrt" for standard-offer, full-service customensler rates that have been approved by the
ACC. These rates are established until at leagtl]ul2004. The 1999 Settlement Agreement allows fPseek adjustment of these rates in
the event of emergency conditions or circumstarsgs) as the inability to secure financing on reabte terms; material changes in APS'
cost of service for ACC-regulated services resglfiom federal, tribal, state or local laws; redats requirements; or judicial decisions,
actions or orders. Energy prices in the westernledabe market vary and, during the course of thetla@o years, have been volatile. At
various times, prices in the spot wholesale mankee significantly exceeded the amount includediR$' current retail rates. In the event of
shortfalls due to unforeseen increases in load ddrmageneration or transmission outages, APS reay to purchase additional
supplemental power in the wholesale spot markeled$nAPS is able to obtain an adjustment of issrander the emergency provisions of
1999 Settlement Agreement, there can be no assuthat APS would be able to fully recover the costhis power.

GENERIC DOCKET. In January 2002, the ACC openedenkric" docket to "determine if changed circumstairequire the [ACC] to take
another look at electric restructuring in Arizonbn'February 2002, the ACC docket relating to AB8tober 2001 filing was consolidated
with several other pending ACC dockets, including gieneric docket. On May 2, 2002, the ACC issupabeedural order stating that
hearings would begin on June 17, 2002 on variases ("Track A Issues"), including APS' plannecedtiture of generation assets to
Pinnacle West Energy and associated market argffissues. The
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procedural order also stated that consideratidgh@tompetitive bidding process (the "Track B Is§yeequired by the Rules would proceed
concurrently with the Track A Issues.

TRACK A ORDER

On September 10, 2002, the ACC issued the TrackdeiQwhich documents decisions made by the AC&hatpen meeting on August 27,
2002. The major provisions of the Track A Ordeliide, among other things:

Provisions related to the reversal of the genanai&set transfer requirement:

* The ACC reversed its decision, as reflected mRules, to require APS to transfer its genera&sets either to an unrelated third party «
a separate corporate affiliate; and

* the ACC unilaterally modified the 1999 Settlemémreement, which authorized APS' transfer of @agrating assets, and directed APS to
cancel its activities to transfer its generatiosess to Pinnacle West Energy.

Provisions related to the wholesale competitivegnerocurement process (“Track B" issues):

* The ACC stayed indefinitely the requirement o fRules that APS acquire 100% of its energy neerissf standard offer customers from
the competitive market, with at least 50% obtaittedugh a competitive bid process;

* the ACC established a requirement that APS coitipelly procure, at a minimum, any required powttit cannot produce from its
existing assets in accordance with the ultimateae of the Track B proceedings;

* the ACC directed the parties to develop a contipetprocurement ("bidding") process that can bdgitMarch 1, 2003; and

* the ACC stated that "the [Pinnacle West Energfjerating assets that APS may acquire from [Pienast Energy] shall not be counted
as APS assets in determining the amount, timingnaawdner of the competitive solicitation" for TraBkpurposes, thereby bifurcating the
regulatory treatment of the existing APS assetsthadPinnacle West Energy assets.

On September 30, 2002, APS filed a Motion for Reataration of the Track A Order and on October20Q2, the ACC voted to deny that
motion. APS intends to appeal the Track A Ordestberwise seek restitution for the ACC's reversdhe 1999 Settlement Agreement. Such
restitution will also be addressed in APS' 2008 f#ing with the ACC.

The ACC Staff has conducted workshops on the TBadsues with various parties to determine andhdetfie appropriate process to be used
for competitive power procurement. On October ZB)2 the ACC Staff issued its report proposingacess by which APS would procure
power not supplied by its own resources. UndeB€ Staff's proposal, we believe APS will be regdito competitively bid for about 1,5
MW of energy on peak. As described above, the AGE€directed the parties to complete the Track Bgedings such
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that the competitive procurement process can beghiarch 1, 2003. The ACC Staff also proposes Biabacle West Energy would be able
to bid. In addition to the ACC Staff workshop presethe ACC will conduct evidentiary hearings tdkmds final determination on the Track
B proceedings. The hearing is scheduled to begiNawvember 21, 2002.

ACC APPLICATIONS

On September 16, 2002, APS filed a Financing Apibim requesting the ACC to allow APS to borrowta$500 million and to lend the
proceeds to Pinnacle West Energy or the Comparguasantee up to $500 million of Pinnacle West By'sror the Company's debt; or a
combination of both, not to exceed $500 milliortie aggregate. The loan and/or the guarantee viiguldsed to refinance debt incurred to
fund the construction of Pinnacle West Energy gatiam assets. The ACC has established a procestthatlule with a hearing to begin
January 8, 2003.

The Financing Application addresses, among othegsh the following matters:

* APS noted that its April 19, 2002 filing with theCC had sought unification of "[Pinnacle West EngrAssets" (West Phoenix Combined
Cycle Units 4 and 5, Redhawk Units 1 and 2, andu&agCombustion Turbine Unit 3) and APS generatisgets under a common financial
and regulatory regime. APS further noted that trecK A Order's language regarding the treatmetti@Pinnacle West Energy Assets for
Track B purposes (see the last bullet point undieack A Order" above) appears to postpone a decisigarding the inclusion of the Pinne
West Energy Assets in APS' rate base, therebytefédg precluding the consolidation of the Pinnadlfest Energy Assets at APS under a
common financial and regulatory regime at the pregme.

* APS stated that it did not intend or desire teefdose the possibility that it would acquire allpart of the Pinnacle West Energy Assets or
that it may propose that the Pinnacle West Energgefs be included in APS' rate base or affordedafeservice regulatory treatment to the
extent the Pinnacle West Energy Assets are uséP®/customers. APS stated that these issues weudgfiropriate topics in APS' 2003
general rate case and noted that the Track A Gpuigifically stated that the ACC would not pre-jadge eventual rate treatment of the
Pinnacle West Energy Assets.

* APS stated that the Track A Order's reversahefdeneration asset transfer requirement and shétirg bifurcation of generation assets
between APS and Pinnacle West Energy under diffeegyulatory regimes result in Pinnacle West Endiging unable to attain investment-
grade credit ratings. This, in turn, precludes Bai@ West Energy from accessing capital marketsftoance the bridge financing provided
the Company to fund the construction of the Pinm&kest Energy Assets or from effectively competmthe wholesale markets. APS noted
that Pinnacle West Energy had previously receimedstment-grade credit ratings contingent uporeiteipt of APS generation assets and
that the Company's credit ratings could be advemsiécted if Pinnacle West Energy is unable tafice its
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capital requirements. On November 4, 2002, Stan&8ldPdor's lowered the Company's senior unsecurbtrdéing from BBB to BBB-.

* APS stated that the amount of the requested dmaifor guarantee is APS' present estimate of tloreiatof credit support necessary through
APS to restore Pinnacle West Energy and the Comfmatheir credit status prior to the ACC's issuaoftthe Track A Order. APS further
stated that if the requested amount proves toddeiquate, APS reserves the right to submit a sdimarting application seeking additional
credit support.

In mid-2003, the Company will need to refinanceragpnately $550 million of parent company indebtegs If the ACC does not grant the
approvals requested in the Financing Applicatioa timely fashion, the Company would anticipatertgkthe following steps, to the extent
necessary, in priority order, although the timifighe Company's liquidity needs may affect the oafehe steps taken:

* The reduction of capital expenditures throughpldelay and cancellation;
* The sale of non-core assets; and
* The issuance of new debt and, if appropriate, rquity.

Although we believe it would be inappropriate tedaliss specific amounts for each of the foregoinggraies, we estimate the sum of these
steps to be approximately equivalent to the cumertdgtanding debt at the parent company, whichedtapproximately $1.1 billion as of
September 30, 2002.

On November 8, 2002, APS filed an Interim Finandiuplication with the ACC requesting a waiver oftegn ACC rules to permit APS to
(a) make short-term advances to Pinnacle Westitfidtm of an inter-affiliate line of credit or (gharantee Pinnacle West's short-term debt.
In either case, the waiver would be limited to akmmaum aggregate principal amount of $125 milliom dor a maximum term of 364 days. In
the Interim Financing Application APS stated thatracle West was facing shagrm liquidity needs as a result of the pendingraxion of ¢
$125 million bank facility, which is used as pafttoe backup for the Company's $250 million comrangaper program, on November 29,
2002. As of November 12, 2002, the Company had $dillion of commercial paper outstanding. APS fertistated that many of Pinnacle
West's lenders have advised Pinnacle West thattiiegot renew the expiring facility because themg unwilling to assume the regulatory
risk that the ACC will act on the Financing Applica in a timely and favorable manner, particulanyight of Standard & Poor's recent
lowering of Pinnacle West's senior unsecured daiitg. APS stressed that Pinnacle West's needéastiort-term line of credit or guarantee
was a direct result of the regulatory developmeiuing rise to the Financing Application (see aboaed stated that the line of credit or
guarantee was designed as a pure liquidity backsidpvould be the last borrowing choice for Pineatlest. The Company is also evalua
other options to ensure adequate liquidity. APSiIested that the Interim Financing Application beided by the ACC on an emergency b
at its November 19, 2002 meeting.

FEDERAL

In June 2001, the FERC adopted a price mitigatlan that constrains the price of electricity in thieolesale spot electricity market in the
western United States. The plan, which has a papeof approximately $90 per MWh and was originaliglered to remain in effect until
September 30, 2002, was extended to remain in plaiieOctober 31, 2002. FERC has adopted a piapefar the period thereafter of $250
per MWh.

On July 31, 2002, the FERC issued a Notice of Fsegdrulemaking for Standard Market Design for whalle electric markets. We are
reviewing the proposed rulemaking and cannot ctlgrgmedict what, if any, impact there may be te tbompany if the FERC adopts the
proposed rule.
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GENERAL

The regulatory developments and legal challengéisetd®Rules discussed in this note have raised deradle uncertainty about the status and
pace of electric competition in Arizona. Althouginse very limited retail competition existed in ARStvice area in 1999 and 2000, there are
currently no active retail competitors offering umidled energy or other utility services to APS‘ton®ers. As a result, we cannot predict
when, and the extent to which, additional compediteill re-enter APS' service territory. As comtieti in the electric industry continues to
evolve, we will continue to evaluate strategies alternatives that will position us to competetia hew regulatory environment.

6. Nuclear Insurance

The Palo Verde participants have insurance foripuibbility resulting from nuclear energy hazatdshe full limit of liability under federal

law. This potential liability is covered by primaligbility insurance provided by commercial insucarcarriers in the amount of $200 million
and the balance by an industsyde retrospective assessment program. If lossasyahuclear power plant covered by the programssexk th:
accumulated funds, APS could be assessed retrosppotmium adjustments. The maximum assessmemepetor under the program for
each nuclear incident is approximately $88 millisabject to an annual limit of $10 million per ident. Based upon APS' interest in the three
Palo Verde units, APS' maximum potential assesspwmincident for all three units is approximat8k7 million, with an annual payment
limitation of approximately $9 million.

The Palo Verde participants maintain "all risk"cfurding nuclear hazards) insurance for propertyatgarto, and decontamination of, property
at Palo Verde in the aggregate amount of $2.7®bjlh substantial portion of which must first gpled to stabilization and
decontamination. APS has also secured insuranéesagartions of any increased cost of generatiopuschased power and business
interruption resulting from a sudden and unforesagage of any of the three units. The insuraneemge discussed in this and the previous
paragraph is subject to certain policy conditiond exclusions.

7. Business Segments

We have two principal business segments (deternbiggmtoducts, services and the regulatory envirartinerhich consist of our regulated
retail electricity business, regulated traditiowhiolesale electricity business, and related a@#witelectric retail business segment) and our
competitive business activities (marketing anditrgdbusiness segment). Our electric retail busisegsnent includes activities related to
electricity transmission and distribution, as vaadlelectricity generation. Our marketing and trgdinsiness segment includes activities
related to wholesale marketing and trading and ER&gy Services' commodity-related energy servithe.other amounts include activities
related to SunCor and El Dorado. Certain parentpaomy costs, other than marketing and trading,redledled in our electric retail segment.
Financial data for the Company's business segnfigidg/s (dollars in millions):

16



Three Months Ended

September 30,
2002 2001
Operating Revenues:
Electric retail $ 720 $ 973
Marketing and trading 87 142
Other 66 46
Total $ 873 $1,161
Income Before
Accounting Change:
Electric retail $ 8 $ 99
Marketing and trading 24 61
Other (11) 2
Total $ 101 $ 162

As o
September 3

Assets:
Electric retail $7,56
Marketing and trading 42
Other 51
Total $ 8,50

8. Accounting Matters

Nine Months Ended Twelve Months Ended
September 30, September 30,

2002 2001 2002 2001

$1,597 $2,125 $2,033 $2,581
213 634 230 817
183 114 251 155

$1,993 $2873 $2,514 $3,553

$ 185 $ 112 $ 222 $ 145
49 175 46 187
4 4 @ 2

$ 230 $ 291 $ 266 $ 334

f As of

0, 2002 December 31, 2001
8 $7,077

8 417

2 488

8 $ 7,982

In June 2002, the FASB's EITF issued certain guidarlated to energy trading activities in EITF32issues Involved in Accounting for
Derivative Contracts Held for Trading Purposes @odtracts Involved in Energy Trading and Risk Maragnt Activities." The new
guidance, which was effective July 1, 2002, requttet all energy trading activities within the pemf EITF 98-10, "Accounting for
Contracts Involved in Energy Trading and Risk Maaragnt Activities," be presented on a net basiswemues and that prior period amounts
be restated.
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In October 2002, the EITF reached a consensug#ias and losses on derivative instruments withénscope of SFAS No. 133, "Account
for Derivative Instruments and Hedging Activitiediould be shown net in the income statement ifldrévative is held for trading purposes.
This decision effectively supersedes the guidamoeigled at the June meeting. Beginning in the thidrter of 2002, we have netted all of
our energy trading activities on the income stat@maed have restated prior amounts.

In the October 2002 meeting, the EITF also resdrieldF 98-10. This guidance is effective immediafiel all new contracts and on January
1, 2003 for existing contracts. As such, energgitrg contracts will be accounted for on an acchaalis with the associated revenues and
costs recorded at the time the contracted comnesditie delivered or received, unless the contaaetsequired to be marked to market as
derivatives under SFAS No. 133 or if allowed byestguidance. For existing contracts, we will recarclimulative effect adjustment in net
income for the previously recorded accumulated alimed mark-to-market on energy trading contratés tio not meet the definition of a
derivative under SFAS No. 133. We are currentlyeating the impact of this guidance on our consubd financial statements.

In August 2001, the FASB issued SFAS No. 143, "Artimg for Asset Retirement Obligations," which widl adopt January 1, 2003. The
standard requires the fair value of asset retir¢mbligations to be recorded as a liability, alavith an offsetting plant asset, when the
obligation is incurred. Accretion of the liabilidue to the passage of time will be an operatingege and the capitalized cost will be
depreciated over the useful life of the long-liasset.

We determined that we have asset retirement oldigafor our nuclear facilities (nuclear decommasgig) and certain other fossil
generation, transmission, and distribution as§dts.standard is not expected to have a materiadbgn net income because the assets with
significant retirement obligations are regulatede ¥%pect to establish a regulatory asset or lighii offset the impacts of this standard on
regulated assets.

In 2001, the American Institute of Certified Pubficcountants issued an exposure draft of a prop8sste@ment of Position, "Accounting for
Certain Costs Related to Property, Plant, and Eaeid." This proposed Statement of Position, whiclil be effective for us in 2004, wot
create a project timeline framework for capital@irosts related to property, plant and equipmenstroction. It would require that property,
plant and equipment assets be accounted for abthh@onent level and require administrative and gerosts incurred in support of capital
projects to be expensed in the current period.Atherican Institute of Certified Public Accountaplans to issue the final Statement of
Position in early 2003.

In the third quarter of 2002, we changed to thevfalue method of accounting for stock-based corsgion, as provided for in SFAS No.
123, "Accounting for Stock-Based Compensation”. feievalue method of accounting is the preferrezthod. In accordance with the

transition requirements of SFAS No. 123, we appifefair value method prospectively, beginningw@002 stock grants. We expect to
record approximately $500,000 in stock option exgeemefore income taxes in our consolidated incdatersent for 2002, approximately
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one-half of which was recorded in the third quaai2002. This amount may not be reflective of $kark option expense we record in future
years because stock options typically vest oveersg¢years and additional grants are generally readh year

On January 1, 2002, we adopted SFAS No. 142, "Giloalwnd Other Intangible Assets." This statemerdradses financial accounting and
reporting for acquired goodwill and other intangillssets and supersedes APB Opinion No. 17, "linfengssets.” We have no goodwill
recorded and have separately disclosed other ifiif@rngssets in our condensed consolidated baldregts This new standard has no material
impact on our financial statements, and the redqudisclosures are provided in Note 13.

On January 1, 2002, we adopted SFAS No. 144, "Adtog for the Impairment or Disposal of Lohgved Assets." This statement superst
SFAS No. 121, "Accounting for the Impairment of Igehived Assets and for Long-Lived Assets to be D Of," and the accounting and
reporting provisions for the disposal of a segnuérat business. This standard did not impact owarfinel statements at adoption.

In April 2002, the FASB issued SFAS No. 145, "Resitin of FASB Statements Nos. 4, 44, and 64, Amemtiof FASB Statement No. 13,
and Technical Corrections" which, among other thjrayipersedes previous guidance for reporting gaiddosses from extinguishment of
debt and accounting for leases. The portion otatement relating to the early extinguishmentedftds effective for us beginning in 2003.
We do not believe the adoption of this statemelithaive a material impact on our financial statetaen

In July 2002, the FASB issued SFAS No. 146, "Actmgnfor Costs Associated with Exit or Disposal iities.” The standard requires
companies to recognize costs associated with exlisposal activities when they are incurred rathan at the date of a commitment to an
exit or disposal plan. The guidance should be eggrospectively to exit or disposal activitiegiated after December 31, 2002.

See Note 9 for accounting developments relategéoial-purpose entities.
9. Off-Balance Sheet Financing

In 1986, APS entered into agreements with threars¢g SPE lessors in order to sell and lease Inéeiests in Palo Verde Unit 2. The leases
are accounted for as operating leases in accordeitit&AAP. In July 2002, the FASB issued an expediraft related to SPEs. It is expet
that the FASB will issue final guidance on accongtior SPEs during the fourth quarter of 2002, withimmediate effective date for newly-
created entities and for all other entities asheflieginning of the first fiscal period beginningar after April 1, 2003. We are currently
evaluating the impacts of the exposure draft ananag be required to consolidate the Palo Verde $f°Bsr financial statements.

If consolidation were required, the assets andlilii@s of the SPEs that relate to the sale-leaskb@nsactions would be reflected on our
condensed consolidated balance sheet at fair ealdlee date of implementation. We are currenthating the impact of including the
related fair value of
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assets and liabilities. The secured lease obligdtands that are not reflected on our condensesbotidated balance sheet at September 30,
2002 total approximately $285 million. The ratirgeacies have already considered this debt whemn@wad) our credit ratings. This is our
only significant off-balance sheet financing adiivi

10. Derivative Instruments and Energy Trading Atieg

We are exposed to the impact of market fluctuatiortke price and transportation costs of eledyriagiatural gas, coal and emissions
allowances. We employ established procedures t@agearisks associated with these market fluctuatignstilizing various commodity
derivatives, including exchange-traded futures @ptibns and over-the-counter forwards, options, @maps. As part of our overall risk
management program, we enter into derivative tietitses to hedge purchases and sales of electrioiys, and emissions allowances and
credits. The changes in market value of such cotsttzave a high correlation to price changes irhttadged commodities. In addition, subject
to specified risk parameters established by our@oéDirectors and monitored by our ERMC, we ergaygtrading activities intended to
profit from market price movements.

Effective January 1, 2001, we adopted SFAS No. $BAS No. 133 requires that entities recognizealivatives as either assets or liabili
on the balance sheets and measure those instruatdaisvalue. Changes in the fair value of derixafinancial instruments are either
recognized periodically in income or shareholdeggslity (as a component of other comprehensive ie3pdepending on whether or not the
derivative meets specific hedge accounting critéila use cash flow hedges to limit our exposureagh flow variability on forecasted
transactions. Hedge effectiveness is related tadigeee to which the derivative contract and thdgbkd item are correlated. It is measured
based on the relative changes in fair value betwleederivative contract and the hedged item aweg.tWe exclude the time value of certain
options from our assessment of hedge effectivedagschange in the fair value resulting from "ireffiveness”, or the amount by which the
derivative contract and the hedge commaodity aralivettly correlated, is recognized immediatelyet income.

On January 1, 2001, we recorded a $3 million afigioss in net income and a $65 million aftergain in equity (as a component of other
comprehensive income), both as cumulative effefcésahange in accounting principle. The gain reglftom unrealized gains on cash flow
hedges.

In June 2001, the FASB issued new guidance retatetectricity contracts. The effective date okthew guidance was July 1, 2001. As of
July 1, 2001, we recorded an additional $12 milbdter-tax loss in net income and an additionahfion after-tax gain in equity (as a
component of other comprehensive income), as dt@fsadopting the new guidance related to eleityricontracts. The loss resulted prima
from electricity options contracts. The gain resdlfrom unrealized gains on cash flow hedges. imact of the new guidance was reflected
in consolidated net income and other comprehenso@ne as cumulative effects of a change in acdéogiptrinciple.

In December 2001, the FASB issued revised guidandde accounting for electricity contracts wittiop characteristics and the accounting
for contracts that combine a forward contract apdi@hased option contract. The effective dataéHemevised guidance was April 1, 2002.
The impact of this guidance was immaterial to auarficial statements.
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The changes in derivative fair value included i@ tondensed consolidated statements of incoméddhtee, nine and twelve months ended
September 30, 2002 and 2001 are comprised of thoeving (dollars in thousands):

Three Months E nded Nine Months Ended  Twelve Months Ende d
September 30 , September 30, September 30,
2002 2 001 2002 2001 2002 2001

Gains (losses) on the ineffective

portion of derivatives

qualifying for hedge

accounting $ 42 $( 1,879) $ 1,965 $(5,748) $ 1,657 $ (5,7 48)
Gains (losses) from the

discontinuance of cash flow

hedges - 2,417) (45) (5,273) 546 (5,2 73)
Gains (losses) from non-hedge
derivatives (5,513) 1,060 (7,092) (6,733) (7,516) (6,7 33)

Prior period mark-to-
market losses realized upon
delivery of commodities 376 1 9,880 6,398 26,358 5,986 26,3 58

Total pretax gain (loss) $(5,095) $1 6,634 $ 1,226 $ 8604 $ 673 $ 8,6 04

As of September 30, 2002, the maximum length oétower which we are hedging our exposure to thiabiity in future cash flows for
forecasted transactions is twenty-seven monthsnBdine twelve months ending September 30, 2003 stiemate that a net loss of $14
million before income taxes will be reclassifiedrfir accumulated other comprehensive loss as art tiftlee effect on earnings of market
price changes for the related hedged transactions.

The following table summarizes our assets andliiegsi from risk management and trading activitielated to trading and system (retail and
traditional wholesale activities) as of Septemb&r2)02 (dollars in thousands):
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Current Curren
Assets Investments Liabilit
Mark-to-
market:
Trading $ 37,506 $133,886 $ (2,6
System 15,883 3 27,7
Cost: Emission
allowances
and other - 72,372(a)
Total $ 53,389 $206,261 $(30,3

t Other Net Asset/
ies Liabilities (Liability)

13) $(10,009) $ 158,770
83) (41,865) (53,762)

—  (41,033)

31,339

(@) Includes $12 million required to counterpartiezserve as collateral against our open positionenergy-related contracts. The Standard &
Poor's rating action on November 4, 2002 did ngnificantly change our collateral requirements vaittunter-parties.

11. Comprehensive Income

Components of comprehensive income for the thriee, and twelve months ended September 30, 2002@0H, are as follows (dollars in

thousands):
Three Months Ended
September 30,
2002 2001
Net income $ 100,916 $150,0

Other comprehensive income
(loss):
Minimum pension liability,
net of tax -
Cumulative effect of change
in accounting for
derivatives, net of tax -- 7,8
Unrealized gains (losses)
on hedging derivatives,
net of tax (a) 1,446
Reclassification of hedging
derivatives net realized
(gains) losses to income,
net of tax (b) 2,364
Total other comprehensive
income (loss)

(11,3

(11,1

3,810

(14,6

Comprehensive income $104,726 $ 1353

Nine Months Ended Twelve Months Ende d
September 30, September 30,

2002 2001 2002 200 1
53 $230,038 $276,360 $265,844 $ 318, 672
- (1,835) -- (2,801) -
01 - 72,501 - 72, 501
53) 20,731 (92,493) 22,758 (92, 493)
45) 13,017  (46,617) 14,000 (46, 617)
97) 31,913 (66,609) 33,957 (66, 609)
56 $261,951 $209,751 $299,801 $252, 063




(a) These amounts primarily include unrealized gaind losses on contracts used to hedge our fte€logas requirements to serve Native
Load.

(b) These amounts primarily include the reclasaifan of unrealized gains and losses to realizeddatracted commodities delivered during
the period.

12. Commitments and Contingencies
CALIFORNIA ENERGY MARKET ISSUES AND REFUNDS IN THE PACIFIC NORTHWEST

In July 2001, the FERC ordered an expedited faxtifig hearing to calculate refunds for spot matkatsactions in California during a
specified time frame. This order calls for a hegyinith findings of fact due to the FERC after t8® and PX provide necessary historical
data. The FERC also ordered an evidentiary proogedidiscuss and evaluate possible refunds foP#uific Northwest. The administrative
law judge at the FERC in charge of that evidentfagceeding made an initial finding that no refumdse appropriate. The Pacific Northw
issues will now be addressed by the FERC commisssor\lthough the FERC has not yet made a finahguh the Pacific Northwest matter
nor calculated the specific refund amounts duedlif@nia, we do not expect that the resolutiorthafse issues, as to the amounts alleged in
the proceedings, will have a material adverse impaour financial position, results of operatiamdiquidity.

SCE and PG&E have publicly disclosed that theinitiity has been materially and adversely affectechse of, among other things, their
inability to pass on to ratepayers the prices dwshpaid for energy and ancillary services proctimealigh the PX and the 1SO. PG&E filed
for bankruptcy protection in 2001.

We are closely monitoring developments in the @Gatifa energy market and the potential impact oé¢hdevelopments on us and our
subsidiaries. We have evaluated, among other th®QE's role as a Palo Verde and Four Cornerscpatit; APS' transactions with the PX
and the ISO; contractual relationships with SCE RG&E; APS Energy Services' retail transaction®iving SCE and PG&E; and marketi
and trading exposures. Based on our evaluationprexdously reserved $10 million before income tafa our credit exposure related to the
California energy situation, $5 million of which sveecorded in the fourth quarter of 2000 and $%ionilof which was recorded in the first
quarter of 2001. Our evaluations took into consitlen our range of exposure of approximately zer$38 million before income taxes and
review of likely recovery rates in bankruptcy stioas. After review with legal counsel and reviefsbond pricing, the $10 million reserve
was our best estimate of our losses.

In the first quarter of 2002, SCE paid all of itgstanding debts to APS Energy Services. In therskquarter of 2002, PG&E filed its
Modified Second Amended Disclosure Statement aadCfAUC filed its Alternative Plan of ReorganizatiBoth plans generally indicated
that PG&E would, at the close of bankruptcy prodegs] be able to pay in full all outstanding, uipdited debts. As a result of these
developments, the probable range of our total exgosow is approximately zero to $27 million befareome taxes, and our best estimate of
the probable loss is now approximately $6 milli@idse income taxes. Consequently, we reversed $idmof the $10 million reserve in the
second quarter of 2002. We cannot predict withaiety, however, the impact

23



that any future resolution or attempted resolutafithe California energy market situation may haweus, our subsidiaries or the regional
energy market in general.

CALIFORNIA ENERGY MARKET LITIGATION. On March 19, 202, the State of California filed a complaint witle FERC alleging that
wholesale sellers of power and energy, includirgGoempany, failed to properly file rate informatianthe FERC in connection with sales to
California from 2000 to the present. STATE OF CAOIRNIA V. BRITISH COLUMBIA POWER EXCHANGE ET. AL., Bcket No. EL0O2-
71-000. The complaint requests the FERC to redbeavholesale sellers to refund any rates thatfatsd to exceed just and reasonable
levels." This complaint has been dismissed by FBRE€the State of California is now appealing thétendo the Ninth Circuit Court of
Appeals. In addition, the State of California atidens have filed various claims, which have nownbensolidated, against several power
suppliers to California alleging antitrust violatda WHOLESALE ELECTRICITY ANTITRUST CASES | AND IISuperior Court in and for
the County of San Diego, Proceedings Nos. 4204-D@d@ 4204-00006. Two of the suppliers who wereeathas defendants in those
matters, Reliant Energy Services, Inc. (and otheiaRt entities) and Duke Energy and Trading, LaRd other Duke entities), filed cross-
claims against various other participants in theaP¥ ISO markets, including APS, attempting to exibidnose matters to such other
participants. APS has not yet filed a responsieagiing in the matter, but APS believes the claignRéliant and Duke as they relate to APS
are without merit.

APS was also named in a lawsuit regarding wholesaracts in California. JAMES MILLAR, ET AL. V. ALEGHENY ENERGY

SUPPLY, ET AL., United

States District Court in and for the District of fwern California, Case No. C02-2855 EMC. The camtlalleges basically that the contracts
entered into were the result of an unfair and worable market. The PX has filed a lawsuit agdfresState of California regarding the
seizure of forward contracts and the State had &leross complaint against APS and numerous 8Kgrarticipants. CAL PX V. THE
STATE OF CALIFORNIA Superior Court in and for th@@hty of Sacramento, JCCP No. 4203. Various prekmi motions are being filed
and we cannot currently predict the outcome of ithégter. The "United States Justice FoundatiosUiag numerous wholesale energy
contract suppliers to California, including usyaal as the California Department of Water Resosirased upon an alleged conflict of
interest arising from the activities of a consultlm Edison International who also negotiated ldegn contracts for the California
Department of Water Resources. MCCLINTOCK, ET AL.YWUDHRAJA, Superior Court in and for the Countylafs Angeles, Case No.
GC 029447. The California Attorney General hasdatid that an investigation by his office did rintifevidence of improper conduct by the
consultant. We believe the claims against us inatvwsuits mentioned in this paragraph are withoetitrand will have no material adverse
impact on our financial position, results of op&nas or liquidity.

POWER SERVICE AGREEMENT

By letter dated March 7, 2001, Citizens, which owndility in Arizona, advised APS that it beliew&BS overcharged Citizens by over $50
million under a power service agreement. APS bebdhat its charges under the agreement wereifudlgcordance with the terms of the
agreement. In addition, in testimony filed with th€ C on March 13, 2002, Citizens acknowledged thased on its review, "if Citizens filed
a complaint with FERC, it probably would lose tlentral issue in the contract interpretation disgua®S and Citizens terminated the power
service agreement effective July 15, 2001. In @pizent of the power service agreement, the Comaad\Citizens entered into a power sale
agreement under which the Company will supply €z with specified amounts of electricity and danyl services through May 31, 2008.
This new agreement does not address issues priviaised by Citizens with respect to charges utideroriginal power service agreement
through June 1, 2001.
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13. Intangible Assets

On January 1, 2002, we adopted SFAS No. 142, "Giloalnd Other Intangible Assets." This statemerdradses financial accounting and
reporting for acquired goodwill and other intangibissets and supersedes APB Opinion No. 17, "liiengssets.”" The Company's gross
intangible assets (which are primarily softwarejev203 million at September 30, 2002 and $1750nilht December 31, 2001. The related
accumulated amortization was $102 million at Sepen30, 2002 and $88 million at December 31, 2@0dortization expense for the three
month period ended September 30 was $6 millior0b22and 2001. Amortization expense for the ninetimperiod ended September 30 was
$14 million in 2002 and $16 million in 2001. Amadtion expense for the twelve-month period endgrtebeber 30 was $20 million in 2002
and $22 million in 2001. Estimated amortization @xge on existing intangible assets over the neatyears is $17 million in 2002, $16
million in 2003, $15 million in 2004, $13 milliomi2005 and $11 million in 2006.

14. El Dorado's Investment in NAC

NAC develops, markets and contracts for the manurfa®f cask designs for spent nuclear fuel stoeagktransportation. Prior to the th
quarter 2002, El Dorado's investment in NAC wasaoted for under the equity method and El Doraslagse of earnings and losses through
June 2002 were recorded in other income or expernde condensed consolidated income statemeninBieg in the third quarter of 2002,

El Dorado fully consolidated NAC's financial statms after acquiring a controlling interest in NA€a result of increased voting
representation on NAC's board of directors. El oreonsolidated a pretax loss of $13 million in tthied quarter of 2002 related to NAC. In
addition, Pinnacle West provided guarantees faditseipport related to NAC in the cumulative amoof$43 million as of September 30,
2002.
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15. Earnings Per Share

The following table presents earnings per weiglategtage common share outstanding (EPS):

Three Months En ded Nine Months Ended Twelve Months Ended
September 30 , September 30, September 30,
2002 20 01 2002 2001 2002 2001
Basic EPS:
Income before accounting change $ 1.19 $ 192 $ 271 $ 344 $ 314 $ 394
Cumulative effect of change in
accounting - | 0.15) - (0.18) - (0.18)
Earnings per share - basic $ 119 $ 177 $ 271 $ 326 $ 3.14 $ 3.76
Diluted EPS:
Income before accounting change $ 1.19 $ 191 $ 271 $ 343 $ 3.13 $ 3.93
Cumulative effect of change in
accounting - | 0.14) - (0.18) - (0.18)
Earnings per share - diluted $ 119 $ 177 $ 271 $ 325 $ 313 $ 3.75

The following table reconciles average common shatgstanding - basic to average common sharetandisg - diluted that are used in the
EPS calculation in the condensed consolidated iecstatement (in thousands):

Three Months Ni ne Months  Twelve Months
Ended Ended Ended
September 30, Sep tember 30, September 30,
2002 2001 200 2 2001 2002 2001
Average common shares
outstanding - basic 84,768 84,721 84,7 68 84,731 84,746 84,730
Dilutive stock options 29 188 91 241 105 254

Average common shares
outstanding - diluted 84,797 84,909 84,8 59 84,972 84,851 84,984

Options to purchase 2,118,994 shares for the tme@th period ended September 30, 2002, 1,281, 7&€slkor the nine-month period ended
September 30, 2002 and 1,284,063 shares for tHeewagonth period ended September 30, 2002 wergamdamg but were not included in
the computation of EPS because the options' exepeises were greater than the average market pfitee common shares. Options to
purchase shares of common stock that were notdadlin the computation of diluted EPS were 637 fi¥&es for the three-month period
September 30, 2001, 213,358 shares for the ninghpamiod September 30, 2001
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and 214,006 shares for the twelve-month periodedeipér 30, 2001.
16. Other Income and Other Expense

The following table provides detail of other incoared other expense for the three, nine and twelwating ended September 30, 2002 and
2001 (dollars in thousands):

Three Months Nine Months Twelve Months
Ended Ended Ended
September 30, September 30, September 30,
2002 2001 2002 2001 2002 2001

Other income
Environmental

insurance recovery $ - $ - $ - $10,947 $ 1,402 $10,947
Interest income 1,863 889 3,749 4,037 6,945 6,951
SunCor joint venture

earnings 123 188 3,522 2,669 2,040 3,607
Miscellaneous 1,052 450 3,042 1,173 7,516 1,603
Total other income $ 3,038 $ 1,527 $10,313 $18,826 $17,903 $23,108
Other expense:

Investment losses -

net (a) $(4,256) $ (605) $(8,371) $(3,083) $(10,071) $(10,745)
Non-operating costs -

SunCor - - (4,500) (2,500) (4,500)
Non-operating costs (b) (3,884) (2,641) (13,696) (9,620) (18,386) (15,403)
Miscellaneous (2,573) (357) (4,715) (2,905) (9,294) (8,052)
Total other expense $(10,713) $(3,603) $(26,782) $(20,108) $(40,251) $(38,700)

(&) Primarily related to El Dorado's investment®i®sC in 2002 (see Note 14).
(b) Primarily below-the-line non-operating utilicpsts.

17. 2002 Severance Charges

In July 2002, we announced cost containment meashat included a voluntary workforce reduction. eorded $25 million before taxes
voluntary severance costs in the third quarter08f2 We expect to record up to $12 million bef@weet for additional severance costs in the
fourth quarter of 2002.

18. 2002 IRS Tax Refund

As a result of a change in IRS guidance, we claim&ak deduction related to an APS tax accountiathod change on the 2001 Federal
consolidated income tax return. The accelerateda&h has resulted in a $200 million reductiorimrent tax liability.
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19. Regulatory Accounting

APS is regulated by the ACC and the FERC. The apemying condensed consolidated financial statenrefiect the ratemaking policies of
these commissions. For regulated operations, weapeeour financial statements in accordance withSSNo. 71, "Accounting for the Effec
of Certain Types of Regulation.” SFAS No. 71 regsia cost-based, rategulated enterprise to reflect the impact of ratpry decisions in it
financial statements. EITF 97-4 requires that SN&S71 be discontinued no later than when legstais passed or a rate order is used that
contains sufficient detail to determine its effentthe portion of the business being deregulated9P9, we discontinued the application of
SFAS No. 71 for APS' generation operations du&éal©99 Settlement Agreement with the ACC. See Ndte a discussion of the 1999
Settlement Agreement. In the Track A order, the Ad&®rmined that APS would not be able to transdegeneration assets as provided for
in the 1999 Settlement Agreement (see Note 5). Aliagly, we now consider APS generation to be tasted, rate-regulated and subject to
the requirements of SFAS No. 71. The impacts af thiange were immaterial to our financial statement
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PINNACLE WEST CAPITAL CORPORATION
ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.
Introduction

In this section, we explain the results of operajgeneral financial condition, and outlook fonriRicle West and our subsidiaries: APS,
Pinnacle West Energy, APS Energy Services, Surddaf El Dorado, including:

* the changes in our earnings for the three, nittetavelve months ended September 30, 2002 and 2001;
* the effects of regulatory agreements and deveypmon our results and outlook;

* our capital needs, liquidity and capital resowsice

* our business outlook; and

* our management of market risks.

We suggest this section be read along with the 200K. Throughout this Management's Discussion/amalysis of Financial Condition and
Results of Operations, we refer to specific "Notesthe Notes to Condensed Consolidated Finant#é®ents in this report. These Notes
add further details to the discussion. Operatiagistics for the periods ended September 30, 26825&ptember 30, 2001 are available or
website (www.pinnaclewest.com) and in our Curregp®&t on Form 8-K dated September 30, 2002.

OVERVIEW OF OUR BUSINESS

The Company owns all of the outstanding commonkstd@APS. APS is an electric utility that providesail and wholesale electric service to
substantially all of the state of Arizona, with tin@jor exceptions of the Tucson metropolitan arehabout one-half of the Phoenix
metropolitan area. Electricity is provided throuwgHistribution system owned by APS.

APS also generates and, through the Company's tiragkend trading division, sells and delivers diledy to wholesale customers in the
western United States. Pinnacle West's marketidgrauing division currently sells into the wholkesmarket, the APS and Pinnacle West
Energy generation output that is not needed for'ARive Load, which includes loads for retail @mers and traditional cost-of-service
wholesale customers. Subject to specified riskrpatars established by our Board of Directors ard2RMC, the marketing and trading
division also has engaged in activities to hedgelmses and sales of electricity, fuels, and eomissallowances and credits and to profit fi
market price movements. However, as discussed ia Blahe ACC has ordered the ACC Staff and intedegarties to develop a competitive
procurement process by March 1, 2003 by which ARIScampetitively procure, at a minimum, any powereded for its retail customers that
it cannot produce from its existing generation tsdeor purposes of this competitive procuremeatess, Pinnacle West Energy generation
assets are not counted as APS generation assetdrdih ACC Staff report proposing a competitivequrement process provides that
Pinnacle West Energy would be able to bid.

Our other major subsidiaries are:
* Pinnacle West Energy, through which we conductumregulated electricity generation operations;

* APS Energy Services, which provides commoditytetl energy services (such as direct access corfynooditracts, energy procurement,
and energy supply consultation) and energy-relpteducts and services (such as energy master pgremergy use consultation and facility
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audits, cogeneration analysis and installation,@ogect management) to commercial, industrial imstitutional retail customers in the
western United States;

* SunCor, a developer of residential, commerciat] andustrial real estate projects in Arizona, Ndexico, and Utah; and
* El Dorado, an investment firm.
EARNINGS CONTRIBUTIONS BY SUBSIDIARY AND BUSINESS SEGMENT

We have two principal business segments (deternbiggmtoducts, services and the regulatory envirartinevhich consist of our regulated
retail electricity business, regulated traditiowhlolesale electricity business and related actisi{electric retail segment) and our competitive
business activities (marketing and trading segménij electric retail business segment includeiviéies related to electricity transmission
and distribution, as well as electricity generatiOur marketing and trading business segment iesladtivities related to wholesale
marketing and trading and APS Energy Services' codityirelated energy services. The other amouritsgpily include activities related to
SunCor and El Dorado. Certain parent company costsy than marketing and trading, are includedunelectric retail segment.

The following tables summarize net income and segmetails for the three, nine and twelve montrdeenSeptember 30, 2002 and the
comparable prior year periods for Pinnacle Westeath of our subsidiaries (dollars in millions):
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Total El
THREE MONTHS ENDED ~ —-—mmemmmeeee -
SEPTEMBER 30, 2002 2001 2

Arizona Public Service (a) $ 87 $ 108 $
Pinnacle West Energy (a) 10 13

APS Energy Services 7 3)
SunCor (2) 2

El Dorado (15) --
Parent company 13 42

Income before

accounting change 101 162
Cumulative effect of

change in accounting

net of income taxes (b) - (12)

Net Income $ 101 $ 150 $

Total El
NINE MONTHS ENDED ~ —-----mmmeeee -
SEPTEMBER 30, 2002 2001 2
Arizona Public Service (a) $ 183 $ 242 $
Pinnacle West Energy (a) 12 14
20

APS Energy Services (10)
SunCor 9 3

El Dorado (18) --
Parent company 24 42

Income before

accounting change 230 291
Cumulative effect of

change in accounting

net of income taxes (b) - (15)

Net Income $230 $276 $

Total El
TWELVE MONTHS ENDED ~ -------meoeeee- -
SEPTEMBER 30, 2002 2001 2
Arizona Public Service (a) $ 222 $ 296 $
Pinnacle West Energy (a) 15 14

APS Energy Services 21 (29)
SunCor 10 6

El Dorado (29) (5)
Parent company 17 42

Income before

accounting change 266 334
Cumulative effect of

change in accounting

net of income taxes (b) - (15)

Net Income $266 $319 $

Marketing and
ectric Retail Trading Other

002 2001 2002 2001 2002 200

88 $ 87 $ 24 $ 61 $(11) $

Marketing and
ectric Retail Trading Other

002 2001 2002 2001 2002 200

182 $103 $ 1 $139 $ - $

185 112 49 175  (4)

- (15) - - -

185 $ 97 $ 49 $175 $ 4) $

Marketing and
ectric Retail Trading Other

002 2001 2002 2001 2002 200

218 $136 $ 4 $160 $ - $
15 14 -

222 145 46 187 (2

222 $ 130 $ 46 $ 187 $ (2) $
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(a) Consistent with APS' October 2001 ACC filingwhich APS requested approval of a purchase pagrrement with the Company to
ensure ongoing reliable service to APS customeasviolatile generation market, during 2002 APS aténto agreements with its affiliates
to buy power. The agreements, which expire Decer®bg2002, reflect a price based on the fully-dispable dedication of the Pinnacle
West Energy generating assets to APS' Native Laatbmers.

(b) APS recorded the cumulative effects of a changecounting for derivatives related to the adwpin 2001 of SFAS No. 133,
"Accounting for Derivative Instruments and Hedgigfivities."

EARNINGS VARIANCE EXPLANATIONS

Throughout these explanations, we refer to "groaggim." With respect to our electric retail segmand marketing and trading segment,
gross margin refers to electric operating revemess purchased power and fuel costs. In June atab&c2002, the EITF provided certain
guidance related to energy trading activities imME02-3, "Issues Involved in Accounting for Derivat Contracts Held for Trading Purposes
and Contracts Involved in Energy Trading and Risknsgement Activities" (see Note 8). Beginning ia third quarter of 2002, we have
netted all of our energy trading activities on itheome statement and have restated prior periodiataoReal estate gross margin refers to
real estate revenues less real estate operatistss Giher gross margin refers to other operagngnues less other operating expenses, whicl
includes EIl Dorado's investment in NAC, which wegédne consolidating on our financial statements iy 2002 (see Note 14). It also incluc
amounts related to APS Energy Services' energyuttims services.

OPERATING RESULTS - THREE-MONTH PERIOD ENDED SEPTEM BER 30, 2002 COMPARED
WITH THREE-MONTH PERIOD ENDED SEPTEMBER 30, 2001

Our consolidated net income for the three montliedSeptember 30, 2002 was $101 million comparéd $150 million for the same peri
in the prior year. We recognized a $12 million efee loss in the three months ended Septembe2@®1l, as a cumulative effect of a change
in accounting for derivatives, as required by SH¥S 133.

Our income before accounting change for the threeths ended September 30, 2002 was $101 milliorpeoed with $162 million for the
same period in the prior year. The period-to-pededrease was primarily the result of lower earmicgntributions from our marketing and
trading activities, severance costs of $25 miljiwatax recorded in the third quarter of 2002 relatea voluntary workforce reduction (see
Note 17) and losses at El Dorado primarily relateids investment in NAC in the third quarter ofd20(see Note 14). The comparison
marketing and trading activities reflects lowercps in the wholesale power markets in the westaited States. The regulated retail
comparison was negatively impacted by higher dostpurchased power and gas, weather impacts @&nl. 5% electric retail price reduction
that took effect July 1, 2002. These factors wéiged by lower replacement costs for power plariagas, lower operating costs related to
generation reliability, customer growth of 3.1% dngher average usage per customer for the thiagteguof 2002.
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Marketing and trading segment gross margin:
Increase in realized marketing and trading in
primarily due to higher volumes
Change related to prior period mark-to-market
delivered during the current period (b)
Lower mark-to-market gains for future period d

Net decrease in marketing and trading

Electric retail segment gross margin:

Lower replacement power costs for plant outage
prices and fewer unplanned outages

Lower hedge management margin, partially offse
power and fuel costs due to lower spot marke

Effects of weather on retail sales

Higher retail sales volumes due to customer gr
average usage, excluding weather effects

Retail price reduction effective July 1, 2002

Change in mark-to-market for hedged natural ga
power costs for future period deliveries (se

Miscellaneous factors, net

Net decrease in electric retail segme

Total decrease in electric retail and marketing and
gross margins

Lower other gross margin primarily related to losse
investment in NAC (see Note 14)

Lower operations and maintenance expense primarily
generation reliability costs, partially offset by
$25 million (see Note 17) and other costs

Higher other expense

Higher net interest expense primarily due to higher

Miscellaneous items, net

Decrease in income before income taxes
Lower income taxes primarily due to lower pretax in

Decrease in income before accounting change

The major factors that increased (decreased) indmfare accounting change were as follows (doltarsillions):

Increase
(Decrease)

the current period
$ 3(a)
gains on contracts

39(a)
eliveries (b) (106)
segment gross margin (64)
s due to lower market
15
t by lower purchased
t prices (14)
(10)
owth and higher
22
9
s and purchased
e Note 10) (20)
(6)
nt gross margin (12)
trading segments'
(76)
s recorded on El Dorado's
(13)

related to lower
2002 severance costs of

6
(7)
debt balances (8)
(1)
(99)
come 38
$ (61)

(a) Net recognized marketing and trading gainsl(eieg the effects of generation sales other thativd Load) increased $42 million.

(b) Essentially all of our marketing and tradingjdties are structured activities. This means paitfolio of forward sales positions is
economically hedged with a portfolio of forward phiases that protects the economic value of the s@esactions.
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MARKETING AND TRADING SEGMENT GROSS MARGIN

Marketing and trading segment revenues were $5bmlibwer in the threemonth period ended September 30, 2002, comparédtigtsam
period in the prior year as a result of:

* increased revenues from generation sales otler Krative Load due to higher sales volumes ($4anjij

* increased realized revenues from other realizackating and trading in the current period primyadilie to higher sales volumes ($10
million);

* change in prior period mark-to-market gains ontcacts delivered during the current period dukéeer unit margins on higher volumes
being delivered ($40 million increase); and

* lower mark-to-market gains for future period delies primarily as a result of lower market ligtydand lower price volatility, resulting in
lower volumes ($108 million).

Marketing and trading segment purchased power agidcbsts were $10 million higher in the three-rhgmtriod ended September 30, 2002,
compared to the same period in the prior yearrasut of:

* increased fuel costs related to generation satlesr than Native Load primarily because of higtedes volumes and higher natural gas p
($4 million);

* increased purchased power costs related to otfadized marketing activities in the current penwoarily due to higher sales volumes ($7
million); and

* other miscellaneous factors ($1 million decrease)

ELECTRIC RETAIL SEGMENT GROSS MARGIN

Revenues related to our regulated retail and whidedectricity businesses were $254 million lowethe three-month period ended
September 30, 2002, compared with the same paritteiprior year as a result of:

* decreased revenues related to wholesale salestfil load hedge management, as a result of lpwees ($265 million);
* decreased retail revenues related to milder veagBiL5 million);

* increased retail revenues related to customewntirand higher average usage, excluding weathectsf{$33 million);

* decreased retail revenues related to a redudtioetail electricity prices ($9 million); and

* other miscellaneous factors ($2 million net irase).

Electric retail segment purchased power and fusiscoere $242 million lower in the three-month pérended September 30, 2002,
compared with the same period in the prior yeax eesult of:

* decreased costs related to lower prices for hedgeural gas and purchased power ($251 million);
* decreased costs related to the effects of mildsather on retail sales ($5 million);
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* increased costs related to retail sales growtblueling weather effects ($11 million);

* change in mark-to-market for hedged natural gabsurchased power costs for future period delegefsee Note 10) ($10 million increase);
* decreased replacement power costs for power plataiges due to lower market prices and fewer mmgld nuclear and coal plant outages
($15 million); and

* other miscellaneous factors ($8 million net irase).

The decrease in other gross margin of $13 millias wrimarily due to losses recorded on El Doraide'sstment in NAC (see Note 14).

The decrease in operations and maintenance expéfiamillion was due to lower costs related toeyation reliability, plant outages and
maintenance costs of $24 million. These factorsevpartially offset by severance costs of $25 millielated to a 2002 voluntary workforce
reduction (see Note 17) and other costs.

Other expense increased $7 million primarily dukigher net investment losses in the current peaitdihigher miscellaneous non-operating
costs.

Interest expense, net of amounts capitalized, &sa@ $8 million primarily due to higher debt baksic

OPERATING RESULTS - NINE-MONTH PERIOD ENDED SEPTEMB ER 30, 2002 COMPARED
WITH NINE-MONTH PERIOD ENDED SEPTEMBER 30, 2001

Our consolidated net income for the nine monthedrigeptember 30, 2002 was $230 million compareld $@76 million for the same period
in the prior year. We recognized a $15 million efeex loss in the nine months ended September 3@, 29@ cumulative effect of a chang:
accounting for derivatives, as required by SFAS N\83.

Our income before accounting change for the ninathmended September 30, 2002 was $230 million eoedpwith $291 million for the
same period in 2001. The period-to-period decreasethe result of lower earnings contributions fraun marketing and trading activities,
severance costs of $25 million pretax recordediénthird quarter of 2002 related to a voluntary kimrce reduction (see Note 17) and losses
related to El Dorado's investment in NAC (see Ntk partially offset by increased earnings coniiitns from our regulated retail electric
and real estate operations. The regulated retaipaoison was favorably impacted by lower replacdrmests for power plant outages,
customer growth and higher average usage per casttmwer costs for purchased power and gas retatkniver market prices, and lower
generation reliability expenses, partially offsgtthe effects of milder weather and retail eledlyiprice decreases. The real estate results
benefited primarily from more sales activities. Tdwmmparison for marketing and trading activitieferes lower volumes and prices in the
wholesale power markets in the western United State
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Marketing and trading segment gross margin:

Decrease in generation sales other than Native
market prices and resulting lower sales volu
Increase in other realized marketing and tradi

Increase

The major factors that increased (decreased) indmfare accounting change were as follows (doltarsillions):

(Decrease)

Load due to lower

mes $  (72)

ng in the current period

primarily due to higher unit margins on incr eased volumes 35(a)
Change in prior period mark-to-market gains on contracts delivered
during the current period (b) (55)(a)
Lower mark-to-market gains for future period d eliveries (b) (118)
Net decrease in marketing and trading segment gross margin (210)
Electric retail segment gross margin:
Lower replacement power costs for plant outage s due to lower market
prices and fewer unplanned outages 123
Lower purchased power and fuel costs related t o lower prices, net of
hedge management sales 2
Effects of weather on retail sales (22)
Higher retail sales volumes due to 3.1% custom er growth and higher
average usage, excluding weather effects 37
Retail price reductions effective July 1, 2001 and July 1, 2002 (22)
Change in mark-to-market for hedged natural ga s and purchased
power costs for future period deliveries (se e Note 10) 5
Miscellaneous factors, net (12)
Net increase in electric retail segme nt gross margin 112
Total decrease in electric retail and marketing and trading segments'
gross margins (98)
Higher real estate margin primarily due to increase d sales activities 10

Lower other gross margin primarily related to losse s recorded on El Dorado's
investment in NAC (see Note 14) (13)
Lower operations and maintenance expense primarily related to lower
generation reliability costs, partially offset by 2002 severance costs of
$25 million (see Note 17) and other costs 17
Lower depreciation and amortization expense primari ly due to lower
regulatory asset amortization, partially offset b y higher depreciation

on higher plant balances 8
Lower other income 9)
Higher other expense (@)
Higher net interest expense primarily due to higher debt balances,

partially offset by lower interest rates (8)
Miscellaneous factors, net 1

Decrease in income before income taxes (99)
Lower income taxes primarily due to lower pretax in come 38
Decrease in income before accounting change $ (61)
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(a) Net recognized marketing and trading gainsl(ehig the effects of generation sales other thatiid Load) decreased $20 million.

(b) Essentially all of our marketing and tradingidties are structured activities. This means paitfolio of forward sales positions is
economically hedged with a portfolio of forward phiases that protects the economic value of the s@esactions.

MARKETING AND TRADING SEGMENT GROSS MARGIN

Marketing and trading segment revenues were $4f8ibmiower in the nine-month period ended Septen8tk 2002, compared with the
same period in the prior year as a result of:

* decreased revenues from generation sales otherNative Load due to lower market prices and tegulower sales volumes ($124
million);

* decreased revenues from other realized marketivtgtrading in the current period primarily dudéawer prices ($132 million);

* change in prior period mark-to-market gains ontcacts delivered during the current period dukigher volumes being delivered ($47
million decrease); and

* lower mark-to-market gains for future period delies primarily as a result of lower market ligtydand lower price volatility, resulting in
lower volumes ($118 million).

Marketing and trading segment purchased power agldcbsts were $211 million lower in the nine-mopétiod ended September 30, 2002,
compared with the same period in the prior yeax eesult of:

* decreased fuel costs related to generation sdfes than Native Load primarily because of lowatunal gas prices and lower sales volumes
($52 million);

* decreased purchased power costs related to mthkzed marketing activities in the current penaoinarily due to lower prices ($167
million); and

* change in prior period mark-to-market fuel cdsiscurrent period deliveries ($8 million net inase).

ELECTRIC RETAIL SEGMENT GROSS MARGIN

Revenues related to our regulated retail and whidedectricity businesses were $529 million lowethe nine-month period ended
September 30, 2002, compared with the same paritteiprior year as a result of:

* decreased revenues related to traditional whidesales as a result of lower sales volumes andrigwices ($65 million);

* decreased revenues related to wholesale salestfil load hedge management, as a result of Ipwees and lower sales volumes ($439
million);

* decreased retail revenues related to milder vexg60 million);

* increased retail revenues related to customertirand higher average usage, excluding weathectsf{$68 million);

* decreased retail revenues related to reductiomstail electricity prices ($22 million); and
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* other miscellaneous factors ($21 million net dese).

Electric retail segment purchased power and fusiscovere $641 million lower in the nimeenth period ended September 30, 2002, comj
with the same period in the prior year as a rasfult

* decreased costs related to traditional wholesales as a result of lower sales volumes and lpwees ($65 million);

* decreased costs related to lower prices for he.shgeural gas and purchased power ($441 million);

* decreased costs related to the effects of mildsather on retail sales ($29 million);

* increased costs related to retail sales growtblueling weather effects ($31 million);

* change in mark-to-market for hedged natural gaburchased power costs for future period delege(see Note 10) ($5 million decrease);
* decreased replacement power costs for power plataiges due to lower market prices and fewer mmgld nuclear and coal plant outages
($123 million); and

* other miscellaneous factors ($9 million net dese).

The increase in real estate gross margin of $1llomivas primarily due to increased sales actigitie
The decrease in other gross margin of $13 millias wrimarily due to losses recorded on El Doraidesstment in NAC (see Note 14).

The decrease in operations and maintenance expéfi¢€ million was primarily due to lower costsatgd to generation reliability, plant
outages and maintenance costs of $38 million. Qiperand maintenance expense was also lower asilt of the reversal of $4 million of a
$10 million reserve recorded in the prior periodtfee California energy situation (see Note 12)eSéhdecreases were partially offset by
severance costs of $25 million related to a 200@ntary workforce reduction (see Note 17) and otlosts.

The decrease in depreciation and amortization esgpeh$8 million primarily related to lower reguday asset amortization, in accordance
with APS' 1999 regulatory settlement, partiallyseff by increased depreciation on higher plant loatan

Other income decreased $9 million primarily duamdnsurance recovery recorded in the prior peritated to environmental remediation
costs.

Other expense increased $7 million primarily dubbsses recorded on El Dorado's investments icuhent period, partially offset by lower
miscellaneous non-operating costs.

Interest expense increased $8 million primarily ttukigher debt balances, partially offset by lownerest rates.
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OPERATING RESULTS - TWELVE-MONTH PERIOD ENDED SEPTE MBER 30, 2002 COMPARED
WITH TWELVE-MONTH PERIOD ENDED SEPTEMBER 30, 2001

Our consolidated net income for the twelve montiteel September 30, 2002 was $266 million compaitd$819 million for the same
period in the prior year. We recognized a $15 millafter-tax loss in the twelve months ended Selpéer80, 2001 as a cumulative effect of a
change in accounting for derivatives, as requine@BAS No. 133.

Our income before accounting change for the twadeaths ended September 30, 2002 was $266 milliorpeced with $334 million for the
same period a year earlier. The period-to-periadgarison was lower due to lower earnings contrdmgifrom our marketing and trading
activities, severance costs of $25 million pretcorded in the third quarter of 2002 relating t@huntary workforce reduction (see Note 17),
and losses related to El Dorado's investment in Nge@ Note 14), partially offset by increased eaysicontributions from our regulated re
electricity and real estate operations. The regdlattail comparison was favorably impacted by lokeplacement costs for power plant
outages, lower costs for purchased power and ¢gtedeo lower market prices, customer growth aigtidr average usage per customer,
partially offset by the effects of milder weathedaetail electricity price decreases. The reatestesults benefited primarily from more sales
activities. The comparison for marketing and trgdactivities reflects lower volumes and pricesha wholesale power markets in the wes
United States.
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Marketing and trading segment gross margin:

Decrease in generation sales other than Native
market prices and resulting lower sales volu

Increase in other realized marketing and tradi
primarily due to higher unit margins on incr

Change in prior period mark-to-market gains on
during the current period (b)

Lower mark-to-market gains for future period d

Net decrease in marketing and trading
Electric retail segment gross margin:

Lower replacement power costs for plant outage
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Lower hedge management margins, partially offs
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(a) Net marketing and trading gains (excludingeffects of generation sales other than Native Load)gnized for the current period
decreased $23 million.

(b) Essentially all of our marketing and tradingidties are structured activities. This means paitfolio of forward sales positions is
economically hedged with a portfolio of forward plhiases that protects the economic value of the sa@esactions.

MARKETING AND TRADING SEGMENT GROSS MARGIN

Marketing and trading segment revenues were $58®miower in the twelve-month period ended Septem30, 2002, compared to the
same period in the prior year as a result of:

* decreased revenues from generation sales otherNative Load due to lower market prices and tegulower sales volumes ($198
million);

* decreased revenues from other realized marketimhtrading in the current period primarily dudawer prices ($176 million);

* change in prior period mark-to-market gains ontcacts delivered during the current period dukigier volumes being delivered ($107
million decrease); and

* lower mark-to-market gains for future period delies primarily as a result of lower market ligtydand lower price volatility, resulting in
lower volumes ($105 million).

Marketing and trading segment purchased power agldcbsts were $350 million lower in the twelve-rtioperiod ended September 30,
2002, compared to the same period in the prior geaxr result of:

* decreased fuel costs related to generation sdfes than Native Load primarily because of lonades volumes and lower natural gas prices
($90 million);

* decreased purchased power costs related to mthkzed marketing activities in the current penanarily due to lower prices ($267
million); and

* change in prior period mark-to-market fuel cdstscurrent period deliveries ($7 million increase)

ELECTRIC RETAIL SEGMENT GROSS MARGIN

Revenues related to our regulated retail and whidedectricity businesses were $548 million lowethe twelve-month period ended
September 30, 2002, compared to the same peritha iprior year as a result of:

* decreased revenues related to traditional whi#esgles as a result of lower sales volumes andrigwices ($79 million);

* decreased revenues related to retail load hedgegement wholesale sales, as a result of lowes salumes and lower prices ($458
million);

* decreased retail revenues related to milder veg$b0 million);

* increased retail revenues related to customertirand higher average usage, excluding weathectsf{$82 million);

* decreased retail revenues related to reductiomstail electricity prices ($28 million); and
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* other miscellaneous factors ($15 million net dese).

Electric retail segment purchased power and fugiscovere $671 million lower in the twelve-monthipdrended September 30, 2002,
compared with the same period in the prior yea eessult of:

* decreased costs related to traditional wholesales as a result of lower sales volumes and lpwees ($79 million);

* decreased costs related to lower prices for he:shgeural gas and purchased power prices ($446&n)ill

* decreased costs related to the effects of mildsather on retail sales ($29 million);

* increased costs related to retail sales growtblueling weather effects ($43 million);

* change in mark-to-market for hedged natural gaburchased power costs for future period delege(see Note 10) ($4 million decrease);
* decreased replacement power costs for power plataiges due to lower market prices and fewer mmgld outages ($148 million); and

* miscellaneous factors ($8 million net decrease).

The increase in real estate gross margin of $1omivas primarily due to increased sales actigitie
The decrease in other gross margin of $13 millias wrimarily due to losses on El Dorado's investimeNAC (see Note 14).

The decrease in operations and maintenance expéf¢®& million was primarily due to lower costsatdd to generation reliability, plant
outages and maintenance costs of $37 million. Qipeaand maintenance expense was also loweresili of the reversal of $4 million of a
$10 million reserve recorded in the prior periodtfte California energy situation (see Note 12)tiphy offset by severance costs of $25
million related to a 2002 voluntary workforce retian (see Note 17) and other costs.

The decrease in depreciation and amortization esgqeeaf $5 million primarily related to lower regidey asset amortization, in accordance
with APS' 1999 regulatory settlement, partiallyseff by increased depreciation and amortizationigimen property, plant and equipment
balances.

Other income decreased $5 million primarily duamdnsurance recovery recorded in the prior perétated to environmental remediation
costs and other costs.

Net interest expense increased $7 million primdrégause of higher debt balances related to owergeon expansion program, partis
offset by the increase in capitalized interest ongeneration expansion program and lower intesgss.
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LIQUIDITY AND CAPITAL RESOURCES
CAPITAL EXPENDITURE REQUIREMENTS

The following table summarizes the actual capixplemditures for the nine months ended Septembe2@I®, and estimated capital
expenditures for the next three years (dollars iliians):

Nine Months
Ended Estimated
September 30, -- e
2002 2 002 2003 2004
APS
Delivery $ 270 $ 347 $ 270 $ 267
Existing generation (a) 106 149 116 89
Subtotal 376 496 386 356
Pinnacle West Energy (b) 306 411 257 109(e)
SunCor(c) 55 79 48 52
Other(d) 22 38 22 21
Total $ 759 $1 ,024  $ 713 $ 538

(&) This table assumes that APS and Pinnacle Wesglf generation assets remain separated, corisigtbrthe ACC's Track A Order (see
Note 5).

(b) See further discussion of Pinnacle West Ensrggheration expansion program in "Capital Ressuaod Cash Requirements - Pinnacle
West Energy" below.

(c) Consists primarily of capital expenditures flamd development and retail and office building stouction and is included in the "Increase
in real estate investments" in the condensed cmtaet statements of cash flows.

(d) Primarily the parent company and APS EnergyiSes.

(e) This amount does not include an expected reisement by SNWA of approximately $100 million oé#ie costs in 2004 in exchange for
SNWA's option to purchase a 25% interest in theeBilawk project at that time.

Delivery capital expenditures are comprised of T&bastructure additions and upgrades, capitala@phents, new customer construction,
and related information systems and facility coBteamples of the types of projects included inftrecast include T&D lines and
substations, line extensions to new residentialcmdmercial developments, and upgrades to custorfoemation systems. In addition, APS
began several major transmission projects in 20B&se projects are periodic in nature and are dtyestrong regional customer growth.
APS expects to spend about $150 million on magramission projects during the 2002 to 2004 tiramé.
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Existing generation capital expenditures are cosepriof multiple improvements for our existing fossid nuclear plants and the replacement
of steam generators. Examples of the types of giojacluded in this category are additions, upgsaahd capital replacements of various
power plant equipment such as turbines, boilerd,esnvironmental equipment. The existing generadisn contains nuclear fuel expenditures
of approximately $30 million annually in 2002, 20@3d 2004.

Several years ago APS and the other Palo Verdeiparits decided to replace Palo Verde Unit 2 stganerators, which replacement is
presently scheduled to be completed in the fallGff3. APS and the other Palo Verde participantsamently considering issues related to
replacement of the steam generators in Units 13ardthough a final determination of whether Uriitand 3 will require steam generator
replacement to operate over their current fulldsed lives has not yet been made, APS and the ppdincipants have approved fabrication of
one set of spare steam generators. APS' portitmisoéxpenditure is approximately $27 million, winiwill be spent from 2002 to 2005.
Existing generation in the capital expenditureéadbove includes $21 million of the costs in 2d@ugh 2004. If the Palo Verde participe
decide to proceed with steam generator replaceatdygth Units 1 and 3, APS has estimated thabitsqn of the fabrication and installation
costs and associated power uprate modificationddimriapproximately $130 million over the next seyears, which would be funded with
internally-generated cash or external financings.

CAPITAL RESOURCES AND CASH REQUIREMENTS
CONTRACTUAL COMMITMENTS

The following table summarizes actual contract@ahccommitments for the nine months ended Septe®ih@002 and estimated contract
commitments for the next five years and theregttelars in millions):

Estimated

Nine  -----

Months Years Ended December 31,

Ended  -----

September 30, There-

2002 2002 2003 2004 2005 2006 after
Long-term debt payments
APS $ 247 $ 24 7 $ -- $205 $400 $ 84 $1,518
Pinnacle West - 1 276 216 - 300
SunCor 11 1 1 117 - 3 16
Total long-term debt payments 258 25 9 393 421 400 387 1,534
Operating leases payments 47 6 8 66 65 64 63 550
Fuel and purchase power
commitments 258 33 8 134 82 65 68 170
Total cash commitments (a) 563 $ 66 5 $593 $ 568 $ 529 $ 518 $2,254

(a) Total cash commitments are approximately $8libi. The total net present value of these cashmitments is approximately $3.0
billion.
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CONTINGENT COMMITMENTS

We have issued parental guarantees and obtainety fiomds on behalf of our unregulated subsidiafibe credit support instruments enable
Pinnacle West Energy to continue its generatiorapgon plan (primarily equipment and performancargatees), enable APS Energy
Services to provide commodity energy and energgteel products and enable El Dorado to supportdtigities of NAC. The amounts as of
September 30, 2002 are listed as follows (dollarsiilions):

G uarantees Surety Bonds
Pinnacle West Energy $ 250 $ -
APS Energy Services 72 39
El Dorado 43 -

In addition, as of September 30, 2002, SunCor hastanding guarantees of approximately $29 milbarbehalf of affiliated joint ventures.
CREDIT RATINGS

The ratings of securities of Pinnacle West and AP $f the date of this report are shown below afidat the respective views of the rating
agencies, from whom an explanation of the signiféeaof their ratings may be obtained. There isgsunce that these ratings will continue
for any given period of time or that they will nm¢ revised or withdrawn entirely by the rating ages, if, in their respective judgments,
circumstances so warrant. Any downward revisiowitihdrawal may adversely effect the market pric®winacle West's or APS' securities
and serve to increase those companies' cost dhtapid access to capital.

Moody's Standard & Poor's  Fitch

PINNACLE WEST

Senior Unsecured Baa2 BBB- BBB

Commercial Paper p-2 A-2 F-2
APS

Senior Secured A3 A- A-

Senior Unsecured Baal BBB BBB+

Secured Lease

Obligation Bonds Baa2 BBB BBB
Commercial Paper p-2 A-2 F-2

On November 4, 2002 Standard & Poor's affirmed®R& debt ratings in the above chart, but loweremh&ile West's senior unsecured debt
rating from BBB to BBB- "because of the structusabordination of this debt as compared to the unsécdebt at APS." On that same date,
Standard & Poor's lowered APS' corporate creditgdtom BBB+ to BBB and affirmed the BBB corporate=dit rating of Pinnacle West. ,
of Pinnacle West's and APS' credit ratings remamestment grade. Standard & Poor's assigned astalibok to the ratings.
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DEBT PROVISIONS

Pinnacle West's and APS' significant debt covenatased to their respective financing arrangemartside a debt- to-total-capitalization
ratio and an interest coverage test. Pinnacle AfebtAPS are in compliance with such covenants anl anticipates that it will continue to
meet all the significant covenant requirement levEhilure to comply with such covenant levels wia@sult in an event of default which,
generally speaking, would require the immediatayepent of the debt subject to the covenants.

Neither Pinnacle West's nor APS' financing agredmeontain "ratings triggers" that would resultim acceleration of the required intet

and principal payments in the event of a ratingsmiprade. However, in the event of a ratings dowtdgy®innacle West and/or APS may be
subject to increased interest costs under ceritaméing agreements. We are unable to quantifetfeets, if any, that Standard & Poor's
lowering of Pinnacle West's senior unsecured deirig may have on Pinnacle West's borrowing cos2)D2 through 2004 or whether the
lower rating will affect the timing or nature ofdtfCompany's capital requirements.

All of Pinnacle West's bank agreements containssmefault” provisions under which a default beriAPS in a specified amount under
another agreement would result in a default angbtitential acceleration of payment under the agesdsn All of APS' bank agreements
contain cross-default provisions under which a alétay APS in a specified amount under another@mgent would result in a default and the
potential acceleration of payment under the agreésn®innacle West's and APS' credit agreemenergiyncontain provisions under which
the lenders could refuse to advance loans in thatexf a material adverse change in the borrowesiess or financial condition.

PINNACLE WEST (PARENT COMPANY)

Our primary cash needs are for dividends to ouredtwdders; equity infusions into our subsidiar&narily Pinnacle West Energy; interest
payments; and optional and mandatory repaymemisirdipal on our long-term debt (see the table abfov the Company's contractual cash
commitments, including our debt repayment obligat)o On October 23, 2002, the Company's boardrettiirs increased the common stock
dividend to an indicated annual rate of $1.70 pare from $1.60 per share, effective with the Ddmami, 2002 dividend payment. The
Company currently intends to continue growing tbemmon dividends in the future; such growth willdependent on a number of factors
including, but not limited to, payout ratio trenfige cash flow, and financial market conditions.

Our primary sources of cash are dividends from ARB marketing and trading operations, externarfirings, and cash distributions from
our other subsidiaries, primarily SunCor. For tieang 1999 through 2001, total dividends from AP®V§510 million. For the nine months
ended September 30, 2002, dividends from APS wireoaimately $128 million. We expect SunCor to maksh distributions to the
Company of $80 million to $100 million annually 2003 through 2005 due to anticipated accelerateet asales activity.
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On February 8, 2002, we issued $215 million of 418&tes due 2004. On July 31, 2002, we complete808 $nillion bank credit facility. Th
borrowings are LIBOR-based and can be drawn uporeaded, and are expected to be used primarilynt Pinnacle West Energy capital
requirements. The facility matures on July 30, 2008 majority of these borrowings were used talfiimnacle West Energy capital
expenditures.

The Company has financed Pinnacle West Energyasrggon expansion program premised upon Pinnaclet Bieergy's receipt of APS'
generation assets by the end of 2002. As discusdedte 5, on September 16, 2002, APS filed a KimanApplication requesting the ACC
allow APS to borrow up to $500 million and to lethé proceeds to Pinnacle West Energy or to the @ogigo guarantee up to $500 million
of Pinnacle West Energy's debt or of the Compastgty; or a combination of both, not to exceed $%dl0on in the aggregate. In the
Financing Application, APS stated that the ACCigersal of the generation asset transfer requireaahthe resulting bifurcation of
generation assets between APS and Pinnacle WegyEmeder different regulatory regimes results imn@cle West Energy being unable to
attain investment-grade credit ratings. This, imfyprecludes Pinnacle West Energy from accessipdal markets to refinance the bridge
financing provided by the Company to fund the cargdion of Pinnacle West Energy generation assetom effectively competing in the
wholesale markets. APS noted that Pinnacle Westgirtead previously received investmeamade credit ratings contingent upon its recei
APS generation assets, and that the Company'd caéidgs could be adversely affected if Pinnackest\Energy is unable to finance its
capital requirements. On November 4, 2002, Stanfld?dor's lowered the Company's senior unsecurbtirdéing from BBB to BBB-. See
"Credit Ratings" above. On November 8, 2002, AFR&lIfan Interim Financing Application with the AC&questing the ACC to permit APS
to (a) make short-term advances to Pinnacle Wedsiifiorm of an inter-affiliate line of credit ing amount of $125 million or (b) guarantee
$125 million of Pinnacle West's short-term debte S®CC Applications" in Note 5.

The parent company's outstanding debt was appréeiyn®l.1 billion at September 30, 2002. At Septeng, 2002, we had credit
commitments from various banks totaling $250 miliavhich were available to support the issuanceaimercial paper or to be used as
bank borrowings. At September 30, 2002, we had 226 million of commercial paper outstanding &3& million of short-term
borrowings. In addition, as noted above, we haddditional $300 million of borrowing capacity undecredit facility with various banks,
under which $45 million had been borrowed as oft&aper 30, 2002.

In mid-2003, the Company will need to refinanceragpnately $550 million of parent company indebtesdls, including a total of $300
million we expect to borrow under the credit fagilieferenced in the preceding paragraph. If th&CAl©es not grant the approvals requested
in
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the Financing Application in a timely fashion, tBempany would anticipate taking the following stejpsthe extent necessary in priority
order, although the timing of the Company's liqyidieeds may affect the order of the steps taken:

* The reduction of capital expenditures throughpldelay and cancellation;
* The sale of non-core assets; and
* The issuance of new debt and, if appropriate, rquity.

Although we believe it would be inappropriate tedaliss specific amounts for each of the foregoinggraies, we estimate the sum of these
steps to approximate the current outstanding debeaCompany, which, as noted above, totaled aqpedely $1.1 billion as of September
30, 2002. We believe, even in this scenario, ifgheent company's near-term debt maturities weickipdull, that the Company's common
stock dividend would remain intact.

As part of a multi-employer pension plan sponsdrg®innacle West, we contribute at least the mimmamount required under Internal
Revenue Service regulations but no more than theémen tax-deductible amount. The minimum requiredding takes into consideration
the value of the fund assets and our pension dhldigaNe have voluntarily contributed cash to oangion plan in each of the last four years;
our minimum required contributions during eachhafde years was zero. Specifically, we contribu@ti i@illion for 2001, $44 million for
2000, $25 million for 1999 and $14 million for 1998 again plan to voluntarily contribute $27 naifliin 2002. APS and other subsidiaries
fund their share of the pension contribution, ofahhAPS represents approximately 90% of the tatatiing amounts described above. The
assets in the plan are mostly domestic common stécnds and real estate. We currently forecashaipn contribution in 2003 of
approximately $50-$80 million, all or part of whialay be required depending on 2002 fund performdftee fund performance continues
to decline as a result of a continued decline intggnarkets, we may be required to make contridmgiin future years.

As a result of change in IRS guidance, we claim&akaleduction related to an APS tax accountinghotethange on the 2001 Federal
consolidated income tax return. The accelerateda&h has resulted in a $200 million reductiorimrent tax liability.

APS

APS' capital requirements consist primarily of talpéxpenditures and optional and mandatory rediempbf long-term debt. On September
16, 2002, APS filed a Financing Application witletACC requesting the ACC to allow APS to borrowta$500 million and to lend the
proceeds to Pinnacle West Energy or to the Compargyarantee up to $500 million of Pinnacle Wesergy's or the Company's debt; or a
combination of both, not to exceed $500 milliortie aggregate. On November 8, 2002, APS filed terim Financing Application with the
ACC requesting the ACC to permit APS to (a) makersterm advances to Pinnacle West in the formnahger-affiliate line of credit in the
amount of $125 million or (b) guarantee $125 miilaf Pinnacle West's shaerm debt. See "ACC Applications" in Note 5 foriaatission ¢
the Financing Application and the Interim Financhygplication. See the table above for APS' cashradments, including its debt repaym
obligations; that table does not take into accaunytfunds that APS may lend to Pinnacle West Enaengthe Company consistent with the
Interim Financing Application or the Financing Amaition.
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APS pays for its capital requirements with casimfiaperations and, to the extent necessary, exténaalcings. APS pays for its dividends to
Pinnacle West with cash from operations.

On March 1, 2002, APS issued $375 million of 6.5%d¢ due 2012.

On November 1, 2002, Maricopa County, Arizona RilluControl Corporation issued $90 million of 5%0%°ollution Control Revenue
Refunding Bonds (Arizona Public Service CompanyR&rde Project) 2002 Series A, due 2029 and lodmegroceeds to APS pursuant to
a loan agreement. The bonds were issued to refn®®@ million of outstanding pollution control band

On March 15, 2002, APS redeemed at maturity $128omiof its First Mortgage Bonds, 8.125% Serieg @002. On April 15, 2002, APS
redeemed $122 million of its First Mortgage Borl35% Series due 2024. See the cash commitmemgsaiabve for APS' debt repayments.
Based on market conditions and optional call pions, APS may make optional redemptions of longitdebt from time to time.

At September 30, 2002, APS had credit commitments fvarious banks totaling about $250 million, whigere available either to support
the issuance of commercial paper or to be usedumis orrowings. At September 30, 2002, APS had &62& million of commercial paper
outstanding and no bank borrowings.

Although provisions in APS' first mortgage bondentlre, articles of incorporation, and ACC finamgcorders establish maximum amount
additional first mortgage bonds, debt and prefestedk that APS may issue, APS does not expecbhtiese provisions to limit its ability to
meet its capital requirements.

PINNACLE WEST ENERGY

Pinnacle West Energy has completed or announced paebuild about 3,420 MW of natural gas-fired grating capacity from 2001 through
2007 at an estimated cost of about $1.9 billions Hoes not reflect an expected reimbursement 4 2§ SNWA of approximately $100
million of Pinnacle West Energy's cumulative capigpenditures in the Silverhawk project in exchafyr SNWA's option to purchase a
25% interest in the project. Our expansion plar bélsized to meet cash flow and market conditi®msnacle West Energy is currently
funding its capital requirements through capitéidions from Pinnacle West, which finances tho$esions through debt financings and
internally-generated cash. See the capital expamditable above for actual capital expendituresutfh September 30, 2002 and projected
capital expenditures for the next three years.

As discussed under "ACC Applications" in Note 5,3ARas filed a Financing Application with the ACQuesting the ACC to allow APS to
borrow up to $500 million and to lend the proceedRinnacle West Energy or the Company; to guaeampeto $500 million of Pinnacle Wi
Energy's or the Company's debt; or a combinatidmotii, not to exceed $500 million in the aggregatehe Financing Application, APS
stated that the ACC's reversal of the generation
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asset transfer requirement and the resulting kifion of generation assets between APS and Pindéest Energy under different regulatory
regimes results in Pinnacle West Energy being entabhttain investment grade credit ratings. Tihisurn, precludes Pinnacle West Energy
from accessing capital markets to refinance thegerifinancing provided by the Company to fund thestruction of Pinnacle West Energy
generation assets or from effectively competinthenwholesale markets. On November 8, 2002, ARS fih Interim Financing Application
with the ACC requesting the ACC to permit APS tprteake short-term advances to Pinnacle West irfiatme of an inter-affiliate line of
credit in the amount of $125 million or (b) guara$125 million of Pinnacle West's short-term debt.

Pinnacle West Energy has completed or is currgatlgning the following natural gas-fired plants artlder projects:

* A 650 MW combined cycle expansion of the West &fig Power Plant in Phoenix. The 120 MW West Phoghmiit 4 began commercial
operation in June 2001. Construction has begum®®30 MW West Phoenix Unit 5, with commercial @ien expected to begin in mid-
2003.

* The Redhawk Power Plant Units 1 and 2 are eaGh\NB3/ combined cycle units, near Palo Verde. Comiméoperations began in July
2002 for Units 1 and 2. The Company is evaluatihgtiver to construct Redhawk Units 3 and 4. Pinnatdst Energy has procured four gas
turbines for Redhawk Units 3 and 4. The canceltatiost for these turbines would be approximately ®lion until September 2003.

* The construction of an 80 MW simple cycle powtant at Saguaro in Southern Arizona. Commerciatatm began in July 2002.

* Development of the 570 MW Silverhawk combinedleygplant 20 miles north of Las Vegas, Nevada. Qaetibn of the plant began in
August 2002, with an expected commercial operadete in mid-2004. As noted above, Pinnacle Westdsnieas signed an agreement with
Las Vegas-based SNWA under which SNWA has an optigrurchase a 25% interest in the project.

* A Pinnacle West Energy affiliate is exploring thessibility of creating an underground natural giasage facility on Company-owned land
west of Phoenix. A feasibility study is in progréssietermine if the proposed acreage can suppuwatwuaal gas storage cavern.

OTHER SUBSIDIARIES

During the past three years, SunCor funded its ceghirements with cash from operations and its external financings. SunCor's capital
needs consist primarily of capital expenditureddod development and retail and office buildingstouction. See the capital expenditures
table above for actual capital expenditures innine months ended September 30, 2002 and projeafstal expenditures for the next three
years. SunCor expects to fund
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capital requirements with cash from operationsextdrnal financings. SunCor's long-term indebtesinlesreased $11 million in the nine
months ended September 30, 2002. SunCor has pdogidaantees of approximately $29 million on bebé&Hffiliated joint ventures.

We expect SunCor to make cash distributions tg#rent company of $80 million to $100 million anhy& 2003 through 2005 due to
anticipated accelerated asset sales activity.

El Dorado funded its cash requirements during e flhree years with cash from operations and edt infused by the parent company,
primarily for NAC in 2002. El Dorado expects minihtapital requirements over the next three yedr®dEado intends to focus on prudently
realizing the value of its existing investmentsDBlrado's future investments are expected to lageetto the energy sector. El Dorado's long-
term indebtedness increased $9 million during the months ended September 30, 2002, due to isotidation of NAC for financial
reporting purposes.

APS Energy Services' cash requirements duringdlethree years were funded with cash infusions fte parent company. APS Energy
Services' capital expenditures and other cashmrements are increasingly funded by operations, sdtihe funding from cash infused by
Pinnacle West. See the capital expenditures tdddeearegarding APS Energy Services' capital experas.

See "Business Outlook" below for information abih@ expected earnings contributions of SunCor, &bbo and APS Energy Services.
CRITICAL ACCOUNTING POLICIES

In preparing the financial statements in accordamitte GAAP, management must often make estimatdsaasumptions that affect the
reported amounts of assets, liabilities, revenegenses, and related disclosures at the date éfhtdmcial statements and during the
reporting period. Some of those judgments can bgstive and complex, and actual results coulcediffom those estimates. Our most
critical accounting policies include the determioatof the appropriate accounting for our derivatinstruments, mark-to-market accounting
(see Note 8) and the impacts of regulatory accogr(8ee Note 19) on our consolidated financiakstants. See Note 1 in the 2001 10-K.

BUSINESS OUTLOOK
COMPETITION AND ELECTRIC INDUSTRY RESTRUCTURING

See "Business Outlook - Competition and IndustrgtReturing” in Item 7 of the 2001 10-K and Notatove for a discussion of
developments affecting retail and wholesale elecmmpetition.
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GENERATION EXPANSION

See "Capital Resources and Cash Requirements addénWest Energy" above for information regarding generation expansion plans. The
planned additional generation is expected to irsgre@avenues, fuel expenses, operating expensefnanding costs.

FACTORS AFFECTING OPERATING REVENUES

Electric operating revenues are derived from safledectricity in regulated retail markets in Arizm and from competitive retail and
wholesale bulk power markets in the western UnBtates. These revenues are expected to be afteceddctricity sales volumes related to
customer mix, customer growth and average usageuséomer, as well as electricity prices and vemistin weather from period to period.

Customer growth in APS' service territory averagbdut 4% a year for the three years 1999 throu@ii;20e currently expect customer
growth to be about 3.1% in 2002 and between 3.580abPb6 a year in 2003 and 2004. We currently esértiat retail electricity sales in
kilowatt-hours will grow 3.5% to 5.5% a year in 20through 2004, before the retail effects of weatlagiations. The customer growth and
sales growth referred to in this paragraph appbrergy delivery customers. As industry restruatyevolves in the regulated market area,
we cannot predict the number of APS' standard-affistomers that will switch to unbundled servidthaugh recent regulatory developments
and legal challenges to the Rules have raised deradile uncertainty about the status and paceaif edectric competition in Arizona (see
Note 5). As previously noted, under the 1999 Seitlet Agreement, we agreed to retail electricitggrieductions of 1.5% annually throu
July 1, 2003 (see Note 5).

Competitive sales of energy and energy-relatedymsdand services are made by APSES in westeesstat have opened to competitive
supply.

OTHER FACTORS AFFECTING FUTURE FINANCIAL RESULTS

Purchased power and fuel costs are impacted bgleatricity sales volumes, existing contracts fengration fuel and purchased power, our
power plant performance, prevailing market pricesy generating plants being placed in service amdhedging program for managing such
costs.

Operations and maintenance expenses are expediedaféected by sales mix and volumes, power maetations, inflation, outages, higher
trending pension and other post-retirement coddso#imer factors. We implemented a voluntary worgéoreduction program announced in
July 2002. We recorded $25 million before taxegdluntary severance costs in the third quarter0®f2 We expect to record up to $12
million before taxes for additional severance casthe fourth quarter of 2002 (See Note 17). Idiadn, we are expecting to produce annual
operating expense savings of approximately $30danilbbeginning in 2003.

Depreciation and amortization expenses are expéated affected by net additions to existing wtiptant and other property, changes in
regulatory asset amortization and our generatigaesion program. As noted above, West Phoenixdwias placed in service in June 2001,
Redhawk Units 1 and 2 and the new Saguaro unitrbegamercial operations in July 2002, West Photmiit 5 is expected to be on line in
mid-2003 and Silverhawk is expected to be in
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service in mid-2004. The regulatory assets to bevered under the 1999 Settlement Agreement arerdily being amortized as follows
(dollars in millions):

1/ 1-6/30
1999 2000 2001 2002 2003 2004 Total
$164 $158 $145 $115 $86 $18 $686

Taxes other than income taxes consist primarilgroperty taxes, which are affected by tax ratesthadsalue of property in-service and
under construction. The average property tax @@PS, which currently owns the majority of ouoperty, was 9.32% of assessed value for
2001 and 9.16% for 2000. We expect property taxésdrease primarily due to our generation expanpiogram and our additions to
existing facilities.

Interest expense is affected by the amount of detstanding and the interest rates on that delg.pfimary factors affecting borrowing lev
in the next several years are expected to be margdon expansion program and our internally-gateer cash flow. Capitalized interest
offsets a portion of interest expense while cagitajects are under construction. We stop recordapjtalized interest on a project when it is
placed in commercial operation. As noted abovehaee placed new power plants in commercial operati®001 and 2002 and we expec
bring additional plants on-line in 2003 and 2004 ®We continuing to evaluate our generation expansogram.

If we decide not to construct Redhawk Units 3 andid would expect to record a pretax charge of@pprately $50 million related to the
cancellation of gas turbine contracts.

The regulatory developments and legal challengéisetdRules discussed in Note 5 have raised coraditietincertainty about the status and
pace of electric competition in Arizona. Althouginse very limited retail competition existed in ARStvice area in 1999 and 2000, there are
currently no active retail competitors offering umidled energy or other utility services to APS‘ton®ers. As a result, we cannot predict
when, and the extent to which, additional compediteill re-enter APS' service territory. As comtieti in the electric industry continues to
evolve, we will continue to evaluate strategies alternatives that will position us to compete efifecly in a restructured industry.

In the case of SunCor, we are undertaking an aiygreffort to accelerate asset sales activitiegpioroximately double SunCor's annual
earnings in the 2003-2005 period compared to thecgmate $20 million in earnings expected for 2002

The annual earnings contribution from APS EnergyiSes is expected to be positive over the nextsdwears due primarily to a number of
retail electricity contracts in California. APS Egg Services' pretax losses were $10 million in2286d $13 million in 2000.

El Dorado's historical results are not necessariicative of future performance for El Dorado.[Bdrado's strategies focus on prudently
realizing the value of its existing investmentsyAuature investments are expected to be relatéde@nergy sector.

Our financial results may be affected by the appion of SFAS No. 133. See Note 10 for further infation.

On October 25, 2002, the EITF voted to rescind E¥8F0 (see Note 8). We are evaluating the currenteéfethe rescission on our financ
results.

On November 4, 2002, Standard & Poor's loweredihimpany's senior unsecured debt rating from BBBB8-. See "Credit Ratings"
above. We are unable to quantify the effects, yf #imat Standard & Poor's lowering of
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Pinnacle West's senior unsecured debt rating meg ba Pinnacle West's borrowing costs or whethetdtver rating will affect the timing or
nature of the Company's capital requirements.

Our financial results may be affected by a numlidrroad factors. See "Forward-Looking Statemengdtdw for further information on such
factors, which may cause our actual future regaltiffer from those we currently seek or anticgat

The Company's current 2002 adjusted debt to tefaitalization ratio, adjusted as per rating agenegyhodology to include debt and equity
related to Palo Verde SPE's (see Note 9), is appaigly 60%. The Company expects to decrease flustad debt to total capitalization ra
to approximately 55% over the next several years.

RATE MATTERS

See Note 5 for a discussion of a price reductiéecéfe as of July 1, 2002, and for a discussiothef1999 Settlement Agreement that will,
among other things, result in five annual priceuatithns over a four-year period ending July 1, 2003

RISK FACTORS
Exhibit 99.3, which is hereby incorporated by refere, contains a discussion of risk factors invgthe Company.
FORWARD-LOOKING STATEMENTS

The above discussion contains forward-looking stet@s based on current expectations and we assuoigigation to update these
statements or to make any further statements omfimgse issues, except as required by applidabie Because actual results may differ
materially from expectations, we caution readetsta@lace undue reliance on these statementsdbaucof factors could cause future res
to differ materially from historical results, oofn results or outcomes currently expected or sobighis. These factors include the ongoing
restructuring of the electric industry, includidgetintroduction of retail electric competition imiZona; the outcome of regulatory and
legislative proceedings relating to the restrucigiristate and federal regulatory and legislativ@siens and actions, including the price
mitigation plan adopted by the FERC; regional ecoiccand market conditions, including the Califorei@ergy situation and completion of
generation construction in the region, which cafféct customer growth and the cost of power segplihe cost of debt and equity capital,
weather variations affecting local and regionalteoer energy usage; conservation programs; povaat performance; the successful
completion of our generation expansion programull@gry issues associated with generation expansiarh as permitting and licensing; our
ability to compete successfully outside traditioregjulated markets (including the wholesale markethnological developments in the
electric industry; the performance of the stockkegrwhich affects the amount of our required dbmtions to our pension plan; and the
strength of the real estate market in SunCor's etanleas, which include Arizona, New Mexico andHJta

These factors and the other matters discussed abay&ause future results to differ materially froistorical results or from results or
outcomes we currently expect or seek.
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ITEM 3. MARKET RISKS

Our operations include managing market risks rdlaédechanges in interest rates, commodity priced,iavestments held by our nuclear

decommissioning trust fund.

We are exposed to the impact of market fluctuatinrtke price and transportation costs of eledirjciatural gas, coal, and emissions
allowances. We employ established procedures t@agearisks associated with these market fluctuatignstilizing various commodity
derivatives, including exchange-traded futures @ptibns and over-the-counter forwards, options, @maps. As part of our overall risk
management program, we enter into derivative tictimses to hedge purchases and sales of electrfaiys and emissions allowances and
credits. The changes in market value of such cotsttzave a high correlation to price changes irhdadged commodity.

In addition, subject to specified risk parametestalglished by the Board of Directors and monitdrge@dur ERMC, we engage in trading
activities intended to profit from market price neovents. In accordance with EITF 98-10, "Accounfiog Contracts Involved in Energy
Trading and Risk Management Activities," such tngdpositions are marked-to-market. These traditigities are part of our marketing and
trading activities and are reflected in the mangtnd trading segment revenues and expenses.de® for a discussion of the EITF's

decision to rescind EITF 98-10.

The following schedule shows the changes in mankdoket on our trading positions during the thréee and twelve months ended

September 30, 2002 (dollars in millions):

Periods Ended Sept

Three Months Nine Mon

Ended Ended
Mark-to-market of net
trading positions at
beginning of period $ 133 $ 13

Prior period mark-to-

market (gains) losses

realized during the

period 3 3
Change in mark-to-

market gains for

future period

deliveries 23 5
Change in valuation

techniques

Mark-to-market of net
trading positions at
end of period

ember 30, 2002

ths Twelve Months

Ended
8 $ 198
4) (96)
5 57
9 $ 159

Net gains at inception were approximately zeralerthree months ended September 30, 2002. Net ghinceptions were approximati

$10 million for
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the nine months ended September 30, 2002 and $lidmfior the twelve months ended September 3022€@ese amounts included a
reasonable marketing margin. See Note 10 for n@arkdrket on system hedges and for disclosure lofmsnagement activities recorded on
the condensed consolidated balance sheets.

The table below shows the maturities of our tragingitions as of September 30, 2002, by the typakifation that is performed to calculate
the fair value of the contract (dollars in milligns

Years Total

there- fair
SOURCE OF FAIR VALUE 2002 2003 200 4 2005 2006 after value
Prices activelyquoted $ (7) $ 8 $ 5 % 6% 3% 9% 24
Prices provided by other
external sources (1) 3) (8) 4 5 -- 3)
Prices based on models
and other valuation
methods 20 26 38 20 18 16 138
Total by maturity $ 12 $ 31 % 35 $ 30 $ 26 $ 25 $ 159

The table below shows the impact that hypothepcake movements of 10% would have on the marketevaf our risk management and
trading assets and liabilities included on the ems&d consolidated balance sheets at Septemhb20@D(dollars in millions):

Sep tember 30, 2002
Gain(Loss)
Price Up Price Down
Commaodity 10% 10%
Trading (a):
Electricity $ ( 1) $ 2
Natural gas ( 1) 1
Other 1 -
System (b):
Natural gas
hedges 1 7 (15)
Total $ 1 6 $ (12)

(a) Essentially all of our marketing and tradingj\aties are structured activities. This means parrtfolio of forward sales positions is hedged
with a portfolio of forward purchases that protetts economic value of the sales transactions.

(b) These contracts are hedges of our forecastethases of natural gas. The impact of these hypo#th@rice movements would
substantially offset the impact that these sameepriovements would have on the physical exposwieg hedged.

56



We are exposed to losses in the event of nonpesgiocmor nonpayment by counterparties. We havenakagement and trading contracts
with many counterparties, including one countegpot which a worst case exposure represents appedgly 47% of our $260 million of
risk management and trading assets as of Septe30p2002. We use a risk management process tosaasésnonitor the financial exposure
of this and all other counterparties. Despite twt that the great majority of our trading coundetigs are rated as investment grade by the
credit rating agencies, including the counterpadted above, there is still a possibility that onenore of these companies could default,
resulting in a material impact on consolidated e for a given period. Counterparties in the folid consist principally of major energy
companies, municipalities and local distributiomganies. We maintain credit policies that we be&iminimize overall credit risk to within
acceptable limits. Determination of the credit @yadf our counterparties is based upon a numbéaabrs, including credit ratings and our
evaluation of their financial condition. In manyntacts, we employ collateral requirements anddstedized agreements that allow for the
netting of positive and negative exposures asstiatth a single counterparty. Valuation adjustreere established representing our
estimated credit losses on our overall exposupatmterparties.

Changing interest rates will affect interest paidvariable-rate debt and interest earned by ousiparand nuclear decommissioning trust
funds. Our policy is to manage interest rates thhotne use of a combination of fixed-rate and ftaprate debt. The pension and nuclear
decommissioning trust funds also have risks aststigith changing market values of equity investtaeRension and nuclear
decommissioning costs are recovered in regulatatradity prices.

ITEM 4. CONTROLS AND PROCEDURES

As of a date within 90 days of the date of thisorggthe "Evaluation Date"), we carried out an exadilon, under the supervision and with the
participation of our management, including our Riexst and Chief Executive Officer and our Vice Riest, Finance, of the effectiveness of
the design and operation of our disclosure conaants procedures, as defined in Rules 13a-14 and 4&ohder the Securities Exchange Act
of 1934, as amended (the "Exchange Act"). Based tipis evaluation, our President and Chief Exeeu@ificer and our Vice President,
Finance, concluded that, as of the Evaluation Datedisclosure controls and procedures were adedgoansure that information required to
be disclosed by us in the reports filed or submitig us under the Exchange Act is recorded, precessimmarized and reported within the
time periods specified in the SEC's rules and forms

There were no significant changes in our interoatols or in other factors that could significgrdiffect these controls subsequent to the
of the evaluation, including any corrective actiovith regard to significant deficiencies and inedrweaknesses.
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PART Il - OTHER INFORMATION
ITEM 5. OTHER INFORMATION
CONSTRUCTION AND FINANCING PROGRAMS

See "Liquidity and Capital Resources" in Parténit2 of this report for a discussion of construttmd financing programs of the Company
and its subsidiaries.

COMPETITION AND ELECTRIC INDUSTRY RESTRUCTURING

See Note 5 of Notes to Condensed Consolidated €imle®tatements in Part I, Iltem 1 of this reportdaliscussion of regulatory
developments regarding the introduction of reti&it®ic competition in Arizona and related matters.

REGIONAL TRANSMISSION ORGANIZATIONS

As previously reported, on October 16, 2001, AP& @ther owners of electric transmission lines i 8outhwest filed with the FERC a
request for a declaratory order confirming thatrtbeoposal to form WestConnect RTO, LLC would stithe FERC's requirements for the
formation of a regional transmission organizatitRTO"). See "Regulation and Competition - WholesdRegional Transmission
Organizations" in Part I, Item 1 of the 2001 10ckh October 10, 2002, the FERC issued an ordenfinthat the WestConnect proposal, if
modified to address specified issues, could meeFE#ERC's RTO requirements and provide the basiweweork for a standard market design
for the Southwest. In its order, the FERC alsceskdihat its approval of various WestConnect provisiaddressed in the order would not be
overturned or affected by the final rule the FER&@ds to ultimately adopt in response to its 31ly2002 Notice of Proposed Rulemaking
regarding a standard market design for the eleatility industry (see "Federal" in Note 5 for atidhal information regarding the Notice of
Proposed Rulemaking). FERC did not address at®proposed WestConnect provisions in its ordersamde could still be affected by a
final rule in the pending rulemaking proceeding. ¥éanot currently predict what, if any, impact theray be to the WestConnect proposal or
to us if the FERC adopts the proposed SMD ruleNOwember 12, 2002, APS and other owners filed aesgfor rehearing and clarification
on portions of the October 10 order.

NATURAL GAS SUPPLY

As previously reported on May 31, 2002, the FERSDésl an order requiring the conversion of all Rdfjuirements contracts to Contract
Demand contracts. See "Natural Gas Supply in Bdtein 5 of the June 10-Q. On September 20, 20G2FERC issued another order
clarifying the capacity allocation methodology,ending the conversion implementation date from Maver 1, 2002 to May 1, 2003 and
approving reallocation of costs for service. APH ather Full Requirement contract holders have Bbrghearings of the FERC orders. We
currently do not expect this to have a materiakask impact on our financial position, results pémtions or liquidity.
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COAL SUPPLY

Because covenants under the Four Corners leaselateld federal rights-of-way and grants expireduly 2001, the Navajo Nation assessed
taxes on the coal supplier and the plant. See "Sopply" in Part Il, ltem 5 of the June 2002 10k®QJuly 2002, APS and the Navajo Nation
negotiated a settlement agreement relating toldrg pursuant to which APS will make settlementrpampts to the Navajo Nation and that
settlement agreement was executed in August 2008uBnt to the terms of the settlement agreemd, does not expect the payments to

have a material adverse impact on its financiaitjpos results of operations or liquidity.
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ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(@) Exhibits

Exhibit No. Description

3.1 Pinnacle West Bylaws, amended a s of September 18, 2002

3.2 APS Bylaws, amended as of Septe mber 18, 2002

10.1 Employment Agreement effective as of October 1, 2002
between APS and James M. Levine

12.1 Ratio of Earnings to Fixed Char ges

99.1 Certification of William J. Pos t, the Registrant's
principal executive officer, pu rsuant to Section 906 of

the Sarbanes-Oxley Act of 2002

99.2 Certification of Michael V. Pal meri, the Registrant's
principal financial officer, pu rsuant to Section 906 of
the Sarbanes-Oxley Act of 2002

99.3 Pinnacle West Risk Factors

In addition, the Company hereby incorporates thleviang Exhibits pursuant to Exchange Act Rule 1Zband Regulation ss.229.10(d) by
reference to the filings set forth below:

Origina lly Filed Date
Exhibit No. Description asE xhibit: File No.(a) Effective
3.1 Articles of Incorporation 19.1tot he Company's 1-8962  11-14-88
restated as of July 29, September 30, 1988
1988 Form 10-Q Report

(b) Reports on Form 8-K

During the quarter ended September 30, 2002, andehod from October 1 through November 14, 20@2filed the following reports on
Form 8-K:

Report dated June 30, 2002 regarding exhibits ceeghiof financial information and earnings variaegplanations.

(a) Reports filed under File No. 1-8962 were filedhe office of the Securities and Exchange Cominislocated in Washington, D.C.
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Report dated July 11, 2002 regarding a letter ARS ivith the ACC.

Report dated July 23, 2002 regarding an ACC Adrrisiive Law Judge's recommendation on Track A issue

Report dated August 13, 2002 filing certificatiamfgthe Company's principal executive officer anshgipal financial officer.
Report dated August 27, 2002 regarding the ACQissitm on Track A issues.

Report dated September 10, 2002 regarding the AG@tk A Order and APS' filing of the Financing Aipption.

Report dated September 30, 2002 regarding extubitgprised of financial information and earningsiaace explanations.
Report dated October 17, 2002 regarding the Conipaaynings outlook and a slide presentation feraisn analyst conference.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Company has duly causeddipisrt to be signed on its behalf by the
undersigned thereunto duly authorized.

PINNACLE WEST CAPITAL CORPORATION

(Registrant)
Dated: November 14, 2002 By: Michael V. Palmeri
Michael V. Palmeri
Vice Pr esident, Finance
(Princi pal Financial Officer
and Off icer Duly Authorized
to sign this Report)

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
CERTIFICATIONS
[, William J. Post, certify that:
1. | have reviewed this quarterly report on FormQ0f Pinnacle West Capital Corporation;

2. Based on my knowledge, this quarterly reporsdua contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statememid,other financial information included in thisagterly report, fairly presentin all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the period presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this quarterly report is being prepared,;

b) evaluated the effectiveness of the registraligdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and
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c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure ctn#od procedures based on our evaluatir
of the Evaluation Date;

5. The registrant's other certifying officers artthive disclosed, based on our most recent evahjatighe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

a) all significant deficiencies in the design oemaion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

Date: November 14, 2002.

William J. Post

William J. Post Title: Chairman of the Board ande@Hlexecutive Officer
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
CERTIFICATIONS
I, Michael V. Palmeri, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Pinnacle West Capital Corporation;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statemeamid,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the period presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inieh this quarterly report is being prepared;

b) evaluated the effectiveness of the registraliigdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and
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c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure ctn#od procedures based on our evaluatir
of the Evaluation Date;

5. The registrant's other certifying officers artthive disclosed, based on our most recent evahjatighe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

a) all significant deficiencies in the design oemaion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

Date: November 14, 2002.

Michael V. Palmeri

Michael V. Palmeri Title: Vice President, Finance
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EXHIBIT 3.1
BYLAWS
OF

PINNACLE WEST CAPITAL CORPORATION
(AMENDED AS OF SEPTEMBER 18, 2002)

I. REFERENCES; SENIORITY

1.01. REFERENCES. Any reference herein made taNdbe deemed to refer to the law of the Stat@nfona, including any applicable
provision or provisions of Chapters 1-17 and Chap8eof Title 10, Arizona Revised Statutes (orsiiecessor), as at any given time in effect.
Any reference herein made to the Articles will lBenhed to refer to the applicable provision or miovis of the Articles of Incorporation of
the Company, and all amendments thereto, as agigeg time on file with the Arizona Corporation Comnssion (this reference to that
Commission being intended to include any successtire incorporating and related functions beindgrened by that Commission at the ¢
of the initial adoption of these Bylaws).

1.02. SENIORITY. Except as indicated in Part Xlefge Bylaws, the law and the Articles (in that ofeprecedence) will in all respects be
considered senior and superior to these Bylaws), arily inconsistency to be resolved in favor oflgve and the Articles (in that order of
precedence), and with these Bylaws to be deemednaititally amended from time to time to eliminaty such inconsistency which may
then exist.

1.03. SHAREHOLDERS OF RECORD. Except as otherwasgiired by law and subject to any procedure estaddi by the Company
pursuant to Arizona Revised Statutes Section 10(@2&8ny comparable successor provision), the WBHIAREHOLDER" as used herein
shall mean one who is a holder of record of shiswrése Company.

II. SHAREHOLDERS MEETINGS

2.01. ANNUAL MEETINGS. An annual meeting of shar&dess shall be held for the election of directarsuch date, time and place, either
within or without the State of Arizona, as may lasignated by resolution of the Board of Directoosif time to time. Any other proper
business may be transacted at the annual meetiggedéial meeting may be called and held in liearo&nnual meeting pursuant to the
provisions of Section 2.02 below, and the samegq®dings (including the election of directors) maycbnducted thereat as at a regular
meeting. Any director elected at any annual meetingpecial meeting in lieu of an annual meetimig),continue in office until the election

of his or her successor, subject to his or heedaljer resignation pursuant to Section 6.01 be(vremoval pursuant to Section 3.13 below,
or (c) death or disqualification.

2.02. SPECIAL MEETINGS. Except as otherwise reqlibg law, special meetings of the shareholders Inealyeld whenever and wherever
called by the Chairman of the Board, the Presidara, majority of the Board of Directors, but sisgecial meetings may not be called by any
other person or persons. Business transacted apmayal meeting of shareholders shall be limitethé purposes stated in the not



2.03. NOTICE. Notice of any meeting of the shardbas will be given as provided by law to each shalder entitled to vote at such meeting
and, if required by law, to each other sharehotdéhe Company. Any such notice may be waived asiged by law.

2.04. RIGHT TO VOTE. For each meeting of the shaladdrs, the Board of Directors will fix in advanaeecord date as contemplated by
law, and the shares of stock and the sharehol#N3ITLED TO VOTE" (as that or any similar term isriein used) at any meeting of the
shareholders will be determined as of the appleattord date. The Secretary (or in his or herratesan Assistant Secretary) will see to the
making and production of any record of shareholéetiled to vote or otherwise entitled to notideslbareholders meetings, in either case
which is required by law. Any voting entitlementyrtze exercised through proxy, or in such other reams specifically provided by law, in
accordance with the applicable law. In the everttooitest, the burden of proving the validity of amdated or irrevocable proxy will rest w
the person seeking to exercise the same. A telegralnegram, or facsimile appearing to have bemrsimitted by a shareholder (or by his or
her duly authorized attorney-in-fact) or other ngeahvoting by telephone or electronic transmissitay be accepted as a sufficiently written
and executed proxy if otherwise permitted by law.

2.05. NOTICE OF SHAREHOLDER BUSINESS AND NOMINATICN

(a) Annual Meetings of Shareholders. (1) Nominatiohpersons for election to the Board of Direcirthe Company and the proposal of
business to be considered by the shareholders mayale at an annual meeting of shareholders griygsuant to the Company's notice of
meeting (or any supplement thereto), (ii) by othatdirection of the Board of Directors or (iii) byy shareholder of the Company who was a
shareholder at the time the respective notice demi/for in this Section 2.05 is delivered to therBtary of the Company, who is entitled to
vote at the meeting and who complies with the mopicedures set forth in this Section 2.05.

(2) For nominations or other business to be prgdadught before an annual meeting by a sharehpldesuant to clause

(iii) of paragraph (a)(1) of this Section 2.05, gtereholder must have given timely notice themeafriting to the Secretary of the Company
and any such proposed business other than the atiaria of persons for election to the Board of Etioes must constitute a proper matter for
shareholder action. To be timely, a shareholdecaathall be delivered to the Secretary at thecgral executive offices of the Company not
later than the close of business (a) with resgebtsiness to be brought before the meeting, onittetieth day or not earlier than the closs
business on the one hundred twentieth day prithddirst anniversary of the preceding year's ahmesgting (provided, however, that in the
event that the date of the annual meeting has tiemmged by more than thirty days from such annargrdate, notice by the shareholder n
be so delivered not later than the close of busioaesthe tenth day following the day on which peibinnouncement of the date of such
meeting was mailed or public disclosure of the ahmeeting was made,
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whichever first occurs), and (b) with respect tonimations of persons to be elected to the Boadi@fctors, the one-hundred and eightieth
day prior to the date of the meeting at which fleetén is to occur. In no event shall the publmeuncement of an adjournment or
postponement of an annual meeting commence a nevaeriod (or extend any time period) for the givaf a shareholder's notice as
described above. Such shareholder's notice shdtrsle: (a) as to each person whom the sharehgidgroses to nominate for election as a
director, all information relating to such persbattis required to be disclosed in solicitationpfxies for election of directors in an election
contest, or is otherwise required, in each cassyaumt to Regulation 14A under the Securities Exghakct of 1934, as amended (the
"EXCHANGE ACT"), and Rule 14a-11 thereunder (andrsperson's written consent to being named in theypstatement as a nominee and
to serving as a director if elected);

(b) as to any other business that the sharehotdpopes to bring before the meeting, a brief dpsori of the business desired to be brought
before the meeting, the text of the proposal oimass (including the text of any resolutions praabfor consideration and, in the event that
such business includes a proposal to amend thevBydathe Company, the language for the proposeshdment), the reasons for conduc
such business at the meeting, and any materiaksiten such business of such shareholder andethefisial owner, if any, on whose behalf
the proposal is made; and (c) as to the sharehgidiexg the notice and the beneficial owner, if aog whose behalf the nomination or
proposal is made, (i) the name and address ofshateholder, as they appear on the Company's bao#tsf such beneficial owner, (i) the
class and number of shares of capital stock o€thmpany that are owned beneficially and of recgrduch shareholder and such beneficial
owner, (iii) a representation that the sharehoisl@rholder of record of stock of the Company é&tito vote at such meeting and intends to
appear in person or by proxy at the meeting to @segsuch business or nomination, and (iv) a reptaen whether the shareholder or the
beneficial owner, if any, intends or is part ofrayp that intends (a) to deliver a proxy statena/or form of proxy to holders of at least the
percentage of the Company's outstanding capitekstxjuired to approve or adopt the proposal atéle nominee and/or (b) otherwise to
solicit proxies from shareholders in support offspooposal or nomination. The Company may requiseoposed nominee to furnish such
other information as it may reasonably requiredtetmine the eligibility of such proposed nominesérve as a director of the Company.

(b) Special Meetings of Shareholders. Only suclinass shall be conducted at a special meetingastblolders as shall have been brought
before the meeting pursuant to the Company's noficeeeting.
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(c) General. (1) Only such persons who are nomihist@ccordance with the procedures set forthig$ection 2.05 shall be eligible to be
elected at an annual or special meeting of shadeh®bf the Company to serve as directors andsard business shall be conducted at a
meeting of shareholders as shall have been brdigjbte the meeting in accordance with the procedseéforth in this Section 2.05. Except
as otherwise provided by law, the Chairman of tleeting shall have the power and duty (a) to deteemihether a nomination or any
business proposed to be brought before the meetisgnade or proposed, as the case may be, in acoerevith the procedures set forth in
this Section 2.05 (including whether the sharehotddeneficial owner, if any, on whose behalf tteenination or proposal is made solicited
(or is part of a group that solicited) or did nots®licit, as the case may be, proxies in supdastioh shareholder's nominee or proposal in
compliance with such shareholder's representaaequired by clause (a)(2)(c)(iv) of this Sect®@5) and (b) if any proposed nomination
or business was not made or proposed in compliaitbethis Section 2.05, to declare that such notienashall be disregarded or that such
proposed business shall not be transacted.

(2) For purposes of this Section 2.05, "PUBLIC ANMRICEMENT" shall mean disclosure in a press releaperted by the Dow Jones
News Service, Associated Press or comparable rétimws service or in a document publicly filedtbg Company with the Securities €
Exchange Commission pursuant to Section 13, 14() bf the Exchange Act.

(3) Notwithstanding the foregoing provisions ofstifection 2.05, a shareholder shall also complly alltapplicable requirements of the
Exchange Act and the rules and regulations therunith respect to the matters set forth in thistida

2.05. Nothing in this Section 2.05 shall be deemoeaffect any rights (a) of shareholders to reqiresusion of proposals in the Company's
proxy statement pursuant to Rule 14a-8 of the Bxghahct or (b) of the holders of any series of Emefd Stock to elect directors pursuant to
any applicable provisions of the Articles.

2.06. RIGHT TO ATTEND. Except only to the extentpErsons designated by the Board of Directors®Chairman of the meeting to assist
in the conduct of the meeting (as referred to icti8as 2.08 and 2.09 below) and except as othempésmitted by the Board or such
Chairman, the persons entitled to attend any mgetishareholders may be confined to (i) sharehsldatitled to vote thereat and other
shareholders entitled to notice of the meeting and

(i) the persons upon whom proxies valid for pugmsf the meeting have been conferred or their dppointed substitutes (if the related
proxies confer a power of substitution); providedwever, that the Board of Directors or the Chairrothe meeting may establish rules
limiting the number of persons referred to in c&a(ig as being entitled to attend on behalf of ahgreholder so as to preclude such an
excessively large representation of such sharehatdbe meeting as, in the judgment of the Boarsligh Chairman, would be unfair to ot
shareholders represented at the meeting or bewddulptive of the orderly conduct of businesswth meeting (whether such
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representation would result from fragmentationhef aggregate number of shares held by such shdegtiol the purpose of conferring
proxies, from the naming of an excessively largexprdelegation by such shareholder or from emplaymoéany other device). A person
otherwise entitled to attend any such meeting egiise to be so entitled if, in the judgment ofGhairman of the meeting, such person
engages thereat in disorderly conduct impedingtbper conduct of the meeting in the interestdiafteareholders as a group.

2.07. QUORUM. Except as otherwise provided by I, Articles or these Bylaws, at each meeting afaholders the presence in person or
by proxy of the holders of a majority in voting pemof the outstanding shares of stock entitledote &t the meeting shall be necessary and
sufficient to constitute a quorum.

2.08. ELECTION INSPECTORS. The Board of Directansadvance of any shareholders meeting may appaietection inspector or
inspectors to act at such meeting (and any adjoamhthereof). If an election inspector or inspestanre not so appointed, the Chairman of the
meeting may or, upon the request of any persotieghto vote at the meeting will, make such appuoant. If any person appointed as an
inspector fails to appear or to act, a substituag e appointed by the Chairman of the meetingpjfointed, the election inspector or
inspectors (acting through a majority of them gntbe more than one) will determine the numbeahafes outstanding, the authenticity,
validity and effect of proxies, the credentialgpefsons purporting to be shareholders or persansdar referred to in proxies, and the
number of shares represented at the meeting immparsd by proxy; they will receive and count voteal]ots and consents and announce the
results thereof; they will hear and determine hiltenges and questions pertaining to proxies atidy; and, in general, they will perform
such acts as may be proper to conduct electiongatirty with complete fairness to all shareholdéls.such election inspector need be a
shareholder of the Company.

2.09. ORGANIZATION AND CONDUCT OF MEETINGS. Eachafeholders meeting will be called to order andehéer chaired by the
Chairman of the Board if there then is one; ongdf, or if the Chairman of the Board is absentmrexjuests, then by the President; or if both
the Chairman of the Board and the President areailaale, then by such other officer of the Companguch shareholder as may be
appointed by the Board of Directors. The Secrefaryn his or her absence an Assistant Secretdny)}eoCompany will act as secretary of
each shareholders meeting; if neither the Secretaran Assistant Secretary is in attendance, tier@an of the meeting may appoint any
person (whether a shareholder or not) to act astseg thereat. After calling a meeting to ordbg €hairman thereof may require the
registration of all shareholders intending to viatperson, and the filing of all proxies, with thkection inspector or inspectors, if one or more
have been appointed (or, if not, with the secretduithe meeting). After the announced time for sfilahg of proxies has ended, no further
proxies or changes, substitutions or revocatiormakies will be accepted. If directors are to lee®ed, a tabulation of the proxies so filed
will, if any person entitled to vote in such electiso requests, be announced at the meeting @uradjent thereof) prior to the closing of the
election polls.

Absent a showing of bad faith on his or her pak, €hairman of a meeting will, among other thirigsje absolute authority to determine the
order of business to be conducted at such meetidgaaestablish rules for, and appoint
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personnel to assist in, preserving the orderly oohdf the business of the meeting (including arfgrimal, or question and answer, portions
thereof). Rules, regulations or procedures reggrttia conduct of the business of a meeting, whettiepted by the Board of Directors or
prescribed by the Chairman of the meeting, mayuite| without limitation, the following: (i) the edilishment of an agenda or order of
business for the meeting; (ii) rules and procedtoemaintaining order at the meeting and the gadéthose present;

(iii) limitations on attendance at or participationthe meeting to shareholders of record of then@any, their duly authorized and constituted
proxies (subject to Section 2.06) or such othesqes as the Chairman of the meeting shall deterrtijerestrictions on entry to the meeting
after the time fixed for the commencement theranf] (v) limitations on the time allotted to quesiamr comments by participants. Unless
and to the extent determined by the Board of Dinscbr the Chairman of the meeting, meetings ofedt@ders shall not be required to be
held in accordance with the rules of parliamenfancedure. Any informational or other informal $esof shareholders conducted under the
auspices of the Company after the conclusion atleerwise in conjunction with any formal businesseting of the shareholders will be
chaired by the same person who chairs the formating and the foregoing authority on his or hat pall extend to the conduct of such
informal session.

2.10. VOTING. The number of shares voted on anytenatibmitted to the shareholders which is requioezbnstitute their action thereon or
approval thereof will be determined in accordandé applicable law, the Articles, and these Bylailigpplicable. No ballot or change of
vote will be accepted after the polls have beetaded closed following the ending of the annountbe for voting.

2.11. SHAREHOLDER APPROVAL OR RATIFICATION. The Bahof Directors may submit any contract or actdpproval or ratification
at any duly constituted meeting of the shareho|dbesnotice of which either includes mention ¢ tiroposed submittal or is waived as
provided in Section 2.03 above. Except as othervdgaired by law (e.g., Arizona Revised StatutesiSe 10-863), if any contract or act so
submitted is approved or ratified by a majorityttod votes cast thereon at such meeting, the salhieenialid and as binding upon the
Company and all of its shareholders as it wouldf Bpproved and ratified by each and every shadsradf the Company.

2.12. CONTROL SHARE ACT. The provisions of Sectidi2721 through and including Section 10-2727 efAhizona Revised Statutes
shall not apply to the Company.

2.13. ADJOURNMENTS. Any meeting of shareholdersjual or special, may adjourn from time to timedoanvene at the same or some
other place, and notice need not be given of an adjourned meeting if the time and place theaeefannounced at the meeting at whicl
adjournment is taken. At the adjourned meetingdbmpany may transact any business that might heee transacted at the original
meeting. If the adjournment is for more than onedrad and twenty days, or if after the adjournnzenéw record date is fixed for the
adjourned meeting, notice of the adjourned meetivadl be given to each shareholder of record editiib vote at the meeting.
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[ll. BOARD OF DIRECTORS

3.01. MEMBERSHIP. The Board of Directors of thepmmation shall consist of not less then nine (3)more than twenty-one (21)
shareholders of the Company or of any parent catfwor thereof (except that it shall not be a regmient that any member of the initial Bo
of Directors be a shareholder of the Company @nyfparent corporation thereof), and shall be @iithto three classes in the manner
provided in the Articles (Art. Fifth). The Board Mhave the exclusive power to increase or decréasize within such limits. Any vacancy
occurring in the Board, whether by reason of de@tsignation, disqualification or otherwise, mayfiled by the directors as contemplated
law and as provided in the Articles (Art. Fifth)nAsuch increase in the size of the Board, andiltimg of any vacancy created thereby, will
require action by a majority of the whole membersifithe Board as comprised immediately before soctease.

3.02. QUALIFICATIONS. In order to qualify as a diter, a person must be the owner of one or moresshat the capital stock of the
Company or of any parent corporation thereof atithe of assuming office (except as may otherwis@iovided in these Bylaws or in the
Articles) and for so long thereafter as such persomains in office. A person will cease to qualfya director if he or she (i) is in good faith
determined by a majority of the other directorstheoffice to be physically or mentally incapablecompetent performance as a director for
a period, starting with inception of the incapacthat has extended or is likely to extend for nmtben six months or

(i) has failed to attend six successive regulaetings of the Board (as determined in accordantie 8gction 3.03 below) unless and to the
extent such failure is waived by a majority of tither directors then in office; however, disquahtion pursuant to clause (i) or (ii) of this
sentence will not preclude the subsequent electi@ppointment of such person as a director byliaeeholders or the Board if a majority of
the directors in office immediately prior to thebsuission of such person for election or appointnséatl determine that his or her prior
incapacity or principal reason for prior non-attende no longer exists. A person will not qualify &ection or appointment as a director,
whether initially or on re-election and whetherthg shareholders at their annual meeting or btierd of Directors as contemplated in
Section 3.01 above, if such person's 70th birthatayirs on or has occurred before the date of dechian, appointment or re-election. A
person who has been a full-time employee of the @y within twelve months prior to the date of ahgction will not qualify for election

as a director on that date unless he or she tmeaims a full-time employee of the Company or unteéssBoard of Directors specifically
authorizes the election of such person (but ibisimended that any such authorization will extarperson's service on the Board beyond the
age limitation set out in the preceding senten&e)erson who has qualified by age or employmenustéor his or her most recent election as
a director may serve throughout the term for wisiabh person was elected, notwithstanding the oeccerof his or her 70th birthday or
cessation of full-time employment by the Compangneen the date of such election and the end of sraf, subject, however, to his or her
otherwise remaining qualified for such office.

3.03. REGULAR MEETINGS. A regular annual meetinglwé directors is to be held as soon as practictde the adjournment of each
annual shareholders meeting either at the plateeadhareholders meeting or at such other plateeadirectors elected at the shareholders
meeting may have been informed of at or befordithe of their election. Regular meetings, othentttee annual
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ones, may be held at such intervals at such pegsit such times as the Board of Directors mayigeo

3.04. SPECIAL MEETINGS. Special meetings of the Bloaf Directors may be held whenever and whereatted for by the Chairman of
the Board, the President or the number of direatdrish would be required to constitute a quorum.

3.05. NOTICE. No notice need be given of regulaetimgs of the Board of Directors. Notice of thediand place (but not necessarily the
purpose or all of the purposes) of any special imgetill be given to each director in person ortblephone, or via mail, telegram, facsimile,
or other electronic transmission addressed in thenar appearing on the Company's records. Notiaayalirector of any such special
meeting will be deemed given sufficiently in advanehen (i) if given by mail, the same is depositethe United States mail at least four
days before the meeting date, with postage thepegpaid,

(ii) if given by telegram, the same is deliveredtie telegraph office for fast transmittal at leé&thours prior to the convening of the meeting,
(iii) if given by facsimile or other electronic tramission, the same is received by the directanaadult member of his or her office staff or
household, at least 24 hours prior to the conveafrte meeting, or (iv) if personally deliveredgiven by telephone, the same is handed, or
the substance thereof is communicated over thphele to the director or to an adult member obhiker office staff or household, at least
24 hours prior to the convening of the meeting. Aogh notice may be waived as provided by law. &lbar notice of a meeting of directors
will be necessary if each of them waives the sameriting or by attendance. Any meeting, once priypealled and noticed (or as to which
call and notice have been waived as aforesaidpandhich a quorum is formed, may be adjourned tutear time and place by a majority of
those in attendance.

3.06. QUORUM; VOTING. A quorum for the transactiohbusiness at any meeting or adjourned meetinjeotlirectors will consist of a
majority of those then in office. Any matter subimit to a meeting of the directors will be resolbbgca majority of the votes cast thereon,
except as otherwise required by these Bylaws (s38% and 3.02 above and ss. 3.07 below), by lawy @ny applicable Article. However, in
case of an equality of votes, the Chairman of tketing will have a second or deciding vote. Whet®a by a majority of the whole
membership is required, such requirement will benaled to relate to a majority of the directors ificefat the time the action is taken. In
computing any such majority, whether for purposesgetermining the presence of a quorum or the aalggof the vote on any proposed
action, any unfilled vacancies at the time existmthe membership of the Board will be excludemhfrthe computation.

3.07. EXECUTIVE COMMITTEE. The Board of Directorsayy by resolution adopted by a majority of the véhBbard, name three or more
of its members as an Executive Committee. Such lExecCommittee will have and may exercise the peved the Board of Directors in the
management of the business and affairs of the Coymnwaile the Board is not in session, except oslyeecluded by law or where action
other than by a majority of the votes cast is regpliby these Bylaws, or the law (all as referrethtSection 3.06 above), and subject to such
limitations as may be included in any applicabkotation passed by a majority of the whole membprehthe Board. A majority of those
named to the Executive Committee will constitutguarum.
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3.08. OTHER COMMITTEES. The Board of Directors numsignate one or more additional committees, eastmittee to consist of one or
more of the directors of the Company. The BoarDioéctors may designate one or more directorstasrate members of any committee,
who may replace any absent or disqualified membanymeeting of the committee. Any such committeehe extent permitted by law and
to the extent provided in the resolution of the Bloaf Directors, shall have and may exercise algbwers and authority of the Board of
Directors in the management of the business amdrafif the Company, and may authorize the setileoCompany to be affixed to all papers
that may require it.

3.09. COMMITTEE FUNCTIONING. Notice requirementsdarelated waiver provisions for meetings of the &xeve Committee and other
committees of the Board will be the same as theséosth in Section 3.05 above for meetings ofBloard of Directors. Except as provided in
the next two succeeding sentences, a majorityasfetnamed to the Executive Committee or any othmnuttee of the Board will constitute
qguorum at any meeting thereof (with the effect g@barture of committee members from a meeting aeddmputation of a majority of
committee members to be in accordance with theiggdpé policies of Section 3.06 above), and anytenaubmitted to a meeting of any such
committee will be resolved by a majority of the @®tast thereon. No distinction will be made amexgfficio or other members of any such
committee for quorum, voting or other purposesegxthat the membership of any committee (includiregExecutive Committee), in
performing any function vested in it as herein eomplated, may be deemed to exclude any officempi@yee of the Company, in either c:
or other person having a direct or indirect persortarest in any proposed exercise of such fumgtichose exclusion for that purpose is
deemed appropriate by a majority of the other membesuch committee proposing to perform suchtionc All committees are to keep
regular minutes of the transactions of their megstin

3.10. ACTION BY TELEPHONE OR CONSENT. Any meetinfitibe Board or any committee thereof may be helddnference telephone
or similar communications equipment as permittedaldy;, in which case any required notice of suchtmganay generally describe the
arrangements (rather than the place) for the hglthiereof, and all other provisions herein contaioereferred to will apply to such meeting
as though it were physically held at a single pl&aion may also be taken by the Board or any catemthereof without a meeting if the
members thereof consent in writing thereto as coptated by law.

3.11. PRESUMPTION OF ASSENT. A director of the Camyp who is present at a meeting of the Board oé&ars, or of any committee
when corporate action is taken is deemed to hasenéesd to the action taken unless either (i) thectbr objects at the beginning of the
meeting or promptly on the director's arrival tddiag it or transacting business at the meetiriyti{e director's dissent or abstention from
action taken is entered in the minutes of the mgetr (iii) the director delivers written noticé the director's dissent or abstention to the
presiding officer of the meeting before its adjouant or to the Company before 5:00 P.M. on the hasginess day after the meeting. The
right of dissent or abstention is not availabla tirector who votes in favor of the action taken.

3.12. COMPENSATION. By resolution of the Board, thieectors may be paid their expenses, if anyttehaance at each meeting of the
Board of Directors, or of any committee, and mayahl a fixed sum for attendance at each such ntgatid/or a stated salary as a direct
committee member. No such
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payment will preclude any director from serving @@mpany in any other capacity and receiving corapgon therefor.

3.13. REMOVAL. Any director or the entire BoardDirectors may be removed with or without causey @tla special meeting of
shareholders called for that purpose, by the aéfiive vote of sixty-six and two-thirds percent @8%) of the issued and outstanding shares
of stock then entitled to vote on the election ioéctors, except that if less than the entire Badrirectors is to be removed, no one of the
directors may be removed if the votes cast ag#iestlirector's removal would be sufficient to el director if then cumulatively voted at
an election for the class of directors of which divector is a part.

IV. OFFICERS - GENERAL

4.01. ELECTIONS AND APPOINTMENTS. The directors melgct or appoint one or more of the officers & @ompany contemplated in
Part V below. Any such election or appointment waljularly take place at the annual meeting oftihectors, but elections of officers may
held at any other meeting of the Board. A persested or appointed to any office will continue tachthat office until the election or
appointment of his or her successor, subject toraetarlier taken pursuant to Section 4.04 or ®€lbw. Any person may hold more than one
office.

4.02. ADDITIONAL APPOINTMENTS. In addition to thefficers contemplated in Part V below, the Boardafectors may create other
corporate positions, and appoint persons therdth,sumch authority to perform such duties as maptescribed from time to time by the
Board of Directors, by the President or by the sigp®fficer of any person so appointed. Notwitimgteng such additional appointments, only
those persons whose offices are described in Pare\o be considered an officer of the Compangasthe resolution or other Board action
appointing such person expressly states that seitop is to be considered an officer of the CompRagh of such persons (in the order
designated by the Board or the superior officesumfh person) will be vested with all of the powamsl charged with all of the duties of his or
her superior officer in the event of such supewificer's absence or disability.

4.03. BONDS AND OTHER REQUIREMENTS. The Board of&itors may require any officer or other appoinitegive bond to the
Company (with sufficient surety, and conditioneaduphe faithful performance of the duties of hier office or position) and to comply
with such other conditions as may from time to timeerequired of him or her by the Board.

4.04. REMOVAL OR DELEGATION. Provided that a magyrof the whole membership thereof concurs thettbi@,Board of Directors may
remove any officer of the Company as provided lwydad declare his or her office or offices vacamlmolished or, in the case of the abse

or disability of any officer or for any other reasconsidered sufficient, may temporarily delegaseon her powers and duties to any other

officer or to any director. Similar action may laéén by the Board of Directors in regard to appatdesignated pursuant to Section 4.02
above.

4.05. SALARIES. Officer salaries may from time tmé be fixed by the Board of Directors or (exceptahis or her own) be left to the
discretion of the Chief Executive Officer or theeBident. No officer will be prevented from
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receiving a salary by reason of the fact that heheris also a director of the Company.
V. SPECIFIC OFFICERS, FUNCTIONS AND POWERS

5.01. CHAIRMAN OF THE BOARD. The Board of Directomsay elect a Chairman to serve as a general exeafficer of the Company
and, if specifically designated as such by the Bpas the Chief Executive Officer of the Compamglécted, the Chairman will preside at all
meetings of the directors and be vested with sticlrgowers and duties as the Board may from toriarte delegate to him or her.

5.02. CHIEF EXECUTIVE OFFICER. Subject to the cohtsf the Board of Directors exercised as hereargftovided, the Chief Executive
Officer of the Company will supervise its businass affairs and the performance of their respediués by all other officers, by appoint
designated pursuant to

Section 4.02 above, and by such additional appeénte such additional positions (corporate, divialamr otherwise) as the Chief Executive
Officer may designate, with authority on his or part to delegate the foregoing duty of supervismseuch extent and to such person or
persons as may be determined by the Chief ExecQOfffreer. Except as otherwise indicated from tirnditne by resolution of the Board of
Directors, its management of the business andraffdithe Company will be implemented through tffeee of the Chief Executive Officer.

5.03. PRESIDENT AND VICE PRESIDENTS. Unless specifio the contrary by resolution of the Board afebiors, the President will be
the Chief Executive Officer of the Company. In dilahi to the supervisory functions above set fortttlee part of the Chief Executive Officer
or in lieu thereof if a contrary specification isde by the Board relative to the Chief Executivédef, the President will be vested with such
powers and duties as the Board may from time te ti@signate. Vice Presidents may be elected bgdhed of Directors to perform such
duties as may be designated by the Board or bgreesssor delegated to them by their respective supefficers. The Board may identify

(i) one or more Vice Presidents as "Executive"®eriior" Vice Presidents and

(i) the President or any Vice President as "Gdndemager" of the Company and the title of any Miresident may include words indicative
of his or her particular area of responsibility andhority. Vice Presidents will succeed to thgoesibilities and authority of the President, in
the event of his or her absence or disabilityhendrder consistent with their respective titlesegular duties or as specifically designated by
the Board of Directors.

5.04. TREASURER AND SECRETARY. The Treasurer andr&@ry each will perform all such duties normagsociated with his or her
office (including, in the case of the Secretarg, ¢fiving of notice and the preparation and retentibminutes of corporate proceedings and
the custody of corporate records and the sealeo€ttmpany) as are not assigned to a Vice Presidéiné Company, along with such other
duties as may be designated by the Board or bgrestior delegated to them by their respective supefficers. The Board may appoint one
or more Assistant Treasurers or Assistant Secestagach of whom (in the order designated by therdBor their respective superior officers)
will be vested with all of the powers and chargathwall of the duties of the Treasurer or the Segke(as the case may be) in the event of his
or her absence or disability.
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5.05. SPECIFIC POWERS. Except as may otherwisgéeifically provided in a resolution of the BoardQirectors, any of the officers
referred to in this Part V will be a proper offidgerauthenticate records of the Company and to@igbehalf of the Company any deed, bill of
sale, assignment, option, mortgage, pledge, note],ldebenture, evidence of indebtedness, applicatonsent (to service of process or
otherwise), agreement, indenture or other instruroeimportance to the Company. Any such officeymgpresent the Company at any
meeting of the shareholders or members of any catipo, association, partnership, joint venturethier entity in which this Company then
has an interest, and may vote such interest iropeysby proxy appointed by him or her, provideatttine Board of Directors may from time
to time confer the foregoing authority upon anyestherson or persons.

VI. RESIGNATIONS AND VACANCIES

6.01. RESIGNATIONS. Any director, committee membenbfficer may resign from his or her office at aige by written notice as specifi
in accordance with Arizona Revised Statutes Sestid807 and 10-843. The acceptance of a resignailbnot be required to make it
effective.

6.02. VACANCIES. If the office of any director, conittee member or officer becomes vacant by reasbis@r her death, resignation,
disqualification, removal or otherwise, the Boafdirectors may choose a successor to hold officetfe unexpired term.

VII. INDEMNIFICATION AND RATIFICATION

7.01. INDEMNIFICATION. In order to induce qualifiqeersons to serve the Company (and any other catipor joint venture, partnership,
trust or other enterprise at the request of the (@oy) as directors and officers, the Company sha#mnify any and all of its directors and
officers, or former directors and officers to thldst extent permitted by applicable law as itsprely exists or may hereafter be amended.

7.02. RATIFICATION; SPECIAL COMMITTEE. Any transdoh involving the Company, any of its subsidiaryparations or any of its
directors, officers, employees or agents whichngttame is questioned in any manner or contextifitiog a shareholders derivative suit), on
the ground of lack of authority, conflict of intstemisleading or omitted statement of fact or laendisclosure, miscomputation, improper
principles or practices of accounting, inadequat®rds, defective or irregular execution or anyilsinground, may be investigated and/or
ratified (before or after judgment), or an electinay be made not to institute or pursue a claitegal proceedings on account thereof or to
accept or approve a negotiated settlement withexghereto (before or after the institution ofdegroceedings), by the Board of Directors or
by a special committee thereof comprised of onmare disinterested directors (that is, a directatticectors who did not participate in the
guestioned transaction with actual knowledge ofhestioned aspect or aspects thereof). Such @abpemmittee may be validly formed a
fully empowered to act, in accordance with the psgs and duties assigned thereto, by resolutioesotutions of the Board of Directors,
notwithstanding (i) the inclusion of Board membetso are not disinterested as aforesaid among thbedorm a quorum at the meeting or
meetings at which one or more members of such apemnmittee are elected or appointed to the Boatd such special committee or at
which such committee is formed or empowered,
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or their inclusion among the directors who voterupo otherwise participate in taking any of theefpwing actions, or (ii) the taking of any of
such actions by the disinterested members of tteedB@r a majority of such members) whose numbeoisufficient to constitute a quorum
or a majority of the membership of the full Boafdy such special committee so comprised will, t® filll extent consistent with its purposes
and duties as expressed in such resolution orutsas, have all of the authority and powers offtileBoard and its Executive Committee
(the same as though it were the full Board and#Executive Committee in carrying out such purpasgd duties) and will function in
accordance with Section 3.09 above. No other pi@mvisof these Bylaws which may at any time appea&onflict with any provisions of this
Section 7.02, and no defect or irregularity in fitvenation, empowering or functioning of any suclecpl committee, will serve to impede,
impair or bring into question any action taken orgorted to be taken by such committee or the iglaf any such action. Any ratification of
a transaction pursuant to this Section 7.02 wilehtne same force and effect as if the transatiiabeen duly authorized originally. Any
such ratification, and any election made pursuattis Section 7.02 with respect to claims, legakpedings or settlements, will be binding
upon the Company and its shareholders and willtitates a bar to any claim or the execution of amygment in respect of the transaction
involved in such ratification or election.

VIIl. SEAL

8.01. FORM THEREOF. The seal of the Company willhanscribed thereon the name of the Company,ttite and year of its incorporati
and the words "SEAL".

IX. STOCK CERTIFICATES

9.01. FORM THEREOF. Each certificate representioglsof the Company will be in such form conformiogaw as may from time to time
be approved by the Board of Directors, and willrlitba manual facsimile signatures and seal of thi@@any as required or permitted by law.

9.02. OWNERSHIP. The Company will be entitled &atrthe registered owner of any share as the @bsmlener thereof and accordingly,
will not be bound to recognize any beneficial, égjoiie or other claim to, or interest in, such slar¢he part of any other person, whether or
not it has notice thereof, except as may exprdssigrovided by Chapter 8 of Title 47, Arizona RediStatutes (or its successor), as at the
time in effect, or other applicable law.

9.03. TRANSFERS. Transfer of stock will be maddlmmbooks of the Company only upon surrender otéréficate therefor, duly endors
by an appropriate person, with such assurancesajehuineness and effectiveness of the endorsexa¢hé Company may require, all as
contemplated by Chapter 8 of Title 47, Arizona Redi Statutes (or its successor), as at the tiraffent, and/or upon submission of any
affidavit, other document or notice which the Compaonsiders necessary.

9.04. LOST CERTIFICATES. In the event of the Iab®ft or destruction of any certificate represemtiapital stock of this Company, the
Company may issue (or, in the case of any suclk ste¢o which a transfer agent and/or registraetimen appointed, may direct such
transfer agent and/or registrar to countersigristegand issue) a replacement certificate in dietihat
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alleged to be lost, stolen or destroyed, and cthessame to be delivered to the owner of the stepkesented thereby, provided that the o
shall have submitted such evidence showing theigistances of the alleged loss, theft or destrucéind his or her ownership of the
certificate as the Company considers satisfactoggther with any other factors which the Compamysiders pertinent, and further provided
that an indemnity agreement and/or indemnity bdradl iave been provided in form and amount satisfgdo the Company and to its
transfer agent and/or registrar, if applicable.

X. EMERGENCY BYLAWS

10.01. EMERGENCY CONDITIONS. The emergency Bylawsvided in this Part X will be as effective in teent of an emergency as
prescribed in Arizona Revised Statutes Section@DE. To the extent not inconsistent with the psawis of this Part X, these Bylaws will
remain in effect during such emergency and upoteitaination these emergency Bylaws will ceasectoferative.

10.02. BOARD MEETINGS. During any such emergencymeseting of the Board of Directors or any of itsrenittees may be called by any
officer or director of the Company. Naotice of tlmé¢ and place of the meeting will be given by tieespn calling the same to those of the
directors whom it may be feasible to reach by arailable means of communication. Such notice waligiven so much in advance of the
meeting as circumstances permit in the judgmetteperson calling the same. At any Board or cotesitneeting held during any such
emergency, a quorum will consist of a majority laite who could reasonably be expected to attenehéieding if they were willing to do so,
but in no event more than a majority of those t@mmotice of such meeting is required to have lypesn as above provided.

10.03. CERTAIN ACTIONS. The Board of Directors, hait before or during any such emergency, may peoaitt from time to time modify
lines of succession in the event that during suchraergency any or all officers, appointees, ermg#syor agents of the Company are for any
reason rendered incapable of discharging theiedufihe Board, either before or during any suchrgemey, may, effective in the emerger
change the head office or designate several atteertaead offices of the Company, or authorizedfiieers to do so.

10.04. LIABILITY. No director, officer, appointeemployee or agent acting in accordance with thessrgency Bylaws will be liable except
for willful misconduct.

10.05. MODIFICATIONS. These emergency Bylaws wal $ubject to repeal or change by further actioheBoard of Directors, but no
such repeal or change will modify the provisions$ettion 10.04 with respect to action taken piahe time of such repeal or change. Any
amendment of these emergency Bylaws may make athefwor different provisions that may be practi@atl necessary for the circumstar
of the emergency.

XI. DIVIDENDS

11.01. DECLARATION. Subject to such restrictionsrequirements as may be imposed by law or the Coyp&rticles or as may otherwi
be binding upon the Company, the Board of Directoay from time to time declare dividends on stotthe Company outstanding on the
dates of record fixed by the Board, to be paid
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in cash, in property or in shares of the Compasigisk on or as of such payment or distribution slatethe Board may prescribe.
XIl. BUSINESS COMBINATIONS

12.01. DEFINITIONS. In these Bylaws, the followidgfinitions shall apply:

1. "Affiliate" means a person that directly or irelitly controls, is controlled by, or is under coomtontrol with a specified person.

2. "Announcement date," when used in referenceydoaisiness combination, means the date of thigpfidslic announcement of the final,
definitive proposal for the business combination.

3. "Associate," when used to indicate a relatigmstith any person, means any of the following:

(a) Any corporation or organization of which thegmn is an officer, director, or partnership origectly or indirectly, the beneficial owner
of ten percent (10%) or more of any class or saiehares entitled to vote or other equity interes

(b) Any trust or estate in which the person haslstntial beneficial interest or as to which teespn serves as trustee or personal
representative or in a similar fiduciary capacity;

(c) Any relative or spouse of the person, or atgtivee of the spouse, residing in the home of thespn.

4. "Beneficial owner," when used with respect tarsls or other securities, includes any person dinectly or indirectly through any
agreement, arrangement, relationship, understandingtherwise, whether or not in writing, has bares the power to vote, or direct the
voting of the shares or securities or has or shtiepower to dispose of or direct the dispositbthe shares or securities, except that:

(a) A person is not deemed the beneficial owneahafes or securities tendered pursuant to a temaschange offer made by the person or
any of the person's affiliates or associates timittendered shares or securities are acceptgdifonase or exchange; and

(b) A person is not deemed the beneficial owneshaires or securities with respect to which thegrehas the power to vote or direct the
voting arising solely from a revocable proxy givamesponse to a proxy solicitation required tovisle and made in accordance with the
applicable rules and regulations under the SeearkEixchange Act of 1934, as amended, and is notréportable under that act on a Sche
13D or comparable report.
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5. "Beneficial ownership" includes the right to aig shares or securities through the exercisgtibios, warrants, or rights, the conversiol
convertible securities, or otherwise. The shareseourities subject to the options, warrants, sight conversion privileges held by a person
are deemed to be outstanding for the purpose opating the percentage of outstanding shares orrisieswof the class or series owned by
person but are not deemed to be outstanding fguuh@ose of computing the percentage of the classries owned by any other person. A
person is deemed the beneficial owner of sharesaruatities beneficially owned by the spouse ofpbeson or any relative of the spouse
residing in the home of the person, any trust tatesn which the person owns ten percent (10%Mane of the total beneficial interest or
serves as trustee or personal representative,apgration or entity in which the person owns tencgnt (10%) or more of the equity and
affiliate of the person.

6. "Business combination,” when used in referendbé Company and any interested shareholder cf¢imepany, means any of the
following:

(a) Any merger or consolidation of the Companymy aubsidiary of the Company with either:
() The interested shareholder; or

(i) Any other domestic or foreign corporation, viter or not itself an interested shareholder of@benpany, that is, or after the merger we
be, an affiliate or associate of the interestedediwder, except that the foregoing does not irelilndd merger of a whollgwned subsidiary ¢
the Company into the Company or the merger of tmmare wholly-owned subsidiaries of the Company.

(b) Any exchange, pursuant to a plan of exchangeeuthe laws of the State of Arizona or a compa&rakdtute of any other state or
jurisdiction, of shares of the Company or any stibsy of the Company for shares of eitr

() The interested shareholder; or

(i) Any other domestic or foreign corporation, vitwer or not itself an interested shareholder ofGbenpany, that is, or after the exchange
would be, an affiliate or associate of the intexdsthareholder.

(c) Any sale, lease, exchange, mortgage, pledaesfer, or other disposition, in a single transectr a series of transactions, to or with the
interested shareholder or any affiliate or asseaséithe interested shareholder, of
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assets of the Company or any subsidiary of the Gom o which any of the following applies:

(i) Has an aggregate market value equal to terepe(d0%) or more of the aggregate market valualdhe assets, determined on a
consolidated basis, of the Company.

(i) Has an aggregate market value equal to teagme(10%) or more of the aggregate market valual dfie outstanding shares of the
Company.

(iii) Represents ten percent (10%) or more of taimg power or net income, determined on a codatdd basis, of the Company.

(d) The issuance or transfer by the Company orsaimgidiary of the Company, in a single transaatioa series of transactions, of any shares
of the Company or any subsidiary of the Company lth&e an aggregate market value equal to fivegoei&%) or more of the aggregate
market value of all the outstanding shares of tbm@any to the interested shareholder or any dffilm associate of the interested
shareholder, except pursuant to the exercise afwer or rights to purchase shares offered oridelin or distribution paid or made pro rata
to all shareholders of the Company.

(e) The adoption of any plan or proposal for tiggililation or dissolution of the Company, or anyicerporation of the Company in another
state or jurisdiction, proposed by, on behalf ofporsuant to any agreement, arrangement, or utageling, whether or not in writing, with
the interested shareholder or any affiliate or eisse of the interested shareholder.

(f) Any reclassification of securities, includingyashare dividend or split, reverse share spligther distribution of shares in respect of
shares, recapitalization of the Company, mergeoasolidation of the Company with any subsidiaryhef Company exchange of shares of
the Company with any subsidiary of the Companytbeotransaction, whether or not with or into dretvise involving the interested
shareholder, proposed by, on behalf of, or pursttaahy agreement, arrangement, or understandingther or not in writing, with the
interested shareholder or any affiliate or asseasithe interested shareholder that has the effeetctly or indirectly, of increasing the
proportionate share of the outstanding sharesytkss or series of shares entitled to vote, oursies that are exchangeable for or
convertible into or that carry a right to acquihages entitled to vote, of the Company or any sliési of the
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Company that is, directly or indirectly, owned I tinterested shareholder or any affiliate or aas®of the interested shareholder, except as
a result of immaterial changes due to fractionatskadjustments.

(9) Any receipt by the interested shareholder graffiliate or associate of the interested shamdéobf the benefit, directly or indirectly,
except proportionately as a shareholder of the Gomypof any loans, advances, guarantees, pledgether financial assistance or any tax
credits or other tax advantages provided by oruiinahe Company or any subsidiary of the Compattyefahan expense account advances
made in the ordinary course of business).

7. "Consummation date," with respect to any busiresnbination, means the date of consummationeobtisiness combination or, in the
case of a business combination as to which a sblakehvote is taken, the later of:

() The business day before the vote; or

(il) Twenty (20) days before the date of consumoratf the business combination.

8. "Control," "controlling," "controlled by" or "usler common control with" means the possessiongitjrer indirectly, of the power to direct
or cause the direction of the management and pslif a person, whether through the ownership tiigaecurities, by contract, or
otherwise. A person's beneficial ownership of tercpnt (10%) or more of the voting power of the @any's outstanding shares entitled to
vote in the election of directors creates a presiomphat the person has control of the Compangesson is not considered to have contre
the Company if the person holds voting power, indytaith and not for the purpose of avoiding amyvision of law as an agent, bank, bro
nominee, custodian, or trustee for one or more fi@akowners who do not individually or as a grdogve control of the Company.

9. "Interested shareholder,"” when used in referémtiee Company means any person, other than thgo@ay or any subsidiary of the
Company, that is either:

(a) The beneficial owner, directly or indirectlyf,ten percent (10%) or more of the voting powethaf outstanding shares entitled to vote of
the Company; or

(b) An affiliate or associate of the Company.
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10. "Interested shares" means the shares of th@&uwonwith respect to which any of the following g@ms may exercise or direct the exercise
of voting power in the election of directors of tBempany:

(&) An interested shareholder;

(b) Any officer of the Company; or

(c) Any director of the Company.

11. "Market value,"” when used in reference to shargroperty of the Company, means the following:

(@) In the case of shares, the highest closingmade during the thirty (30) day period immedigsitpteceding the date in question of a shai
the composite tape for New York Stock Exchangedisthares or, if the shares are not quoted ormotihgasite tape or not listed on the New
York Stock Exchange, on the principal United Statsurities exchange registered under the SecuBitiehange Act of 1934, as amendec
which the share are listed or, if the shares atdisted on any such exchange, on the National éiation of Securities Dealers, Inc.
Automated Quotations National Market System othéf shares are not quoted on the National Assoniati Securities Dealers, Inc.
Automated Quotations National Market System, tlyghést closing bid quotation during the thirty (8@y period preceding the date in
guestion of a share on the National Associatio8axfurities Dealers, Inc. Automated Quotations Siysteany system then in use or, if no
such quotation is available, the fair market valnghe date in question of a share as determingdad faith by the Board of the Company,
subject to arbitration.

(b) In the case of property other than cash oreshdhe fair market value of the property on the daquestion as determined in good faith by
the Board of the Company, subject to arbitration.

12. "Person" means any natural person, partnersbippration, group, association, venture, firmothrer entity (other than the Company, .
subsidiary of the Company, or a trustee or fidychwolding stock for the benefit of the employeeshaf Company or its subsidiaries or any
one of its subsidiaries, pursuant to one or morgleyee benefit plans). If two or more persons aci partnership, limited partnership,
syndicate, or other group pursuant to any agreeraer@ngement, relationship, understanding, orratise, whether or not in writing, for the
purposes of acquiring, owning, or voting sharehefCompany, all members of the partnership, sytejor other group shall be deemed a
person. Person does not include a licensed brdkater, or underwriter that purchases shares dCtmepany
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solely for purposes of resale to the public thatdsacting in concert with an interested sharetrold

13. "Share acquisition date," with respect to aerspn and the Company, means the date that thenpiénrst becomes an interested
shareholder of the Company.

12.02. BUSINESS COMBINATION WITH INTERESTED SHAREHDERS; APPROVED BY DIRECTORS.

1. Except as set forth in these Bylaws, the Compaay not engage in any business combination or, eotgsent or otherwise act to authorize
a subsidiary of the Company to engage in any basinembination with respect to, proposed by, doeimalf of, or pursuant to any
agreement, arrangement or understanding, whetheston writing, with any interested shareholdetle Company or any affiliate or
associate of the interested shareholder for a gp@fithree (3) years after the interested shareh'sldhare acquisition date, unless the bus
combination or the acquisition of shares made byiriterested shareholder on the interested shal@t®bkhare acquisition date is approved
by a committee of the Board of Directors of the Qamy before the interested shareholder's shardsitogu date. The committee shall be
formed in accordance with subsection 4 of this iact2.02.

2. If a good faith definitive proposal regardingusiness combination is made in writing to the BazfrDirectors of the Company, a
committee of the Board formed in accordance wittssation 4 of this Section 12.02 shall considertaké action on the proposal and
respond in writing within forty-five (45) days afteeceipt of the proposal by the Company, settorthfits decision regarding the proposal.

3. If a good faith definitive proposal to acquiteases is made in writing to the Board of Directofshe Company, a committee of the Board
of Directors formed in accordance with subsectiaf this Section 12.02 shall consider and takeoaatin the proposal. Unless the committee
responds affirmatively in writing within fortfive (45) days after receipt of the proposal by @empany, the committee shall be considere
have disapproved the share acquisition.

4. When a business combination or acquisition afeshis proposed pursuant to this Section 12.@2Btard of Directors shall promptly form
a committee composed of all of the Board's disedid Directors. The committee shall take actiothemproposal by the affirmative vote ¢
simple majority of the committee members. The cottgaiis not subject to any direction or controlthy Board with respect to the
committee's consideration of or any action conegyri business combination or acquisition of shatesuant to this Section 12.02. A
committee formed pursuant to this subsection sfemttomposed of one or more members. Only disirtedd3irectors may be members
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of a committee formed pursuant to this subsectitmwever, if the Board of Directors has no disinséed Directors, the Board shall select
three or more disinterested persons to be comnritgrabers. For purposes of this subsection, a Directperson is disinterested if the
Director or person is not an interested sharehaldan affiliate thereof or a present or formeic#f or employee of the Company or an
affiliate or associate of the Company.

12.03. Requirements after Three Years. Excephi@iptovisions of Sections 12.02 and 12.04, the Gaompnay not engage at any time in
business combination or vote, consent, or otheragséo authorize a subsidiary of the Company tgage in any business combination with
respect to, proposed by, on behalf of, or purstaahy agreement, arrangement, or understandingthehor not in writing, with an
interested shareholder of the Company or any atifilor associate of the interested shareholder tithe a business combination meeting all
the requirements of this Article XllI, the Articleand the requirements specified in any of the faithy:

1. A business combination with respect to whichdbesummation date is no less than three yeansthéieshare acquisition date, approve(
the Board of Directors of the Company before thergsted shareholder's share acquisition dates trahich the acquisition of shares made
by the interested shareholder on the interestegtBbkler's acquisition date had been approveddBdard of Directors before the interested
shareholder's share acquisition date.

2. A business combination approved by the affiraeatiote of the holders of a majority of the outsliag shares entitled to vote not
beneficially owned by the interested shareholdeppsing the business combination or any affiliatassociate of the interested shareholder
proposing the business combination at a meetirgccfdr that purpose no earlier than three yeaes #ie interested shareholder's share
acquisition date.

3. A business combination, with respect to whighdbnsummation date is no earlier than three yadtesthe interested shareholder's share
acquisition date, that meets all of the followiranditions:

(a) The aggregate amount of the cash and the maatket as of the consummation date of consideratiber than cash to be received per
share by holders of outstanding common shareseo€timpany in the business combination is at lepsdleo the higher of the following:

(i) The highest per share price paid by the intedeshareholder, at a time when the interestedtbblter was the beneficial owner, directh
indirectly, of five percent (5%) or more of the stainding shares entitled to vote of the Companyafiy common shares of the same class or
series acquired by it within the
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three (3) year period immediately before the angearent date with respect to the business combmatiavithin the three (3) year period
immediately before, or in, the transaction in whilsl interested shareholder became an interestedtstider, whichever is higher, plus, in
either case, interest compounded annually frone#irtbest date on which the highest per share aitigniprice was paid through the
consummation date at the rate for one year UnitateStreasury obligations from time to time ireeffless the aggregate amount of any cash
dividends paid, and the market value of any divittepaid other than in cash, per common share #ircearliest date, up to the amount of
interest.

(i) The market value per common share on the ano@ment date with respect to the business combinati on the interested shareholder's
share acquisition date, whichever is higher, pttisrest compounded annually from that date thrahgltonsummation date at the rate for
year United States treasury obligations from timérhe in effect less the aggregate amount of @sj dividends paid and the market valu
any dividends paid other than in cash, per comnhanessince that date, up to the amount of theaster

(b) The aggregate amount of the cash and the maaka as of the consummation date of consideratiber than cash to be received per
share by holders of outstanding shares of any classries of shares, other than common sharéise@ompany in the business combination
is at least equal to the highest of the followiwhether or not the interested shareholder hasquielyi acquired any shares of the class or
series:

(i) The highest per share price paid by the inteceshareholder, at a time when the interestedbbliter was the beneficial owner, directl
indirectly, of five percent (5%) or more of the stainding shares entitled to vote of the Companyarfig shares of the class or series acquired
by it within the three (3) year period immediatbifore the announcement date with respect to thiméss combination or within the three
year period immediately before, or in, the transacin which the interested shareholder becamat@ndsted shareholder, whicheve

higher, plus, in either case, interest compoundeaially from the
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earliest date on which the highest per share aitiguiprice was paid through the consummation dathe rate for one year United States
treasury obligations from time to time in effecddehe aggregate amount of any cash dividendsapaidhe market value of any dividends
paid other than in cash, per share of the claseres since such earliest date, up to the amduhednterest.

(if) The highest preferential amount per share hictv the holders of shares of the class or sereesmtitled in the event of any voluntary
liquidation, dissolution, or winding up of the Coanyy, plus the aggregate amount of any unpaid diviseleclared or due as to which the
holders are entitled before payment of dividendsame other class or series of shares, unlesgtregate amount of the dividends is
included in the preferential amount.

(iii) The market value per share of the class oieseon the announcement date with respect toulméss combination or on the interested
shareholder's share acquisition date, whicheueaigiser, plus interest compounded annually from tizdé through the consummation date at
the rate for one year United States treasury ofidiga from time to time in effect less the aggregamnount of any cash dividends paid and the
market value of any dividends paid other than shcger share of the class or series since that datto the amount of the interest.

(c) The consideration to be received by holders pérticular class or series of outstanding shamekiding common shares, of the Company
in the business combination is in cash or in thmestorm as the interested shareholder has usezjtora the largest number of shares of the
class or series of shares previously acquired agdtthe consideration is distributed promptly.

(d) The holders of all outstanding shares of thenGany not beneficially owned by the interested shalder immediately before the
consummation date with respect to the business icatitn are entitled to receive in the business
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combination cash or other consideration for theeshan compliance with subdivisions (a), (b) and (c

(e) After the interested shareholder's share atiquiglate and before the consummation date wapeet to the business combination, the
interested shareholder has not become the bedeafiereer of any additional shares entitled to vdtéghe Company except:

(i) As part of the transaction that resulted in ititerested shareholder becoming an intereste@/sblater;

(i) By virtue of proportionate share splits, shdreidends, or other distributions of shares irpexst of shares not constituting a business
combination;

(iii) Through a business combination meeting althaf conditions of Section 12.02 and this paragraph

(iv) Through purchase by the interested sharehaltlany price that, if the price had been paidiminerwise permissible business
combination the announcement date and consummeaditenof which were the date of the purchase, whale satisfied the requirements of
subdivisions (a), (b) and (c) of this Section.

12.04. APPLICATION. This Article XIl does not apply any business combination of the Company witmgerested shareholder of the
Company who became an interested shareholder irtadtlg, if the interested shareholder both:

1. As soon as practicable, divests itself of aisigffit amount of the shares entitled to vote ofGeenpany so that it no longer is the beneficial
owner, directly or indirectly, of ten percent (10&)more of the outstanding shares entitled to ebthe Company.

2. Would not at any time within the three (3) ypariod preceding the announcement date with respeht business combination have been
an interested shareholder except for the inadvieateguisition.

X1lI. LIMITATION ON SHARE REPURCHASES

13.01. LIMITATION ON SHARE REPURCHASES. The Compashall not, directly or indirectly, purchase oregto purchase any shares
entitled to vote from a person, or two or more pesswho act as a partnership, limited partnerstyipdicate or other group pursuant to any
agreement, arrangement, relationship, understartiotherwise, whether or not in writing, for therpose of
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acquiring, owning or voting shares of the Compaimp\weneficially owns more than five per cent (5%fhe voting stock of the Company -
more than the "average market price" of the shiitbe shares have been beneficially owned by #rsgn or persons for less than three (3)
years, unless the purchase or agreement to purishapproved at a meeting of shareholders by thierative vote of the holders of

majority of the voting stock entitled to vote anat beneficially owned by such person or personsifichom the proposed repurchase is to be
made or the Company makes an offer, of at leastle@lue per share, to all holders of shares df sless or series and to all holders of any
class or series into which the shares may be ctetier

13.02. DEFINITIONS. For the purposes of this AgiclAVERAGE MARKET PRICE" means the average clossiade price during the thirty
trading days immediately preceding the purchasbeghares in question, or if the person or persame commenced a tender offer or have
announced an intention to seek control of the Cawpduring the thirty trading days preceding thdieaof the commencement of the tender
offer or the making of the announcement, of a sbarthe composite tape for New York Stock Exchdigjed shares or, if the shares are not
guoted on the composite tape or not listed on e Mork Stock Exchange, on the principal United&taecurities exchange registered
under the Securities Exchange Act of 1934, as asterah which the shares are listed or, if the share not listed on any such exchange, on
the National Association of Securities Dealers, latomated Quotations National Market Systemfdahe shares are not quoted on the
National Association of Securities Dealers, Inctgknated Quotations National Market System, theagyeclosing bid quotation, during t
thirty trading days preceding the purchase of tite@es in questions of a share on the National Aasor of Securities Dealers, Inc.
Automated Quotations System or any system thesén ar if the person or persons have commenceatdeteffer or have announced an
intention to seek control of the issuing publicpamation, during the thirty trading days preceding earlier of the commencement of the
tender offer or the making of the announcementegpixthat if no quotation is available the averagek®t price is the fair market value on the
date of purchase of the shares in question of e stsadetermined in good faith by the Board of &oes of the Company.

XIV. AMENDMENTS

14.01. AMENDMENT OF ARTICLES AND BYLAWS. Notwithstading any other provision of these Bylaws, ArtiEié&h of the Articles
(Restated As of July 29, 1988) and Sections 2.@A,, &nd 3.13 and Articles XlI, XIlI, and XIV of éise Bylaws shall not be altered, amen
supplemented, repealed, or temporarily or perméynenspended, in whole or in part, or replacemefaB provisions adopted without: (1)
the affirmative vote of a majority of the directdh&n in office; or (ii) the affirmative vote ofwenty-five percent (75%) or more of the
outstanding shares of the Company entitled to geterally.
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CERTIFICATE

I, FAYE WIDENMANN, Vice President and SecretaryRihnacle West Capital Corporation, an Arizona ceoaipon, do HEREBY CERTIF
that the foregoing is a true and correct copy ef@mpany's Bylaws, as amended, and that they dodl force and effect as of the date
hereof.

IN WITNESS WHEREOF, | have hereunto set my handafiged the seal of the corporation this 18th dageptember 2002.

Faye Widenmann
FAYE WIDENMANN
Vice President and Secretary
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Exhibit 3.2

BYLAWS
OF
ARIZONA PUBLIC SERVICE COMPANY
(AMENDED AS OF SEPTEMBER 18, 2002)

I. REFERENCES; SENIORITY

1.01. REFERENCES. Any reference herein made toNdbe deemed to refer to the law of the Staténfona, including any applicable
provision or provisions of Chapters 1-17 and Chap8eof Title 10, Arizona Revised Statutes (orsiecessor), as at any given time in effect.
Any reference herein made to the Articles will lzeched to refer to the applicable provision or mwiovis of the Articles of Incorporation of
the Company, and all amendments thereto, as agimag time on file with the Arizona Corporation Comssion (this reference to that
Commission being intended to include any successtire incorporating and related functions beindgrened by that Commission at the ¢
of the initial adoption of these Bylaws).

1.02. SENIORITY. Except as indicated in Part Xlefge Bylaws, the law and the Articles (in that ofeprecedence) will in all respects be
considered senior and superior to these Bylaws, arify inconsistency to be resolved in favor ofléve and the Articles (in that order of
precedence), and with these Bylaws to be deemednaititally amended from time to time to eliminaty such inconsistency which may
then exist.

1.03. SHAREHOLDERS OF RECORD. Except as otherwasgiired by law and subject to any procedure estaddi by the Company
pursuant to Arizona Revised Statutes Section 10¢@2any comparable successor provision), the Wehdreholder" as used herein shall
mean one who is a holder of record of shares iiCirapany.

II. SHAREHOLDERS MEETINGS

2.01. ANNUAL MEETINGS. An annual meeting of shar&dess shall be held for the election of directarsuch date, time and place, either
within or without the State of Arizona, as may lasignated by resolution of the Board of Directoosif time to time. Any other proper
business may be transacted at the annual meetisgeéial meeting may be called and held in liearonnual meeting pursuant to the
provisions of Section 2.02 below, and the samegdings (including the election of directors) maycbnducted thereat as at a regular
meeting. Any director elected at any annual meetingpecial meeting in lieu of an annual meetimig),continue in office until the election

of his or her successor, subject to his or heedaljer resignation pursuant to Section 6.01 be(vremoval pursuant to Section 3.12 below,
or (c) death or disqualification.

2.02. SPECIAL MEETINGS. Except as otherwise reqlibbg law, special meetings of the shareholders Ingalyeld whenever and wherever
called by the Chairman of the Board, the Presidara, majority of the Board of Directors. A speaiaeting of shareholders shall also be
called by the President or the Secretary at th#emrrequest of the holder or holders of not laas tseventy-five percent (75%) of all
outstanding votes entitled to be cast on any mtitbe voted on at the meeting. Any such writtaruesst by shareholde



shall state the purpose or purposes of the proposeting, and business to be transacted at anynseeting shall be confined to the purpc
stated in the notice thereof and to such additioretters as the chairman of the meeting may rulteetgermane to such purposes.

2.03. NOTICE. Notice of any meeting of the shardbas will be given as provided by law to each shalder entitled to vote at such meeting
and, if required by law, to each other sharehotdéhe Company. Any such notice may be waived asiged by law.

2.04. RIGHT TO VOTE. For each meeting of the shaladdrs, the Board of Directors will fix in advanaeecord date as contemplated by
law, and the shares of stock and the shareholdet#led to vote" (as that or any similar term é&din used) at any meeting of the
shareholders will be determined as of the appleabtord date. If no record date is so fixed byBbard of Directors, the record date for
determination of shareholders shall be as provieldw. The Secretary (or in his or her absencassistant Secretary) will see to the
making and production of any record of shareholéetiled to vote or otherwise entitled to notideslbareholders meetings, in either case
which is required by law. Any voting entitlementyrtze exercised through proxy, or in such other reams specifically provided by law, in
accordance with the applicable law. In the everdooftest, the burden of proving the validity of amdated or irrevocable proxy will rest w
the person seeking to exercise the same. A telegralnegram, or facsimile appearing to have bemrsimitted by a shareholder (or by his or
her duly authorized attorney-in-fact) or other ngeahvoting by telephone or electronic transmissitay be accepted as a sufficiently written
and executed proxy if otherwise permitted by law.

2.05. RIGHT TO ATTEND. Except only to the extentpsrsons designated by the Board of Directors®Chairman of the meeting to assist
in the conduct of the meeting (as referred to iatiBas 2.07 and 2.08 below) and except as othemésaitted by the Board or such
Chairman, the persons entitled to attend any mgefishareholders may be confined to (i) sharehsldatitled to vote thereat and other
shareholders entitled to notice of the meeting and

(i) the persons upon whom proxies valid for pugmsef the meeting have been conferred or their dppointed substitutes (if the related
proxies confer a power of substitution); providedyever, that the Board of Directors or the Chairrothe meeting may establish rules
limiting the number of persons referred to in cla§ as being entitled to attend on behalf of ahgreholder so as to preclude such an
excessively large representation of such sharehatdée meeting as, in the judgment of the Boarsuch Chairman, would be unfair to ot
shareholders represented at the meeting or bewdduliptive of the orderly conduct of businesswath meeting (whether such represent:
would result from fragmentation of the aggregatmhbar of shares held by such shareholder for thegser of conferring proxies, from the
naming of an excessively large proxy delegatiosiogh shareholder or from employment of any otheicé¢. A person otherwise entitled to
attend any such meeting will cease to be so ediflén the judgment of the Chairman of the megtisuch person engages thereat in
disorderly conduct impeding the proper conducthefrneeting in the interests of all shareholders giup.

2.06. QUORUM. Except as otherwise provided by e, Articles or these Bylaws, at each meeting afaholders the presence in person or
by proxy of the holders of a majority in voting pemof the outstanding shares of stock
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entitled to vote at the meeting shall be necesaadysufficient to constitute a quorum.

2.07. ELECTION INSPECTORS. The Board of Directansadvance of any shareholders meeting may appaietection inspector or
inspectors to act at such meeting (and any adjoemhthereof). If an election inspector or inspexianme not so appointed, the Chairman of the
meeting may or, upon the request of any persotieghto vote at the meeting will, make such appuoant. If any person appointed as an
inspector fails to appear or to act, a substituag bve appointed by the Chairman of the meetingpjfointed, the election inspector or
inspectors (acting through a majority of them #rnbe more than one) will determine the numbehafes outstanding, the authenticity,
validity and effect of proxies, the credentialpefsons purporting to be shareholders or persanedar referred to in proxies, and the
number of shares represented at the meeting immparsd by proxy; they will receive and count voteal]ots and consents and announce the
results thereof; they will hear and determine hilenges and questions pertaining to proxies aidy; and, in general, they will perform
such acts as may be proper to conduct electionsatit with complete fairness to all shareholdébs.such election inspector need be a
shareholder of the Company.

2.08. ORGANIZATION AND CONDUCT OF MEETINGS. Eachateholders meeting will be called to order andehéer chaired by the
Chairman of the Board if there then is one; ongf, or if the Chairman of the Board is absentmrexjuests, then by the President; or if both
the Chairman of the Board and the President areailasle, then by such other officer of the Companguch shareholder as may be
appointed by the Board of Directors. The Secrefaryn his or her absence an Assistant Secretdny)}eoCompany will act as secretary of
each shareholders meeting; if neither the Secret@ran Assistant Secretary is in attendance, tier@an of the meeting may appoint any
person (whether a shareholder or not) to act astseyg thereat. After calling a meeting to ordbg €hairman thereof may require the
registration of all shareholders intending to viatperson, and the filing of all proxies, with takection inspector or inspectors, if one or more
have been appointed (or, if not, with the secretduithe meeting). After the announced time for sfilahg of proxies has ended, no further
proxies or changes, substitutions or revocatiornmaXies will be accepted. If directors are to lee®ed, a tabulation of the proxies so filed
will, if any person entitled to vote in such electiso requests, be announced at the meeting @uradjent thereof) prior to the closing of the
election polls.

Absent a showing of bad faith on his or her pak, €hairman of a meeting will, among other thirigsse absolute authority to determine the
order of business to be conducted at such meetidgaaestablish rules for, and appoint personnaksist in, preserving the orderly conduct
of the business of the meeting (including any infak, or question and answer, portions thereof)eRulegulations or procedures regarding
the conduct of the business of a meeting, whettiepted by the Board of Directors or prescribedhi®y€hairman of the meeting, may
include, without limitation, the following: (i) thestablishment of an agenda or order of busineghiéomeeting; (ii) rules and procedures for
maintaining order at the meeting and the safethade present;

(iii) limitations on attendance at or participationthe meeting to shareholders of record of then@any, their duly authorized and constituted
proxies (subject to Section 2.05) or such othesqes as the Chairman of the meeting shall deterrtijerestrictions on entry to the meeting
after the time fixed for the commencement theranf] (v) limitations on the time

-3



allotted to questions or comments by participadtdess and to the extent determined by the BoaRirefctors or the Chairman of the
meeting, meetings of shareholders shall not beimed|to be held in accordance with the rules ofigarentary procedure. Any informational
or other informal session of shareholders condugtetkr the auspices of the Company after the ceimeiwof or otherwise in conjunction w
any formal business meeting of the shareholdeldso@ithaired by the same person who chairs thedlomeeting, and the foregoing authority
on his or her part will extend to the conduct affsinformal session.

2.09. VOTING. The number of shares voted on anytenatibmitted to the shareholders which is requioezbnstitute their action thereon or
approval thereof will be determined in accordandé applicable law, the Articles, and these Bylailigpplicable. No ballot or change of
vote will be accepted after the polls have beetaded closed following the ending of the annountbe for voting.

2.10. SHAREHOLDER APPROVAL OR RATIFICATION. The Bahof Directors may submit any contract or actdpproval or ratification
at any duly constituted meeting of the shareho|dbesnotice of which either includes mention &f tiroposed submittal or is waived as
provided in Section 2.03 above. Except as othervdgaired by law (e.g., Arizona Revised StatutesiSe 10-863), if any contract or act so
submitted is approved or ratified by a majorityttod votes cast thereon at such meeting, the salhieenialid and as binding upon the
Company and all of its shareholders as it wouldf bpproved and ratified by each and every shadsrabf the Company.

2.11. ADJOURNMENTS. Any meeting of shareholdersyuaai or special, may adjourn from time to timed@oanvene at the same or some
other place, and notice need not be given of an adjourned meeting if the time and place theaeefannounced at the meeting at whicl
adjournment is taken. At the adjourned meetingdbmpany may transact any business that might hese transacted at the original
meeting. If the adjournment is for more than onedrad and twenty days, or if after the adjournn@néw record date is fixed for the
adjourned meeting, notice of the adjourned meethrad| be given to each shareholder of record edtiib vote at the meeting.

2.12. SHAREHOLDER ACTION BY WRITTEN CONSENT. Any tian required or permitted to be taken at a meetiitpe shareholders
may be taken without a meeting if one (1) or mamesents in writing, setting forth the action soetakshall be signed by all of the
shareholders entitled to vote with respect to thgext matter thereof. The consents shall be deld/éo the Company for inclusion in the
minutes or filing with the Company's records. Aatiaken by consent is effective when the last stedder signs the consent, unless the
consent specifies a different effective date, ektiegt if, by law, the action to be taken requitest notice be given to shareholders who are
not entitled to vote on the matter, the effectiagedshall not be prior to ten (10) days after tbenfany shall give such shareholders written
notice of the proposed action, which notice shatitain or be accompanied by the same materialttbald have been required if a formal
meeting had been called to consider the actiororsent signed under this section has the effegtmoéeting vote and may be described as
such in any document.
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[ll. BOARD OF DIRECTORS

3.01. MEMBERSHIP AND QUALIFICATION. The Board of Bactors will have the exclusive power to increasdexrease its size within
the limits fixed in the Articles (Art. Fifth). Anyacancy occurring in the Board, whether by readateath, resignation, disqualification or
otherwise, may be filled by the directors as comiated by law and as provided in the Articles (Aifth). Any such increase in the size of
the Board, and the filling of any vacancy createste¢by, will require action by a majority of the elld membership of the Board as comprised
immediately before such increase. A person willauwlify for election or appointment as a directehether initially or on re-election and
whether by the shareholders at their annual meetify the Board of Directors as contemplated is 8ection 3.01, if such person's 70th
birthday occurs on or has occurred before the afagech election, appointment or re-election. Asperwho has been a full-time employee of
the Company within twelve months prior to the datany election will not qualify for election agdaector on that date unless he or she then
remains a full-time employee of the Company or ssline Board of Directors specifically authorizes ¢lection of such person (but it is not
intended that any such authorization will extergbeson's service on the Board beyond the age tioritaet out in the preceding sentence). A
person who has qualified by age or employment sttuhis or her most recent election as a directay serve throughout the term for which
such person was elected, notwithstanding the oewaerof his or her 70th birthday or cessation bititne employment by the Company
between the date of such election and the endabf ®rm, subject, however, to his or her otherwésaaining qualified for such office.

3.02. REGULAR MEETINGS. A regular annual meetinglwé directors is to be held as soon as practicatde the adjournment of each
annual shareholders meeting either at the plateeadhareholders meeting or at such other plateeadirectors elected at the shareholders
meeting may have been informed of at or befordithe of their election. Regular meetings, othentti®e annual ones, may be held at such
intervals at such places and at such times asdhed®f Directors may provide.

3.03. SPECIAL MEETINGS. Special meetings of the Bloaf Directors may be held whenever and whereatted for by the Chairman of
the Board, the President or the number of directdrish would be required to constitute a quorum.

3.04. NOTICE. No notice need be given of regulaetings of the Board of Directors. Notice of thediand place (but not necessarily the
purpose or all of the purposes) of any special imgetill be given to each director in person ortblephone, or via mail, telegram, facsimile,
or other electronic transmission addressed in thenar appearing on the Company's records. Notiaayalirector of any such special
meeting will be deemed given sufficiently in advamnchen (i) if given by mail, the same is depositethe United States mail at least four
days before the meeting date, with postage thepespaid,

(ii) if given by telegram, the same is deliveredtie telegraph office for fast transmittal at leé&thours prior to the convening of the meeting,
(iii) if given by facsimile or other electronic tmamission, the same is received by the directanaadult member of his or her office staff or
household, at least 24 hours prior to the conveafrthe meeting, or (iv) if personally deliveredgiven by telephone, the same is handed, or
the substance thereof is communicated over thphele to the director or to an adult member obhiker office staff or household, at least
24 hours prior to the convening of the
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meeting. Any such notice may be waived as providethw. No call or notice of a meeting of directaridl be necessary if each of them
waives the same in writing or by attendance. Angting, once properly called and noticed (or as lictv call and notice have been waived
as aforesaid) and at which a quorum is formed, beagdjourned to another time and place by a mgjofithose in attendance.

3.05. QUORUM; VOTING. A quorum for the transactiohbusiness at any meeting or adjourned meetirigeoflirectors will consist of a
majority of those then in office. Any matter subiit to a meeting of the directors will be resolgca majority of the votes cast thereon,
except as otherwise required by these Bylaws (84. @ove and ss. 3.06 below), by law or by anyiegige Article. However, in case of an
equality of votes, the Chairman of the meeting héll’e a second or deciding vote. Where action igajarity of the whole membership is
required, such requirement will be deemed to rataemajority of the directors in office at thené the action is taken. In computing any ¢
majority, whether for purposes of determining thesgnce of a quorum or the adequacy of the vogmproposed action, any unfilled
vacancies at the time existing in the membership®Board will be excluded from the computation.

3.06. EXECUTIVE COMMITTEE. The Board of Directorsayy by resolution adopted by a majority of the véhBbard, name three or more
of its members as an Executive Committee. Such lExecCommittee will have and may exercise the peved the Board of Directors in the
management of the business and affairs of the Coynwaile the Board is not in session, except oslypecluded by law or where action
other than by a majority of the votes cast is resfiby these Bylaws, or the law (all as referreshtBection 3.05 above), and subject to such
limitations as may be included in any applicableotetion passed by a majority of the whole membprehthe Board. A majority of those
named to the Executive Committee will constitutguarum.

3.07. OTHER COMMITTEES. The Board of Directors ntgsignate one or more additional committees, easintttee to consist of one or
more of the directors of the Company. The BoarDiofctors may designate one or more directorstasmate members of any committee,
who may replace any absent or disqualified membanymeeting of the committee. Any such committeehe extent permitted by law and
to the extent provided in the resolution of the Bloaf Directors, shall have and may exercise algbwers and authority of the Board of
Directors in the management of the business amitsifff the Company, and may authorize the setile@Company to be affixed to all papers
that may require it.

3.08. COMMITTEE FUNCTIONING. Notice requirementsithrelated waiver provisions) for meetings of thee@itive Committee and oth
committees of the Board will be the same as theséosth in Section 3.04 above for meetings ofBloard of Directors. Except as provided in
the next two succeeding sentences, a majorityasfelnamed to the Executive Committee or any othmntttee of the Board will constitute
quorum at any meeting thereof (with the effect gbarture of committee members from a meeting aed¢dmputation of a majority of
committee members to be in accordance with theiggdpé policies of Section 3.05 above), and anytensubmitted to a meeting of any such
committee will be resolved by a majority of the @®tast thereon. No distinction will be made amaxgfficio or other members of any such
committee for quorum, voting or other purposesggx¢hat the membership of any committee (includimey
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Executive Committee), in performing any functiorstesl in it as herein contemplated, may be deemegdaode any officer or employee of
the Company, in either case, or other person, kyaidirect or indirect personal interest in anyppsed exercise of such function, whose
exclusion for that purpose is deemed appropriate imajority of the other members of such committeposing to perform such function.
All committees are to keep regular minutes of thegactions of their meetings.

3.09. ACTION BY TELEPHONE OR CONSENT. Any meetinfitibe Board or any committee thereof may be helddmnference telephone
or similar communications equipment as permittedaloyin which case any required notice of such imgahay generally describe the
arrangements (rather than the place) for the hglttiareof, and all other provisions herein contadioereferred to will apply to such meeting
as though it were physically held at a single pl&aion may also be taken by the Board or any cdtemthereof without a meeting if the
members thereof consent in writing thereto as coptated by law.

3.10. PRESUMPTION OF ASSENT. A director of the Camyp who is present at a meeting of the Board oé&ars, or of any committee
when corporate action is taken is deemed to hasenésd to the action taken unless either (i) thectbr objects at the beginning of the
meeting or promptly on the director's arrival tddiag it or transacting business at the meetiriyti{e director's dissent or abstention from
action taken is entered in the minutes of the mgetr (iii) the director delivers written noticé the director's dissent or abstention to the
presiding officer of the meeting before its adjaouent or to the Company before 5:00 P.M. on the haginess day after the meeting. The
right of dissent or abstention is not availabla tirector who votes in favor of the action taken.

3.11. COMPENSATION. By resolution of the Board, thieectors may be paid their expenses, if anyttehaance at each meeting of the
Board of Directors, or of any committee, and mayahl a fixed sum for attendance at each such ntgatid/or a stated salary as a direct
committee member. No such payment will precludedirgctor from serving the Company in any otheragaty and receiving compensation
therefor.

3.12. REMOVAL. Any director or the entire BoardDirectors may be removed with or without causey @tla special meeting of
shareholders called for that purpose, by the aéfiive vote of sixty-six and two-thirds percent @8%) of the issued and outstanding shares
of stock then entitled to vote on the election inéctors, except that if less than the entire Badrirectors is to be removed, no one of the
directors may be removed if the votes cast agéiestlirector's removal would be sufficient to elagt director if then cumulatively voted at
an election for the class of directors of which divector is a part.

IV. OFFICERS - GENERAL

4.01. ELECTIONS AND APPOINTMENTS. The directors melgct or appoint one or more of the officers & @ompany contemplated in
Part V below. Any such election or appointment waljularly take place at the annual meeting oftilectors, but elections of officers may
held at any other meeting of the Board. A perseted or appointed to any office will continue tdthat office until the election or
appointment of his or her successor, subject toraetarlier taken pursuant to Section 4.04 or ®€lbw. Any person may hold more than one
office.
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4.02. ADDITIONAL APPOINTMENTS. In addition to thefficers contemplated in Part V below, the Boardafectors may create other
corporate positions, and appoint persons therdth,such authority to perform such duties as mapiescribed from time to time by the
Board of Directors, by the President or by the siop®fficer of any person so appointed. Notwitimsteng such additional appointments, only
those persons whose offices are described in Pare o be considered an officer of the Compangasthe resolution or other Board action
appointing such person expressly states that seiop is to be considered an officer of the CompBagh of such persons (in the order
designated by the Board or the superior officesuath person) will be vested with all of the powamsl charged with all of the duties of his or
her superior officer in the event of such supewificer's absence or disability.

4.03. BONDS AND OTHER REQUIREMENTS. The Board of&itors may require any officer or other appoinitegive bond to the
Company (with sufficient surety, and conditioneauphe faithful performance of the duties of hier office or position) and to comply
with such other conditions as may from time to timeerequired of him or her by the Board.

4.04. REMOVAL OR DELEGATION. Provided that a magyrof the whole membership thereof concurs thetthi@ Board of Directors may
remove any officer of the Company as provided lwydad declare his or her office or offices vacamlmolished or, in the case of the abse

or disability of any officer or for any other reasconsidered sufficient, may temporarily delegaseon her powers and duties to any other

officer or to any director. Similar action may laé&én by the Board of Directors in regard to apmmetdesignated pursuant to Section 4.02
above.

4.05. SALARIES. Officer salaries may from time tmé¢ be fixed by the Board of Directors or (except@ahis or her own) be left to the
discretion of the Chief Executive Officer or theeBident. No officer will be prevented from receiyia salary by reason of the fact that he or
she is also a director of the Company.

V. SPECIFIC OFFICERS, FUNCTIONS AND POWERS

5.01. CHAIRMAN OF THE BOARD. The Board of Directansay elect a Chairman to serve as a general exeanfficer of the Company
and, if specifically designated as such by the Bpas the Chief Executive Officer of the Compaglécted, the Chairman will preside at all
meetings of the directors and be vested with sticlrgowers and duties as the Board may from tarigrte delegate to him or her.

5.02. CHIEF EXECUTIVE OFFICER. Subject to the cohtsf the Board of Directors exercised as hereargftovided, the Chief Executive
Officer of the Company will supervise its businassl affairs and the performance of their respedtivees by all other officers, by appoint:
designated pursuant to

Section 4.02 above, and by such additional appegnte such additional positions (corporate, divialmr otherwise) as the Chief Executive
Officer may designate, with authority on his or part to delegate the foregoing duty of supervisimsauch extent and to such person or
persons as may be determined by the Chief ExecQfifreer. Except as otherwise indicated from tirogine by resolution of the Board of
Directors, its management of the business andraffdithe Company will be implemented through tffeee of the Chief Executive Officer.
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5.03. PRESIDENT AND VICE PRESIDENTS. Unless specifio the contrary by resolution of the Board afdbiors, the President will be
the Chief Executive Officer of the Company. In ditdli to the supervisory functions above set forttlee part of the Chief Executive Officer
or in lieu thereof if a contrary specification isde by the Board relative to the Chief Executivédef, the President will be vested with such
powers and duties as the Board may from time te tiesignate. Vice Presidents may be elected bgdhed of Directors to perform such
duties as may be designated by the Board or bgrestior delegated to them by their respective supeificers. The Board may identify

(i) one or more Vice Presidents as "Executive"®eriior" Vice Presidents and

(i) the President or any Vice President as "Gdndemager" of the Company and the title of any Mresident may include words indicative
of his or her particular area of responsibility andhority. Vice Presidents will succeed to thgoesibilities and authority of the President, in
the event of his or her absence or disabilityhedrder consistent with their respective titlesegular duties or as specifically designated by
the Board of Directors.

5.04. TREASURER AND SECRETARY. The Treasurer andr&ary each will perform all such duties normagsociated with his or her
office (including, in the case of the Secretarg, ¢fiving of notice and the preparation and retentibminutes of corporate proceedings and
the custody of corporate records and the sealeo€thmpany) as are not assigned to a Vice Presidéimé Company, along with such other
duties as may be designated by the Board or bgreesssor delegated to them by their respective supefficers. The Board may appoint one
or more Assistant Treasurers or Assistant Secestagach of whom (in the order designated by therdBor their respective superior officers)
will be vested with all of the powers and chargathwall of the duties of the Treasurer or the Sexye(as the case may be) in the event of his
or her absence or disability.

5.05. SPECIFIC POWERS. Except as may otherwisgéeifically provided in a resolution of the BoardQirectors, any of the officers
referred to in this Part V will be a proper offiderauthenticate records of the Company and toaigbehalf of the Company any deed, bill of
sale, assignment, option, mortgage, pledge, note],ldebenture, evidence of indebtedness, applicatonsent (to service of process or
otherwise), agreement, indenture or other instruroeimportance to the Company. Any such officeymgpresent the Company at any
meeting of the shareholders or members of any catipa, association, partnership, joint ventur@thier entity in which this Company then
has an interest, and may vote such interest iropeysby proxy appointed by him or her, provideatttine Board of Directors may from time
to time confer the foregoing authority upon anyestherson or persons.

VI. RESIGNATIONS AND VACANCIES

6.01. RESIGNATIONS. Any director, committee membenbfficer may resign from his or her office at aige by written notice as specifi
in accordance with Arizona Revised Statutes Sestid807 and 10-843. The acceptance of a resignailbnot be required to make it
effective.

6.02. VACANCIES. If the office of any director, conittee member or officer becomes vacant by rea$bisr her death, resignation,
disqualification, removal or otherwise, the Boafdirectors may choose a successor to hold officatfe unexpired term.
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VIl. INDEMNIFICATION AND RATIFICATION

7.01. INDEMNIFICATION. In order to induce qualifiguersons to serve the Company (and any other ctipor joint venture, partnership,
trust or other enterprise at the request of the fizov) as directors and officers, the Company shdémnify any and all of its directors and
officers, or former directors and officers to thdldst extent permitted by applicable law as itsprely exists or may hereafter be amended.

7.02. RATIFICATION; SPECIAL COMMITTEE. Any transdoh involving the Company, any of its subsidiaryparations or any of its
directors, officers, employees or agents whichngttame is questioned in any manner or contextlfitiog a shareholders derivative suit), on
the ground of lack of authority, conflict of intetemisleading or omitted statement of fact or laandisclosure, miscomputation, improper
principles or practices of accounting, inadequat®rds, defective or irregular execution or anyilsinground, may be investigated and/or
ratified (before or after judgment), or an electinay be made not to institute or pursue a claitegal proceedings on account thereof or to
accept or approve a negotiated settlement withetghereto (before or after the institution ofdegroceedings), by the Board of Directors or
by a special committee thereof comprised of onmare disinterested directors (that is, a directatticectors who did not participate in the
guestioned transaction with actual knowledge ofhestioned aspect or aspects thereof). Such @bpemmittee may be validly formed a
fully empowered to act, in accordance with the psgs and duties assigned thereto, by resolutioesotutions of the Board of Directors,
notwithstanding (i) the inclusion of Board membwetso are not disinterested as aforesaid among thhegform a quorum at the meeting or
meetings at which one or more members of such apemnmittee are elected or appointed to the Boatd such special committee or at
which such committee is formed or empowered, ar fhelusion among the directors who vote upon threowise participate in taking any of
the foregoing actions, or (ii) the taking of anysoich actions by the disinterested members of dad(or a majority of such members)
whose number is not sufficient to constitute a guoor a majority of the membership of the full BibaAny such special committee so
comprised will, to the full extent consistent with purposes and duties as expressed in such tiesodur resolutions, have all of the authority
and powers of the full Board and its Executive Cattaa (the same as though it were the full Boami@nits Executive Committee in
carrying out such purposes and duties) and wiltfigm in accordance with Section 3.08 above. Neofhovisions of these Bylaws which
may at any time appear to conflict with any prosis of this Section 7.02, and no defect or irregiylin the formation, empowering or
functioning of any such special committee, willseto impede, impair or bring into question anyi@actaken or purported to be taken by
such committee or the validity of any such actiény ratification of a transaction pursuant to t8isction 7.02 will have the same force and
effect as if the transaction has been duly autbdririginally. Any such ratification, and any eleatmade pursuant to this Section 7.02 with
respect to claims, legal proceedings or settlemarilisbe binding upon the Company and its shardérd and will constitute a bar to any
claim or the execution of any judgment in respéc¢he transaction involved in such ratificationedection.

VIIl. SEAL

8.01. FORM THEREOF. The seal of the Company willhanscribed thereon the name of the Company,ttte and year of its incorporati
and the words "SEAL".
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IX. STOCK CERTIFICATES

9.01. FORM THEREOF. Each certificate representioglsof the Company will be in such form conformiogaw as may from time to time
be approved by the Board of Directors, and willrldba manual facsimile signatures and seal of ti@@any as required or permitted by law.

9.02. OWNERSHIP. The Company will be entitled &atrthe registered owner of any share as the absmitner thereof and accordingly,
will not be bound to recognize any beneficial, ¢gjoiie or other claim to, or interest in, such slar¢he part of any other person, whether or
not it has notice thereof, except as may exprédsslyrovided by Chapter 8 of Title 47, Arizona RedisStatutes (or its successor), as at the
time in effect, or other applicable law.

9.03. TRANSFERS. Transfer of stock will be madeafmbooks of the Company only upon surrender otéréficate therefor, duly endors
by an appropriate person, with such assurancesajehuineness and effectiveness of the endorsexa¢hé Company may require, all as
contemplated by Chapter 8 of Title 47, Arizona Redi Statutes (or its successor), as at the tiraffent, and/or upon submission of any
affidavit, other document or notice which the Compaonsiders necessary.

9.04. LOST CERTIFICATES. In the event of the lag&ft or destruction of any certificate represegtiapital stock of this Company, the
Company may issue (or, in the case of any suclk ste¢o which a transfer agent and/or registraetmen appointed, may direct such
transfer agent and/or registrar to countersigristegand issue) a replacement certificate indiethat alleged to be lost, stolen or destroyed,
and cause the same to be delivered to the ownbedaftock represented thereby, provided that theeowhall have submitted such evidence
showing the circumstances of the alleged losst tredestruction, and his or her ownership of thificate as the Company considers
satisfactory, together with any other factors whiod Company considers pertinent, and further plexvithat an indemnity agreement and/or
indemnity bond shall have been provided in form ambunt satisfactory to the Company and to itssfearagent and/or registrar, if
applicable.

X. EMERGENCY BYLAWS

10.01. EMERGENCY CONDITIONS. The emergency Bylawsvided in this Part X will be effective in the exeof an emergency as
prescribed in Arizona Revised Statutes Section@DR. To the extent not inconsistent with the psavis of this Part X, these Bylaws will
remain in effect during such emergency and upoteitaination these emergency Bylaws will ceasectoferative.

10.02. BOARD MEETINGS. During any such emergencymeseting of the Board of Directors or any of itsreoittees may be called by any
officer or director of the Company. Notice of tlaé and place of the meeting will be given by tleespn calling the same to those of the
directors whom it may be feasible to reach by argilable means of communication. Such notice wéligiven so much in advance of the
meeting as circumstances permit in the judgmett®person calling the same. At any Board or cotesitneeting held during any such
emergency, a quorum will consist of a majoritytudge who could reasonably be expected to attenahdleding if they were willing to do so,
but in no event
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more than a majority of those to whom notice ofhsoeeting is required to have been given as abawaded.

10.03. CERTAIN ACTIONS. The Board of Directors, hait before or during any such emergency, may peoaitt from time to time modify
lines of succession in the event that during sucaraergency any or all officers, appointees, emgasyor agents of the Company are for any
reason rendered incapable of discharging theiedufihe Board, either before or during any suchrgemey, may, effective in the emerger
change the head office or designate several atteentaead offices of the Company, or authorizedtfiieers to do so.

10.04. LIABILITY. No director, officer, appointeemployee or agent acting in accordance with thessrgency Bylaws will be liable except
for willful misconduct.

10.05. MODIFICATIONS. These emergency Bylaws wal fubject to repeal or change by further actioh@Board of Directors, but no
such repeal or change will modify the provisions$ettion 10.04 with respect to action taken piahe time of such repeal or change. Any
amendment of these emergency Bylaws may make athefwor different provisions that may be practi@atl necessary for the circumstar
of the emergency.

XI. DIVIDENDS

11.01. DECLARATION. Subject to such restrictionsrequirements as may be imposed by law or the Cogipévrticles or as may otherwi
be binding upon the Company, the Board of Directoay from time to time declare dividends on stotthe Company outstanding on the
dates of record fixed by the Board, to be paidashg in property or in shares of the Company'skstacor as of such payment or distribution
dates as the Board may prescribe.

Xll. AMENDMENTS

12.01. PROCEDURE. These Bylaws may be amended|esuppted, repealed or temporarily or permanentypsnded, in whole or in part,

or new bylaws may be adopted, at any duly constitateeting of the Board of Directors, the noticevbfch meeting either includes mention
of the proposed action relative to the Bylaws axdsved as provided in Section 3.04 above. If, havethe chairman of any such meeting or
a majority of directors in attendance thereat indytaith determines that any such action has aasemmatter of necessity at the meeting and
is otherwise proper, no notice of such action halrequired.

12.02. AMENDMENT OF BYLAWS. Notwithstanding any @hprovision of these Bylaws, Sections 2.02, 3] 3.12 and Article XII of
these Bylaws shall not be altered, amended, sugpitad, repealed, or temporarily or permanently sngded, in whole or in part, or
replacement Bylaw provisions adopted without:

(i) the affirmative vote of a majority of the ditecs then in office; and (i) the affirmative vaté seventy-five percent (75%) or more of the
outstanding shares of the Company entitled to geteerally.
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CERTIFICATE

I, FAYE WIDENMANN, Vice President and SecretaryARIZONA PUBLIC SERVICE COMPANY, an Arizona corpoiah, do HEREBY
CERTIFY that the foregoing is a true and corregiycof the Company's Bylaws, as amended and thatBulaws, as amended, are in full

force and effect as of the date hereof.

IN WITNESS WHEREOF, | have hereunto set my handafiged the seal of said corporation as of thithlday of September, 2002.

Faye Widenmann
FAYE WIDENMANN
Vice President and Secretary
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Exhibit 10.1
EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT executed this 11 day otOber, 2002, and effective as of October 1, 2692nd between ARIZON.
PUBLIC SERVICE COMPANY, an Arizona corporation (earafter referred to as the "Company" or "Employerid JAMES M. LEVINE
(hereinafter referred to as the "Employee");

RECITALS
A. The Company desires to employ Employee in thatjpm of Executive Vice President APS Generation.

B. The Company desires to insure, insofar as plesghmat it will continue to have the benefit oétEmployee's services over the Employment
Term and to protect its confidential informatiordagood will.

C. Employer is engaged in the business of generatanstruction, and acquisition of electrical povead the transmission and distributior
electrical power.

NOW, THEREFORE, in consideration of the foregoimg &f the mutual covenants and agreements hereirsst forth, the parties here
mutually covenant and agree as follows:

AGREEMENTS

1. TITLE. The Company does hereby employ the Engtogs Executive Vice President APS Generationtlem@&mployee does hereby
accept and agree to such employment.

2. EMPLOYMENT TERM.

(a) The Employee shall be employed by the Compairtlgg position set forth in Section 1 for a fivg y&ar period commencing on Octobe
2002 and ending on October 1, 2007 (the "Employriientn").

(b) The parties may renew this Employment Agreenfanadditional periods on mutually acceptable ®and conditions, but neither the
Company nor the Employee is under any obligatioagie to such extensions.

(c) In the event of a "Change of Control" [as detirin the Employee's Key Executive Employment Saves Agreement ("KEESA")] the
terms of the KEESA are controlling.

3. COMPENSATION. Employer agrees to pay Employearamual salary in the amount of $550,000.00.
4. BONUSES AND OTHER COMPENSATION.

All incentive plans are subject to change or teation at the Board of Director's sole discreti



(a) INCENTIVE PAY. Employer agrees to award Empleys incentive bonus of up to 60% of base salatly avtarget level of 40% of base
salary under the Officer Incentive Plan if corperatepartmental and individual targets are metnaltcordance with the terms of that Plan.

(b) PERFORMANCE SHARES AND STOCK OPTIONS. Emploggrees to request the Human Resources Committeeammittee™) to
grant Employee Performance Shares in an amounvagui to 65% - 85% of the amount awarded to a nezrabthe Office of the President
under the Stock Incentive Plan. The Employer atgees to request the Committee to grant PerformAncelerated Stock Options under the
Stock Incentive Plan equal to five times the nundfdPerformance Shares granted under this Paragbph

(c) ADDITIONAL PERFORMANCE SHARES. In addition td) above, Employer agrees to request the Comnidtgeant Employee 2000
Performance Shares each year under the 2002 Stoektlve Plan (the "2002 Plan™) without any matghiequirement, all in accordance w
the terms of the 2002 Plan and as previously agnped by the parties.

(d) PENSION. Employee's pension benefit that wasedjupon effective January 1, 2002 will remainshme.
(e) OTHER PAYMENTS.

i. Employee is eligible for incentive payments lthea Palo Verde Nuclear Generating Station maimteaaf specified federal and nuclear
oversight program ratings, nuclear safety, andfmcessful outage results.

ii. The Company agrees to pay for a Country Clulnimership for Employee's use. The Company will paseithe membership and
Employee will assume payment of the monthly dues.

5. BENEFITS AND OBLIGATIONS.

(a) The Employee shall be included to the extagtteéé in any and all plans providing general béseb the Company's employees and w
shall be made available on the same terms andtoomalas to other employees of comparable statdpasition.

(b) The Employee agrees that if, during the EmplegtiPeriod, the Company terminates his employmehewoluntarily quits, the
Employee shall not, for a period commencing onddie of termination and ending after one (1) yépdirectly own, manage, operate,
control, be employed by, participate in, financengult, advise, or be connected in any manner whaés with the ownership, management,
operation, control or financing of any businessspm, corporation, partnership, or other entityahhdirectly or indirectly engages in electric
power generation, in competition with the Compamyii) engage in any other activity involving coetjtion with the Company in the
foregoing industry without the prior written appedwf the Company's Board of Directors; provideohwbver, that nothing in this Section
shall prohibit the Employee from owning stock dneatsecurities of a competitor amounting to less ttwenty
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percent (20%) of the stated capital of such cortgretfror purposes of this provision, if a Courcompetent jurisdiction should rule that a
(1) year period is unenforceable then the periad §ie six (6) months.

(c) The Employee covenants and agrees, duringitf@dyee's employment by the Company and followiisgTermination Date, to hold in
strict confidence any and all information in the flayee’s possession as a result of the Employegdtogment; provided that nothing in this
Employment Agreement shall be construed to protii@tEmployee from reporting or disclosing any sesed instance of illegal activity of
any nature, any nuclear safety concerns, any wackpsafety concerns or any public safety concertiset United States Nuclear Regulatory
Commission ("NRC"), United States Department of arayDOL"), or any federal, state, or local govermtal agency or court. This
Employment Agreement shall not be construed toipiothe Employee from providing information to thlRC, DOL, or any other federal or
state governmental agency or governmental offic@l$estifying in any civil or criminal proceedisgeven if such information or testimony
being provided relates to the claims or mattereoed by this Employment Agreement. This Employnfgreement shall not be construec
a waiver or withdrawal of any safety concerns wtichployee has or may have reported to the NRC dr,@®withdrawal of any
participation by Employee in any NRC or DOL prodegd. Notwithstanding anything to the contraryhistparagraph, Employee hereby
waives and releases any right to receive any ratief result of Employee's participation in anyestigation or proceeding of the NRC, DOL,
or any federal, state or local government agenayoart.

6. TERMINATION. This Employment Agreement shall aoatically terminate on the expiration of the @it mployment Term described in
Section 2(a) without any notice from either patgless the parties mutually agree to extend thipl&pment Agreement in writing for
additional periods of time. The Company retainsrtget to terminate this Agreement for cause attimy prior to the expiration of the
Employment Term.

7. ARBITRATION. All claims, disputes and other neakt in question between the parties arising uridefEmployment Agreement, other
than Sections 5(b) and (c) which may be enforcethbyCompany through injunctive relief, shall beided by arbitration in accordance with
the rules of the American Arbitration Associatiom)ess the parties mutually agree otherwise. Stlgitration shall take place in Phoenix,
Arizona. The Company shall pay the cost of suclitratibn. The award by the arbitrator shall be fimad judgment may be entered upon
accordance with applicable law in any state or Fadmurt having jurisdiction thereof.

8. SEVERABILITY. In the event that a court of contgyat jurisdiction determines that any portion aéthmployment Agreement is in
violation of any statute or public policy, then pithe portions of this Employment Agreement whiablate such statute or public policy shall
be stricken. All portions of this Employment Agreemh which do not violate any statute or public ppkhall continue in full force and effe
Further, any court order striking any portion dstBmployment Agreement shall modify the strickernts as narrowly as possible to give as
much effect as possible to the intentions of thiigmunder this Employment Agreement.
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9. GOVERNING LAW. This Employment Agreement shadl poverned in all respects, whether as to validitpstruction, capacity,
performance, or otherwise, by the laws of the Sth#rizona, and no action involving this Employmémgreement may be brought except in
the Superior Court for the State of Arizona or Begleral District Court for the District of Arizonsubject to

Section 7.

10. AMENDMENT OR TERMINATION. This Employment Agresent and the KEESA embody the entire agreememteoparties respecti
the matters within its scope and may be modifielgt omwriting.

11. ASSIGNMENT. This Agreement may be assigned impByer and shall be fully binding on any such @sse and shall not be assignable
by Employee.

IN WITNESS WHEREOF, the parties have executedAlgieement.
ARIZONA PUBLIC SERVICE COMPANY

By: William J. Post

William J. Post Pinnacle West Capital Corporatitm@hief Executive Officer and Chairman of the RbBate: 1611-02

EMPLOYEE
James M. Levine

James M. Levine Date: 111-02



EXHIBIT 12.1

PINNACLE WEST CAPITAL CORPORATION
COMPUTATION OF EARNINGS TO FIXED CHARGES
(THOUSANDS OF DOLLARS)

Nine Months

Ended

9/30/02 2 001 2000 1999 1998 1997
Earnings:
Income from Continuing
Operations .........cc.ccu.. $230,038 $32 7,367 $302,332 $269,772 $242,892 $235,856
Income Taxes ... 150,656 21 3,535 194,200 141,592 138,589 126,943
Fixed Charges 165,416 21 1,958 202,804 194,070 201,184 215,201
Total ..oocevveeeeeiieee, 546,110 75 2,860 699,336 605,434 582,665 578,000
Fixed Charges:
Interest Expense ............... 141,149 17 5,822 166,447 157,142 163,975 177,383
Estimated Interest Portion of
Annual Rents ................ 24,267 3 6,136 36,357 36,928 37,209 37,818
Total Fixed Charges .......... 165,416 21 1,958 202,804 194,070 201,184 215,201

Ratio of Earnings to Fixed Charges
(rounded down) ................. 3.30 3.55 3.44 3.11 2.89 2.68




Exhibit 99.1

FORM OF CERTIFICATION PURSUANT TO SECTION 906 OF TH E SARBANES-OXLEY ACT OF 2002
(WILLIAM J. POST)

[, William J. Post, the Chairman of the Board arde€ Executive Officer of Pinnacle West Capital @aration ("Pinnacle West"), certify, to
the best of my knowledge, that: (a) the attachedr@dy Report on Form 10-Q of Pinnacle West far guarterly period ended September 30,
2002 (the "September 2002 Form QO) fully complies with the requirements of SectibB(a) or 15(d) of the Securities Exchange Act%384
and (b) the information contained in the Septen2®®2 Form 10-Q Report fairly presents, in all mateespects, the financial condition and
results of operations of Pinnacle West.

William J. Post

William J. Post Chairman of the Board and Chief &xve Officer

Date: November 14, 20(C



Exhibit 99.2

FORM OF CERTIFICATION PURSUANT TO SECTION 906 OF TH E SARBANES-OXLEY ACT OF 2002
(MICHAEL V. PALMERI)

I, Michael V. Palmeri, Vice President, FinancePdainacle West Capital Corporation ("Pinnacle West#)tify, to the best of my knowledge,
that: (a) the attached Quarterly Report on Forn@Q1&f-Pinnacle West for the quarterly period endegdt&mber 30, 2002 (the "September
2002 Form 10-Q") fully complies with the requirent®nf Section 13(a) or 15(d) of the Securities Exae Act of 1934 and (b) the
information contained in the September 2002 ForrQ1Report fairly presents, in all material respgtite financial condition and results of
operations of Pinnacle West.

Michael V. Palmeri

Michael V. Palmeri Vice President, Finance

Date: November 14, 20(C



Exhibit 99.3
RISK FACTORS
THE DEBT SECURITIES WILL BE STRUCTURALLY SUBORDINAT ED TO THE DEBT
SECURITIES AND OTHER OBLIGATIONS OF OUR SUBSIDIARIE S.

Because we are structured as a holding compangxiating and future debt and other liabilitiesoof subsidiaries will be effectively senioi
right of payment to our debt securities. Neithethaf indentures under which we may issue debt gemulimits our ability or the ability of o1
subsidiaries to incur additional debt in the futdrbe assets and cash flows of our subsidiaridseiavailable, in the first instance, to service
their own debt and other obligations. Our abiliyhtave the benefit of their assets and cash flparticularly in the case of any insolvency or
financial distress affecting our subsidiaries, vaoaitise only through our equity ownership inter@stsur subsidiaries and only after their
creditors have been satisfied.

THE CONSTRUCTION COSTS OF THE GENERATION FACILITIE3F PINNACLE WEST ENERGY CORPORATION ("PINNACLE
WEST ENERGY") COULD NEGATIVELY IMPACT OUR RESULTS BOPERATIONS.

Pinnacle West Energy, another one of our wholly-edvaubsidiaries, has completed or has under catisinabout 1,700 MW of natural gas-
fired generating capacity at an estimated cosbotia$1 billion. In addition, Pinnacle West Enetgs begun construction of the 570 MW
Silverhawk plant in Nevada at an estimated costpproximately $400 million. Finally, Pinnacle Wé&stergy has announced plans to build
approximately 1,000 MW of capacity at Redhawk UBi&nd 4 at an estimated cost of approximately $billion. The Company is
evaluating whether to construct Redhawk Units BnBtle West Energy has procured four gas turbimeRédhawk Units 3 and 4. The
cancellation cost for these turbines is approxihgeB0 million until September 2003. Pinnacle WEsergy's expansion plans will be size
meet cash flow and market conditions.

Pinnacle West Energy is currently funding its calpiequirements through capital infusions fromWe. finance those infusions through debt
financings and internally generated cash. We fiedrfeinnacle West Energy's generation expansiorrgmogremised upon Pinnacle West
Energy's receipt of APS' generation assets byrndeo€2002, as previously required by the Arizomap@ration Commission's ("ACC")
electric competition rules and the 1999 settlenagméement. As a result of recent ACC actions pithgAPS from transferring its
generation assets, APS filed an application withARC requesting the ACC to allow APS to borrowta$500 million and to lend the
proceeds to Pinnacle West Energy or to us; to gireeaup to $500 million of Pinnacle West Energy'sur debt, or a combination of both,
not to exceed $500 million in the aggregate. Onétiaber 8, 2002 APS filed an Interim Financing Apglion with the ACC requesting the
ACC to permit APS to (a) make short-term advanoeRinacle West in the form of an inter-affiliateel of credit in the amount of $125
million or (b) gurantee $125 million of Pinnacle ¥t's short-term debt.

The ACC's reversal of the generation asset tramstgrirement results in Pinnacle West Energy baimaple to obtain investment grade credit
ratings. This, in turn, precludes Pinnacle Westrgyné&om accessing capital markets to refinancebtidge financing provided by us to fund
the construction of Pinnacle West Energy generagsets or from effectively competing in the whalesnarkets. Our credit ratings could be
adversely affected if Pinnacle West Energy is uaablfinance its capital requirements. On Novendh@002 Standard and Poor's
Corporation lowered the Company's senior unsectdebd rating from BBB to BBB-. See the following tisk Factors.
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IF WE ARE NOT ABLE TO ACCESS CAPITAL AT COMPETITIVE RATES, OUR ABILITY TO
IMPLEMENT OUR FINANCIAL STRATEGY WILL BE ADVERSELY  AFFECTED.

We rely on access to both short-term money magkaddonger-term capital markets as a significante® of liquidity and for capital
requirements not satisfied by the cash flow fromaperations. We believe that we will maintain gi#int access to these financial markets
based upon current credit ratings. However, certarket disruptions or a downgrade of our credihgamay increase our cost of borrowing
or adversely affect our ability to access one orerimancial markets. Such disruptions could inetud

* an economic downturn;

* capital market conditions generally;

* the bankruptcy of an unrelated energy company;

* market prices for electricity and gas;

* terrorist attacks or threatened attacks on oditifees or unrelated energy companies; or
* the overall health of the utility industry.

Changes in economic conditions could result in éighterest rates, which would increase our integgpense on our debt and reduce funds
available to us for our current plans. Additionaly increase in our leverage could adversely tifety:

* increasing the cost of future debt financing;
* increasing our vulnerability to adverse econoanmicl industry conditions;

* requiring us to dedicate a substantial portiomwif cash flow from operations to payments on @lntdwhich would reduce funds available
to us for operations, future business opportuniiesther purposes; and

* placing us at a competitive disadvantage comp&rerlir competitors that have less debt.
See the preceding and following Risk Factors.

ANY REDUCTION IN OUR CREDIT RATINGS COULD MATERIALL Y AND ADVERSELY AFFECT
OUR BUSINESS, FINANCIAL CONDITION AND RESULTS OF OP ERATIONS.

We cannot be sure that any of our current ratingjgemain in effect for any given period of time that a rating will not be lowered or
withdrawn entirely by a rating agency if, in itglgment, circumstances in the future so warrant. dewngrade could increase our borrowing
costs which would diminish our financial resultseWould likely be required to pay a higher interasé in future financings, and our
potential pool of investors and funding sourceddadecrease. A downgrade could require additionppsert from letters of credit or cash
collateral and otherwise have a material adverfgetedn our business, financial condition and ressof operations. If our short-term ratings
were to be lowered, it could limit our access ® tommercial paper market. We note that the rafirgs credit agencies are not
recommendations to buy, sell or hold our securdied that each rating should be evaluated indepdlyde any other rating. See the
preceding two Risk Factors.

THE USE OF DERIVATIVE CONTRACTS IN THE NORMAL COURS E OF OUR BUSINESS COULD
RESULT IN FINANCIAL LOSSES THAT NEGATIVELY IMPACT O UR RESULTS OF OPERATIONS.

Our operations include managing market risks rdledecommodity prices, changes in interest rated,iavestments held by our pension and
nuclear decommissioning trust funds. We are exptséte impact of market fluctuations in the prascel transportation costs of electricity,
natural gas, coal, and



emissions allowances. We employ established proesdao manage risks associated with these madatt#itions by utilizing various
commodity derivatives, including exchange-tradedrfes and options and over-the-counter forwardsoieg, and swaps. As part of our
overall risk management program, we enter intovagirie transactions to hedge purchases and sakdsaificity, fuels, and emissions
allowances and credits. The changes in market \aflgach contracts have a high correlation to peltanges in the hedged commodity.

We are exposed to losses in the event of honpesfoceor nonpayment by counterparties. We use angslagement process to assess and
monitor the financial exposure of all counterpartidespite the fact that the majority of tradingmerparties are rated as investment grac
the credit rating agencies, there is still a pakilihat one or more of these companies couldidif resulting in a material adverse impact on
our earnings for a given period.

Changing interest rates will affect interest paidvariable-rate debt and interest earned by ousiparand nuclear decommissioning trust
funds. Our policy is to manage interest rates thhotine use of a combination of fixed-rate and ftaprate debt. The pension and nuclear
decommissioning funds also have risks associatédalianging market values of equity investmentasi® and nuclear decommissioning
costs are recovered in regulated electricity prices

WE ARE SUBJECT TO COMPLEX GOVERNMENT REGULATION WHI CH MAY HAVE A NEGATIVE
IMPACT ON OUR BUSINESS AND OUR RESULTS OF OPERATIONS.

We are, directly and through our subsidiaries, sttiio governmental regulation which may have aatieg impact on our business and res

of operations. We are a "holding company" withia theaning of the Public Utility Holding Company AtPUHCA"); however, we are
exempt from the provisions of PUHCA by virtue ofrdiling of an annual exemption statement with Sexurities and Exchange Commission
("SEC").

APS, our wholly-owned electric utility is subjecteéomprehensive regulation by several federale stat local regulatory agencies, which
significantly influence its operating environmendamay affect its ability to recover costs fronlityticustomers. APS is required to have
numerous permits, approvals and certificates floenatgencies that regulate APS' business. We bdheveecessary permits, approvals and
certificates have been obtained for APS' existipgrations; however, we are unable to predict th@athon our operating results from the
future regulatory activities of any of these agesciChanges in regulations or the imposition oftaddhl regulations could have an adverse
impact on our results of operations.

The Federal Energy Regulatory Commission ("FER®§,Nuclear Regulatory Commission ("NRC"), the Eormental Protection Agency
("EPA"), and the ACC regulate many aspects of dilityuoperations, including siting and constructiof facilities, customer service and the
rates that APS can charge customers.

We are unable to predict the impact on our busiaegsoperating results from future regulatory atéig of these federal, state and local
agencies. Changes in regulations or the impositf@dditional regulations could have a negativedoin our business and results of
operations.

DEREGULATION OR RESTRUCTURING OF THE ELECTRIC INDURY MAY RESULT IN INCREASED COMPETITION, WHICH
COULD HAVE A SIGNIFICANT ADVERSE IMPACT ON OUR BUNESS AND OUR FINANCIAL RESULTS.

Retail competition and the unbundling of regulageergy could have a significant adverse finanangdct on us due to an impairment of
assets, a loss of retail customers, lower profitging or increased costs of capital. In 1999, tkxCAapproved rules that provide a framework
for the introduction of



retail electric competition in Arizona. Under thdes, as modified by a 1999 settlement agreemeahgmPS and various parties, APS was
required to transfer all of its competitive electaissets and services to an unaffiliated partyadigs or to a separate corporate affiliate or
affiliates no later than December 31, 2002. On &apter 10, 2002, the ACC unilaterally modified ti999 settlement agreement and directed
APS to cancel any plans to divest interests inafris generating assets. The ACC further estabtisinrequirement that APS competitively
procure, at a minimum, any power required forétsit customers that APS cannot produce from iistiexy generating assets. The ACC
ordered the ACC staff and interested parties teligva competitive procurement process by Mar@003. These regulatory developments
and legal challenges to the rules have raised deraile uncertainty about the status and pacdaif edectric competition in Arizona.
Although some very limited retail competition exidtin APS' service area in 1999 and 2000, therewarently no active retail competitors
offering unbundled energy or other utility serviteAPS' customers. As a result, we cannot predien, and the extent to which, additional
competitors will re-enter APS' service territorlhebe matters are discussed in detail in the docisfited by us with the SEC.

As a result of changes in federal law and reguwapoticy, competition in the wholesale electricibarket has greatly increased due to a
greater participation by traditional electricitypgliers, non-utility generators, independent popreducers, and wholesale power marketers
and brokers. This increased competition could affec load forecasts, plans for power supply andledale energy sales and related
revenues. As a result of the changing regulatorenment and the relatively low barriers to entmg expect wholesale competition to
increase. As competition continues to increasefinancial position and results of operations cduddadversely affected.

THE UNCERTAIN OUTCOME REGARDING THE CREATION OF REGNAL TRANSMISSION ORGANIZATIONS, OR RTOS, MAY
MATERIALLY IMPACT OUR OPERATIONS, CASH FLOWS OR FIANCIAL POSITION.

In a December 1999 order, the FERC set minimumagtaristics and functions that must be met bytigdithat participate in RTOs. The
characteristics for an acceptable RTO include ieddpnce from market participants, operational cbotrer a region large enough to supj
efficient and nondiscriminatory markets, and exelesuthority to maintain short-term reliabilityn@ctober 16, 2001, APS and other
owners of electric transmission lines in the Sowsiwiled with the FERC a request for a declaratoder confirming that their proposal to
form WestConnect RTO, LLC would satisfy the FER@guirements for the formation of an RTO. On Octdlig 2002, the FERC issued an
order finding that the WestConnect proposal, if ified to address specified issues, could meet EREs RTO requirements and provide
basic framework for a standard market design ferSbuthwest . In its order, the FERC also statatlith approval of various WestConnect
provisions addressed in the order would not betaweed or affected by the final rule the FERC ikeio ultimately adopt in response to its
July 31, 2002 Notice of Proposed Rulemaking regardi standard market design for the electric uifilustry. FERC did not address all of
the proposed WestConnect provisions in its orddrsmmme could still be affected by a final rulefie pending rulemaking proceeding. We
cannot currently predict what, if any, impact tharay be to the WestConnect proposal or to us iFBRC adopts the proposed rule. On
November 12, 2002, APS and other owners filed aesgfor rehearing and clarification on portiongtef October 10 orde

WE ARE SUBJECT TO NUMEROUS ENVIRONMENTAL LAWS AND BGULATIONS WHICH MAY INCREASE OUR COST OF
OPERATIONS, IMPACT OUR BUSINESS PLANS, OR EXPOSE TS ENVIRONMENTAL LIABILITIES.

We are subject to numerous environmental regulatadfecting many aspects of our present and fudpegations, including air emissions,
water quality, wastewater discharges, solid wasid,hazardous waste. These laws and regulationgsah in increased capital, operating,
and other costs, particularly with regard to endanent efforts focused on power plant emissionggabbns. These laws and regulations
generally require us to obtain and comply with dewariety of environmental licenses, permits, @wsipns and other approvals. Both public
officials and private individuals may seek to es®applicable environmental laws and regulations.cAhnot predict the outcome (financial
or operational) of any related litigation that neaajse.



In addition, we may be a responsible party for emmunental clean up at sites identified by a regmabody. We cannot predict with certainty
the amount and timing of all future expenditurdatesl to environmental matters because of thecditfy of estimating clean-up costs. There
is also uncertainty in quantifying liabilities urrdenvironmental laws that impose joint and seviadlility on all potentially responsible
parties.

We cannot be sure that existing environmental edguris will not be revised or that new regulatisasking to protect the environment will
not be adopted or become applicable to us. Rewisadditional regulations that result in increasethpliance costs or additional operating
restrictions, particularly if those costs are ndlyfrecoverable from APS' customers, could havesgerial adverse effect on our results of
operations.

RECENT EVENTS IN THE ENERGY MARKETS THAT ARE BEYOND OUR CONTROL MAY HAVE
NEGATIVE IMPACTS ON OUR BUSINESS.

As a result of the energy crisis in California agrithe summer of 2001, the recent volatility ofunak gas prices in North America, the filing
of bankruptcy by the Enron Corporation, and ingztions by governmental authorities into energglitrg activities, companies generally in
the regulated and unregulated utility businessge baen under an increased amount of public andategy scrutiny. The capital markets
and ratings agencies also have increased theirdégerutiny. We believe that we are complyinghwétl applicable laws, but it is difficult or
impossible to predict or control what effect theseelated issues may have on our business orapesa to the capital markets.

OUR RESULTS OF OPERATIONS CAN BE ADVERSELY AFFECTED BY MILDER WEATHER.

Weather conditions directly influence the demancdelectricity and affect the price of energy comiitied. Electric power demand is
generally a seasonal business. In Arizona, demampglofver peaks during the hot summer months, wikket prices also peaking at that
time. As a result, our overall operating resuligtliate substantially on a seasonal basis. Iniaddive have historically sold less power, and
consequently earned less income, when weathertammglare milder. As a result, unusually mild weatbould diminish our results of
operations and harm our financial condition.

THERE ARE INHERENT RISKS IN THE OPERATION OF NUCLEA R FACILITIES, SUCH AS
ENVIRONMENTAL, HEALTH AND FINANCIAL RISKS AND THER ISK OF TERRORIST ATTACK.

Through APS, we have an ownership interest in guedtade the Palo Verde Nuclear Generating StatiBal@'Verde"). Palo Verde is subject
to environmental, health and financial risks suglthe ability to dispose of spent nuclear fuel,ahgity to maintain adequate reserves for
decommissioning, potential liabilities arising @fithe operation of these facilities, and the co$tsecuring the facilities against possible
terrorist attacks. We maintain decommissioningtsrasid external insurance coverage to minimizeinancial exposure to these risks;
however, it is possible that damages could exdee@mount of insurance coverage.

The NRC has broad authority under federal law tpdse licensing and safety-related requirementth®moperation of nuclear generation
facilities. In the event of noncompliance, the NR&3 the authority to impose fines or shut downig anboth, depending upon its assesst

of the severity of the situation, until compliariseachieved. In addition, although we have no reds@nticipate a serious nuclear incident at
Palo Verde, if an incident did occur, it could mihy and adversely affect our results of openagior financial condition. A major incident

a nuclear facility anywhere in the world could catise NRC to limit or prohibit the operation orditsing of any domestic nuclear unit.

The operation of Palo Verde requires licensesrtbat to be periodically renewed and/or extendedd@Vieot anticipate any problems
renewing these licenses. However, as a resulttengial terrorist threats and increased publicthzywf utilities, the licensing process could
result in increased licensing or compliance cdss are difficult or impossible to predict.
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