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On our cover: The Palo Verde
Nuclear Generating Station will
provide energy for Arizona and the
Southwest through the decades
ahead. Arizona's population alone is
expected to grow by more than
1,000,000 by 1993.
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About the Company

Arizona Public Service Company is
engaged principally in the genera-
tion and sale of electricity and
in the purchase and sale of
natural gas.

Successor to a series of small util-
ity operations originating in 1886,
the company was incorporated in
1920 under the laws of Arizona and
has operated under its present
name since 19S2.

Serving in an area that includes
all or part of 12 of Arizona's 15
counties, it is estimated that the
company's electric and/or natural
gas service reaches approximately
2,041,000 people, or about 70% of
the state's population.

Annual Report
This report is published to provide

general information concerning the
company and not in connection with any
sale, offer for sale, or solicitation ofan
offer to buy, any securities.
Annual Meeting of Stockholders
Allstockholders are invited to attend the
company's sixty-fourth annual meeting. It
willbe held at 10a.m Thursday, April
19, 1984 in The Grand Ballroom of the
Phoenix Hilton, 111 North Central Avenue,
Phoenix, Arizona.

Executive offices of Arizona Public
Service Company are located at 411 North
Central Avenue, Phoenix, Arizona
(602) 271-7900 it

Shareholder contact: Write to the Office
of the Secretary, Sta. 1892, at the
address below.

Mailingaddress:
PO. Box 21666, Phoenix, AZ85036



Highlights 1983

Pro erty and Plant:

'Ibtal utilityplant, year-end
Capital expenditures
Sales and Customers:

'lbtal operating revenues
'Ibtal electric sales (mwh)
Electric customers, year-end
'Ibtal gas sales (m therms)
Gas customers, year-end

Income, Earnings, Dividends:

$ 4,761,265,000
$ 576,686,000

$ 1,074,009,000
12,753,542

468,768
363898
337,665

1982

$ 4,198,466,000
$ 531,997,000

$ 1,064,453,000
12,950,727

449,244
397,394
339,443

$ 3,688,270,000
$ 558,453,000

$ 882,154,000
13,387,998

438,853
412,846
341,184

$ 264,797,000
$ 221,056'00

63,865,210

3.46
2.56

127/87
8,990

7 642

Net income
Earnings for common stock
Average common shares outstanding
Earnings (based on average shares

outstanding) $
Dividends paid per share of common stock $

Shareholders:
Common
Preferred
Em lo ees ear-end:

$ 231,043,000 4

$ 196,227,000
59,549,685

3.30
2.40

120,623
9,033

7 047

$ 197,434,000
$ 170,648,000

52,289,259

3.26
2.20

119,825

6,339

6 231

Common Stock Price Ranges

(Symbol: AZP)

High
Dividend
Per Share

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

$26
26'/s
26'/2
25~/s

$22~/~

23'/~
231/8

17~/4

$.63
.63
.65
.65

1982

1st Quarter
2nd Quarter
3rd Quarter

- 4th Quarter

21'/2

22
23'/z
25'/s

18

19'/~
19'/s
21~/8

.57

.57

.63

.63



To our shareholders

In many respects, 1983 was a year
of progress and accomplishment
and, ifjudged on the basis of our
reported earnings, we appear to
have done well. But while earnings
reached $3.46 per share, up from
the $3.30 achieved the year before,
about 85 percent of the 1983 figure
represents Allowance for Funds
Used During Construction, a non-
cash earnings allowance for con-
struction work in progress, mainly
related to the Palo Verde Nuclear
Generating Station.

Dividends paid per common
share totaled $2.56 in 1983, up from
the $2.40 paid in 1982. The current
annual dividend rate is $2.60 per
share and represents the eighth
consecutive year in which the com-
pany has increased its dividend on
common stock.

As a result ofa continuing effort
to improve the effectiveness of how
we manage our operations system-
wide, we served our customers
more economically and more effi-
ciently in 1983, and were able to
cope with the year's less than
optimal economic situation. We look
for these continuing cost-cutting
efforts to improve our ability
to meet the challenges of the
year ahead.

Though we have aggressively
pursued our rate activities in every
legal manner available to us, our
electric rates have increased by
only 8 percent since November of
1981, and our natural gas rates by
only 4.75 percent. Thus we have not
been able to achieve the levels of
internal cash generation that would
produce a stable financial base and,
over the long run, lower costs to
our customers.

In a disappointing September
rate decision, the Arizona Corpora-
tion Commission granted us only a
fraction of a much-needed increase
in electric and natural gas rates
while excluding all Construction
Work In Progress from our rate
base. As a result of the Commis-
sion's decision, all of the major
credit rating agencies lowered
their ratings of our company's
fixed income securities, in most
cases by two rating grades.

Our request for a rehearing
denied, we appealed the decision to
the Maricopa County Superior
Court and quickly filed a request
with the Commission asking for
emergency interim rate relief. In
January of 1984 we were granted
less than half of the electric rate
increase asked for in our emer-
gency filing(an increase subject to
refund pending a final determina-
tion by the Commission) and none
of the asked-for natural gas rate
increase. Meanwhile, though our
rates remain far below levels we
believe to be fair and equitable,
the $60 millioninterim electric
increase granted willimprove our
cash flowand the quality of our
earnings above the levels of
last year.

Still, the company's financial out-
look for 1984 remains dependent on
the outcome of our request for per-
manent rates. In this regard, hear-
ings related to our five-step rate
increase application (detailed later
in this report) began on February 6.

In all of our rate case filings for
the last several years, we have
sought a level of internal cash gen-
eration, a quality of earnings, debt
coverages (withattendant bond rat-
ings) and return on equity that
would permit us to carry out the
enormous financing necessary to
fulfillour public service obliga-
tions in the most economical
manner possible.

For example, w6 have budgeted
$402 millionfor construction proj-
ects during 1984. About $246
millionof the total is dedicated
specifically to additions or

improvements at our power
generating facilities, including
Palo Verde.

Much has been said in the media
about the cost of Palo Verde and its
drain on our cash resources. But it
should be remembered that, had we
built coal-fired generating units
instead of nuclear, we would still
require large sums of new financ-
ing. And the fact remains that last
year's downgrading of our first
mortgage bonds and preferred
stock means that we may now have
to pay millions in additional interest
expense each year for the use of
this money we must spend to meet
our customers'eeds.

But in seeing these generating
facilities through to completion and
operational status, we face more
than a financial challenge. Increas-
ingly, the absolute value of electric-
ity in terms of what it does, the
work itproduces for dollars spent
and the role itplays in the economic
future of our growing state is
often forgotten.

Yet Arizona continues to grow at a
pace well ahead of the rest of the
nation. Ifthis growth is to prove
fruitful-ifour state's economy is
to have the strength and vitality
necessary to support such growth-
an adequate and reliable supply of
energy must be available. Public
understanding and support of our
efforts thus have become vitally
important, especially in that they
can influence the political decisions
made about how our industry func-
tions and grows. We are counting
heavily on Arizonans to continue
providing their support, to see us
and our partner utilities through
the present critical pre-operational
periods at Palo Verde and beyond.

Investments in new power gener-
ating projects such as Palo Verde
willrequire rate increases, and it
willtake political courage and a
high degree of technical compe-
tence on the part of both the
Arizona Corporation Commission
and its staff to make the necessary
rate decisions.

The year just ahead ultimately
may be recorded as the most chal-
lenging faced by our company in its



history. Atstake is our success at
maintaining the financial stability
needed to ensure that Arizonans
can continue to receive electricity
on demand without giving ita sec-
ond thought. We have been able to
achieve this in the past and, despite
the setbacks of the past year, it is
our goal to continue our record of
service reliability.

Our confidence stems in great
part from the fact that our company
is staffed by employees who have
the experience and the managerial
and technical skills to achieve suc-
cess under the most trying condi-
tions; employees who have proved
their abilityand dedication through
the years.

Last October, we announced our
intention to sell our natural gas dis-
tribution system to Southwest Gas
Corporation and, in the near future,
we willbegin final negotiations for
the sale. Hearings related to the
sale were held by the Arizona
Corporation Commission in January
of this year and the transaction is
detailed later in this report.

Meanwhile, problems which
received widespread publicity
when discovered followinghot
functional testing at Palo Verde are
being resolved, and others await
solution. These problems are chal-
lenging, but we are encouraged
by the fact that Palo Verde differs
in many respects from other
nuclear plants in similar stages
of construction.

For one, the political environment
in Arizona is more favorable than in
other states; for another, Palo Verde
has not experienced the sort of
problems that have hindered prog-
ress at several nuclear power plants
in other areas of the nation.

More compelling is the fact that
the energy Palo Verde generates
willbe needed- in homes, busi-
nesses and services-by the
hundreds of thousands of new

'rizonans who willswell our state'
population in the decades ahead.
Considering their needs as well as
the economics of today's energy

. environment, the abandonment of
one or more of Palo Verde's units-
as some critics have suggested —is

Kef(h L 'fbrfcy, 0. hfcrk De hfichefc

not an option available to us or to
our partners in the project.

We were disappointed, of course,
by the Commission's recent rate-
case decisions. But our request for
a series of permanent increases is,
at this writing, being considered.
We believe the need for increases is
real, that our reasons are just, and
that the schedule proposed is realis-
tic. Our success in this effort is key
to the restoration of earnings and
cash flow levels necessary to main-
taining our financial health.

The support you have provided
over the years is greatly appreci-
ated, and vital to our ability to

fulfillour obligation to meet
Arizona's energy needs today and
in the decades ahead.

Keith L. Turley
Chairman and Chief Executive
Officer

O. Mark De Michele
President and Chief Operating
Officer
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Customer Growth Exqectatlons-
Residentiai Eiectric

Earnings, Dividends, and Relnvested
Earnings Per Average Share of
Common Stock

The year in review

Early in the year we began seeing
signs suggesting that we had,
indeed, positioned ourselves to
benefit from Arizona's economic
improvement. But by year-end we
had experienced not only a very dis-
appointing rate-case decision, but a
subsequent downgrading by credit
rating firms, and delays in the oper-
ational schedule for Palo Verde.

Although we experienced low-
ered interest costs, and were able to
control our overall expenditures
and to operate more efficiently, the
quality of our earnings was not sat-
isfactory, with cash earnings consti-
tuting only 15 percent of the total.
Fortunately, we were able to
increase our interest coverage
slightly to 2.8x, while return on
equity was 15 percent.

New customer growth,
continued high residential
consumption restate need
for future resources

In l983 we added 19,524 new elec-
tric customers to our system, better
than a 4 percent gain from 1982's
year-end number and exceeding
our projections for the year by more
than 8,000. Average annual residen-
tial electric use was 10,357 kilo-
watthours, up from 9,840 in 1982.

Our system peak demand for
electricity reached 2,899,000 kilo-
watts, virtuallyunchanged from
the previous year. Though residen-
tial and commercial demand contin-
ued to rise, these gains were offset
by reductions in irrigation pump-
ing, industrial use and sales for
resale. For example, the federal
Payment in Kind Program reduced
cotton planting by some 280,000
acres, and the copper industry
was particularly hard hit by world
price declines.

loess~

As a result total electric sales
decreased by a littlemore than
1.5 percent in 1983, to 12,753,542
megawatthours.

Our electric resources at the time
of our 1983 summer peak totaled
3,528,400 kilowatts, consisting of
3,272,700 kilowatts of our own
generation, plus 255,700 kilowatts
of power available under pur-
chase contracts.

Natural gas sales totaled just
363,398,000 therms, an 8.6 percent
decrease from the previous year,
triggered by the cutbacks of sev-
eral agriculture-related customers
and the closing of an aluminum
extrusion plant.

Arizona's population
influxsets the pace for the
Southwest

Though we have adjusted our long-
range schedule of plant additions to
match changes in anticipated
growth, we must continue to build
for the demand we know is coming
tomorrow. Our construction
expenditures in 1984 willreach
approximately $402 million,with
about $224 milliongoing to our 29.1
percent share ofPalo Verde.
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Though estimates vary, the
Arizona Department of Economic
Security's latest estimates show our
state's population increasing by 35
percent by 1993. Ifthe State's fig-
ures prove correct, more than one
millionmore people willrequire
new jobs, homes, schools, busi-
nesses and services —all of which
willcreate the need for more elec-
tric energy.

Much of this growth willbe in our
service area, and we estimate that
about 235,000 customers willbe
added to our system through the

coming decade, resulting in the
need for over 1,400,000 kilowatts in
new system capacity.

We estimate that our peak elec-
tric demand willincrease by four
percent annually, reaching more
than 4,300,000 kilowatts by 1993, with
annual residential use reaching
an average of about 11,400
kilowatthours.

Electric sales are expected to grow
by almost 5 percent annually over
the same period, reaching approxi-
mately 20 millionmegawatthours in
1993, compared to 13 million in l983.
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Construction Expenditures rara ~t

In 1983, housing permits were up in
Maricopa County by almost 79 percent
above 1982.

Construction market gains showed
across thc board in Maricopa County,
with single-family permits up 65 per-
cent, townhouscs up 125 percent, and
multi.family dwellings up 84 percent.
Year-long gains surpassed the record of
43,437 total permits issued in 1978 by 3.7
percent, for a total of45,047 permits.

Palo Verde: the
Southwest's key energy
souse for the l980s
and l990s

Since ground was first broken for
Palo Verde more than seven years
ago, design, engineering and con-
struction have progressed steadily,
with the first of Palo Verde's three
1,270,000 kilowatt units 99.5 per-
cent complete at year-end 1983.
Construction of Units 2 and 3
was 98.8 and 85.3 percent complete,
respectively.

Problems discovered in the Unit 1

cooling system during hot func-
tional tests are being resolved.
Modified reactor coolant pump
impellers and the reactor vessel's
upper guide structure have been
installed. However, the need to
resolve the problems contributed
much to our decision in August to
delay, by six months, fuel loading
and operational dates of all three
Palo Verde units.

Now our progress has been
further delayed as we seek a solu-
tion to problems encountered with
the unit's low pressure safety injec-
tion system pumps, and resolution
of procedural matters related to the
Nuclear Regulatory Commission's
(NRC) September inspection,
detailed later. At this writing, a
target date for fuel loading has not
been established.

Even without regard to this latest
delay, we had increased our pro-
jected construction, pre-operational
testing and start-up costs by about
16 percent. These cost increases
willbe borne by all of Palo Verde's
participating utilities,and our share
of the total estimated cost of Palo
Verde construction is now esti-
mated to be at least $ 1.7 billion.
When capitalized taxes and interest
charges (including AFUDC) are
added, our total investment
becomes at least $2.5 billion.

Although the costs of construc-
tion and start-up have increased, we
believe Palo Verde's cost per
installed kilowatt willremain below

the national average for nuclear
plants currently under construction.

In their May 1983 report on the
results of a Cost and Controls study
of Palo Verde, Pickard, Low and
Garrick, Inc., said:

"Comparisons of cost, schedule,
and manual labor productivity
between Palo Verde and other simi-
lar projects being constructed in
the same period of time indicate
that the Palo Verde Nuclear Gener-
ating Station:
~ has been builtat a cost below the

average of the group as a whole;
~ has seen cost increases lower than

many others, while being the most
advanced project of the lot;

~ is being built in less time than the
average;

~ has seen the lowest schedule
delay; and

~ has shown comparable construc-
tion productivity."
We passed a milestone in respect

to the licensing of the plant when
the emergency preparedness plan
for Palo Verde was tested in May
during a full-scale emergency exer-
cise. The officialreport of the drill,
by the Federal Emergency Manage-

t

'T~
l~

aA
ggHS%'I»

ment Agency, identified no major
inadequacies or difficulties.

Earlier, reactor operators who
willstaff Palo Verde Unit 1 passed
difficultexaminations and were
licensed by the NRC. And in early
July, a Nuclear Regulatory Com-
mission Region V appraisal of;Palo
Verde construction and preparation
for operation gave us a "high level
of performance" rating in 5 of 11

categories evaluated, and a "satis-
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Palo Venue Ownership

Arizona Public Service Company-
29.1%

Salt River Project-23.19%
Public Service Company of New

Mexico —10.2%
El Paso Electric Company —15.8%
So. California Edison —15.8%
So. California Public Power Authority

5.91%
As Unit 1 goes into operation, the Salt

River Project willtransfer 5.7% of
its ownership in Palo Vcrdc to thc
Los Angeles Department of Water
and Power.

11.8

1 1.0

factory performance" rating in
the others.

Then, in September, a Nuclear
Regulatory Commission 15-member
Construction Assessment Team
completed an "unannounced" in-
depth investigation into the quality
of Palo Verde construction, focusing
on Unit 1's High Pressure Safety
Injection System, one of the back-
ups for the unit's reactor core cool-
ing system.

Though, as a result of its inspec-
tion, the NRC found that con-
struction appeared generally
satisfactory, it did identify two
"significant" violations for which it
proposed fines totalling $80,000.
Anumber of other deficiencies
of lesser importance were
also identified.

The NRC team concluded that
many of the deficiencies involved
problems with the transition from
construction to start-up and opera-
tion. And it expressed concern
about the effectiveness of the
project's management and quality
assurance controls.

However, given the plant's non-
operational status and the fact that
the discrepancies would have been
detected during subsequent start-
up procedures, we do not agree
with the appropriateness of the
penalties. Nevertheless, though
none of the discrepancies cited had
the potential for affecting safe oper-
ation, we have addressed each defi-
ciency and are taking appropriate
action where necessary.

Despite these recent setbacks,
we are fortunate in that Palo Verde
has not experienced the misfor-
tunes seen by other nuclear gener-
ating plants now under construction
in other areas of our nation. And we
believe we can attribute this suc-
cess to our commitment to quality,
made even before the first ground
was broken at the site.
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Financing our
construction programs
has become a major
challenge

To most of our customers, our record of
service reliability is something that
rarely ifever comes to mind. But when
1983's heavy summer rains brought
widespread flooding and resulting
hcavy damage to many areas of the
state, our crews were kept busy restor-
ing service to several isolated areas
where services werc submerged or
lines were downed. Fortunately,
major company facilitics were essen-
tiallyunaffected.

Financing activity was heavy dur-
ing 1983 as we continued to meet
the demands of Arizona's continued
rapid growth. But our situation was
made more challenging by our low
level of internal generation of cash
and rate decision delays.

We turned again to foreign mar-
kets early in 1983 to help meet our
financing needs, selling a Eurodol-
lar debenture issue of $60 millionat
11s/~ percent.

In May we borrowed the proceeds
ofa $65,750,000 offering of tax-
exempt floating-rate pollution-con-
trol revenue bonds to refund 3-year
bonds which had been issued in 1980
to finance pollution-control facili-
ties for Units 4 and 5 at our Four
Corners Power Plant. And in
December, we borrowed $ 157 mil-
lion from two issues of tax-exempt
pollution-control revenue bonds by
an agency of Maricopa County to .

fund pollution-control facilities at
Palo Verde. The issues bore interest
at lower rates than were otherwise
available; two are particularly
suited to tax- exempt money
market funds.

We also sold two issues of tradi-
tional 30-year first-mortgage bonds
during the year, each totalling $ 100
million. In March we completed the
sale of $50 millionof adjustable
rate preferred stock; and in Novem-
ber, we sold 2 millionshares of com-
mon stock.

More recently, the Ariz'ona Corpo-
ration Commission approved our
1984 comprehensive financing
plans for up to $500 millionin long-
term debt, up to $ 100 millionin pre-
ferred stock, and up to 3 million
shares of common stock. In addi-
tion, the Commission has approved
the issuance of up to 1 million
shares of common stock to fund our
contributions to the employee
retirement plan for 1984 and up to
$68 millionin additional pollution-

)'Zigjp~
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control bonds associated with
Palo Verde.

Though we won't require all of
the financing approved, we asked
for maximum amounts in each
category to provide flexibilityin
the face of today's changing finan-
cial markets.

One of our major financial goals
has been to strengthen capitaliza-
tion ratios by reducing the debt por-
tion of total capitalization. Debt
financing (including short-term
debt) now constitutes about 47 per-
cent of total capital, and common
stock was at 40 percent, our corpo-
rate objective.

As we reported to you last year,
we had planned not to sell common
stock during l983, but that decision
was predicated on acceptable rate
treatment from the Arizona Corpo-
ration Commission and mainte-
nance of interest rates at then-
current levels.

Unfortunately, the financial con-
ditions created by the September
decision of the Commission —paired
with the Palo Verde delay —dictated
that we sell common stock in order
to maintain capitalization ratios.

Our Stock Purchase and Divi-
dend Reinvestment Plan was modi-



fied late in 1983 to allow our
customers to purchase APS com-
mon stock directly from the com-
pany, with a minimum initial
investment of $10. The response to
the program has been good, with
over 1,300 customers signed up and
more than $467,000 invested in our
common stock.

We are seeking a series of
rate increases tied to Palo
Verde milestones

Atyear-end 1983 we were actively
pursuing two parallel rate case
actions: one, a protracted effort to
gain approval of fairand equitable
rates for today; the second keyed to
milestones in Palo Verde's transi-
tion from construction to operation.
But each effort held the common
goal of seeing Palo Verde reflected
in our electric rates.

The firstof the two actions
involved our request for approval of
the first increase in our rates since
November 1, 1981. The history of

this action extends as far back as
August of 1982, with the filingof
our original request with the
Arizona Corporation Commission.

Itwas not until February 1983
that the Commission opened hear-
ings on our case, and a decision was
further delayed by the death of
Commissioner Bud Tims in June.
Finally, in September of 1983, the
Commission granted us only a small
fraction of our requested increase-
$ 10.5 millionin annual natural gas
revenues and $6.9 millionin elec-
tric revenues (an increase in elec-
tric rates of less than one percent)
while denying the inclusion ofCon-
struction Work in Progress (CWIP)
for Palo Verde in our rate base.

The Commission did, however,
approve changes in how we account
for fuel associated with line losses
and interchange profits, allowing
us to keep those amounts rather
than crediting them to customers
via the fuel adjustment clause.

But withindays of the Commis-
sion's decision, major credit rating
firms began lowering their ratings
of our fixed income securities, most
by as much as two rating grades.

Our request for a rehearing
denied, we appealed the decision to
the Maricopa County Superior
Court and filed a request with the
Commission asking for emergency
interim rate relief. Requested were
increases in electric revenues of
$122 million,and $41 millionin natu-
ral gas revenues.

Hearings on our request were
held in December, though a decision
did not come until mid-January of
1984. When the approval came, it
was foran increase in annual elec-
tric revenues (effective February 1

and subject to refund) of only $60
million,or just less than half of
what we had asked for in our
October emergency filing.The
Commission denied us any increase
in natural gas rates.

Our need for increases is real,
and we are pressing ahead to gain
approval of permanent increases in
both electric and natural gas rates
that willhelp restore the earnings
and cash flow levels vital to our
financial health.
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Peak Load and Electric Resources

A consensus ofArizona economists fore-
cast that thc state's employmcnt will
increase by about 5 percent in 1984, vs. a
1.7 percent risc in 1983, with strongest
gains being made in manufacturing and
services. Personal income should be up
by slightly less than 10 percent and pop-
ulation by 3 percent.
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Most estimates suggest Maricopa Coun-
ty's population willshow an increase of
from 2.3 to 2.7 percent for 1983, a very
strong gain compared to the national
annual, growth figure of slightly less
than 1 percent.

In November, in response to a
Commission order, we submitted
revisions to a five-step electric rate
increase request, filed originally
last July and tied to milestones in
the transition of the Palo Verde
Plant from construction to opera-
tional status.

Our request asked that the first
step of the increase take effect
January 1, 1984, based on the inclu-
sion in rate base of $425 millionof
Palo Verde Unit 1 CWIP. However,
hearings on the case, originally
scheduled for December, were
delayed until February of 1984 and a
decision is not expected until late
spring or early summer.

The amount of the first step
increase would effectively be
reduced by an amount corre-
sponding to the interim increase
amount made permanent by the
Commission.

The four subsequent steps of the
proposed schedule are timed to
vary with actual fuel loading and
commercial operation dates of the
two units. Increases associated with
the fuel loading dates reflect the
inclusion of additional CWIP in the
rate base, while the steps at the in-
service dates reflect the remaining
capital costs and annual operating
expenses for each unit.

Our request also asks for an
increase in natural gas revenues of
$41.4 million, to become effective
April1, 1984.

In the area of wholesale rates, a
1983 Federal Energy Regulatory
Commission order removed ques-
tions remaining about the perma-
nency of certain of the rates we
had been collecting, subject to
refund, for several years, thus
increasing our wholesale rate level.

But despite what appears, by all
media accounts, to be very heavy
rate case activity, our need for sub-

rc

stantial rate relief remains, not only
to protect the rating level of our
securities, but to allow us to con-
tinue our construction program and
to assure that we are able to provide
an adequate level of service to the
many new residential and commer-
cial customers coming into Arizona.

We willcontinue pursuing the
matter of adequate and fair rates,
taking whatever legal courses are
open to us.

Our rate situation accents
a need for austerity

Efforts begun several years ago,
and given new impetus during 1982
to meet anticipated increased
demands on our financial health



during 1983, have resulted in a more
frugal operation company-wide.

For example, since 1975 we have
invested approximately $28 million
in a program to improve the effi-
ciency of our Four Corners Power
Plant. Our effort has resulted in a
17 percent improvement in the
plant's capacity factor that pro-
duced, in 1983 alone, a fuel-differen-
tial savings of $34 million.

Additional savings were realized
at Four Corners when some 100
temporary employees were hired
to assist during minor overhauls,
replacing more costly contract
workers.

The year-end 1982 departure of
336 employees from all areas ofour
operations who responded to our
offering ofan early-retirement
plan, paired with our tough reas-
sessment of manpower needs sys-
temwide, meant that, in most areas
of the company, we were able to
operate with fewer employees dur-
ing 1983 than the year before.

Meanwhile, our Idealine
employee suggestion program,
which provides cash incentives to
employees for their workable ideas
that increase efficiency, eliminate
waste and improve safety or quality
of, service, helped save the com-
pany over $ 1 million in 1983, for
total savings of almost $10 million
since the program began in 1975.

These and other efficiency
improvements mean that, though
we added more than 19,000 new
electric customers during the year,
the amount of human and technical
resources required to complete
service connects and minimize our
customer response time remained,
for the most part, unchanged.

Additionally, our debt write-offs
were decreased during 1983, in part
a result of the improved economy,
and in part a result of our develop-
ment of new procedures to resolve
the question of customers'npaid
bills. And beginning in March, we
willgain even greater control of
costs by reducing the time we allow
to elapse between a customer's bill-
ing date and the date service is dis-
connected for non-payment. For the

majority of our customers, the
change willhave no effect; but
those who frequently receive past-
due or final billnotices willfind it
necessary to make adjustments in
their bill-paying practices.

In another area of our operation,
followinga late-1983 study of health
care benefits and costs and a sur-
vey of employee needs and prefer-
ences, we made changes in our
medical and dental benefits pro-
grams expected to save approxi-
mately $ 1.5 million in anticipated
cost increases in 1984 alone, without
reducing the level of protection
employees receive.

Not all of our economizing efforts
are as palatable.

For instance, following the Sep-
tember rate decision, we were
forced to terminate our Energy
Control Credit program that
returned a portion of the purchase
price of energy-saving devices to
customers, even though the pro-
gram helped reduce energy
demand and was in the long-term
best interest of both company
and customers.

And in some cases we are now
asking developers to contribute a
greater share of the initial con-
struction expenditure necessary to
serve new subdivisions and com-
mercial developments.

Major power plant overhauls
originally scheduled for 1984 have
been delayed by a year. The change
is expected to result in short-term
cash savings of about $ 1.5 million.
But in the long run, we may experi-
ence reduced plant capacity factors
and increased customer costs.

We have further reduced over-
time expenditures, and have made
reductions in employee relations,
advertising and other programs, as
well as staffing reductions which
will,in the months ahead, affect our
direct customer service as well as
power plant and support areas.

These cuts- necessitated by our
current financial condition- will
produce short-term benefits; but
they are not all in the best interest
of our customers.
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Capitalization Ratios

While we have had to curtail our corpo-
rate contributions to non-profit and
charitable organizations, our employees
continue to increase their own gift-
giving through individual pledges to
Community Services Funds and United
Way Campaigns. Goals for 1984 werc
exceeded in every campaign area ofour
operations, in one area by 162 percent.
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Our EnergyCheck program was well
rcccivcd again in 1983, with 91 percent
of those surveyed reporting satisfaction.
Since the program's inception in 1977,
morc than 14,300 customers have asked
for and received computerized energy
audits of their homes.

The audits are designed to help
customers reduce their energy bills
through the use of recommended
cncrgy management products and prac-
tices, while helping to reduce their
demand for energy. In total, more than
8,600 program participants have
installed some or all of thc recom-
mended energy products for an
estimated demand reduction of
5.6 megawatts.

12

Our fuel 'mix'ontinues to
have positive impact

One of the keys to our service relia-
bilityis our provision of the most
economical electrical generation
available, gained by using the least
expensive fuels in plants of excep-
tional efficiency.

During 1983 we were able to meet
92.4 percent of our customers'lec-
tric needs with coal-fired genera-
tion, while just 6.1 percent was met
with far more expensive gas and oiL
At the same time, our coal-fired
plants continued to operate at
capacity factors well above the
industryaverage.

We anticipate that, by the l990s-
even with substantial increases in
our electric load- over 95 percent
of our customers'nergy require-
ments willbe met with coal and
nuclear fuel. By that time, all three
of Palo Verde's units willbe on line.

New rates encourage
customers to play
important role in reducing
costs

Our greatest cost-saving gains can
be made by reducing the need for
construction of new plant. To
accomplish this, we have for several
years been offering our customers
a variety of ways by which they can
cut their peak electric energy use
and exercise greater control over
monthly bills, thereby better help-
ing control the growth of our peak
electric demand. For example, our
electric rates are structured to
reflect our costs of providing
service, while providing customers
the opportunity to control their
energy use.

Such rates are commonly
referred to as "conservation" rates,
since they are intended to encour-
age energy conservation and con-
trol the growth of peak use. We
prefer to call them "energy effi-
ciency" rates, since they provide an
incentive for customers to use
energy more efficiently.

Now, in line with a 1983 Arizona
Corporation Commission order, cus-
tomers who apply for electric serv-
ice to air-conditioned residences
must be billed under one of these
rates. We are assisting customers in
making their selection.

In May, a $10.8 millionrefund
from our supplier, El Paso Natural
Gas Company, was passed on to our
gas customers as a billcredit. The
refund is for profits made by El
Paso on the sale of natural gas that
had been in storage. For our aver-
age residential gas customer, the
refund was approximately $13.

Meanwhile, recognizing the diffi-
culties faced by citizens on limited
incomes, we continue to sponsor
Project S.H.A.R.E., asking our cus-
tomers to add $ 1 to their monthly
billpayments to help needy fami-
lies meet energy emergencies. APS
and the Salt River Project sponsor
the program; the Salvation Army
administers itand makes one-time
payments for families who qualify.
Nearly $ 1 millionhave been distrib-
uted since the program began in
1982 and, since the beginning of the
program's second year, more than
1,400 families have been assisted.

Sale of gas properties
should benefit both
company and customer

The agreement in principle
reached between our company and
Southwest Gas Corporation (Las
Vegas) for the sale of our natural
gas distribution system is the result
of months of discussion and was
preceded by preliminary discus-
sions with other gas companies who
had expressed an interest in mak-
ing such a purchase.
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An exact purchase price will
depend upon operating results of
the system through the current
year, but willrange from 85 to 100
percent of book value and will
result in a one-time, non-recurring
loss in the range of 16 to 29 cents
per share. Assuming that the prin-
cipal conditions to the agreement
are met satisfactorily, including the
obtaining of various approvals
(including that of the Arizona Cor-
poration Commission), actual trans-
fer of the properties would most
likely take place in the fall.

The sale willallow us to devote
our fullattention to providing a
single energy service and to better
balance our year-round electric
revenues.

Our research continues,
though slowed by
financial restraints

Just less than two years ago the
final flipof a switch started opera-
tion of the world's first large-scale
solar photovoltaic project, located
at the Phoenix Sky Harbor Interna-
tional Airport.

'Ibday, engineers involved in the
project say ithas provided valuable

Residential Cost per KWH

13
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As our scr vice area continues to grow,
our computerized Energy Management
System (EMS) willplay an increasing
role in our ability to meet rising
energy demands and maintain
system reliability.

EMS willuse our operating system
more efficiently; it willprovide remote
control of substation equipment; per-
form accounting functions for the most
economical sale of energy between
interconnected utilities; provide auto-
matic control of generating units and
economic dispatching of power; it will
assist operators in assessing the secu-
rityof our system and enable them to
analyze how different service interrup-
tion situations might affect the overall
system...and more.

The system is being installed in
phases, thc first slated for operation in
1984 and the fullsystem to be opera-
tional two years later.

14

information that could shape the
future of solar energy.

We are the prime contractor to
the U.S. Department of Energy for
the design, construction, and opera-
tion of the Sky Harbor Project. Data
gathered is defining the reasonable
expectations that can be placed on
solar, and a recent study by the
Electric Power Research Institute
in which eight types of photovoltaic
systems were analyzed showed our
Sky Harbor photovoltaic design to
be the most efficient.

Through October, 1983, the plant
had produced more than 1 million
kilowatthours of energy, enough to
supply the annual electric energy
needs of about 75 average-sized
homes. This amount was less than
originally predicted, since the past
year has included many cloudy and
rainy days.

A smaller photovoltaic project of
equal importance was dedicated
last year at a home in Yuma. Itcon-
tinues to provide information on
how such residential systems might
fitinto our operation.

Major environmental effort
nears completion

Today, as questions about acid rain
revive the nation's interest in the
quality of our environment, our
Four Corners Power Plant is near to
becoming the cleanest coal-fired
plant of its size and vintage in the
nation, thanks to a new pollution
control system being completed at
Four Corners Units 4 and 5.

The project to upgrade environ-
mental controls at Four Corners
includes a $ 170 millionbaghouse
system designed to remove more
than 99 percent of the particulate
matter from stack emissions. Oper-
ating since December 1982, the
baghouses have already proved a
success. And by year-end 1984, a
$270 million lime-slurry scrubber
system willbegin removing sulfur
dioxide, completing our efforts to
clean-up the plant and bringing it
into compliance with stringent

environmental standards as we now
understand them.

The cost of the projects is being
shared by the units'ix owners and
willadd approximately $ 1 to an
average APS customer's billof $70.

Safety continues to rank
with economy, service

Industrial safety remained a top
priority in 1983. But following 1982's
excellent safety record, which
earned an Edison Electric Institute
award for our low all-injury inci-
dence rate, our safety performance
felloffsomewhat during the first
nine months of 1983.

While we expect to remain an
industry leader in terms of safety,
we are disappointed by these
results. To improve our situation,
we have increased our field moni-
toring and have formed new safety
committees throughout the com-
pany, both efforts backed by a
strong management commitment
to create an accident-free
environment.

/
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Selected consolidated financial data

1983 1982 1981 1980 1979

(Dollars in Thousands, Except Per Share Amounts)

Operating Revenues $ 1,074,009 $ 1,064,453 $ 882,154 $ 765,760 $ 664,423

Operating Expenses:
Operation and maintenance
Depreciation and

amortization
Taxes'33,454

90p069

196,288

522,229

85,285
186,438

445,111

76,178

109,947

432,886

64,412

98,886

371,983

57,021

84,549

Total 819,811 793,952 631,236 596,184 513,553

0 crating Income

Other
Income'nterest

Deductions —Net

Net Income
Preferred Dividend

Requirements

Earnings for Common Stock

Total Assets

254,198

134,933

124,334

2641797

43,741

$ 221,056

$ 4,386,312

270,501

83,335
122,793

231,043

34,816

$ 196,227

$ 3,888,536

250,918

58,748
112,232

197,434

26,786

$ 170,648

$ 3,396,790

169,576

43,341

69,627

143,290

25,062

$ 118,228

$ 2,928,484

150,870

26,760

56,052

121,578

21,882

$ 99,696

$ 2,475,332

Long-term Obligations and
Redeemable Preferred
Stock $ 1,892,477 $ 1,610,486 $ 1,618,048 $ 1,455,286 $ 1,180,120

$ 23.78 $ 22.94 $ 22. 13 $ 21.97 $ 22.75

$ 3.30 $ 3.26 $ 2.75 $ 2.90
$ 2.40 $ 2.20 $ 2.06 $ 1.94

62,894,490
59,549,685

47,813,847

42,960,655
38,181,297

34,426,346

92,396

Common Stock Data:
Book value per share
Earnings per share (based on

average shares outstanding) $ 3.46
Dividends declared per share $ 2.56

Shares of common
-year-end 66,710,852 57,648,791
-average 63,865,210 52,289,259

Number of common
shareholders 127,387 120,623 119,825 110,416

'Federal and State income taxes are included in Taxes and in Other Income.
Total income tax expense was as follows (in thousands): 1983, $89,821; 1982, $92,102; 1981, $ 19,638; 1980, $ 16,519;

1979, $ 14,422.
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Other financial and operating statistics

Capitalization:
Common equity
Non-redeemable preferred

stock
Redeemable preferred stock
Long-term debt
Pro ect financin liability

1983

$ 1,586,671

218,561

237,400
1,655,077

1982

$ 1,442,639

168,561

241,220

1,369,266

1981

(Thousands of Dollars)

$ 1,275,623

118,561

199,280

1,418,768

1980

$ 1,050,651

118,561

185,280

1,048,500
221,506

1979

$ 868,658

118,561

156,000

828,464
195,656

Total $ 3,697,709 $ 3,221,686 $ 3,012,232 $ 2,624,498 $ 2,167,339

UtilityPlant —Gross
Utility.Plant- Net

Number of Employees
at Year-End

Average Wage per Hour

Electric:
Electric resources (kw)
Peak load (kw)
Electric sales- total (mwh)
Number of customers

at ear-end

Gas:
Total gas sales (m therms)
Number of customers

at year-end

$ 4,761,265

$ 4,033,400

7)642

$ 13.11

3,528,400
2,899,000

12,753,542

468,768

363,398

337,665

$ 4,198,466

$ 3,551,949

7,047

$ 12.27

3,532,900
2,898,700

12,950,727

449,244

397,394

339,443

$ 3,688,270
$ 3,111,773

6,231

$ 11.20

3,634,300
3,018,700

13,387,998

438,853

412,846

341,184

$ 3,199,927

$ 2,694,408

5,538

$ 10.12

3,307,200
2,772,700

11,877,722

421,803

432,277

340,248

$ 2,735,073

$ 2,292,341

5,263

$ 9.20

3,077,200
2,579,300

11,584,898

401,983

467,088

340,343

Business segments

Operating revenues, and operating income before income taxes, attributable to electric and gas operations of the

company for each of the five years in the period ended December 31, 1983 were as follows:
Operating Income

Operating Revenues Before Income Taxes

(Millionsof Dollars)
Electric Gas

(Millionsof Dollars)
Electric Gas

Year Ended
December 31, Amount Percent Amount Percent Amount Percent Amount Percent

16

1983

1982

1981

1980

1979

$871.9
866.5

730.8

621.9
533.2

81.2 $202.1 18.8 $356.6 100.9 $ (3.3) (0.9)
81.4 198.0 18.6 353.3 98.2 6.4 1.8

82.8 151.4 17.2 272.3 99.6 1.0 '0.4

81.2 143.9 18.8 180.5 96.6 6.3 3.4

80.3 131.2 19.7 151.5 92.2 12.9 7.8

See Note 12 of Notes to Consolidated Financial Statements.



Operating revenues

Electric:
Residential
Commercial
Industrial
Irrigation
Other

Total

Transmission for others
Miscellaneous services

Total Electric
Operating Revenue

Gas:
Residential
Commercial
Industrial
Irrigation
Other
Miscellaneous services

Total Gas

0 crating Revenue

Total Operating Revenues

1983

$ 314,404
296p364

122,184

15,113

901118

838,183

12,555

21,137

871,875

102,373

55,192

29,868
10,443

3,229
1,029

202,134

$ 1,074 009

1982

$ 294,498
286,262

128,464

23,391

92,490
825,105

11,104

30,277

866,486

94,171

50,342
35,461

14,716

2,272

1,005

197,967

$ 1,064,453

1981

(Thousands of.Dollars)

$ 252,907
238,975

113,736

22,916

81,565

710,099

9,173

11,516

730,788

66,469
34,307
30,858
17,274

1,653
805

151,366

$ 882,154

1980

$ 220,920

210,226

95,644
19,215

59,391

605,396

8,817

7,651

621,864

65,470

31,727

27,145

17,218

1,510

826

143,896

$ 765,760

1979

$ 191,066

179,534

86,563
'14,193

50,402
521,758

8,731

2,696

533,185

64,123

29,371

22,128

13>400

1,324
892

131,238

$ 664,423

Management's discussion and analysis of financial condition and results of operation

Liquidityand Capital Resources
The Company's large capital requirements for its

ongoing construction program and for the refunding of
maturing securities, its heavy reliance on external financ-
ing to meet those requirements and legal limitations on its
ability to issue senior securities are discussed earlier in
this report and in Notes 3 and 4 of Notes to Consolidated
Financial Statements. The Company has a degree of flexi-
bilityin adjusting its construction program to its financing
capability. However, that flexibilityis limited, and the Com-
pany's long-term liquiditywilldepend on its access to the
capital markets, which in turn willdepend on sufficiency
of the Company's rates to sustain suitable cash flowand to
provide adequate coverages on its senior securities and an
adequate rate of return on its common stock equity. Ade-
quate earnings and coverages are critical to the mainte-
nance of satisfactory credit ratings on the Company's
senior securities and, as calculated in accordance with the
governing instruments, are prerequisite to the Company's
legal ability to issue such securities. The Company's inabil-
ity to implement adequate rate increases resulted, in the
latter half of 1983, in the downgrading of credit ratings on

. its senior securities. This downgrading, in turn, is

expected to materially increase the Company's costs of
capital in the foreseeable future. Since the Company has not
established the use ofany proceeds from the proposed sale
of its gas distribution system (see page 12 for a discussion
of the proposed sale), the effect of receipt ofany proceeds
of such a sale on the Company's capital needs cannot pres-
ently be determined, although itappears that such a sale
would eliminate the need for certain construction
expenditures.

See page 16 with respect to the Company's capital
structure at December 31, 1983. Its target structure con-
sists of no more than 50% debt (including current maturi-
ties and short-term obligations) and 40% common stock
equity, with the balance consisting of preferred stock. The
Company regards common stock equity as its most expen-
sive form of permanent financing, but it intends to main-
tain that category at approximately the 40% level in order
to support the credit ratings on its senior securities. It
appears to the Company that purchasers of new issues of
long-term debt and preferred stock willcontinue to
demand relatively high interest and dividend rates for
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Electric:
Energy related:

Volume increases
(decreases)(1) .....
Price increases
(decreases)(2) .....

Non-energy related:
Revenue increases
(decreases)(3) .....
Net increase ..

..$ 13,438 $ (16p267) $ 64,503

(360) 131,273 40,200

(7,689) 20,692 4,221

..$ 5,389 $ 135,698 $ 108,924

Gas:
Energy related:

Volume decreases (1) ....$ (15,232) $ (1,919) $ (7,413)
Price increases (2)....... 19,375 48,320 14,904

Non-energy related:
Revenue increases
(decreases) (3) .......... 24 200 (21)

Netincrease ............$ 4,167 $ 46,601 $ 7,470

(1) Calculated by summing the products derived by mul-
tiplying the year-to-year increases in units sold in
each customer class by the weighted average of the
applicable rate levels in effect for the prior year.

(2) Calculated by summing the products derived by mul-
tiplying the year-to-year increases in the weighted
average of rate levels in each customer class times the

some time to come, and that its embedded cost of capital
willtherefore continue to rise as maturing securities, bear-
ing relatively low rates, are refunded and the Company's
plant expands.

See Note 6 of Notes to Consolidated Financial State-
ments with respect to short-term borrowings available to
the Company (there being a statutory limitation on the
amount of such borrowings that can be outstanding without
an order from the ACC). Funds from operations have con-
tributed only marginally to total sources of funds in the
last few years (see Consolidated Statements of Changes in
Financial Position).:This situation is expected to continue
to some degree until Palo Verde Unit 1 is included in rate
base so as to give rise to cash earnings rather than the non-
cash allowance for funds used during construction.
Although the Company is deferring or attempting to
restrict certain operating expenditures, the preponderance
of such expenditures are not subject to such measures and
the impact of these efforts willbe limited. The Company's
retention of funds from operations has also been affected
by the Company's policy of increasing common stock divi-
dends periodically.

Operating Results
Total operating revenues reflect effects of rate

increases and adjustment clauses (see Note 1d of Notes to
Consolidated Financial Statements) on prices of units sold.
Operating revenues also reflect the volume changes in unit
sales shown on page 16. The foregoing factors contributed
to annual increases in revenues for the preceding calendar
year as follows:

Year Ended December 31,

1983 1982 1981

(Thousands of Dollars)

applicable number of units sold in the current year.
Relative contributions by rate increases and by
effects of the adjustment clauses vary according to
the timing of general rate proceedings and the extent
to which accumulated effects of the adjustment
clauses are incorporated in new rates.

(3) Includes revenues for miscellaneous service and
transmission for others.

The increase in volume-related electric revenues in
1983 was primarily due to higher sales in the residential
and commercial classes. These sales increases were
mainly the result of customer growth and the higher tem-
peratures experienced during the summer of 1983. These
factors were partially offset by the U.S. government's Pay-
ment-In-Kind Program, which depressed irrigation usage
by retail and wholesale customers, and the increased avail-
ability to wholesale customers of inexpensive hydro-
electric power from other sources. Unit sales of electricity
were depressed in 1982 due to a general slowdown in the
economy and more normal temperatures than had been
experienced in 1981. Conservation efforts by customers in
response to higher energy costs have affected unit sales,
are expected to continue to do so, and are being aided by
the Company's own load-management programs. The year-
to-year changes in non-energy related electric revenues
reflect changes in capacity sold to other utilities. Unit sales
of gas were affected by weather and, in 1983, by the impact
of the Payment-In-Kind Program on irrigation customers
and the decline in agriculture-dependent industrial usage.

Increases in fuel expenses reflect increases in the unit
cost of fuel for generation and resale gas which were par-
tiallyoffset by decreased unit sales. Although unit fuel
costs have continued to rise, the Company's cost of fuel per
kilowatt-hour generated has been tempered by the large
portion of coal in the fuel mix and the continuing high
capacity factors achieved at the Company's coal-fired
plants.

Variations in purchased power and interchange- net
reflect varying degrees of availability of relatively low-
priced power from other sources, the needs of the Com-
pany to augment its own generating sources from time to
time, and the Company's ability to sell energy to neighbor-
ing utilities. However, the increase in purchased power and
interchange- net expense in 1982 and the decrease in 1983
were primarily due to the accounting treatment for the
Company's fuel and purchased power expense discussed in
Note 1d of Notes to Consolidated Financial Statements.
Also contributing to the decrease in 1983 was an allowance
permitted by the ACC for recovery of costs associated with
certain losses of electricity in the transmission and distri-
bution process and the exclusion of the effect of a portion
of profits on interchange sales from the recoverable fuel
costs reflected in the account. This decrease was partially
offset by reduced interchange sales to other utilities.

See "Effects of Inflation"below in regard to
maintenance expense, which is also a function of the size of
the Company's utilityplant and is affected by the timing of
major overhauls (which the Company intends to defer to
the extent possible in order to conserve cash resources)
and by other factors, including increased gas expenses
associated with the Company's various gas replacement
and safety programs. Expenses associated with these pro-
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Consolidated statements ofincome

1983

Year Ended December 31,

1982 1981

(Dollars in Thousands, Except Per Share Amounts)
Operating Revenues:

Electric
Gas

Total

Fuel Expenses:
Fuel for electric generation
Purchased power and interchange-net
Purchased gas for resale

Total

Operatin Revenues Less Fuel Expenses

Other Operating Expenses:
Operations excluding fuel expenses
Maintenance
Depreciation and amortization
Income taxes (Note 8)
Other taxes (Note 11)

Total

Operating Income

Other Income (Deductions):
Allowance for equity funds used during construction
Income taxes (Note 8)
Other-net

Total

Income Before Interest Deductions

Interest Deductions:
Interest on long-term debt and project financing
Interest on short-term borrowings
Debt discount, premium and expense
Allowance for borrowed funds used during

construction-credit

Total

Net Income
Preferred Stock Dividend Requirements

Earnings for Common Stock

Average Common Shares Outstanding
Per Share of Common Stock:

Earnings (based on average shares outstanding)
Dividends declared

See Notes to Consolidated Financial Statements.

$ 871,875

202,134

1,074,009

185,504

6,454
141,653

333,611

740,398

128,412

71,431

90,069
99,109

97,179

486,200

254,198

121,832

9,288
31813

134,933

389,131

176,099

11,781

2,019

(65,565)

124,334

264,797

43,741

$ 221,056

63,865,210

$3.46

$2.56

$ 866,486
197,967

1,064,453

177,095

27,358
135,715

340,168

724,285

114,844

67,217

85,285
89,250

97,188

453,784

270,501

80,141

(2,852)
6,046

83,335

353,836

165,931

14,917

2,265

(60,320)

122,793

231,043

34,816

$ 196,227

59,549,685

$3.30

$2.40

$ 730,788
151,366

882,154

168,227

(823)
101,310

268,714

613,440

105,237

71,160

76,178

22,381

87,566

362,522

250,918

57,421

2,743

(1,416)

58,748

309,666

155,086

11,853

1,169

(55,876)

112,232

197,434

26,786

$ 170,648

52,289,259

$3.26

$2.20



grams also increased other operations excluding fuel
expense, as did rising payroll and pension expenses and the
costs of the Company's energy control credit program
(which was suspended in late 1983 as a further cash conser-
vation measure).

Depreciation and amortization expenses increase with
the size of the Company's utilityplant. Ad valorem taxes,
also affected by such increases as well as by growth in
the Company's operating income as used by the taxing
authorities in computing assessed valuation, are offset
in 1983 by a change in assessment rates. See Note 11 of
Notes to Consolidated Financial Statements for both ad
valorem and sales taxes (the latter being a function ofoper-
ating revenues), which are the principal components of
other taxes.

The income tax increases in 1982 and 1983 were largely
a result of the Company's compliance with two ACC
accounting orders, effective January 1, 1982 and October 1,
1983, respectively, the aggregate effect of which was to
require the Company to amortize recognition of the effect
on income of certain federal income tax benefits and to nor-
malize substantially all income tax timing differences
(see Note 1f of Notes to Consolidated Financial Statements).

The aggregate amount of AFC, shown as other income
and a credit to interest deductions, is primarily a function
of the amount of construction work in progress during any
given period and ceases to accrue on those portions of con-
struction work in progress that are included in rate base.
See Note le of Notes to Consolidated Financial Statements
for changes in rates of AFC. See "Liquidityand Capital
Resources" above with respect to the non-cash aspect
of AFC.

The increase in interest on long-term debt and project
financing in recent years reflects large amounts of new
borrowings at relatively high interest rates. See "Liquidity
and Capital Resources" above and Note 4 of Notes to

Consolidated Financial Statements. The decrease in inter-
est on short-term borrowings in 1983 resulted primarily
from reduced interest rates; in 1982 the increase was pri-
marily due to increased borrowings.

Consolidated net income and earnings for common
stock represent composites of cash and non-cash items
(see the Consolidated Statements of Changes in Financial
Position ) and, in part, reflect accounting practices unique
to regulated public utilities.

Effects of Inflation
In contrast to the analysis of increases in operating

revenues in the table at the beginning of "Operating
Results" above, it is sometimes difficult,in the case
of operation and maintenance expenses, to distinguish
between effects of volume increases and rises in unit costs
(which, for purposes of this discussion, are all attributed to
inflationary pressures).

Certain inflationary effects, such as those on costs of
generating fuel, are passed through to customers pursuant
to rate adjustment procedures (see Note 1d of Notes to Con-
solidated Financial Statements). Nevertheless, the Company
attempts to minimize such effects by means that include
increasing the availability of its coal-fired units to result in
a more economical fuel mix. This increase has been
achieved by an intensive maintenance program, the cost of
which is not covered by the adjustment clauses. There are
a number of other major expense items that are also
beyond the scope of the adjustment clauses. Inflationary
pressures on these items have given rise to a significant
earnings attrition between general rate increases. See
earlier discussion with respect to the Company's most
recent rate filings.

See Note 14 of Notes to Consolidated Financial State-
ments for perspectives on other effects of inflation.

Accountants'Opinion

Arizona Public Service Company:

We have examined the consolidated balance sheets of
Arizona Public Service Company and its subsidiaries as
of December 31, 1983 and 1982 and the related consoli-
dated statements of income, retained earnings and
changes in financial position for each of the three years in
the period ended December 31, 1983. Our examinations
were made in accordance with generally accepted audit-
ing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures
as we considered necessary in the circumstances.

Phoenix, Arizona
February 21, 1984

DELOITTE HASKINS Bz SELLS

In our opinion, such consolidated financial state-
ments present fairly the financial position of Arizona
Public Service Company and its subsidiaries at December
31, 1983 and 1982 and the results of their operations and
the changes in their financial position for each of the
three years in the period ended December 31, 1983, in con-
formitywith generally accepted accounting principles
applied on a consistent basis.



Consolidated statements of changes in financial position

Source of Funds:
Funds from operations:

Net income
Principal non-fund charges (credits) to income:

Depreciation and amortization
Allowance for equity funds used during construction
Deferred income taxes- net
Deferred investment tax credit-net
Other

Total funds from operations

Funds from external sources:
Common stock
Preferred stock
Long-term debt
Project financing liability
Short-term borrowings- net
Sale of tax benefits
Other-net

Total funds from external sources

Total source of funds

Application of Funds:
Capital expenditures
Allowance for e uity funds used during construction

Funds used for capital expenditures
Repayment and assumption of project financing liability
Investments and other assets

Repayment of long-term debt
Redemption of redeemable preferred stock
Dividends on preferred and common stock

Increase (decrease) in working
capital'otal

application of funds

Increase (Decrease) in Working Capital*:
Cash and temporary cash investments
Accounts receivable
Materials, supplies and fuel
Deferred fuel and other assets

Accounts payable and accrued expenses

Deferred fuel and other liabilities

1983

$ 264,797

90,069

(121,832)
28,932
29,960

6,519

298,445

86,918

48,875
419,126

(3,308)

4,141

555,752

$ 854,197

$ 576,686

(121,832)

454,854

(4,955)
185,653

3>820

206,558

8,267

$ 854,197

$ 24,801

(950)
(2,760)
(2,048)

(23,904)

13,128

Year Ended December 31,

1982

(Thousands of Dollars)

$ 231,043

85,285

(80,141)
23,651

52,158

(3,955)

308,041

115,707

94,843
298,278

1,616

(3,080)

507,364

$ 815,405

$ 531,997

(80,141)

451,856

15,277

174,085

5,060

176,953

(7,826)

$ 815,405

$ 1,098

16,160

6,662
4,400

(16,241)

(19,905)

1981

$ 197,434

76,178

(57,421)
4,718

4,374

225,283

169,017

19,500

426,687
15,000

55,000

50,625
25,660

761,489

$ 986,772

$ 558,453

(57,421)

501,032
281,507

51,987

5,500

141,123

5,623

$ 986,772

$ 1,035

16,623

(1,652)
2,631

(24,163)

11,149

Net increase (decrease) $ 8,267 $ (7,826) $ 5.623

'Excluding short-term borrowings- net and current maturities of long-term debt and project financing liability.

See Notes to Consolidated Financial Statements. 21I:



Consolidated balance sheets

Assets 1983

December 31,

(Thousands of Dollars)
1982

UtilityPlant (Notes 4 and 7):
Plant in service:

Electric
Gas
Common, used in all services

Total
Construction work in progress
Plant held for future use

Total UtilityPlant
Less accumulated depreciation and amortization

UtilityPlant- net

$ 2,476,126

174,038

90,577

2,740,741

1,986,052

34,472

4,761,265

727,865

4,033,400

$ 2,402,640
151,411

85,131

2,639,182

1,539,453

19,831

4,198,466
646,517

3,551,949

Investments and Other Assets:
Investments in and receivables from subsidiaries
Time deposits designated for capital expenditures
Other investments and notes receivable

Total Investments and Other Assets

44,740

30,141

5,699

80,580

30,269
49,516

5,750

85,535

Current Assets:
Cash (Note 6)
Temporary cash investments
Special deposits and working funds (Note 6)
Accounts receivable:

Service customers
Other
Allowance for doubtful accounts

Materials and supplies (at average cost)
Fuel (at average cost)
Deferred fuel
Other

Total Current Assets

11,735

21,000

3,873

89,428
19,686

(2,443)
41>261

33,264
7,463

3,691

228,958

7,930

3,877

80,030
29,596

(2,005)
39,937
37,348

8,219

4,983

209,915

Deferred Debits:
Unamortized gas exploration cost
Unamortized debt issue costs
Other

Total Deferred Debits

Total

141728

14,422

14,224

43,374

$ 4,386,312

16,497

11,836

12,804

41,137

$ 3,888,536

22



Consolidated balance sheets

Liabilities 1983

December 31,

(Thousands of Dollars)
1982

Capitalization (Notes 2, 3 and 4):
Common stock
Premiums and expenses- net
Retained earnings

Common stock equity
Non-redeemable preferred stock
Redeemable preferred stock
Lon -term debt less current maturities

Total Capitalization

$ 166,777

959,932
459,962

1,586,671

218,561

237,400
1,655,077

3,697,709

$ 157,236

883,680
401,723

1,442,639

168,561

241,220

1,369,266

3,221,686

Current Liabilities:
Notes payable to banks (Note 6)
Commercial paper
Current maturities of long-term debt (Note 4)
Accounts payable
Accrued taxes
Accrued interest
Accrued dividends
Deferred fuel
Other

Total Current Liabilities

86,308

115,833

91,176

52,369
63,112

3,711

14,146

26,070

452,725

49,516

40,100

171,153

76,604

55,974

50,559

3,327
31,785

21,559

500,577

Deferred Credits and Other:
Unamortized credit related to sale of tax benefits (Note 8)

Deferred income taxes
Deferred investment tax credit
Customers'dvances for construction
Other

Total Deferred Credits and Other

47,020

73,361

82>118

18,039

15,340

235,878

48,708

41,585

52,158

14>619

9,203

166,273

Commitments and Contingencies (Note 10)

Total

See Notes to Consolidated Financial Statements.

$ 4,386,312 $ 3,888,536
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Consolidated statements of retained earnings

Retained earnings at beginning of period
Add —Net income

Total

Deduct- Dividends:
Common stock (Notes 2, 3 and 4)
Preferred stock (see below)

Total

Retained earnings at end of period

Dividends on preferred stock:
$ 1.10 preferred
$2.50 preferred
$2.36 preferred
$4.35 preferred
Serial preferred:

$2.40 Series A
$2.625 Series C

$2.275 Series D

$3.25 Series E
$8.50 Series F
$8.50 Series G

$ 10 Series I.I

$ 10.70 Series I
$8.32 Series J
$8.80 Series K
$9.70 Series L
$ 11.95 Series M
$ 12.90 Series N
$3.58 Series 0
Adjustable Rate Series P
Adjustable Rate Series Q

Total

1983

$ 401,723

264,797

666,520

162,817

43,741

206,558

$ 459,962

$ 172

258
94

326

576

630

455

1,040

500

3,307
2)875

4,160

5,280
4,656
2,330
4,773
7,160

1>250

3,899

$ 43,741

Year Ended December 31,

1982

(Thousands of Dollars)
$ 347,633

231,043

578,676

142,137

34,816

176,953

$ 401,723

$ 172

258

94
326

576

630

455
1,040

61

561

3,467
2,956
4,160

5,280
4,656
2,330
3,235

4,455
104

$ 34,816

1981

$ 291,322

197,434

488,756

114,337

26,786

141,123

$ 347,633

$ 172

258
94

326

576

630

455
1,040

201

3,627
I

3,116

4,160
5 280

4,656
1,S73

$ 26,786

See Consolidated Statements of Income for dividends per share of common stock.

See Notes to Consolidated Financial Statements.



Notes to consolidated financial statements

1. Summary of Significant Accounting Policies.
a. System of accounts- The accounting records of

Arizona Public Service Company (the "Company" ) are
maintained in accordance with the uniform system of
accounts prescribed by the Federal Energy Regulatory
Commission ("FERC").

b. Consolidation- The consolidated financial state-
ments include the accounts of the Company and those of
two of its wholly-owned subsidiaries, APS Finance Com-
pany, N.V("Finance"), organized to serve as a financing
corporation to raise funds outside the United States of
America, and APS Fuels Company, organized to manage
investments in certain fuel resources. Allsignificant inter-
company balances and transactions have been eliminated.
Other subsidiaries, which are shown on the equity basis,
are not considered material for financial reporting
purposes.

c. Plant and depreciation —Property is stated at origi-
nal cost as defined for regulatory purposes. The cost of
additions to utilityplant and replacements of retirement
units is capitalized. Replacements of minor items of prop-
erty are charged to expense as incurred. In addition to
direct costs, capitalized items include the present value of
certain future lease payments (see Note 4), research and
development expenditures pertaining to construction proj-
ects, indirect charges for engineering, supervision, trans-
portation and similar costs, and an allowance for funds
used during construction. Costs of depreciable units of
plant retired are eliminated from plant accounts and such
costs plus removal expenses less salvage are charged to
accumulated depreciation.

Depreciation is provided on a straight-line basis at
rates authorized by the Arizona Corporation Commission
("ACC")annually. The applicable rates range from 3.07% to
4.16% for electric plant and 2.86% to 12.50% for common
and general plant, and are 3.49% for gas plant.

d. Revenues and fuel costs-Operating revenues are
recognized when billed on a monthly cycle billingbasis.
Retail rate schedules include adjustment clauses which
permit recovery of costs of certain fuel, purchased power
and purchased gas for resale. Regulatory hearings are held
periodically to adjust the rates applicable under fuel
adjustment clauses to more nearly match actual fuel costs.
Temporary net under- or over-recoveries of costs resulting
from application of the adjustment clauses are recognized
as a deferred fuel asset or liability,respectively, with an
offsetting amount recognized in purchased power and
interchange- net expense. As ofOctober 1983, allowances
permitted by the ACC for recovery of costs associated with
certain losses of electricity in the transmission and distri-
bution process and the exclusion of the effect of a portion
of profits on interchange sales are reflected in the
Company's fuel adjustment accounting.

Other procedures apply to the recovery of fuel costs to
wholesale customers and of specified taxes. The estimated
cost of purchased gas for resale not billed to gas customers

is deferred and matched with revenues in the period billed.
e. Allowance for funds used during construction —In

accordance with the regulatory accounting practice pre-
scribed by the FERC and the ACC, the Company capitalizes
an allowance for the cost of funds used to finance its con-
struction program ("AFC").AFC, which does not represent
current cash earnings, is defined as the net cost during the
period of construction of borrowed funds used for con-
struction, and a reasonable rate of return on equity funds
so used. The calculated amount is capitalized as a part of
the cost of utilityplant.

AFC has been calculated using composite rates of
13.00%, 13.25% and 12.25% in 1983, 1982 and 1981 (except
for AFC related to project financing which was computed
at the actual rate thereon), respectively. In July 1983 the
Company began compounding AFC semi-annually and, in
October 1983, recording such cost on a "net of tax" basis.
AFC ceases to accrue on those portions of construction
work in progress allowed in rate base.

f. Income taxes- The Company uses accelerated
depreciation methods for income tax purposes. As pre-
scribed by the ACC, deferred income taxes are provided for
certain timing differences arising from the recording, for
income tax and financial reporting purposes, of deprecia-
tion of property placed in service after January 1, 1977. In
October 1983 the Company, in accordance with an ACC
order, began deferring amounts equal to the change in
income taxes arising from substantially all other tim-
ing differences. Prior to October, such differences were
reflected currently in income.

In 1982 the Company, in compliance with an ACC order,
began deferring amounts equal to the reduction in federal
income taxes arising from investment tax credits and
amortizing these amounts over the estimated lifeof the
related assets. Before 1982 such amounts werc flowed
through income currently. Investment tax credits previ-
ously recognized as a reduction of deferred income taxes
are being recovered over a twelve-year period.

g. Research and development costs- The Company
expenses research and development costs on a current
basis, except that costs which may result in additions to
utilityplant are deferred for subsequent inclusion in plant
or to be written offifthe applicable project is abandoned.

h. Gas exploration costs- The excess of costs over
sales proceeds of the Company's discontinued gas explora-
tion program has been deferred to be recovered, without
interest, from certain classes of the company's customers
and is being amortized over a ten-year period pursuant to .

an order of the ACC.
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Outstanding at
December 31,

Call
Price Per
Share(a)1983 '1982

2. Common and Non-Redeemable Preferred Stock.
The balances at December 31, 1983 and 1982 of common stock, and of preferred stock which is not redeemable except

pursuant to call by the Company at its option, are shown below.
Number of Shares Par Value

Outstanding at
December 31,

Authorized 1983 1982

Common Stock 100,000,000 66,710,852 62,894,490
(Thousands of Dollars)

$ 2.50 $ 166,777 $ 157,236

Non-Redeemable Preferred
Stock (cumulative):
$ 1.10preferred ...........
$2.50 preferred
$2.36preferred
$4.35 preferred
Serial preferred ..........

$2.40Series A ..........
$2.625Series C .........
$2.275 Series D .........
$3.25Series E ..........

Serial preferred ..........
$8.32Series J ..........

Adjustable rate series Q ..
Serial preferred ..........

$3.58 Series 0 ..........
Total ..

160,000
105,000
120,000
150,000

1,000,000

4,000,000(b)

10,000,000

155,945
103,254
40,000
75,000

240,000
240,000
200,000
320>000

500,000
500,000

2,000,000
4,374,199

155,945 $ 25.00 $31898 $3,898 $27.50
103,254 50.00 5,163 5,163 51.00
40,000 50.00 2,000 2,000 51.00
75,000 100.00 7,500 7,500 102.00

240,000 50.00 12,000 12,000 50.50
240,000 50.00 12,000 12,000 51.00
200,000 50.00 10,000 10,000 50.50
320,000 50.00 16,000 16,000 51.00

500,000 100.00 50,000 50,000 (c)
100.00 50,000 (d)

2,000,000 25.00 50,000 50,000 (e)
3,874,199 $ 218,561 $ 168,561

(a) In each case plus accrued dividends.
(b) This authorization also covers the outstanding

redeemable preferred shares shown in Note 3.
(c) At$ 105.50 through August 31, 1987; at $ 103.00 through

August 31, 1992; and at $ 101.00 thereafter.
(d) Bears dividends at a rate, adjusted on a quarterly

basis, 2% below the rate borne by certain United
States Treasury Securities, but in no event less than
6% per annum, or greater than 12% per annum.
Redeemable on or after March 1, 1988 at the option of
the Company at $ 103.00 through February 28, 1993;
and at $100.00 thereafter.

(e) Not redeemable prior to June 1, 1987 through certain
refunding operations that would result in a lower rate
of cost to the Company than the dividend rate on the
shares to be redeemed; otherwise at $28.58 through
May 31, 1987; at $27.39 through May 31, 1992; at $26.19
through May 31, 1997; and at $25.00 thereafter.

The holders of preferred stock are entitled to one vote
for each share held of record, as are holders of common
stock. Special requirements for favorable votes of holders
of preferred stock, voting by the classes respectively pre-
scribed for the several purposes, pertain to (i) certain con-
versions or exchanges of outstanding preferred stock, (ii)
the authorization of any stock ranking prior to the pre-
ferred stock, (iii)making any change in the terms and pro-
visions of preferred stock that would adversely affect the
rights and preferences of the holders thereof, (iv) the issu-
ance ofany additional shares of preferred stock except
under prescribed circumstances or (v) a merger, consolida-
tion or sale of substantially all the assets of the Company.
The foregoing voting rights attach to both redeemable and
non-redeemable preferred stock, as do the rights that would
arise out of dividend arrearages as discussed in Note 3.
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Premiums
and

Expenses
Net*

Number
of Shares

Number
of Shares

Par Value
Amount

$ 119,535
24,587

Par Value
AmountDescription

$ 118,5611,874,199 $ 639,794
144,074

783,868
101,744

(1,932)

47,813,847
9,834,944

Balance, December 31, 1980
Common Stock

118,561

50,000

57,648,791
5,245,699

Balance, December 31, 1981
Common Stock
Non-Redeemable Preferred

Stock, $3.58 Series 0

144,122
13,114

1,874,199

2,000,000

Common and non-redeemable preferred stock sales and changes in premiums and expenses during each of the three
years in the period ended December 31, 1983 were as follows (dollars in thousands):

Non-Redeemable
Preferred Stock

Common Stock (cumulative)

Balance, December 31, 1982 62,894,490
Common Stock 3,816,362
Non-Redeemable Preferred

Stock, Adjustable Rate Series Q

157,236
9,541

3,874,199

500,000

168,561

50,000
Balance, December 31, 1983 66,710,852 $ 166,777 4,374,199 $ 218,561

'Premiums and expenses- net also include those of redeemable preferred stock issues (see Note 3).

883,680
77,557

(1,305)
$ 959,932

The Company has a stock purchase and dividend rein-
vestment plan whereby newly issued shares of its common
stock may be purchased at market on the applicable dates
by any participant in the plan. Italso has an employee sav-
ings plan under which the investment of certain funds con-
tributed by participating employees could, and its own
contributions (pursuant to provisions calling for the match-

ing of employee contributions on certain terms or provi-
sions pursuant to which limited federal tax credits can be
obtained by reason of voluntary contributions) would,
involve its issuance of new shares of common stock. Contri-
butions made by the Company to its employee retirement
plan may also involve one or more such issuances.

3. Redeemable Preferred Stock.
The balances at December 31, 1983 and 1982 of preferred stock which is redeemable at the option of the holders or

pursuant to sinking fund obligations, in addition to being callable by the Company, are shown below.

1983 1982

Number of Shares
Outstanding at
December 31, Per

Share

Par Value
Outstanding at
December 31,

1983 1982

(Thousands of Dollars)

Call Price
Per Share(a)

Redeemable Preferred
Stock (cumulative)
serial preferred: (b)

$8.50 Series G
$ 10 Series H
$ 10.70 Series I .

$8.80 Series K
$9.70Series L ............
$ 11.95 Series M...........
$ 12.90 Series N ...........
Adjustable Rate Series P .

54,000
320,000
255,000
600,000
480,000
195,000
370,000
100,000

61,200
336,000
270,000
600,000
480,000
195,000
370,000
100,000

$ 100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

$ 5,400 $
32,000
25,500
60,000
48,000
19,500
37,000
10,000

6,120
33,600
27,000
60,000
48,000
19,500
37,000
10,000

(c)
(d)
(e)
(f)
(g)
(h)
(i)
(j)

Total . 2,374,000 2,412,200 $ 237,400 $ 241,220

(a) In each case plus accrued dividends.
(b) See Note 2 for authorized number of shares.
(c) Redeemable at par at the option of either the Com-

pany or the respective holders. Sinking fund provisions
require the redemption of a total of 3,600 shares at par
semi-annually (representing annual payments of $720,000).

(d) Not callable by the Company prior to September 1,
1984 through certain refunding operations that would
involve the issuance of common stock or result in a lower
rate of cost to the Company than the dividend rate on the

shares to be redeemed; otherwise at $ 106.84 to September
1, 1984, thereafter declining by $ 0.36 per year to par after
September 1, 2002. Applicable sinking fund provisions
require the redemption of 16,000 shares at par annually
(representing annual payments of $ 1,600,000).

(e) Not callable by the Company prior to December 1,
1985 through certain refunding operations that would
result in a lower rate of cost to the Company than the divi-
dend rate on the shares to be redeemed; otherwise at
$ 107.00 through November 30, 1985, at $ 103.00 through

27I:



0

November 30, 1990, and at $ 101.00 thereafter. Applicable
sinking fund provisions require the redemption of 15,000
shares at par annually (representing annual payments of
$ 1,500,000). The Company may, but is not required to,
redeem an additional 15,000 shares at par on December 1

in any year.
(f)Not callable by the Company prior to March 1, 1984

through certain refunding operations that would result in a
lower rate of cost to the Company than the dividend rate on
the shares to be redeemed; otherwise at $ 108.80 through
February 29, 1984; at $ 106.00 through February 28, 1989; at
$ 103.00 through February 28, 1994; and thereafter declin-
ing in steps to $ 101.00. Applicable sinking fund provisions
require the redemption of 22,500 shares at par annually
commencing March 1, 1986 (representing annual payments
of $2,250,000). The Company may, but is not required to,
redeem an additional 22,500 shares at par on March 1 in any
year beginning in 1986.

(g) Redeemable at the option of the Company at $ 106 47
through February 29, l984, declining by $ 1.08 per year to
$ 101.07 after March 1, 1989. Applicable sinking fund provi-
sions require the redemption of 96,000 shares at par
annually commencing March 1, l986 (representing annual
payments of $9,600,000).

(h) Redeemable on or after May 1, 1986 at the option of
the Company at $ 101.99 through April30, 1987; and there-
after at par. Allshares then outstanding are required to be
redeemed at par on May 1, 1988.

(i) Redeemable after June 1, 1992 at the option of the
Company at $ 106.11 through June 1, 1993, declining by $0.68
per year to $ 100.00 after June 1, 2002. Applicable sinking
fund provisions require the redemption between 1988 and
2002 ofall shares according to a predetermined schedule.

(j) Bears a dividend of $ 12.50 per share through
December 1, 1987 and a dividend thereafter to be fixed by a
formula related to the average prime interest rate in 1987.
Redeemable at par on or after December 1, 1987 at the
option of the Company. Applicable sinking fund provisions
require the redemption of 20,000 shares at par each
December 1 beginning in 1988 (representing annual pay-
ments of $2,000,000). Allshares then outstanding are
required to be redeemed on December 1, 1992.

Ifthere were to be any arrearage in dividends on any of
its preferred stock or in the sinking funds requirements
applicable to any of its redeemable preferred stock (each
such dividend being cumulative and of equal ranking with
other such dividends, and each such requirement being
cumulative and of equal ranking with other such require-
ments), the Company could not pay dividends on its com-
mon stock or acquire any shares thereof for consideration.
Ifany such dividend arrearage were to equal six or more
quarterly dividends, the holders of preferred stock, in
addition to their other voting rights and voting by the
classes prescribed for this purpose, could elect a total of
six directors (all series of serial preferred stock, regard-
less ofpar value and whether redeemable or non-redeem-
able, comprising one such class and being entitled to elect
two of the six directors). See Note 2 in regard to other
voting rights of holders of preferred stock.

The combined aggregate amount of redemption
requirements for the above issues each year though 1988
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are as follows: $3,820,000 in 1984 and 1985, $15,670,000 in
1986 and 1987 and $39,760,000 in 1988.

Redeemable preferred stock transactions during each
of the three years in the period ended December 31, 1983
were as follows (dollars in thousands):

Number
Description of Shares

Par Value
Amount

Balance, December 31, 1980 .

$ 11.95 Series M .........
Sinking fund retirements:

$8.50SeriesF ..........
$8.50SeriesG ..........
$10Series H ............
$ 10.70 Series I ..........

Balance, December 31, 1981 ..
$ 12.90SeriesN .......,..
Adjustable Rate Series P .

Sinking fund retirements:
$8.50SeriesF ...........
$8.50Series G ...........
$10Series H .............
$10.70 Series I ...........

.. 1,852,800
195,000

(16,800)
(7,200)

(16,000)
(15,000)

. 1,992,800
370,000
100,000

(12,400)
(7,200)

(16,000)
(15,000)

$ 185,280
19,500

(1,680)
(720)

(11600)
(1,500)

199,280
37,000
10,000

(1,240)
(720)

(1,600)
(1,500)

Balance, December 31, 1982 .

Sinking fund retirements:
$8.50Series G ..........
$10SeriesH ............
$ 10.70 Series I ..........

2,412,200 241,220

(7,200) (720)
(16,000) (1,600) "-
(15,000) (1,500)

4. Long-Term Debt.
Details of long-term debt outstanding at December 31,

1983 and 1982 are as follows:
December 31,

1983 1982

(Thousands of Dollars)
First mortgage bonds:

3'/~% Series due February 1,
1983(a) .$

3~/~% Series due November 1,
1983

3'/~% Series due March 1, 1984 ...
10~/s% Series due February 1,

1985
Less securities held by trustee
(b) .

5'/s% Series due October 1, 1987
4.70% Series due March 1, 1989 ..
4.80% Series due November 1,

1991
16% Series due April15, 1992 ....
4.45%Series due June1, 1992 ...
4.40% Series due December 1,

1992
4.50% Series due September 1,

1993
6.25% Series due September 1,

1997
12.875% Series due May 15, 2000

15,000

60,250

(26,372)
15,000
20,000

35,000
100,000
25,000

25,000

15,000

25,000
185,000

$ 14,500

5,723
15,000

60,250

(47,654)
15,000
20,000

35,000
100,000
25,000

25,000

15,000

25,000
185,000

Balance, December 31, 1983 ....... 2,374,000 $237,400

Premiums and expenses- net related to redeemable
preferred stock issues are included in the amounts pre-
sented in the second table in Note 2.



10.625% Series due November 15,
2000

7.45% Series due March 15, 2002
9.95% Series due March 1, 2004
6.20% Series due April1, 2004 ...
6.45% Series due April15, 2007 ..
6% Series due January 15, 2008 ..
12 '/~% Series due October 15,

2009
12.75% Series due July 1, 2013 ....
13.5% Series due October 15, 2013
Unamortized discount and

premium .

Total first mortgage bonds ..
6.60% pollution control

indebtedness due October 1,
1983 (c) .

Less securities held by trustee
(b)

Pollution control indebtedness due
Apri11, 1986(d).............

Variable rate pollution control
indebtedness due December
1,2009(e)...................

Less securities held by trustee
(b)

Variable rate pollution control
indebtedness due May 1, 2013
(c) .

Less securities held by trustee
(b) .

Unsecured notes payable due 1983
and 1984 (f)

Unsecured notes payable due 1987
(g) .

17/~% guaranteed debentures due
October 15, 1986(h) .........

16'/~% guaranteed debentures due
July 15, 1988(h) .............

16~/8/o guaranteed debentures due
February 1, 1989(h) .........

16% guaranteed debentures due
February 15, 1989(h) ........

11'~/o% guaranteed debentures due
January 15, 1990(h) .........

Capitalized lease obligation (i)
Unamortized discount ............
Other

65,977
60,000
75,000
50,000
43,000
34,000

75,000
100,000
100,000

(1,772)
1,095,083

55,200

90,000

(22,741)

65,750

(97)

96,003

70,000

60,000

50,000

75,000

25,000

60,000
49,926

(970)
2,756

68,977
60,000
75,000
50,000
43,000
34,000

75,000

(1,136)
897,660

65,000

(2,849)

55,200

192,006

70,000

60,000

50,000

75,000

25,000

51,005
(707)

3,104

Less current maturities:
3~/z% Series due November 1,

1983
3~/Flo Series due March 1, 1984 ...
Sinking fund requirement on

10.625% Series due November
15, 2000

6.60% pollution control
indebtedness due October 1,
1983 (c)

Unsecured notes payable due
1983and 1984(f) ..............

Capitalized lease obligation (i)

15,000

3,000

96,003
1,454

5,723

3,000

651000

96,003
1,079

Total long-term debt ........ 1,770,910 1,540,419

Other 376 348

Total current maturities .... 115,833 171,153

Total long-term debt less
current maturities....$ 1,655,077 $ 1,369,266
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(a) The $ 14,500,000 of3'/z% firstmortgage bonds due
February 1, 1983 was classified as long-term at December
31, 1982, as such debt was refinanced on its due date
through application of the proceeds of debentures
described in (h) below.

(b) Representing pollution control funds deposited
with a revenue bond trustee and to be disbursed as needed
to pay the costs of acquiring, constructing, reconstructing,
improving, maintaining, equipping or furnishing the facili-
ties financed.

(c) On May 23, 1983 the Company borrowed from a gov-
ernmental authority the proceeds of a $65,750,000 issue
of par value demand pollution control bonds for the purpose
of refunding $65,000,000 in aggregate principal amount of
previously issued pollution control bonds due October 1,
1983, plus accrued interest. The $65,750,000 issue is sup-
ported by a long-term irrevocable letter of credit issued by a
bank. The bonds bear interest at such rate, determined
weekly, as willcause the bonds to have a market value which
approximates, as nearly as possible, their par value. The
bonds may be required to be repurchased at the
holder's option.

(d) Consisting ofa borrowing from a governmental
authority which is funding that amount with a series of com-
mercial paper borrowings supported by irrevocable letters
of credit issued by banks and with five year, revolving loan
commitments from the banks allowing the authority to obtain
borrowings thereunder in the event of disruptions in the
commercial paper market. The cost to the Company of its bor-
rowings from the authority is equal to the latter's cost of
money in the commercial paper market plus fees and interest
payable to the banks.

(e) Consisting of the borrowing from a governmental
authority which has funded that amount through issuance of
a series ofpar value demand bonds supported by a long-term
irrevocable letter of credit issued by a bank. These bonds
bear interest at such rate, determined weekly, as willcause
the bonds to have a market value which approximates, as
nearly as possible, their par value. The bonds may be
required to be repurchased at the holder's option.

(f) Due in four installments, two each in 1983 and 1984.
As required by the related agreement, the declaration by the
Company of any dividend on its common stock, ifthe per
share dividend thus declared would exceed the previous per
share dividend, is subject to certain restrictions related to
earnings. During 1983 up to $ 187,898,000 could have been paid
in dividends on common stock compared to the $162,817,000
actually paid. As amended, the loan agreement permits the
Company to select from time to time one or more of the fol-
lowing options with respect to the annual interest rate: (a) the
prime interest rate (the "Prime Rate" ), (b) the rate of interest
on certificates of deposit of varying maturities (the "CD
Rate" ) plus ~/s%, or (c) the interest rate offered to major
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banks in the interbank Eurodollar market for deposits of
varying periods (the "Eurodollar Rate" ) plus ~/~%...

(g) Consisting of two long-term bank loans of $50,000,000
and $20,000,000, both due in 1987. The principal amounts of
such loans bear interest, at the Company's option, at one or
more of the followingannual interest rates through mid-Sep-
tember 1985: (a) the Prime Rate, (b) the CD Rate plus ~/i%, or
(c) the Eurodollar Rate plus ~/s%. Thereafter, at the Com-
pany's option, the annual interest rates willbecome: (a) in the
case of the first loan, 102% of the Prime Rate or, in the case of
the second loan, the Prime Rate plus '/~%, (b) the CD Rate
plus ~/~%, or (c) the Eurodollar Rate plus '/~%.

(h) Representing debentures issued by Finance, the pay-
ment of principal and interest on which has been uncondi-
tionally guaranteed by the Company. The debentures are
redeemable at the option of Finance as follows:

17'/~% debentures due October 15, 1986; redeemable at 101

~/~% from October 15, 1984 through October 14, 1985; and
thereafter at 100%;

16~/~% debentures due July 15, 1988; redeemable at 101 ~/~%

from July 15, 1985 though July 14, 1986; then at 100~/~%

through July 14, l987; and thereafter at 100%;
16~/~% debentures due Febuary 1, 1989; redeemable at

101% from February 1, 1986 through January 31, 1987;
and thereafter at 100%;

16% debentures due February 15, 1989; redeemable at
101% from February 15, 1986 through February 14, 1987;
and thereafter at 100%;

11'/~% debentures due January 15, l990; redeemable at 101
~/~% from January 15, 1987 through January 14, l988;
then at 100'/~% through January 14, l989; and thereafter
at 100%.

(i) Represents the present value of future lease pay-
ments (discounted at the interest rate of 7.48%) on a com-
bined cycle plant sold and leased back from the
independent owner-trustee formed to own the facility.The
lease requires semi-annual payments of $2,582,000 through
June 2001, and includes renewal and purchase options
based on fair market value. This plant is included in plant
in service at its original cost of $54,405,000; accumulated
amortization at December 31, l983 divas $ 16,874,000.

Aggregate annual payments due on long-term debt and
for sinking fund requirements through 1988 are as follows:
1984, $ 115,833,000; 1985, $65,221,000; 1986, $ 132,656,000;
1987, $ 102,619,000; and 1988, $67,795,000. Other sinking
fund requirements for each year through l988 for the out-
standing first mortgage bonds are as follows: 1984 through
1986, $2,200,000; and l987 and 1988, $2,050,000; as
alloived in the bond indenture, requirements of this type
have in the past been satisfied by certification ofproperty
additions of 1'/a times the amount stated and the Company
expects to meet similar requirements in that manner in the
future. For sinking fund requirements and redemptions at
the option of the holders of redeemable preferred stock,
see Note 3.

Substantially all utilityplant, other than the combined
cycle plant mentioned above, is subject to the lien of the
first mortgage bonds. The indenture respecting the first
mortgage bonds includes provisions which would restrict
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the payment of dividends on common stock under certain
conditions which did not exist at December 31, 1983.

5. Project Financing.
In 1977 the Company initiated, and in May 1981 con-

cluded, a "project financing" of the cost of construction of
Unit4 of its Cholla Plant, which went into commercial oper-
ation in June l981. The project financing involved the
interim ownership of the Unitby an independent corpora-
tion and a commitment by the Company to purchase the
Unit shortly before its completion for an amount equal to
the interim owner's cost ofacquiring, completing and
financing the Unit. Such financing was provided by bank
loans in two categories consisting of conventional loans and
pollution control financing provided through a governmen-
tal authority.

The company funded its purchase of the Unit in May
1981 with an assumption and modification of the conven-
tional portion of the former project financing and with
a new form of pollution control financing as described
in Notes 4 (f)and (d), respectively.

Commercial paper backup lines:
Domestic banks
Foreign banks

Other domestic bank lines
Total

$ 105,000 $ 80,000
50,000 60,000
45,000 51,000

$ 200,000 $ 191,000

The commitment fees for the commercial paper
backup lines with domestic banks were ~/s% per annum in
1983 and primarily '/i% per annum in 1982. Compensating
balances required (but which werc not legally restricted)
for the other domestic bank lines were generally 7'/~%
of the lines plus 5% of borrowings in 1983 and 10% of the
lines plus 5% of borrowings in 1982. Substantially all cash
shown on the balance sheets is considered compensating
balances.

Under the foreign bank lines, commitment fees were
payable at '/~% per annum and ~/s% per annum in 1983 and
1982, respectively. The interest rate on borrowings under
these facilities was approximately ~/~% per annum over the
applicable Eurodollar Rate in effect from time to time.

At December 31, 1983 and 1982, the Company had bor-
rowings of $30,141,000 and $49,516,000, respectively, from
foreign banks which were not participants in the lines of
credit described above. The interest rates on such borrow-
ings were approximately ~/~% per annum over the applica-
ble Eurodollar rate in effect from time to time.

On December 28, 1983, the Company borrowed from a
governmental authority the proceeds of $67,000,000 of
short-term pollution-control indebtedness issued to a bank.
Such indebtedness matures December 15, 1984 and, contin-
gent upon the receipt of an Internal Revenue Service rul-
ing on the qualifications for tax-exempt financing of the

6. Short-Term Borrowing and Compensating Balances.
The Company's lines of credit at December 31, 1983

and 1982 are summarized below. No amounts were out-
standing under the lines at December 31, 1983 or 1982.

1983 1982

(Thousands of Dollars)



facilities, bears interest at 65% of the bank's prime
rate. In the event that certain conditions relating to the
obtaining of a favorable ruling are not satisfied, inter-
est willbecome payable at 110% of the prime rate prior to
June 30, 1983 and at 120% of such rate thereafter. At
December 31, 1983, $ 10,833,000 of the loan proceeds were

on deposit with a revenue bond trustee, to be disbursed as
construction progresses on the financed facilities.

By statute the Company's short-term borrowings can-
not exceed 7% of its total capitalization without the consent
of the ACC.

Construction
Work in

Progress
Accumulated
Depreciation

7. Jointly-Owned Facilities.
At December 31, 1983, the Company owned the following interests in jointly-owned electric generating and transmis-

sion facilities (dollars in thousands):
Percent Net

owned by Plant in Plant in
Company Service Service

Navajo Plant
Four Corners Units 4 and 5 ...........
Palo Verde Nuclear Generating

Station Units 1, 2 and 3 .............
Certain transmission lines from:

The Navajo Plant
The Palo Verde Nuclear Generating

Station

14.0%
15.0

29.1

31.4(a)

29.7(b)

$ 118,523
74,194

27,605

7,220

$ 30,158
14,758

6,983

364 6,856 46,015

$ 88,365 $
59,436 34,033

1,717,645

20,622

Total $ 227,542 $ 52,263 $ 175,279 $ 1,797,697

(a) Weighted average of interests varying from 14% to 100%.
(b) Weighted average of interests varying from 11% to 100%.

The foregoing dollar amounts correlate to the Company's percentage interest in each facility.Financing for such inter-
ests is provided by the Company. Its share of related operating and maintenance expenses is included in its operating
expenses for the corresponding periods.

8. Income Tax Expense.
The components of income tax expense for each of the

three years in the period ended December 31, 1983 are as
follows:

Year Ended December 31,

1983 1982 1981

(Thousands of Dollars)

In 1981 the Company sold to another corporation cer-
tain federal income tax benefits in exchange for cash. The
Company, pursuant to an order of the ACC, has recorded
the proceeds of the sale as a deferred credit and is amortiz-
ing the amount of such proceeds on a straight-line basis
over approximately 30 years.

Currently payable:
Federal
State
Other

Total current
Deferred:

Depreciation -net
Taxes, pension costs and

other-net
Investment tax credit- net

Total deferred
Amortization of tax

benefits sold
Total

$ 8,888 $ 4,761 $ 8,206
10,070 11,445 6,714
2,870 1,774

21,828 17,980 14,920

24,081 21,391 15,861

6,016 2,260
39,583 52,158 (10,912)
69,680 75,809 4,949

(1,687) (1,687) (231)
$ 89,821 $ 92,102 $ 19,638
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Following is a summary of the difference between
income tax expense and the amount obtained by multiply-
ing income before income taxes by the statutory federal
income tax rate of46%.

Federal income tax at
statutory rate .........$
Increases (reductions)

in taxes resulting
from:
Tax under book
depreciation ........
Allowance for funds
used during
construction ........
Investment tax

credit'axes,

pension costs
and other items
capitalized ..........
State income tax- net
of federal income tax
benefit .............
Other ...............

Year Ended December 31,

1983 1982 1981

(Thousands of Dollars)

163,124 $ 148,647 $ 99,853

10,446 9,414 6,055

(84,079)
(1,970)

(63,407)
(1,378)

(42,067)
(43,969)

(6,689) (8,894) (6,868)

6,822
2,167

7,282
438

4,869
1,765

Total provision for
federal and state
income tax $ 89,821 $ 92,102 $ 19,638

9. Pension Plan
The Company's pension plan, a defined benefit plan,

covers virtuallyall employees. Pension cost for 1983, 1982
and 1981 was $ 14,595,000, $ 11,539,000, and $ 10,019,000,
respectively, of which approximately $6,871,000,
$4,971,000, and $4,147,000, respectively, divas charged to
expense; the remainder was capitalized as a component of
construction costs. The Company makes annual contribu-
tions to the plan as pension costs accrues.

AtDecember 31, 1983 the Company had approximately
$44,000,000 of investment tax credit carryforwards which
willexpire through 1998.

Actuarial present value of
accumulated plan benefits:
Vested
Non-vested

Total

$ 109,818 $ 65,993
6,166 2,891

$ 115,984 $ 68,884

Net assets available for benefits $ 154,542 $ 115,881

The actuarial present value (assuming rates of return
of 9.00% and 10.50%, respectively) of accumulated plan
benefits presented above has not been calculated with ref-
erence to the effects of projected inflation, whereas such
effects are considered by the Company with reference to
the adequacy of plan assets; accordingly, the Company con-
siders the utilityof the comparison suggested to be
extremely limited.

10. Commitments and Contingencies.
AtDecember 31, 1983, the Company had collected

approximately $23,700,000 ofwholesale revenues subject
to refund as a result of federal regulatory proceedings
involving the Company. The Company believes that any
amounts which may be refundable as a result of these pro-
ceedings should not have a material financial effect on the
Company.

The Company has significant purchase commitments
in connection with its continuing construction program.
Construction expenditures in 1984 have been estimated at
$402,000,000.

11. Supplementary Income Statement Information.
General taxes during each of the three years in the

period ended December 31, 1983 included in other taxes are
as follows:

Year Ended December 31,

1983 1982 1981

Ad valorem
Sales .

(Thousands of Dollars)
...$ 49,413 $ 52,016 $ 49,457

40,707 39,519 33,152

The following is a summary of plan data as of the most
recent benefit information date:

January 1,

1983 1982

(Thousands of Dollars)
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Electric Gas

12. Business Segments.
Listed below is selected information relating to the Company's electric and gas operations:

Year Ended or As Of December 31,
1983 1982

Electric Gas Electric Gas

Operating revenues .

Operating income before income taxes.......
Utilityplant .

Accumulated depreciation and amortization .

Capital expenditures

. $ 871,875
356,598

4,559,989
654,484
544,514

$ 202,134
(3,291)

201,276
73,381
32,172

(Thousands of Dollars)
$ 866,486 $ 197,967

353,347 6,404
4,025,697 172,769

577,481 69,036
511,913 20,307

$ 730,788
272,343

3,532,518
510,585
538,814

$ 151,366
956

155,752
65,912
19,639

The Company has entered into an agreement in
principle (which is subject to certain conditions,
including ACC approval) calling for the sale of its gas
distribution system in late 1984. The purchase price for
the property to be transferred (exclusive of elements in
common with the Company's electric system) willbe
determined by reference to a formula, the result of which
could vary between 85% and 100% of the net book value of

the subject property, which aggregated $ 106,235,000 at
December 31, 1983. In addition to the loss, ifany, resulting
from this pricing determination, the Company anticipates
incurring income tax expense, not in excess of
$ 11,000,000, arising from the sale. Mutuallyagreed upon
portions of the Company's common elements may also be
purchased at 100% of net book value.

13. Selected Quarterly Financial Data (Unaudited).

Quarter
Operating
Revenues

Operating
Income

Net
Income

Earnings for
Common Stock

Earnings per
Share

of Common Stock
(Dollars in Thousands, Except Per Share Data)

1982
First
Second
Third
Fourth

1983
First
Second
Third
Fourth

$255,522
242,935
307,914
258,082

264,504
251,439
298,815
259,251

$56,306
55,100
93,325
65,770

55,877
60,165
80,391
57,765

$44,304
42,049
83,447
61,243

51,075
57,240
88,964
67,518

$37,496
33,532
73,741
51)458

40,954
46,008
77,750
56,344

$0.65
0.58
1.24
0.82

0.65
0.73
1.22
0.86
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14. Supplementary Information to Disclose the Effects of
Changing Prices (Unaudited).

The followingsupplementary information is furnished
pursuant to Statement No. 33 of the Financial Accounting
Standards Board for the purpose of illustrating the effects
of changing prices in an inflationary environment. It
offers some perspectives ofapproximated effects of infla-
tion, and is not intended as precise measurements of those
effects.

The Company and other public utilities similarly situ-
ated are subject to rate-making procedures which, by law
and practice, in large part utilize the historical cost of util-
ity plant in the determination of the allowed recovery
(through depreciation) of the investment therein and
return thereon. This precludes or restricts a rate-making
response to the effects of realizing such recovery and
return in inflated dollars, compared to those in which the
investment was made. The first table below presents two
approximate measurements of those effects from the per-
spective of that portion of the investment, restated on
alternative bases to reflect intervening cost escalation,
which was not reflected in 1983 depreciation or in the Com-
pany's return, and which is therefore not "recoverable".

For these presentations, "constant dollar" and "current
cost" amounts were calculated by applying certain indices
(or ratios derived therefrom) to certain historical or other
amounts. In the case of constant dollars, the index was the
Consumer Price Index for AllUrban Consumers, which
approximates the upward trend of prices in general during
the indicated periods. In the case of current costs, the pri-
mary index was the Handy Whitman Index of Public Utility
Construction Costs (an estimate of which was used for the
last half of 1983), although the Consumer Price Index was
used for construction work in progress. The Company
believes that the Handy Whitman Index is the more accu-
rate of the two in estimating the prices itwould incur to
duplicate at various times its utilityplant in service at the
indicated dates. Over the period from 1979 through 1982 the
Consumer Price Index rose faster than the Handy Whitman
Index, while the indices rose at approximately the same
rate in 1983.

Depreciation expense for 1983 was recalculated by
applying the Company's composite depreciation rate to
depreciable base determined by indexing the historical
cost of the Company's utilityplant (or, in the case of the
Current Cost presentation, certain appraised values
thereof in 1969) from the times of construction (or
appraisal). The amount by which the expense so recalcu-
lated exceeds that shown on the Company's 1983 Statement
of Income appears as an adjustment to income from opera-
tions. The Current Cost adjustment is the larger of the two
because the accumulated Handy Whitman Index rise
through 1983 exceeded the rise in the Consumer Price
Index in the same period, thus producing a greater depre-

ciable base (referred to in the discussion below as "Current
Cost of UtilityPlant- net").

The sum of the depreciation adjustment in the Con-
stant Dollar column and the figure shown lower in that col-
umn as the "reduction to net recoverable cost" was derived
through application of 1983 increases in the Consumer
Price Index to historical costs of the Company's utility
plant. The comparable sum in the Current Cost column,
again consisting of the depreciation adjustment plus the
"reduction to net recoverable cost", reflects the larger
depreciation adjustment referred to above, which is more
than offset by the difference between the two measure-
ments of cost (or price) escalation in 1983 which are
described in the next paragraph.

The first such measurement is that of a hypothetical
increase in the dollar value of the Company's utilityplant,
and was derived by applying 1983 index rises (primarily in
the Handy Whitman Index) to the Current Cost of Utility
Plant —net, and subtracting the depreciation adjustment
shown in the column. The second measurement is that of an
assumed, unrecoverable dollar amount computed by apply-
ing the 1983 rise in the Consumer Price Index (which
approximated the corresponding rise in the Handy Whitman
Index) to the Current Cost of UtilityPlant —net.

In neither measurement did the Company make any
adjustments to asset values, or related income statement
amounts, other than those discussed above in regard to util-
ity plant and depreciation thereon. Fuel inventories and
fuel and purchased gas expenses are, in effect, monetary
items, due to applicable rate-making procedures which
include adjustment clauses. In accordance with Statement
No. 33, income taxes were not adjusted.

As contrasted to the assumed net value losses which, in
the presentation below, are associated with the holding of
assets committed to a regulated business, there is an
assumed "holding gain" associated with borrowings that
willbe repaid with inflated dollars. The 1983 decline in the
purchasing power of net amounts owed by the Company
(measured by the Consumer Price Index) appears in both
columns to result in a "net" difference between the
assumed holding losses and gain.

Inferences which, in the case of some industries, may
be drawn from information in the nature of that presented
below as to the adequacy of future cash flows in relation to
future plant replacement requirements are believed by,
the Company to be less valid in the case of public utilities
which, like itself, should be able to establish rates to cover
increased costs of new plant. However, the information may
provide some indication of the expanded capital structure
that willbe required for making plant replacements and
additions with inflated dollars.
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* G. Carl Andognini, 48, vice
president, Nuclear Operations

D. Louis Broussard, 63, vice
president, Research and
Development

O. Mark De Michele, 50, president
and chief operating officer
Walter I'. Ekstrom, 46, vice
president, Electric Operations

Karl Eller, 55, chairman of the
executive committee

David W. Ellis,45, vice president;
Gas Operations

Joseph A. Gelinas, 39, vice
president, Employee Relations

B. Paul Hart, 60, vice president,
Rates and Regulation

Russell D. Hulse, 56, vice president,
Resources Planning

Jerry Human,53, vice president,
Customer Services

Charles D. Jarman, 48, vice
president, Engineering and
Construction

Jaron B. Norberg, 46, senior vice
president and corporate counsel

John C. Ogden, 38, vice president,
Customer and Administrative
Services

WilliamJ. Post, 33, controller
Wm.T. Quinsler, 59, secretary and
assistant treasurer (Ret. 6/83)

H. B. Sargent, Jr., 49, executive vice
president and chief financial
officer, Corporate Finance,
Planning and Control

Keith L. 1brley, 60, chairman and
chief executive officer'. E. Van Brunt, Jr., 52, vice
president, Nuclear

Faye Widenmann, 3S, secretary

Paul A. Williams, 38, vice president
and treasurer, Finance and Tax
Services

~ T. G. Woods, Jr., 57, executive vice
.president, Arizona Nuclear Power
'Project

Regional General Managers
- A. G. (Andy) Anderson,52

=Metro Region

Guy W. Lunt,50
'State Divisions Region
(Age on Annual Meeting date,
April19, 1984)'n January 1984 Carl Andognini resigned
from the company for health reasons, and
Edwin Van Brunt, formerly vice presi-
dent for Nuclear Project Management,
was named vice president, Nuclear,
assuming responsibility for engineering,
construction, start-up, operation and
maintenance of the Palo Verde Nuclear
Generating Station.

Shareholder Information

Stocklisting
(Symbol: AZP)

Common stock of the company:
The $ 10.70 "cumulative preferred
stock, Series I; the $3.S8 cumulative
preferred stock, Series 0; and the
adjustable cumulative preferred
stock, Series Q, which ended the
year at $ 2.4875; are listed for trading
on the New York Stock Exchange.
Common Stock is also listed on the
Pacific Stock Exchange.

'Aansfer Agents
First Interstate Bank of Arizona,
N. A., Phoenix, Arizona

The First National Bank of Boston
Boston, MA(common stock only)
Registrars

The Valley National Bank of
Arizona, Phoenix, Arizona

The First National Bank of Boston
Boston, MA(common stock only)
General Counsel

Snell 8t Wilmer, Phoenix, Arizona
Auditors-
Deloitte Haskins 8t Sells
Phoenix, Arizona

Stock Purchase and Dividend
Reinvestment Plan

A Prospectus describing this plan
for holders of the company's stock
is available to shareholders upon
request. Write: Office of the Secre-
tary, Sta. 1892, at the address below.

Form 10-K

A copy of our Annual Report to the
Securities and Exchange Commis-
sion, Form 10-K, willbe available
after March 31, 1984, without
charge, upon written request of
shareholders. Write: Office of
the Secretary, Sta. 1892, at the
address below.

Statistical Report

A detailed Statistical Report for
Financial Analysis 1973-1983 willbe
available by mid-Aprilon request.
Write: Office of the Treasurer,
Sta. 1820, at the address below.

MAILINGADDRESS:
P. O. Box 21666
Phoenix, Arizona 85036
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Income From Operations Adjusted for Changing Prices
for the Year Ended December 31, 1983

Net Income, as reported in Consolidated Statements of Income
Adjustment to restate depreciation expense

Income from operations (excludin reduction to net recoverable cost)

Income per common share (after preferred stock dividend requirements
and excluding reduction to net recoverable cost)

Current CostConstant Dollar
Average

1983 Dollars
Average

1983 Dollars Q
ds, Except

$ 183,077(a) $ 180,441

$ 2.18 $ 2.14

(Dollars in Thousan
Per Share Amounts)

$ 264,797 $ 264,797
(81,720) (84,356)

Increase in specific prices (current cost) of utilityplant held during the year (b)
Reduction to net recoverable cost
Effect of increase in general price level
Excess of increase in general price level over increase in specific prices after

reduction to net recoverable cost
Gain from decline in urchasing ower of net amounts owed

Net

$
(58,942)

79,147

$ 20,205

$ 204,682
(35,897)

(225,091)

(56,306)
79,147

$ 22,841

(a) Including the reduction to net recoverable cost, the income from operations on a constant dollar basis would have
been $ 124,135,000 for 1983.

(b) AtDecember 31, 1983, Current Cost of UtilityPlant-net was $6,361,616,000, while historical cost or net cost
recoverable through depreciation was $4,033,400,000.

Five-Year Comparison of Selected Supplementary Financial
Data Adjusted for Effect of Changing Prices

Year Ended December 31,

1983 1982 1981 1980 1979

(Average 1983 Dollars in Thousands, Except forPer Share Amounts)
$ 1,074,009 $ 1,098,695 $ 966,354 $ 925,862 $ 911,977

$ 146,753 $ 112,012 $ 113,787

$ 2.18 $ 2.12 $ 2.25 $ 1.90 $ 2.43
$ 1,774,897 $ 1,644,261 $ 1,477,884 $ 1,350,204 $ 1,281,366
$ 58,942 $ 51>392 $ 200,585 $ 288>750 $ 304,461

$ 180,441 $ 151,757 $ 136,267 $ 97,778 $ 95,580

$ 2.05 $ 1.57 $ 1.91

$ (190,100) $ (274,516) $ (286,254)
$ 1>477,884 $ 1,350,204 $ 1,281,366
$ 137,853 $ 166,269 $ 104,130

(56,306) $ (41,372)
1,774,897 $ 1>644,261

35,897 $ 19,046

73,800 $ 158,417 $ 206,213 $ 210,216
2.48 $ 2.41 $ 2.49 $ 2.66

24.88 $ 20.54 $ 20.35 $ 22.39
289.1 272.4 246.8 217.4

35

Operating revenues
Historical cost information adjusted for general

inflation
Income from operations(excluding reduction to net

recoverable cost) . $ 183,077 $ 161,776
Income per common share (after dividend requirements

on preferred stock and excluding reduction to net
recoverable cost)

Net assets at year-end at net recoverable cost
'eductionto net recoverable cost

Current cost information
Income from operations (excluding reduction to net

recoverable cost)
Income per common share (after dividend requirements

on preferred stock and excluding reduction to net
recoverable cost) . $ 2.14 $ 1.94

Excess of increase in general price level over increase
in specific prices after reduction to net recoverable cost . $

Net assets at year-end at net recoverable cost '.......... $
Reduction to net recoverable cost . $

General information
Gain from decline in purchasing power of net amounts owed $ 79,147 $
Cash dividends declared per common share............... $ 2.56 $
Marketpricepercommonshareatyear-end .............. $ 19.05 $
Average consumer price index 298.4

„*Consisting of common stock equity and non-redeemable preferred stock.
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t Joc Acosta,60, founder
Acosta, Cordova &
Pittman, C.PA.s, PA.
Phoenix, Arizona
Dino DeConcini, 50
attorney at law, of counsel
to DeConcini McDonald
Brammer Yetwin &Lacy,
PC., Phoenix, Arizona

* O. Mark De Michele, 50
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operating officer of the
company, Phoenix,
Arizona

* Karl Ellcr, 55, president
The Karl Eller Company
(media consultant),
Phoenix, Arizona

" WilliamT. Garland,67
chairman of the board
Garland-Rhuart
Development Corporation
(land development),
Sedona, Arizona
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chairman &chief
executive officer,
Goldwaters, Division of

- Associated Dry Goods
(General Mercantile),
Scottsdale, Arizona

t Jack M. Morgan, 60
attorney at law and state
senator, Farmington, New
Mexico
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Marvin R. Morrison, 60
farmer, cattle feeder and
dairyman, Morrison
Brothers Ranch, Higley,
Arizona
John J. Rhodes, 67, former
member of the U. S. House
of Representatives and
member of the law firmof
Cummings &Lockwood,
Washington, D.C.

Henry B. Sargent, Jr.,49
executive vice president
and chief financial officer
of the company, Phoenix,
Arizona
Wilma W. Schwada, 57
civic leader and
homcmakcr, Tcmpe,
Arizona
James P. Simmons, 59
chairman of the board
United Bank of Arizona,
Phoenix, Arizona

'ichard Snell,53
chairman of the board and
president, Ramada Inns,
Inc., Phoenix, Arizona

'onald N. Soldwedel,59
president, Western
Newspapers, Inc., Yuma,
Arizona

* Maurice R. Tanner,62
chairman of thc board and
chief executive officer,
The Tanner Companies
(construction and
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Phoenix, Arizona
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Acosla, DcConclni, Simmons

* Keith I Turley,60
chairman oF the board and
chief executive officerof
the company, Phoenix,
Arizona

t Douglas J. Wall, 57
'ember of the law firmof

Mangum Wall Stoops &
Warden, Flagstaff,
Arizona

tMorrison F. IVarren, 60
professor oF education
and director of the I.D.
Payne Laboratory, Arizona
State University, Tempc,
Arizona

t Ben F. Williams, Jr., 54
mayor of the City of
Douglas and attorney at
law, Douglas, Arizona
Thomas G. Woods, Jr., 57
executive vice president
for the Arizona Nuclear
Power Project, Phoenix,
Arizona

'Member of Executive
Committee

tMcmber of Audit Review
Committee

hlorrlson, Rhodes, Sch wada

Karl; IIhrren, IVoods

John,R. Norton, III,
55 who has been
engaged in agricul-
tural production in
the Southwest since
1955, was elected to
the Board of Direc-
tors in January.
Norton is president
of his own company,
headquartcrcd in
Phoenix and
engaged in agricul-
tural production in
California, Arizona,
Nevada and New
Mexico.


