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ABOUT THE COMPANY = PINNACLE WEST CAPITAL CORPORATION

innacle West Capital Corporation, a Phoenix-based holding company.

has consolidated assets of $6.5 billion. Pinnacle West's major subsidiary

is Arizona Public Service Company, the state’s largest electric utility serving

approximately 1,736,000 people, or about 45 percent of the state’s population,

Pinnacle West's other two subsidiaries are SunCor Development Company,

developer of residential and commercial projects on some 12,000 acres in the

metropolitan Phoenix area, and El Dorado Investment Company, a venture

capital firm with a diversified portfolio.



FINANCIAL OVERVIEW » PINNACLE WEST CAPITAL CORPORATION
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ttiement effects, refer to the annotated income statement on page 19
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Conclusion

r 275,000 o iantifsicturing facility in 1992.
We chose New Mexico for a Iot of reasons but PNM’s specual
economic development rate helped us decide that New
Mexico was where we wanted to be.”

Bob Morando

General Milis
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joyce A. Godwin Claude E. Leyendecker Robert M. Price

Reynaido (“Reynie™) U, Ortiz Paul F. Roth Robert G. Armstrong
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LETTER TO SHAREHOLDERS » PINNACLE WEST CAPITAL CORPORATION

- he pasi yea was e,y
first one of relative sta-
‘ bility here at Pinnacle
: West. The earlier ones were a
| littie fumultuous, but also ones
when much of the groundwork
was laid for 1992, There were the
MeraBank and rate case settlements
and assoctuted logses. There were
the PaciliCorp agreements and
associated opportunities. There
were the serious undertakings to
controi costs and to improve
operattons and a good deal more.
This groundwork was not only
important for 1992, but absolutely
gritical to what lies beyond, Me-»
about that later, but first let us look

at the past year.

1992 RESULTS

Financially and operstionally, the

performance of your company in
: 1992 was very solid. We contin-
ved working through our agenda
to restore and maximize share-
holder value, and we remain firmly
1 on track 10 reinstate a dividend
[ arouind the end of 1993

Our ecrnings improved sigmf-

icantly in 2992, both in guantity
and yuwity. Consolidated income
from continuing operations was

: the best smee 1988, and our

December 1991 rate settiement,
which included a 5.2 percent rate
increase, replaced much of our

non-cash mcome with real dollars.

COST MANAGEMENT

The past year was also a success
with respect to cost containment—
a dominating theme throughout
the company.

Consolidated interest
expense declined $47.8 million
due 1o debt prepayment; aggres-
sive refinancing of high-coupon
debt; and lower rates on variable-
rate debt,

Utility operations and mainte-
nance expense was reduced
by $11.2 million, primarily doe to
company-wide efforts by our
employees to improve our financial
performance by improving our
operating efficiency.

On behalf of the entire
company, [ congratulate and thank
all employees who were part of our
cost management succes: in 1992,
They had a fine vear and have set

the foundation for future successes,

OFERATIONS
That emplovec-driven success
was also very evident in the

performance of Arizona Public

®

Service Company’s nuclear

and fossil-fueled plants, which
again exceeded national perfor-
mance averages and bettered

our own tough annual performance
objectives.

This power plant performance
helped drive down operating
expense and allowed us to take
advantage of sales opportunities
to other utilities, made possible
through long-term transmission

agreements with PacifiCorp.

CASH FLOW

Owverall, in 1992, we had a healthy
cash flow picture, due to our 1991
rate increase, cost management
and electric customer growth of
2.6 percent, That increase in
custommers, at more than twice the
national average, underlines the
significant impact the growth of
our state and service territory has

on this company.

REGULATORY RELATIONS

In addition to the rate increase pro-
vided by the 1991 sett):ment —
and in some ways more important
— were forward-looking aspe.'ts of
the settlement that promote 4 ‘nutu-
al focus by us and our regulators on

cost management targets.

el ol gl o s same e one aming sl Lo ariy
- i

e i e e e e B e e e B

e e e e |






interests through the legislative

and regulatory processes

LOOKING AHEAD
Mhe sales poteatial tor SunCor's

residential product is coming into

clearer focus with the pickup in the

Arizona econormy. While Arizona
population growth rates are down
trom the highs of the mid- 1980,
they are still very respectable by
national standards as shown in the
graph at the top of this page; that
also augurs well for the APS
service terntory

Different torces are at work
on viahues in the El Dorado port-
folio and on our ability to capture
those values. but time is now on
our side, The portfolio s matur
ing: losers have pretty much been
identihied; and values in the good
ones are now starting to emerge
in capturable form

We think we are heginning
to discarn the outlines of the elec
tric utility industry that will take
form in the next five vears or 8o,
and are plotting the course for
APS in that industry of the not
so-distant futare. While some
particulars have yef to come nto

sharper focus, ong particular has

been accepted by us as a given

TR
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and already dominates our strategy
cost management will remain a
key objective

Qur fanatic attention 1o cost
contamment has three targets.

(1) Our shareholders, for
wham we seek as much room as
possible and permissible, in the
way of return on ther equity,
between our costs of doing busi-
ness, on oo hand, and the price
of our product, on the other

(2) Owr customers, both
current and prospective, who
increasingly have other choices,
and for whom we seek stability
and competitiveness iy the price
ol our product

(3) Our regulators, whose
ultumate suceess 1s going o be
measured by their ability to Keep
our prices low.

We firmly behieve we can
achieve our ohjectives by setting

B)

&)

13 |
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and meeting aggressive cost,
return on equity and price goals,
and improving upon them with
every apportuiity

Obviously, some balance is
required. Obviously, other goals
must be met at the same time
safety, reliability, customer satis-
faction. Obviously, we recognize
and will meet our environmental,
social and community responsibih-
ties. To fail in any of these aspects
is 1o sacrifice the long-term for the
short, and we will not do that.

But as we see the electric
industry of the future, the success-
ful, long-term participant will be
the low-cost one. We intend to be
among that number

Stncerely,

7T S

Richard Snell

Chairman and President
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{ Four of the portfolio compa-

e nies (one high-tech and three
service firms) have recently gone
public and their stock price will
determine when and at what levels
their value will be captured. The
market value of these public com-
panies is currently greater than the
company s investment in them.

El Dorado continues to realize
= a cash return from its investment
in the Phoenix Suns Partnership,
i which owns the NBA Phoenix
& Suns and other sports franchises.
k- The mission of Ef Dorado
S 15 to capture the value of current

g holdings by liquidating investments
i as soon and as advantageously as
, : possible. There are no plans for
g new commitments by El Dorado
a in the current planning period.
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Palo Verde's nuclear generat-
ing units do not emit 'green
house” gasses. said to contribute
1o global warming, or other air
pollutants, Palo Verde also
preserves America's natural
resources for future generations
and cuts U.S. dependence on
foreign oil,

However, a remaining issue
is the safe disposal of spent
nuclear fuel. The company is
working actively with industry
and government officials to site a
safe national storage facility for
spent nuclear fuel and is suppori-
ing education efforts which
address public concerns.

Conservation and the devel-

opment of renewable energy
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sOUTCEs are important components
of the company 's environmentai
stewardship.

Some of the company’s
effoits in this area include solar
energy research and development;
rebates to customers for imstalling
energy efficient systems; and
development of electric car and
battery technologies.

in 1992, APS became the
second company in the nation to
enter a strategic alliance with
the EPA that addresses areas of
mutual environmental concern
beyond the areu of compliance.
The alliance includes an environ-
mental showease home: environ-
mental education; and an effort 1o
address issues related to ozone-
depleting chlorofluorocarbons,

There is increased public in-
terest about electric and magnetic
tields (EMFx) from home wiring,
appliances and power lines, The
company supports EMF research
by public agencies and the
Eieotric Power Research Institute,
an industry association, and 15
committed to providing results
of that research to the public
when available.

Potential Liability to the

gompany from EMFs and the

®
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future priority given the issue by
government agencies or the public
cannot now be determined,
However, with new construction,
APS uses techniques which miti-
gate EMF exposure.

Real estate operations at
SunCor also demaonstrate environ-
mental sensitivity. At Tatumn
Ranch, one of the company’s more
developed properties, SunCor
ploneered award-winning low water
use techmques for developing prop-
erties in pristine desert areas.

Al the Scottsdale Mountain
master-planned community,
which inclades the picturesque
McDowell Mountains, SunCor
set aside for natural reserve more
than three times the land required
by local ordinances.

In both utility and real estate
operations, it is the practice of the
company to work with eénviron-
mental authorities to remediate
those properiies for which the
company is responsible. At this
time, there are no property remecdi-
ation issues that are material to
the company.

To the knowledge of Ei
Dorado management. no portfolio
company & out of compliunce with

any environmental regulation.
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ANNOTATED INCOME STATEMENT » PINNACLE WEST CAPITAL CORPORATION

Because the December 1991 rate
settlement made the company s
meome statement more complex, the
following annotated statement 15
provided to remind anpuil report

readers of the effects of the settlement.

Aside from the 3.2% rate
merease, the settlement’s principal
effects were an various aspecis of the
company’s mterest in Palo Verde:

Unii 3 cost deferrals were termnasted;

Remaining Unit % vost
deferrals being amortized

Reversal of refund

obligation bemyg recorded
Mﬂh electric revenue

Temﬁmry impuirment
discount being accreted
o income

- ’ '\ 4
G
e \ . “

permanent write-offs were recorded, individual line entnies in the incoms
as were a temporary discount of the statement are noted helow.
Unit 3 carrving value and a non-cash We hope this annotated statement
refund obligation related 10 Units L and  makes the financial effects of the rate st
2: and the amount of the discount and settlerent clearer to our readers,
refund obligation are being accreted For a tull discussion of the rate
back to income and electric revenues,  settlement effects, see Note 3 of Nates S
respectively over a thirty-month period. 1o Consolidated Financial Statements. w
Effects of the settlement and -
associated WX consequences on ,/’/ \
- L Reeorded $396 i
Racaiied "t . / \ million of permanent
refund obligation ‘\ write-uff ]

/ Recorded 151 milhon

\ temporary discount
of Unit 3

Stopped revarding
Uimit 3 cost defercals
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.............................

}‘ Opersfing revenues
i;', Eleatric § 1669679 S 1,515,289 $ 1508323 § 1,447,154 $ 1,442,023
8 Provision for rate refund - 153,436) - - -
& Reul estate 19,959 12,607 81,264 44,492 9,686
!‘ Income (foss) from continuing operations  $ 150440 § (M03170a) § 70208 $ 124553 8§ 152,678
Income {loss} from discontinued
i operations - net of tax(h) 6,000) 153455 21125 (675968) (148.487)
Net mcome (loss) § 056440 % (186862 & 97333 § (551415 8§ 4,191
4 Common Stock Data
Book value per share - yeur-end 3 17.00 $ 15,23 $ 17.40 $ 16.31 $ 2346
Earnings (loss) per average
commeon share outstanding
Continuing operations b 5 = e 3 asn - % 081 $ 144 8§ 176
Discontinued operations 0.7 1.76 0.31 (7.8 (L71H
Total 3 180 $ 0 = 1 T | 112 $ (hi6r 8§ 0.0
Dividends declaved per share 8 GECTE | . 8 SR ¢ 080 § 3.201d) .
Common shares outstanding 4
Year-end 87161872 87 009,974 #6873, 174 85,723,774 86,723,774
Average B7.044, (80 86.937,052 86,769,924 86,720,747 86,621 872
L dotal Assets 0 S64S6XIR S 6ARLT0L  $7.010646 S 7019511 8 6912031
Liabilities and Equity
Long-term debt less current
maturities 8 2774305 § 2,990910 $ 3218168 $ 3421686 % 2,840,932
r'? E)l_hcr Em.t:illt_ics ________ 1 BO6042 1,764,550 1. 919514 1808911 1,654,793
\ 4580307 4,761 460) 5.137.687 5.232,587 4,495,725
Minority interests
Non-redeemahle preferred
stock of APS 168,561 168,561 168,561 168,561 168,561
Redeemable preferred stock of APS 228638 227,278 192,453 204,021 212,948
Common stock equity 1,481,725 1325402 1,511,945 1,414,532 2,034,797
Total 8 6,456,318 8 648270 § 7010646 8 7019511 - $ 6,912,031

(i Inehudes approximitely 407 milion of write-offs and wdiamants, et of inore s, related to Palo Verde. See Note 2 of NMotes to Comsotidated
Froaniial Statoments,

by Resahs of Mevaliank. A Federal Spvings Hank, and Malupai Resourges Company, & wenasm mining company, are classified is discomtinued
aperitnoms Hthe convolidated fome staements. See Note 2 of Notes to Consoltdated Financial Statements

v Dividends (o shareholders of Pronacte West Capital Corporsion werg suspended! by the Board of Digectors on Oxtober 18, 1989

o) Ingludes four quarterly dividends tadling 5280 and the firss guarter 1989 dividend of $0.40 declured in Decetber 1988 and paid Murch 1, 1963,
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COULLARS 1N THOLSANIA) ~===1992 -~ 1941 1990 1489 1988
. Electric Operating Revenues
e Residential § BMES6T 5 S5 § 57955  § 559755 5 S450K2
i Commercial 631,796 585,952 571 806 521,665 501,666
!4_} ik Industrial 178,583 165 822 160,913 172,556 166,346
o Irrigution 10,205 12,398 13,134 14,424 14,989
: Sales for resale 136,110 125,226 133,726 106,372 102,171
" Other " e 12810 12956 13015 12,241 12009
Total 618,163 1,492,699 1,472,149 131013 1,342,263
Transmission for others 7.65% 7871 9321 14,117 I7.187
if .h_d}_si,g!u\_l&qt_zl Services . 43858 4719 26,855 52024 R2.874
Elevtne operating revenues 1669 679 1515289 1,508 325 1447154 FA442.023
.[tr.lzvl*_ngt_\_gnr riie reﬁmd o - (534361 N - - -
Net operating revenues $ 660670 8 1A6IRSY 5 1508325 § 1447454 § 1442003
L Electric Sales (MWH)
E Residential 6,006,830 5,856,79) STTI87T1 S.671,188 5462812
, Commercial 6,904 072 6,726,350 6567728 6,025,634 5659527
5 Industrial 2871440 2,796.572 2,685 469 291,128 2755852
. Ierigation 118536 166,095 172763 196,644 204,857
Oter 73,853 TL6SO 60929 69,587 62,149
l' Total retail 16,034,731 15,6 11458 15,273,760 14,876,171 14,145,197
i Sules forvesale 4528172 4375027 4,502,380 2612380 3615,609
] AL
i Tow! sales ‘ A 562003 19,986 485 19,776,140 [T488.551 17,760 896
... Costomers - End of Year
pr Residential 162464 547425 534,413 523,102 511,399
g Commercil 49426 68,118 67,129 67,734 06,570
: Industrial 2883 3095 3,196 20 2068
| Ierigarion G0 970 107} 1A77 1186
I Other i R .. . 753 47
‘ Total retail 636,482 620,359 606,558 594,176 81,970
L Sales forresgle 46 s 47 A4 A
5 Total customcss 636528 £20,402 606,605 594,420 52,001
. |
4 Common Stock Price Range
pﬂg-.---uo»-u«' - P b,
: Stock Symbol: PNW BIVIA NS BIVIDENDS
5 "r PER
f ‘ E Y5 e LW CLOSE SHARE 1’1 [ LOw CLose SHAKE
' It Quarter 1814 1634 TSR - IstQuarter 12172 934 . 10M4 -
20d Quarter 18 V8 T 18 ot 2nd Quarter 11 1/4 9 5/% 9 7R -
- Ird Quarter 20 17V BRI - 3rd Quarter 13 18 9 58 13 18 o
i}. dth Quarter 2012 194R 20 3% » dthQuaner 1778 1238 173 i~
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion refates

to Pinnacle West Capital Corporation
(the Company) and its subsidinries:
Arnzona Public Service Company
(APS), SunCor Development
Company and El Dorado [avestment
Company. The discussion also
relates o the discontinued operations
of MeraBank, A Federal Savings
Bank. and of Malapai Resources
Company

Caputal Needs and Resources
PARENT COMPANY
During the past three years, Pinnacle
West's pnimary cash needs were
for the repayment of principal and
interest on its ouistanding debt. 1t is
presently contemplated that Pinnacle
West will reinstate a dividend on its
common stock by the end of 1993,
so that will become a need for cash,
as will, to an increasing extent,
penalties on the prepayment of debt.
Dividends from APS have been
Pinnacle West's primary source of
cash. Tax allocations within the
consolidated group and net operating
loss carryforwards associated with
MeraBank have also been sources
As part of the 1991 rate settle-
ment, APS agyeed to it its divi-
dend on common stock te Pinnacie
West to $170 milhon annually
through December 1993, Manage-
ment does not believe that the Tumi-
tation will impact Pinnacie West's
ability to meet its cash requirements
Pinnacle West prepaid substan-
tial amounts of s parent-level debt
i each of the past three yvears, No

principal repayments are réquired on
such debt until December 1994,
Management expects Pinnacle West
to have cash flow available to effect
a voluntary reduction of parent com-
pany debt from $716 million at the
end of 1992 1o approximaiely »600
million around the end of 1993

NON-UTILITY SUBSIDIARIES

During 1992 and 1991, the non-
utility subsidharies generally financed
all of their operations through inter-
nally-generated funds. Management
expects that these subsidiaries’
combined internal cash flows will
be sufficient (o fund their operations
for the foreseeable future.

APS
APS’ liquidity is affected primarily
by construction expeaditures and the
repayment of long-term debt and
preferred stock obligations. The
capital resources available to meet
these requirements include funds
provided by operations and external
financings
Present construction plans

do not include any major baseload
generating plants for the next tee
years. In general, most of the
construction expenditures are for
updating and expanding transmission
and distribution capabilities. The
anticipated construction expendi-
tures are $281 million, $285 million
and $281 mithion for 1993, 1994 and
1995, respectively. These amounts
include nuclear fuel expenditures, but
exclude capitulized property taxes
and capitalized mnterest

In 1992 and 1991, APS’ cash
flow from operations, after payment
of dividends, exceeded its capital
expenditures (construction expendi-

1982 1989 1990 1991 1992 1993 1934 1995
— Projected =
ARIZONA PUBLIC SERVICE COMPANY
CONSTHUCTION EXPENDITURES
{Millions of Dollars)

tures and capitalized property taxes).
Such internaily-generated funds
represented 126% and 101% of capi- -
tal expenditures in 1992 and 1991,
respectively, compared with approxi-
mately 54% in 1990, The improve- :
ment in 1991 was due primarily t© *
reduced construction expenditures
and lower common stock dividend
payments. The improvement in
1992 was due to improved cash
carnings from APS™ 1991 rate settle-
ment. APS estimates that it will
fund substantially all of its capital
expenditures with internally-
generated funds, after pavment of
dividends, in the 1993-1995 period.
During 1992, APS redeemed or
repurchased approximately $1.041
billien of long-term debt and pre-
ferred stock, of which approximately
$862 milhion were optional redemp-
tions, Refunding abligations for
preferred stock, long-term debt and
a capitalized lease obligation and for '
certain anticipated early redemptions
(in¢luding premiums) are expected
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ARIZONA PUBLIC SERVICE COMPANY
NET CASH FLOW, AFTER DIVIDENDS, AS A
PERCENT OF CAPITAL EXPENDITURES

(Percentages)

to total as much as $112 million,
$204 miltion and $152 million in
1993, 1994 and 1995, respectively.

On February 9. 1993, APS
wsued $150 mithon of 8% first
mortgage bonds due 2025 and
apphed the net proceeds to the
repayment of short-term debt that
had been incurred for the redemp-
tion of outstanding long<term debt
and for working capital purposes.
Although its plans are subject ©
change, in 1993 APS does not
intend to issue any additional Jong-
tertn debt and mtends o issue
approsimately $50 million of pre-
ferred stock. APS currently expects
that substantially ail of the net
proceeds of the securities issued in
1993 will be used for the redemp-
tion, repurchase, retirement or
repayment of outstanding debt and
prefemred stock

Provisions in the APS mortgage
bond indenture and articles of incor-
poration restrict APS from issuing
additional first mortgage honds or
preferred stock unless certain cover-
age ratios are met. In addition, the
mortgage bond indenture restric-
tions timit the amount of additional
bonds which may be issued to a per
centage of net property addiions, o
property previously pledged as secu-
rity for certain bonds that have been
redeemed or retired, and/or 1o cush
deposited with the mortgage bond
trustee. As of December 31, 1992,
APS estimates that the mongage
bond indenture and the articles of
mcorporation vould have allowed
APS to tssue up to approximiately
$1.39 billion and $967 million of
aglditional first mortgage bonds and
preferred stock, respectively.

Provisions in certain Pinnacle
West financing agreemants limit the
aggregate amount of additional
long-term indebtedness that may be
incurred by its subsidiaries to a
specified percentage of consolidated
capitalization {as defined). At
December 31, 1992, the amoumt of
additional long-term mdebtedness
that could be incurred in accordance
with these provisions was approxi-
mately $1.41 billion.

The ACC has authority over
APS with respect to the issuance of
long-term debi and equity securities,
Existing ACC orders allow APS to
have up 10 $2.6 billion of long-term
debt and approximately $501 mil-
lione of preferred stock outstanding
at any one time

Management does not expect
any of the foregoing restrictions to
limit APS' ability to meet ils capital
requirements.
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As of December 31, 1992,
APS hud credit commitments from
various banks totalling approximately
$372 million, which were available
either to support the issuance of
commercial paper or Lo be used
for bank borrowings. Borrowings
totalling $195 million were outstand-
ing at the end of 1992,

At that date Pinnacle West had
a $50 million hiquidity fagility as
summarnized in Note 5 of Notes to
Consolidated Financial Statements;
no horrowings were outstanding
thereunder.

Results of Operations

i
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Pinnacle West reported income from
continuing operations of $150.4
million in 1992, compared with a
loss of $340.3 million in 199] and
income of $70.2 million in 199,
The loss reported in 1991 was pri-
marily the result of $407 miltion of
regulatory write-offs und adjust-
ments made in connection with
APS’ rate settlement with the ACC,
Excluding the effects of the regula-
tory write-offs, income from contin-
uing operations increased $83.7
million in 1992 primarily as a result
of several fuctors, including higher
revenues, lower interest costs and
lower utility operation and mainte-
NANCE SRPenses,

r
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AHIZONA PUBLIC SERVICE COMPANY
ELECTRIC DPERATING REVENUES
IMiltiony of Daollgrs)

The volume-related increase in
1992 was largely due (o customer
growth in the residential and busi-
ness customer clinsses plus increased
sales resulting from more normal
weather, The 1991 volume-related

ly offser by decreases due to milder
weather. The price-related increase
in 1992 was largely due to an
increase in retail base rates and a
higher average price for interchange
sales. The decrease in 1991 in
other operating revenues was pri-
marily due {o the expiration in mid-
1997 of a layofT power sales agree-
ment covering Cholla Unit 4.

Fuel expense increased in 1992
us & result of increased generation
and hagher gas prices. These
increases were partially offset by
lower prices for coal and uranium.
Fuel expense decreased in 1991
due 1o lower average unit fuel costs
resufting from increased nuclear
generation,

Purchased power increased in
1992 due 1o favorable market prices
relative to the cost of gas genery-
ton, Increases in purchased power

CONTINUING DPERATIONS i 1991, primarily due to purchases '
Opersting revenues for the three years ended December 31, 1992 were is follows:  from FaciliCorp, were nearly offset |
| by a decrease in other interchange }
. FHER ANDS OF SIHLARS) orrem i s b e m i CEET T VIESETE T S —e— - 1990 purchases, The power purchases ,
: i = from PacifiCorp were made under ,‘
A l;lccmg . § 1Lo69679 8 1515289 § 1508325  long-term agreement which took cl
J Proviston for rate refund - (53.436) . pla e . i
| Hexl Satate 19959 12,607 g1o64  Cffectin mid-1991 concurrent with |
o e oy s M i L g pasge e i it oG e L ) the sale of Cholla Unit 4 10 |
1 S 160638 § 1474550 $ 1,589.589 PuctfiCorp. i.'
: Utility operations and mainte- 1
] Electric operating revenues reflect changes in the volume of units sold and nunce costs were jower in 1992 7
[ include the effects of rate increases on units sold, An analysis of the changes primarily because ol lower operating
.i_ from the prior year in electric operating revenues follows; costs at Palo Verde, lower fossil plamt :
3 ] T OO SR LA M SR 7 ..~ B e sog  Overhaul costs and other miscella- I'
1 Volume variance § ARe35 $ 231 neous cost reductions. These lower '
Price variance 83,905 {7.759)  costs were partially offset by an '
Reversal of provision for rite refund( ) 19,994 1,379 obligation recorded for an eraployec I

Change in other operating revenuest) U85 U047 gainsharing” plan and higher nucleas
§ 154790 § 6964 refueling outage costs. j
Unlity operations and mainte- ’
(a) See Note 3 of Notes to Consolidated Financial Statements. nance in 1991 include increased )
(b) Includes revepues for miscellaneous services and trunsmission for others, overhaul costs at fossil piants and 1
bigher legal costs resalting from [’
------------- increase resulted from customer environmental and other matters, i,
PR F - un growth i the residential and busi- Approximately $25 milhon was 3
58 ness customer classes and increased incurred in 19490 for an organization- .F
- sales per business customer, partial- al restructuring and a special carly :

retirement program,

Real estate revenues increased
in 1992 primarily due to the sale of a
golf course. Real estate revenues in
1990 reflect the sale of the Wigwam
Resort and Country Club,

Interest on long-term debt
decreased in 1991 compared with
1996 and further decreased 1 1992
us both Pinnacle West and APS
prepaid debt or relinanced debi at
lower rates. The reductions also
reflect lower interest rates on APS’
variable-rate debt.

During 1991, Pionacle West
established reserves for excess
facilities owned of leased for compa-
ny oecupancy which were being
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disposed of and legal costs estimated
to be incurred in connection with
ongoing htigation. APS wrote off
costs associated with & proposed
generuting unit that it no longer
intends to build. In 1991, these fac-
tors contributed to the increased
expenses in the “Other-pet” Jine on
the Consolidated Statements of
Income.

Effects of the 1991 APS rate
settfement affect comparability
of various line items in the Consoli-
dated Statements of Income, See
Note 3 of Notes to Consolidated
Financial Statements regarding the
rate settlement and the annotated
mcome statement on page 19.

DISCONTINUED OPERATIONS

lncome from discontinued operations
of $6.0 million and $152.5 million
in 1992 and 1491, respectively,
resulted from tax benefits recorded
in copnection with the MeraBank
settlement. Income from discontin-
ned operations of $27.1 million in
1990 primanly represents tax bene-
fits arising from 1990 operating
losses at both MeraBank and Malapai.

avernmental Considerations

The Clean Air Act Amendments of
1996 will be implemented through
regulations to be developed during
this decade by federal, state and Jocal
environmental regulatory authorities.
Based on information carrently avail-
able, management does nat expect
APS' costs relating to the implemen-
tation of the amendments to have a
material impuct on the consolidated
financial statements,

Sl A 1 e e L T
- i L

President Clinton has proposed
{0 increase corporale income taxes
effective January 1, 1993, and to
impose a phased-in Btu wx on ener-
gy sources (see Note 13 of Notes to
Consolidated Financial Statements).
If enacted along the lines presently
understood by Pinnacle West
despite legislative efforts to the con-
trary, the taxes would require adjust-
ment in APS' rate strategy and
assure a filing by APS for higher
rates, The recovery of such taxes,
and of any other costs involved in
the filing, would depend on the
outcome and the length of the rate
proceeding.

Pinnacle West does not believe
that recent inflation rates materally
atfect its results of operations or
financial condition. However, APS
ts subject 10 a regulatory process
which infroduces a time-lag during
which increased costs ol labor,
materials, services and taxes are pot
reflected in rates und recovered. fu
addition, regulation allows only the
recovery of historical costs of assets
through depreciation, even though
the costs to replace these assets
vould substantially exceed their his-
torical costs.

Accounting Issues

............................................ i e 2

Notes 4 and 9 of Notes to Consoli-
dated Financial Statements describe
three new accounting standards

the Company will adopt in 1993
and 1994, The presently quantifi-
able effects on the financial
statements will be: an increase,
effective at the beginning of 1993,
of approximately $13 million per
year in expense related to postretire-
ment benefits: the recognition in
1993 of approximaiely $19 million
of state tax benefits related to
MeruBank's net operating loss
carryforwards; and increases in
1993 of both assets and labifities
on the Consolidated Balance Sheets
by approximately $580 million.
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I;r CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS
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5 YHAR EXDED DECEMBER 1)

JDOHL ARSI THOUSANTA, ELNCEPT PER SHARE AMOUSTR ) oo oo s i o om0 o 16 o o o o i i ] m ...... el | 1t 1950

Operating Revenues

Eleetric % 1669679 5 LSIS289 % 1SOR325
Provision for rate refund (Note 3) - (33436} -
R QS e 19,959 12,697 8164
., U S Y P D S 1,689,638 1 474,550  1.589.589
Fuel Expenses
Fuel for electric generation 230194 223,983 242,676
. Purchased power SR P N s1oer . 44,758 46,372
N I PR R S 287201 2RI 289,048
Operating Expenses ‘
Litility operations and maintenance 30512 401,736 408,347
Reul estate operations 27,300 25482 §8,321
Depreciation and amortization 2200076 219,010 213.891
Tuxes other than income taxes (Note 10) 217063 215,541 198832
Pito Verde cost deferral (Notes 1 and 3) B (1), 886) (64,379)
__Disallowed Palo Verde costs (Note 3y - = R e e
o el e B54.960 1368028 845,012
oL il L ot SR i P LLE s SUL i o
Other Income (Deductions )
Allowanee for equity funds used during vonstruction (Note 1) LRI 3,902 4,042
Palo Verde cost deferral (Notes | and 3) - 63,068 71.404
Palo Verde accretion income {Note 33 67,421 5306 -
Interest on long-term debt (272,240 (316,282) (338.521)
Other interest (2718 (16,447) (19054)
Allowance for borrowed funds used duting construction (Note 1) 4,492 6,636 K708
Preferred stock di vidend requirements of APS {32,452} (33,404} (31.060)
_ Other-pet L (13.045) (31,463) (3,148)
R - e (255,439) (318.684) (307.632)
Income (Loss) From Continuing Operations Before Income Taxes 202,038 {4K5,933) 147,897
Income Tax Expense (Benefit) (Note 4) SRR L 141,598 (145,616) 77,689
Income (Loss) From Continuing Operations 150,440 (340,317) 70,208
.l_r.agg‘qagfmm Discomiqgcd Operatiors (Note 2 s 6,000 _ 153453 27425
Net Income (Loss) 156,440 (186.862) 97,313
Retamed Earnings (Deficity at Beginning of Year (321 AKT) (134,625 (231,958)
Common Stock Dividends . - i £ < -
Accumulated Deficit at End of Year ' 5 (65047) & (321487) § (13462%)
Average Common Shares Outstanding R7.044.180 86,937,052 #6.769.924
Eamings (Loss) Per Average Common Share Outstanding ,
Continning operations 5 5 R @a39n s 081
Discontinued operations L s 0.07 {76 0,31
_JTotal 5 180 % (215 % 1.12
Drvidends Declared Per Share $ w3 $

See Notes o Consolidated Financial Statements.
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(ﬂ ‘ CONSOLIDATED BALANCE SHEETS
3
o) DECEMUER 11
iz CFFIOUIS ANEIS L) ERALL ARG o oo b i st o B 50 0 0 0 1 e ~mvammsie R wmcvaranann "N
Asset
S MR il s
] Clurrent Assets :
Cash and cash equuvalents $ B7926° § 1738
‘ Customer and other receivables - net 157433 125,819
b Accrued utility revenues (Note 1) 51,517 44462
Materials und supplies (at average cost) PS9TR 107,225
Fossil tuel (at average cost) 36,668 30,515
__Drther current assets B o L P I TR A My el - 2 L R0 10,042
. Total cusentagse’ - 0 437,522 491,778
lavestments and Other Assets
Real estate investiments - net 394,527 389,176
Othepassess . o o - oo o oF L 142,309 148,798
conr Yol investments and otherssels 336,436 2L
Utility Plant (Notes 6, 11 and 12) ‘
! Electric plant in service, inchuding nuclear fuel 6338327 6212249
JConstruction Work iNPIOQIBSK | - i aanaane e 162,108 19768
i Total wility plant 6,497 495 6,409,892
Less socunnilated depreciation md amortization LB ... 1822708
o NSRRI e 1 it - o et e L 4,523,797 4487124
Deferred Debits 5
i Deferred income taxes 291,190 335,062
' Palo Verde Unit 3 cost deferral (Notes | and 3) 310,908 320,070
Pato Verde Unit 2 cost deferral (Note 1) 184.061 190.123
e et il e i e s e e 172.004 120570
i Tnml_ deforreddobits . . . oo o0t L 058,163 965,825
Total Assets 5 6450318 $ 6482701
See Notes o Conselidated Financial Stustemenis.
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DECEMOER Y1

CUTHOL IS ANEIS CHF DN L AR 5 o100 o 0 s e e it 1 o 20 s i L 0 o N 90 5 o B | | B 1N

Liabihities and Equity

Current Liabiiities

Accounts payable $ 105718 $ 104,686
Acerued taxes 117,694 71,732
Acvcrued interest 58,579 15,172
Short-term borrowings (Note ) 195,000 --
Current maturities of long-term debt (Note 6) 94,217 299,550
Other current liabtlities 78904 G0), 448
Tovtal current liabilities L 650,117 6], 588
Non-Curvent Liabilities
Long-term debt less current maturities (Note 6) 2,774,308 2,996,910
Other fabilities 9,444 10,334
Total non-current hiabilities 2,783,754 3,007,244
Deferred Credits and Other
Disterred inoowme taxes 63 RED 720 58%
Deferred investment tax credit 133,359 138,933
Unamortized gain - sale of utility plant 116,167 126,669
Other deferred credits TR I O AT Pl by -8, 133438 117438
Total deferred creditsandothee 1,146,526 1,112,628
Commitments and Contingencies (Note 13)
Minority Interests
Non-redeemable preferred stock of APS (Note 7) : 168,561 168,561
Redeemable preferred stock of APS (Note 7) 225.635 207278
Common Stock Eqguity (Note 8)
Vommon stock, no par value: authorized 150,000,000
shares; ssued and outstanding 87,167 872 in 1992
and 87,009,974 in 199) 1646772 1,646,889
Accumuluated deficit {165,047} (321,487}
Total common stock equity 1 481,725 1,325 402
Tota! Liubilities and Equity $ 645631 6482701




g CONSOLIDATED STATEMENTS OF CASH FLOWS

" CTHOUSANDR W TR CARS: 3 it -t

QW_ Cash Flows From Operating Activities (Noe 1)

s A S O 1 o T ) e e 0 e

(7 SOSE—— 1990

YEAR ENDED DECYAMBER 4, {
4

e Income floss) from continuing operations S 150440 $ (340317 8 70208
i ltems not requiring cash
gl Depreciation and amonization 59,637 268,153 262,613
o Deferred income taxes - net s U (128,563 107411
ik, Palo Verde cost deferral (Notes | and 3) S (133 ,954) (135,783}
e Proviston for tale refand - net (Note 3) {21,574) 52,057 -
i Disalle wed Palo Verde costs (Note 3) - 577.145 -
= Palo Verde uccretion income (Note 3) (67421} (5,300) -
: v Other - net (1.829) (4,235) 13,994
J Changes in current assets and labilities
. Accounts recenvable - net (31.715) 18.006 (15,854
i Accrued wtitity revenues {7,055) 1,004 (3.048)
Materials, supplies and tossil fuel 5,004 (8.490) (1531%)
Other current assets 2042 (478) 5.500
1 Agcounts payab! 9547 18,866 (9,305)
: Accrued taves 43962 (18.902) 46,398
Accrued intercst {16,593) (3,588) 11,203
Other currens liabilities {16,540 3,364 {10,833) ¥
Additions to real estate (12.647) (18.393) {656)
i Sales of real estate 14.622 7.787 S5
, Other - net S i b o o Y 5,973 4,407 (2,589)
I" Net Cash Flow Provided By Operating Activities 402,280 288,063 329.173
... Cash Flows From Investing Activities
Capital expenditures (224419 (182.687) (259,280) 1
: Allowance for equity funds used during construction Anad 3902 4,042
- Sale of propefty (Note 3} 5480 233875 73,248
Orther - net (6,553 (2,630) {9,930
R B e Arica . = i Fl
Fet Cosh Phory Brovided By {ifhedt fo) Sventing Activiios .39 52460 (153.920)
l _ Cash Flows From Financing Activities |
r ssuance of long-term detyt 649,165 485 844 642,665
i Issunnce of preferred stock 24981 49,375 .-
; Short-term botrowings - net 195,000 (159,000} (81.000)
Repayment of long-term debt (L9181 {593.252) (797.194)
Repayment of preferved siock (27 850) (15.175) (11,568)
o Other-net i o 20 6.042 1,639
E- Net Cash Flow Used For Frnancing Activities ] (65.678)  (206,166)  (245.458)
Net Cash Flow (8,789 114,357 (7 205)
Cash and Cash Equivalents al Beginning of Year LTS 59,358 129,43
- Cash and Cash Equivalents at End of Year S 87926 § IMANS 5 898
1 ' o
F
:‘ See Notes to Consolidated Financial Statements.
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NOTES YO CONSOLIDATED FINANCIAL STATEMENTS

I, Summary of Significant Accounting Ponicies

A CONSOLIDATION

The consolidated financial statements include the accounts
of Pinnacie West Capital Corporation and its subsidiaries:
Arizona Public Service Company, an electric utility; Sun-
Cor Development Company, a real estate development
company; and El Dorado Investment Company, a venture
capital firm. Certain prior year halances have been reclas-
sified w conform to the 1992 presentation,

8. UTILITY PLANT AND DEPRECIATION

Utility plant represents the buildings, equipment and
other facilities used to provide electne service. The ¢c st
of utility plant inclades labor, material, contract services
and other related items and an allowance for funds used
during construction. The cost of retired depreciable utility
plant, plus removal costs less salvage realized, is charged
o accumulated depreciation.

Depreciation on utility property 15 provided on a
straight-Tine busis. The applicable rates for 1990 through
1992 ranged from 0,84% to {5.00%, which resulted in
annual composite rates of 3.37%. Deprectarion and
amortization of non-utility property and equipment are
orovided over the estimated useful lives of the related
assets, ranging from 3 to 38 years.

€. REVENDES

Electnie operating reveénues are 1 cognized on the acerual
basis and include estimated amounts for service rendered
but unbitled at the end of each accounting penod.

D. ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION
AFLIDC represents the cost of debt and equity funds
used to finance construction of utility plant. Plant con-
struction costs, including AFUDC, are recovered in
authorized rates through depreciation when completed
projects are placed into commercial operation. AFUDC
does not represent current cash earnings,

AFUDC has been calculuted using composite rates of
104 for 1992, 10.15% for 1991, and 10% for 1990. APS
compounds AFUDC semi-annually and ceases to acerue
AFUDC when construction work is completed and the
property is placed in service.

E. INCOME TAXES

Pinnacle West and its subsidiaries file a consolidated U.S.
income tax return. Consolidated income taxes are allocat-
ed among subsidiaries as if separate income tax returns
were filed. The difference, if any. between those alloca-

tions and consolidated income tax expense 1s allogated to
Pinnacle West,

. REACQUIRED DEBT COSTS

APS amortizes gains and losses on reacquired debt over
the remaining life of Lne original debt, consistent with
ratemaking.

G. NUCLEAR FUEL AND DECOMMISSIONING COSTS

Nuclear fuel is charged 1o fuel expense using the unit of
production method under which the number of units of
thermal energy produced in the current period is related
to the total thermal units expected to be produced over
the life of the fuel.

The estimated cost of decommuissioning APS' 29.1%
share o v 7 Vierde Nuclear Generating Station and
completely removing all tu. "ties is approximately $2.1
billion ($390 million in 1992 dollars) and will be incurred
over a thisteen-year period beginning in 2023. This esti-
male 18 based on a 1992 site-specific study which would
produce an annual cost requirement of approximately $11
mitlion as compared 10 the $6.5 million currently approved
by the ACC. As approved by the ACC, the cost is charged
to expense over each unit's operating license term and
inchuded in the accumulated depreciation halance,

APS deposits the ACC approved amount into external
trust accounts. The trusts are included in “Investments
and Other Assets” on the Consolidated Balance Sheets
and totalled $33.5 million at December 31, 1992

H. STATEMENTS OF CASH FLOWS

Temporary cash investments and marketable securities
ate considered 1o be cash equivalents for purposes of the
Consolidated Sratements of Cash Flows. During 1992,
1991 and 1990 Pinnacle West and its subsidiaries paid
interest, net of amounts capitalized, of $286,4 million,
$305 4 million and $301.9 million, respectively. Income
taxes paid were $33.8 million. $19.7 million, and $0.2
million respectively, and dividends paid oo preferred stock
of APS were $32.6 miilion, $33.1 million and $32.1 mil-
lion, respectively.

|. PALD VERDE COST DEFERRALS

As authorized by the ACC, APS deferred operating costs
(excluding fuel) and financing costs of Palo Verde Units
2 and 3 from each unit's commercial operation date until
the date that the units were included in a rate order. The
deferrals are being amortized and recovered through
rates over thirty-five year periods.
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2. Discontinued Operations

In 1989, a settlement was reached which resolved claims
misde by ceriaun federal agencies with respect 1o MeraBank,
resulting in a $450 mitlion capital infusion by Pinnacke
West into MeraBank. The settiement released Pinnacle
West from its purponted ubligations under a capital mainte-
nance stpulation welating to MeraBank. Because of certain
unresolved federal tncome tax issues, Pinnacle West could
nat at the tine record an income tax benefit related to the
loss incurred as a result of the settlement. In January 1997,
the Internal Revenue Service issued a ruling which allows <
Pinnacle West to deduct, for federal income tax purposes,
its repauming investment in MeraBank including the capital
infusion. As aresult. Pinnacle West recorded income from
discontinued operations in 1991 of $153.5 million repre-
senting a federal nef operating loss carrviorward.

In 1942, Pinnacle West recorded 86 million of income
from discontinued operatioas representing the realization
of a portion of the state NOL carryforward.

The 1940 income from discortinued operations resulted
from & £22.2 mitlion tax benefit relating to a portion of
Mers ank's 1999) operating loss and $4.9 milhon relating
te e sule of Malapa

3. Kegulatory Matters

RATE CASE SETTLEMENT

In December 1991, the ACC approved a settiement
reached by APS in the retail rate case that had been pend-
ing betore the ACC singe Junnary 1990, The ACC autho-
rizea an annual net revenue inerease of $66.5 million or
approximately 5.2%. o turn, APS wrote off $577.1 mil-
lion af costs associated with Palo Verde and recorded a
refund obligation of $53 4 milhen. The after tax impact of
these adjustments reduced net income by $407 million. A
discussion of the components of the disallowance follows.

Prudence Audit

The ACC closed its prudence audit of Palo Verde and
APS wrote off $142 miltion ($101.3 mallion after tax) of
construction costs relating to Palo Verde Units (, 2 and 3
and $13.3 million ($8.6 million after tax) of deferred
costy relating to the prudence audit.

Interim or Temporary Revenues

The ACC removed the mterim and temporary designation
on 8385 mullion of revenues collected by APS from 1986
through 1991 that had been previously authorized for Palo

Verde Units | and 2. APS recorded a refund obligation to
customers of $53.4 million ($32,3 million after tax) related to
the Palo Verde write-off discussed above. The refund obliga-
tion has been used to reduce the amount of annual rate increase
granted ruther than require specific customer refunds and is
being reversed over thirty months beginning December 1991,

Excess Capacity Issue

The ACC deemed 2 portion of Palo Verde Uit 3 o be
excess capacity and, accordingly, did not recognize the related
Unit 3 costs for ratemaking purposes, This action effec., ‘v
disallows for thirty months 4 return on approximately €47¢
Soa'ton of APS' investment in Unit 3. APS recogmzed a
chizge of $181.2 miflion ($109.5 million after tax), represent-
ng the present vitlue of the lost cash flow and to that extent
temporanily discounted the carrying vaiue of Unit 3,

In accordance with generally accepted accounting princi-
ples, APS is recording, over the thirty-month period, scoretion
mcome on Uit 3 in the aggregate amount of the discount.
APS recorded after-tax aceretion income of $3.2 million and
$40.7 million in 1991 and 1992, respectively, and will record
after-tax sccretion income of $45.3 million and $20.3 million
in 1993 and 1994, respectively.

In December 1991, APS stopped deferring Unit 3 costs
and recorded a $240.6 milhon ($155.3 million after tax)
writg-off of Unit 3 cost deferrals due to a portion of Unit 3
being deemed excess capacity. At that ume, AP began
amortizing to expense and recovering in rates the rCmaining
$320 million balance of the deferrals cver a Wirty-fiv » year
perniod as approved by the ACC.

Future Retail Rate Increase

APS agreed not 1o file a new rate apphication before December
1993 and the ACC agreed to expedite the processing of that
rate application. APS and the ACC also agreed on an average
unit sales price ceiling of 9 885 cents per kilowatt-hour in this
future rate application, which was based on APS meeting
certain cost targets established by its management. APS’
1992 average unit sales price was approximately 9 cents per
kilowati-hour. The ceiling may be adjusted for the effects of
significant changes in laws, regulatory requirements or APS’
cost of equity capital. Management believes that the un.. ales
price ceiling will not adversely impact APS’ futore earn ngs.

Dividend Payments
APS agreed to himit its annual common stock dividends to
Pinnacle West to $170 million through December 1993,
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SALE OF CHOLLA 4

In July 1991, APS sold Unit 4 of the Cholla Power Plant
to PacifiCorp for approximately $230 million, The
resulting aftertax gam of approximately $20 million was
deferred and is being amortized 45 a reduction to opera-
tions expense over a four-year period in accordance with
ann ACC arder. The transaction also provides for trans-
mission access and electrical energy sales and exchanges
hetween APS and PacifiCorp.

4, Income Tax Expense

The consponents of income tax expense (henefit) from
continuing sperations for each of the three years in the
pertod ended December 31, 1992, are as follows:

YHAR ENDED BECEMBER 1

CTHERISANDS (OF (L LARY = == s wmaswfPG2 == s cusn 1997 <~ v = -~ 1890
Current

Federal $ MAIBE § 2500 §

Kl SR 624 o o
Total current 31042 250
Deferred

Depreciation - net 76,175 58,310 56,663

Palo Verde cost

deferral (5.01%)  47.527 40472
Disallowed Palo

Verde costs o (2133094 -
Refund obligation K454 (21.273) o
fnvestment tax

credit - net (5,574)  (9.275)  (10,99)
Alernative

minnnum tax 140.434) {2,500
Palo Verde start-up

CONLS (28.976) (1381 (2.16d)
Palo Verde acui. _on

income 26,668 2,168 -
NOLU carryforward

wilized 7,164 - -
Loss on reacquired :

dett 10,266 (1066} 34
Taxes, pension costs :

and other - pet LA S N N {6.342)

Tota! deferred 110,556 (148,116) 77 689

Total S 141895 $(145616)8 77,680
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The differences between imcome tnx expense (benefit)
and the amount obtained by multiplying meome from con-
tinuing operations before income taxes by the statutory
federal income tax rate for each of the three years in the
penad ended December 31, 1992, are as follows:

FEAR EXNOELY PECEMBER 21
LIHOURANIYY OF DEN AR ) s mm e J QR = o= e m 199) <= v omne 1990

Federal income tax
expense (henafit) at
stafutory rate

Increases (reductio as)
in tax expense
resulting fre

$ 99293 $(165.217) % 50,285

Taxu - ook

dr . aon 17499 21 814 18.444
All for funds

us cloong

SOy AIUCHON (1.055) (1,320 (1,.374)
Palo Verde cost

deferral o (4.063%) (4,281)
Disallowed Palo

Verde costs - 2236
Preferred stock

dividends of APS 11,034 11,357 10,560
lnvestment tax credit

amortization (6,124) 9.2725) (113D
State incoime tax -

net of federal - :

come lax benefit 21,589 (16,307) 13,445
Other (638} {4,835) 1,947

Income tax expense ,
(benetit) § 141,598 $(145.616) § 77,689

Deterred income taxes are provided for substantially all
timing differences ansing fron v the vecognition of revenues
and expenses in different periods Jor fax and financial
reporting purposes. Prior to October 1983, APS reflected
the tax effects of certam timing differences in income cur-
rently in accordance with an ACC order. At December 31,
1992, APS ha! flowed through to income approximately
$115 miluon of income tax benefits arising from timing dif-
ferences for which deferred taxes had not heen provided,

A1 Decembe 31, 1992, Pinnacle West had federal net
operau-? fo< carryforwards of approximately $470 mil-
lion which may be used through 2005, For financial
reporting purposes, the tx benefit of the operating losses
has been recognized primarily as an offset to deferred tax
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labilities. State NOLU carryforwards of approximately
$360 million, which may be used through 1995, have not
yet been recognized for financial reporung purposes.

In February 1992, the Financial Accounting Standards
Board (FASB) issued Statement of Financial Accounting
Stundards (SFAS) No. 109, “Accountivg for Income
Taxes”. SFAS No. 109 requires that the hability method
he used in calculating deferred income taxes. When
SFAS No. 109 15 adopted in 1993, APS will record
deferred income tix linbilities related to the equity com-
ponent of AFUDC, the debt component of AFUDC
recorded net-of-tax, and other temporary differences for
which deferred tuxes bave not been provided. Deferred
income tax balunces will alvw be adjusted for changes in
tax rates and for the detored tax eftects of unamortized
mvestinent tax credits It is capected that the additional
deferred income tax liabilities wall be offset primarily by
regulatory assets representing the future revenue require-
ment impact of these adjustments, Adoption of SFAS
No. 109 is expected 1o increase assets and Habilities by
approximately $580 million and will result in the recog-
nitien of approximately $19 million of tax benefits retat-
ed 1o the remaining state NOL carryforward.

See Note 2 for tax benefits recorded in connection
with discontinued operations.

5. Lines of Credit

APS had commutted tines of credit with various banks of
$302 million at December 31, 1992 and 1991, The out-
standting borrowings were $130 million at December 31,
1992 no borrowings were outstanding December 31,
199}, The commitment fees on these lines were 01, 1875%
per annum through Apnl 29, 1992 and 0.25% thereafter
through December 31, 1992,

Additionally, APS had a $70 miilion cormmercial
paper program hacked by u letter of credit at December
31,1992 and 1991, Outstanding borrowings under the
program were $635 million at December 31, 1992; no bor-
rowings were outstanding at December 31, 1991 The
commitment fees were 0 30% per annum in both years.

Pinnacle West had a liquidity facility of $50 million at
December 31, 1992 and $75 million at December 31,

CORTE FUST AT . )

1991, The tacility is available for payments of principal
and interest on Pinnacle West's outstanding debt with a
maximum of $20 million for principal payments. Any
horrowings o this facility will be secured by the APS
common stock owned by Pinnacle West and will bear
interest, at Pinnacle West's option, at rates based on the
prime rate or rates based on LIBOR. Additionally,
Pinnacle West pays & 0.3125% commitment fee on the
facility when no borrowings are outstanding or from
0.25% to 0.375% on the unused portton in a period when
borrowings are outstanding. There were no borrowings
outstanding under the hquidity facility at December 31,
1992 or 1991,

By Arizona statute, APS’ short-term borrowings can-
not exceed 7% of its total capitalization without the con-
sent of the ACC,

6. Long-Term Debt .
In January 1990, Pinnacle West restructured the miajority
of its long-term debt. Pinnacle West granted the affected
lenders a security interest in the outstanding common
stock of APS and agreed not to incur new debt except to
reduce, refinance or prepay existing debt, Pinnacle
West's ability to pay dividends is dependent upon the
satisfaction of specified interest coverage ratios. Any
investments by Pinnacle West in its subsidiaries, exclaid-
ing APS, are generally restricted o $15 nullion in the
aggregate until the lenders are fully repaid. Any new
mvestments by Pinnacle West are generally restricted o
$20 mullion in the aggregate until the lendecs are fully
repad and may not be made until Pinnacle West is able
to meet the dividend test. Pinnacle West mu it maintain
certain interest coverage tatios and meet cenain funded
debt tests. Addwionally. Pinnacle West would be
required 1o use the net cash proceeds from the sale of all
or substantially all of SunCor or El Dorado or from the
sale of substantially all of those subsidiaries’ assets to
repay debt. The fullowing table presenis Jong-term debt
outstanding as of December 31, 1992 and 1991,
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YEAR INDED DECEMBER 11,

MATURITY DATES INTHREST RATES

CEHIL S ANES D DXL AR o o om0 0 0 0 0 0 00 e — 1492 - 1991
APS
Hirst martgage bonds 1992-2024 4.4%-13.25% § Lelso0 § 1,844,907
Follation control indebtedness 2A09-2015 Adjustable (a) 424 330 424,330
Bank term loans 1992 LIBOR plus .25% (b) - 36,000
Debentures 1992 12.50% - 70,000
Revolviog credit 1993 LIBOR plus . 30% to 45%i¢) 73,000 75.000
Cupitalized leuse obligation 1992-2001 7.48% (d) 32,048 34.666
i B N e S N R 2.146 980 2484013
PINNACLE WEST '
Bank termn loans 1996- 1997 (e} 170,326 185,327
Debentures 19942002 10.0%-11.61% (f) 451,029 529,839
Notespayable 197 . lo5% WAR2 96,381

L B - 715,731 811,547
SUNCOR
Notepayable o B e s s s L2 JN0S ... =

Total long-term debt 2,868,522 3,296,460
Lesscurrent maturities, . : - R . #4217 399.350
Total long-term debt less
current maturities $ 2.774.308 $ 2996910

() The interest rates at year-end varied from 3.20%
to 4.40% for 1992 and from 4.90% to 7.25% for 1991,

ib) The weighted average interest rate on outstanding
borrowings at the end of 1991 was 6.52%.

(¢) The weighted average interest rates on outstand-
ing borrowings at the end of 1992 and 1991 were 4.41%
and 6.82%, respectively,

td) Represents the present value of future lease pay-
ments (discoupted at the mterest rate of 7.48%) on a
combined cycle plant sold and leased back trom the
independent owner-trusice formed W own the fucility.
See Note 12

{e) The 1991 balance inludes $15 million with a
weighted average interest r e of 8. 47%. The remainder
in both vears is composed of term loans with fixed rates
of 8.83% 1o 10.56%.

(f) Includes $3 10,411,000 of senior secured deben-
tures at December 31, 1992 and 1991 which are duc in
2000 and bear interest at 11.61% per annum. These
debentures are redeemable at the option of Pinnacle
West, on or after March 22, 1993, pursuant to a U.S.
Treasury make-whole formula.

The 1991 balance includes $75 million of subordinat-
ed convertible debentures. The debentures were
redeemed in 1992,

The balance of $140,618,000 in 1592 and $144.428,000
in 1991 represents senior debentures of which
$65,618,000 is due in 1994 with the remainder due in
1995, Under terms of the debt restructuring, the weight-
ed average interest rate of this debt was 10.89% at
December 31, 1992,

Aggregate annual payments due on total long-term
debt and for sinking fund requirements through 1997 are
as follows: 1993, $94,217.000; 1994, $71,939,000;
1995, $81.6!4.000; 1996, $103,526.000 and 1997,

250.538,000. See Note 7 for redemptions and sinking
fund requirements of redeemable preferred stock of APS.

Substantially all utility plant, other than nuclear fuel,
transportation equipment, and the combined cycle plant,
is subject to the lien of the first mortgage bonds. The
first mortgage bond indenture includes provisions which
would restrict the payment of dividends on APS common
stock under certain conditions which did not exist at
December 31, 1992,

Pirnacle West and its subsidianes wicurred interest
expense of $286,347,000, $333,923,000 and $364.574 0G0
in 1992, 1991 and 1990, of which $1,389 000,
$1,194.000 and $6,999.000 was capitalized in cach year,
respectively,

On February 9, 1995, APS issued $150,000,000 of 8%
first mortgage bonds due February 1, 2025,

APS had approximately $500 million of variable-rate
long-term debt outstanding a1 December 31, 1992,
Changes in interest rates would affect the costs associat-
ed with this debt.
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7. Preterved Stock of APS '
Non-edeemale preferred stock is not redeemable except o being callabie by APS. The balances at December 31,1992
4t the option of APS, Redeemable preferred stock is and 1991, of preferred stock of APS are shown below: 3
redeemable through sinking fund obligations in addition I
r
lellt’? (F SHAREA PAR VALUE j
f OUFSTANIENG AT DUTSTANONG AT ]
, W L - AL ;
ALTHORIED PEE SHARE 7 - = ﬁffn'(?; !
E0 L seememtesemes msesssavees 1992- 1981 --- 1952 1991 1
) (THOUSANDS OF DOLLARS) |
[, 5 NON-REDEEMABLE h
| $1.10 preferred 160.000 155,945 155945 § 2500 § 3898 5 38§ 250 i
: ' $2.50 preferred 103,000 103,254 103,254 S0.00 5163 5.163 51.00
gt $2.36 preferred 20,000 A0000 40,000 50.00 2.000 2,000 31.00 I
! $4.35 preferred 150,000 75000 75,000 106,00 7.500 7,500 102.00 ]
Senul preferred 1,000,000 !
5 §2.40 Series A 240,000 240,000 50.00 12,000 12,000 50.50 4
E $2.625 Sernies C 240,000 240,000 50.00 12.000 12,000 51.00 [
§ $2.275 Senes D 20000 200,000 50.00 16,006 10,000 50.50
I $3.25 Series E 320,000 320,000 50.00 16,000 16,000 S1.00
l. Senal preferred 4,000,000(h)
i $5.32 Series 1 SO 500,000 104).00 SO 50,000 101.00
; Adjustable rate
[ Series Q S00.000 500,000 100,00 30.000 50,000 (€l
F Serial preferred 10,000,000 = - 2500 o | =
i Total IA74,199 2,374,199 S 168561 S 168,561
9 REDEEMABLE
: Serial preferred
; $10.00 Series H “ 8677 $ 10000 % - & R6R
$8.80 Series K X7 108 191,825 100.00 18.710 19,182 (d) ,
] $12.90 Series N - 213,280 100.00 - 21,328 ;
: $11.50 Series R 319250 356,000 100.00 31,928 35,900 fe)
1 848 Series S SO6, (K 500,000 100.00 50,000 50,000 1))
: $8.50 Series T SO0,0600 500,000 100.00 SO,000 50,000
- $10.00 Series U 306,000 500,000 100.00 50,000 50,000 )
' $7 875 Series V 250,040 - 100.00 25000 - ® ]
! ” Toul 2256350 2272782 $205.635  $227.278 i
4
. (a} In 2ach case plus socrued dividends. (e) Redeemable after June 1, 1994 at $105 .45, declin-
3 (b) This authurization covers both outstanding ing each year by a predetermined amount to par after
| redeemable and non-redeemable preferred shares. June 1, 2003,
L (¢1 Bears dividends at a rate, adjusted on a quarterly (f) Redeemable at $104.24 through May 31, 1993,
4 basis, 2% below the rate borne by certain United States and thereafter declining by $2.12 each year to par after
#:;_' Treasury secunties, but in no event less than 6% or May 31, 1994,
- greater than | 2% per annum. Redeemable ar $103,00 (g) Redeemable at $107 88 through May 31, 1993,
|- through February 28, 1993, and at par thereafter. and thereafter declining by a predetermined amount each
1 (d) Redeemable at $103.00 through February 28, year to par after May 31, 2002, _
! 1994, and at $101.00 thereafter, "
4 I
d i
Ey
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If there were to be any arrearage in dividends on any of
its preferred stock or in the sinking fund requirements appli-
cable o any of its redeemable preferred stock, APS could
not pay dividends on its common stock or acquire any
shares theread for consideration.  The combined aggregate
amount of redemption reguirements for the above issues
for the nexy five years are: 1993, $15.775 000; 1994,
$65.775,000; 1995, 815,775 000; 1996, $15.775.000; and
1997, $25.775,000,

Redeemable preferred stock transactions of APS during
each of the *hree years in the period ended December 31,
1992, wie as follows:

DM ER OF PAR VALUE
NHARPS AMULNT
TEIOLT AR B8 THEN S AITIS = om0 5t . o 48 0 o

Ralance, December 31, 1989 2040213 § 204,021

Retirements

$10.00 Senes H {16,000 (1,600

X 80 Series K (1,036 {1043

$12.90 Series N (28,145) (2814}

§ | l_i() Series !l e 70,5041 _(2.955{)
Bulance, December 31, 1990 | 924,532 192453
Issuance

$10.00 Series U SOG.000 50,000
Retirements

$10.00 Senes H {16.000) ( 1.600}

$8.BO Series K {40,2735) (4027

$12.90 Series N (24, WS\ (2.49%)

511.50 5cnei!§_ _______ (70.500)  (7.050)

alunce December 31, 1991 2272782 227.278
Issuance

$7.875 Senes V 280,000 25,000
Retrenents

$10.00 Series H (R.677) . 6K)

$8.80 Series K 4.725) @

51290 Series N (213.280) 213

$11.50 Senies R (39,750} (3.97%)
Balance, Decerber 31, 1992 2256350 % 235648

*-% ( Hmmon Stock

.‘..-..--_-_--..-v....v_.._-.---...-..----_.._«.,..-.-.-._--....-u.-v'-mj

Pinnacle West's common stock issued during each of the
three years in the peniod ended December 31, 1992, is as
follows:

CTAMON STOCK.
NUMBER (%
SHARES AMO NT(R)

(OLLAKS IN THOLSANE = e - awsteti
Balance, December 21, 1989 86,723,774 § 1,646,290

C nmrr_rgpjgmk lmued 149,400 280
Buhmu December 3l 1990 86,873,174 | 546,570

Common Stock Issued £36,800 319
Balance, December 31, 1989] 87,000,974 1,646 889

Common Smck Issued 151 .89% (17

Balance, December 31, 1992 87,161,872  § 1646772

(@) Including premiums and expenses of preferred stock
issues of APS.

The Pinnacle West Stock Purchase and Dividend Rein-
vestment Plan provides that any participant may purchase
shares of Pinpacle West common stock directly from
Pinnacle West.

Both Pinnacle West and APS have employee savings
plans under which v ntributions by participating employ-
ees and contributions by eny, *syers could involve the
issuance of new shares of Pinnac,» West cominon stock,
Contributions made by Pinnacle Wes' and APS to their
respective employee retirement plans may also involve one
or mote such 1ssuances of common stock.

Under the Pinnacle West Capital Corporation Stock
Option and Incentive Plan, non-qualified (NQSO) and
incentive (150 stock options and restricted stock awards
may be granted to officers and key employees of Pinnacle
West and subsidiaries up to an aggregate of 3 mitlion
shares of Pinmacle West commen stock. The plan also
provides for the granting of stock appreciation rights, per-
formance shares, dividend equivalents or apy combination
Sereof. Another plan provides for the granting of NQSOs
to Pinnacle West's directors up to an aggregate of 500,000
shares of stock. As of December 31, 1992, approximately
64,000 restricted shares, 2.086.000 NQSOs, 10,000 1SOs

il 29,000 dividend equivalents were outstanding under
the plans.
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9. Pension Plan and Other Benefits

Pinnacle West and its subsidiaries have defined benefit
pension plans covering substantially all employees. Bene-
fits are based on years of seryice and compensation utiliz-
ing 4 final average pay formuls. The plans are funded on a
current basis to the extent deductible under existing tix
regulations. Pension cost, including administrative cost,
for 1992, 1991 and 1990 was approximately $14,384,000,
$10.913.000, and $14.932,000, respectively, of which
approximately $4,279.000, $5,262,000, and $7.893.000,
respectively, was charged to expense; the remainder was
either capitulized as a component Gf construction cost or
pilled to participants of jointly-owned facilities. Plan
assets consist primarily of domestic and international com-
mon stocks and bonds and real estate,

I 1990, APS implemented a voluntary work forge
reduction plan, As part of this plan, APS offered a special
sarly retirement program to employees who met centain
Jligibility requirements. APS also offered an enhanced
severance plan 10 selected eniployees. The total additional
pension cost recorded for these programs was $8,232,000, of
which $5,152,000 was charged to expense.

Net periodic pension cost is deteraned usiig the project-
ed unit credit acarial cost munod. Excluding the costs of
the early retirement prog-am and *»¢ enhanced severance
plan, the components of peosion cost are as follows:

ITHOUSANDS OF DO ARS = mreimin s §GED 4w wem = 198 = e 19%0
Service cost - benefits

earned during the

period § 17227 8 14831 $ 16343
Interest cost on pro-

jeoted benefit

obligatiin 33,633 31,216 3M.054
Return on plan assets (232251  (65.262) 9,512
Net ammartization and
..., AL O SO o AL
Net consolidated

penodic pensioncost § 12518 § 9709 § 4938

The discount rate used in determining the actuarial pre-
sent value of the projected benefit obligation was 8.25% in
1992 and 1991, The rate of increase in future compensa-
tion levels used was 5.0 1n 1992 and 5.5% in 1991, The
expecied long-term rate of return on assets used was 9.5%
in 1992 and 10.00% in 1991,

e Sl AR A e B e e o s B e p N e el peme |

The following table sets forth the plans’ funded status
and amounts recognized in the accompanying consolidated
balance sheets:

CIHEUSANDS OF BOLLARS) == 14992~ 1991
Plan assets at fair value $ 191827 § 391218
Actuarial present value of

benefit obligation, including

vested benefits of

5270456 and $279.734 in

1992 and 1991, respectively 309607 299,021
Effect of projected future .

compensation increases 106,248 104,584
Projected benefit obligation 4|5 825 403,605

Plan assets less than projected

henefit obligation (2399%) (12,387)
Unrecognized net loss from

past experience different fror

that assumed 8,097 10,901
Unrecognized prior service cost 15,893 16,726
Unrecogmized net asset at January 1,

1986 being recognized over

N 2ﬂ.-2 years =~ (42,597)  (45.825)
Accrued pension liability 3 (42,605) $ (30,585)

In addition to providing pension benefits. Pinnacle West
and its subsiciaries provide certain health care and life
msurance benefits for active and retired employees. All
benefits are provided through a combination of insurance
policies and self-insured plans. The cost of providing
those benefits for both active and retired employees
amounted to $27.404,000, $28 625,000 and $29.425,000,
of which $14,454.000, £13.197,000, and $13,692.000 was
charged to expense, in 1992, 1991 und 1990, respectively.
At December 31, 1992, Pinnacle Wast and its subsidiaries
were providing these benefits to 7,121 active employees
and 1,570 retirees.

The FASB has issued SFAS No. 106, “Employers’
Accounting for Postretirement Benefits Other Than Pen-
sions.” This Statement will require accrual of postretive-
ment benefits, such as health care benefits, during the
years an employee provides services. This is a significant
change from the current policy of recognizing the costs of
these benefits as they are paid. Pinnacle West will adopt
the standard in 1993 and plans to amortize the accumulat-
ed beaefit obligation beginning at that time over a rwenty-
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year period. Based on an actuarial review of the current
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10. Supplemental Income Statement

are jointly-owned.
{b) Weighted average of interests.

plans, the accumulated benefit obligation at December 31, Information
y 1992 is approximately $188 million. Hased on curtent esti- e e Tt e T Ty i
e mates, the adoption of the standard will result in an Other taxes charged to operations during each of the : J
merease m 1993 annual postretirement benefit costs of three vears in the penod ended December 31, 1992, are '
approximately $30 millica, of which approximately $13 as follows:
r @Ili\nu will be charg?d 1o expense. Other increased cost RN, TYLY. 1992 1997 o cnenn 1890
Y will genierally be capitalized as a component of construc- !
E_ ‘ tion costs o billed to participants of jointly-owned facili- Ad valorem $H9073 § 121936 § 113452
ties. These estirtates are subject to change based on & ?}‘:::':’ ?i;g ’:2% ':‘:gg
number of factors used in the caleulations. sl —— '
in November 1992 the FASE issued SFAS No. 112, Total other taxes  § 217063 § 215541 5 198832
“Employens’ Aceounting for Postemployment Benefits™
_ which is effective in 1994, The new stundard requires a
1 change from a cash method 1o an accrual method in
; accounting for benefits (such as long-term disability)
provided to former or inactive employees after employ- i
i ment but before retirement. The impact of this new L Jointly-Owned Facilities
: standard has not been fully determined, but the change e T IO B B
{ will result i earlier cost recognition for these benefits, At Decernber 31, 1992, APS owned interests in the
2 Management has not yet made a deterination as to the followiz: _jointly-owned electric generuting and transmis-
{ timing of ymplementation, sion facilities. APS' shure of related operating and
| maintenance expenses is mcluded in atility operations
i and matntenance,
i
1
rv PHREENT L =i ' CONSTRUCTION
t R Tavice  DEPEBCATION PooRia
! CLAOL AR TN THIEISANTIS | o0 10 2 0 5 0 5 0 e i A o Sk S A A
E GENERATING FACILITIES
i Palo Verde Nuclear Cienerating Station - Units | and 3 201% S 1819921 § 374§ (4163
3 Palo Verde Nuclear Generating Station - Unit 2 (See Note 12y 17.0% 547,251 46,576 13,384
i Four Comers Steam Generating Plant - Units 4 and $ 15.0% 139338 42,507 718
| Navajo Steam Generating Plant - Units |, 2 and 3 14.0% 134,101 65,711 7464
E Cholle Steam Generating Plant - Common Facilities (a) 62.8% 68,500 28,130 1.461
! TRANSMISSION FACILITIES
(" ANPE SO0 KV System 35.8%(b) 62,557 12,356 B4R
B Navajo Southern System 31.4%h) 28.209 15,118 43
Palo Verde-Yurma 500 KV System 23.9%(b) 11,389 2,674 -
Four Comers Switchyards 27.5%(b) 2,948 1,705 -
Phoenix-Mead Sysiem 15.3%(b) - = 4,945 :d

ta) APS is the pperating agent for Cholla 4, which is owned by PacifiCorp. The common facilities at the Cholla Plant
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In 1986, APS entered into sale and leaseback transac-
tions under which it sold approximately 429% of its share
of Palo Verde Unit 2. The gain of approximately
$140,220,006) has been deferred and is being amortized
to expense over the original lease term. The leases are
heing accounted for as operating leases and require
semi-annual payments of approximarely $22.061,000
theough December 1996, $23,605.000 through June 1997
and $26,963,000 through December 2015, Options to
renew the leases for two additional vears and to purchase
the property at fair market value at the end of the lease
terms are also included. Lease expense for 1992, 1991
and 1990 was $45 838,000, $45,633.000 and
$45.458,000, respectively.

APS has a capital lease on 4 combined cycle plant
which it sold and leased back. The lease requires semi-
annuil payments of $2, 382,000 through June 2001, and
includes renewal and purchase options based on fair
market value. This plant is included in plant in service
at its orgimal cost of §54.405,000; accumulated depreci-
ation ar December 31. 1992, was $35,591,000.

In addition, Pinnacle West and its subsidiaries lease
certain land, buildings. equipment and miscellaneous
other ttems through cperating rental agreements with
varying terms, provisions and expiration dates. Reni
expense for 1992, 1991 and 1990 was approximately
526,104,000, $28.185,000, and $17,720,000, respectively
Annual future minimum rental commmitments, excluding
the Palo Verde and combined cyele leases, through 1997
are as follows: 1993, $25 ¥32.000; 1994, §24.259 000,
1995, $18,531,000; 1996, $15,552,000; and 1997,
$15.622,000. Total rental commitments after 1997 are
estimated at 5183 million,
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3. Commitments and Contingencies

LITIGATION
Pinnacle West and its subsidiaries are parties to various
claims, legal actions and complaints aristng out of the
nornal course of business. In the opinion of manage-
ment, the ultimate disposition of these matters will not
have a matenal adverse effect on the financial position of
Pinnacle West.

Various claims have been asserted against Pinnacle
West ond against present and former directors of Pinnacle
West and MeraBank, many of whom look to Pinnacle

West and its in=urance carriers for indemnification of
defense costs and damages. The clums seek damages

resulting from alleged deficiencies in Pinnacle West's
pubhc communication and financial reporting between
April 1987 and October 1988; from the acquisition,
operntion and divestiture of MeraBank: and from the
responses by Pinnacle West and its directors to the various
huyout offers of PacifiCorp. Class action certification has
been granted in one pending case. In the opinion of
management, the ultimate resolution of these claims will
not have a material adverse effect on Pinnacle West's
financial position.

CONSTRUCTION PROGRAM

Expenditures in 1993 for Pirnacle West's continuing
construction program have been estimated at $301 million,
excluding capitalized propenty taxes and capitalized
interest,

FUEL AND PURCHASED POWER COMMITMENTS

APS is a party to various fuel and purchased power con-
tracts with terms expiring from 1993 through 2020. APS
estimates that the amount of fuel and purchased power
that it is required to purchase pursoant to these contracts
during 1993 totals approximately 5150 million. Howev-
er, this amount may vary significantly porsuant to certain
provisions i such contracts which permit APS to decrease
its required purchases under centain circumstances.

e S i

i b e e e

|
\l
:
|
|
TS 1l d mal o e e o _‘_;-..—__A-J



NUGLEAR INSURANCE

The Palo Verde participants have insurance for public ba-
bility resulting from nuclear energy hazards to the full
hmit of liability under federal law. This potential labili-
ty is covered by primary liability insurance provided by
comumercial insurance carriers in the amount of $200
million, and the balance by an industry-wide retrospec-
tive assessment program. The maximom assessment per
reactor under the retrospective rating program for cach
nuclear incident 1s approximately $66 million, subject to
an appral limit of $10 million per incident. Based upon
APS' 20.1% interest i the three Palo Verde units, APS'
maximum potential assessment per incident is approxi-
mately $58 miltion, with an annual payment hmitation of
$8 73 mullion.

The Palo Verde pacticipants maintain “all risk” (includ-
ing nuclear hazards) insurance for nuclear damage w, and
decomamination of, property at Palo Verde in the
aggregate amount of $2,625 hillion, a substantial portion
of which must first be applied to stabihization and decon-
tamination. APS has also secured insurance against
portions of any increased cost of generation or purchased
power and business interruption resulting from the acci-
dental ottage of any of the three units if the outage
exceats 21 weeks.

EPEC BANKRUPTCY

APS owns or leases a 29.1% interest in Palo Verde and
owns & 15% interesi in Four Corners Units 4 and 5

Fl Paso Electric Company (EPEC) owns or leases a 15.8%
interest in Palo Verde and owns a 7% interest in Four Cor-
nets Units 4 and 5, On January 8, 1992, EPEC filed a
wluntary petition to reorganize under Chapter 11 of the
Bunkruptey Coxde. Each Palo Verde and Four Corners par-
ticipant is required to fund ifs proportionate share of speci-
fied costs relating to Palo Verde and Four Corners Units 4
and 5, espectively. APS estimates EPEC's total monthly
share of these costs to be approximately $10 miflion, $9
million of which relates (o its share of Palo Verde costs.

It a participant fails o meet its payment obligations, each
non-defaulting panticipant pays its proportionate share of
payments owed by the defaulting participant. With the

approval of the bankruptey court, EPEC agreed to pay
its proportionate share of all Palo Verde invoices
delivered to EPEC after February 6, 1992 until such
time, if ever, as an order is entered by the count autho-
nzing or directing EPEC’s rejection of the Arizona
Nuciear Power Project (ANPP, also known as Palo
Verde) Participation Agreement.

In connection with the bankruptey proceedings,
EPEC has indicated that its leases of portions of Palo
Verde may be rejected. Although APS cannot cur-
rently predict the ontcome of this issue, the ANPP
Participation Agreement provides that EPEC may
not be relessed from its share of the Palo Verde costs
associated with such ieased portions wihout the
consent of the other Palo Verde participants, even if
the leases are rejected in the bankrnupiey proceeding
or a lessor therennder seeks to transfer its Palo Verde
interest 1o a transferee engaged in the distnbution
of energy.

As part of the bankrupiey proceeding, EPEC has
indicated that it is evaluating potential claims against
APS arising out of APS’ role as Palo Verde operating
agent, specifically as a result of the 1989-90 Palo
Verde outages. APS cannot predict whether EPEC
will bring such a claiim or the size of any such claim.

TAX PROPGSAL

In February 1993 President Chinton announced a tax
proposal, including an increased corporate income
tax and a Btu tax on energy sources. If imposed,
such taxes would, in APS™ opinion, involve a “sigsfi-
cant change in law™ for purposes of a future retail rate
increase (see Note 3). As more information becomes
available, APS will formulate an appropriate course
of action.
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P 14, Selected Quarterly Financial
L ~ Data (Unaudited) :
]i ;- Consoldated quanterly finaicial information for 1992 ‘
E antl 1991 is as follows; !
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{- QUARTER ENDED L kcn JNI 30 ATOMNER 0 CRCTMBRE 8 i
b Operating Revenoes i o i LT ' é
| Electric § 0 MAMT & 49012 8 SI6960 S 398,760 .
: Real estate 2,523 3,894 9,312 A 1
i Operating income (4) S RTA08 S 138079 8 204623 § 107367 {
% Income from continuing opesations $ T3 80 T L8 85306 S IR645 4
| Jnoouns Srovs SiscoRiaUed RPEIMIORE .o e oL o, i
] Net incone $ . 1760 S CWIE 8. REI06 % M& ' i
E Parmings per average share of common stock : ' M & !
Coutinuing operations L 08 Od 3 B LR BN | v | i
| - DARORNNEd GPOTBUONE e nmsmeete . . L3 000 !
.’ Total % 009 8 04 % 098 S 9;& , |
,E Cash dividends declared per share b 2ol 8 . _i$ o A ] :
|
s !
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:; CTHERUSOANDS OF DOLLARY 8 00THT PUR STEARE AMETUDTE § w5 ot o o o o o 1m0 o i e 00 48 00 0.0 44 0 w - - v '
i QUARTER ENOED - LIS AL S o !
4
E Operating Revenues )
Eisclric $ X0646  § 3K245 8 471IR4 5 355014 |
; Provisivon for rate refund - : v (53.436) ,
Real esta 1.676 4227 3352 3442 i
', 1
F Operating ince me (loss) (4 § BR3IE % 104680 5 200460  $ (567.207)
\| ¥
X Income (oss? from continuing operations $ 5504 . % 13795 8§ 77452 % (437.068)c) !
Jupoane fror Gscontinmd opormtions . - ceciess eoninEas Eeants A TR T 8 * gagas i i
1 Net income (loss) $ 3504 % 13795 8 77452 $ (383613 !
4
' Earnings (loss) per average share of common stock
3 Continuing operations $ 006 % 0.16 5 K80 8 (5.02)
P - Discontinued operations RN lirion 15 : = 1.1
| Totul $ 006 % 016 % 0K & (3.26)
: Cash dividends declared per share b) $ $ ~ 8
i
5 lu) APS’ operations are subject to seasonal Muctua- () Includes approximately $407 muilion of write-offs ,
4 tions prumartly as a result of weather conditions. The and sdjustments, net of icome tax, related to Palo i
'_' results of operations for interin periods are ot necessar - Verde. See Note 3. |
i Iy indicative of the results to be expected for the full year, ;
(h) Represents income tax benefits related to the dis- :
posal of MeraBank. See Note 2. |
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The following disclosure of the estimated fair value of
financial instruments is made in accordance with the
requirements of SEAS No, 107, “Disclosure About Fair
Value of Financial fnstruments.” The estimated fair value
L movnts have been determined by Pinnacle West and
radependent sources using available market information
as of December 31, 1992 and valuation methodologies
described below, Considerable judgement is required in

interpreting market data to develop the estimates,

Accordingly, the estimates presented herein are pot nee-

essarily indicative of the amounts that Pinnacle West
could realize in a current market exchange aor do they
reflect changes occurring after December 31, 1992,

The carrying amounts and estimated fare value of the
Company's financial instruments at December 31, 1992
are as follows:

CARRYING FSTIMATED
AMOUNT FalR vALUE

ETHOUSANDS OF DOLLARS) "

ASSETS
Cash and Cash Equivalents
Debt and Equity Investments (a)
Practicable 1o Estimate Fair Value
Not Practicable

LIABILITIES
Notes Payuble to Banks
Commercial Paper
Long: Term Debt (d)

$ 87926 §  RBI926

55.059 58 487(b)
63,562 (€)
130,000 130,060
65,000 65,000

2,848,447 3,019.812t¢)

{a) These investments are classified as “Investments
and Other Assets” on the Company's Consolidated
Ralance Sheets.

(b) The fair value of debt investments was estimated
using quoted market values from an independent source
or by discounting future cash flows ut current equivalent
market interest rates. The fair value of equity invest-
ments was established by discounting future cash flows
using the APS cost of capital.

(¢) It was not practicable to estimate the value of
soveral investments in joint ventures and untraded equity
securities, because of excessive costs that would be
mcurred m attlempting to do so.

-

-

(d) The carrying vadue of debt excludes $32 million
of obligations under capitai leases and the unamortized
balunce of debt discounts classitied as debt on the
Consohdated Balance Sheets,

(£1 The fair value of fixed-rate long-term debt was
estimated by independent sources using quoted market
prices where available. Where market prices were not
avatlable, the fair value was established by discounting
future cash flows using rates currently available for debt
of similar terms and remaining maturities. The carrying
vislue of long-term debt bearing interest at variable rates
tied to broad market rates was assumed to approximate
fmr market valve.
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