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About the Company

Arizona Public Service Company
is engaged principally in the
generation and sale of electricity.
Successor to a series of small
utility operations originating in
1886, the company was incor-
porated in 1920 under the laws of
Arizona and has operated under
its present name since 1952

Our electric service reaches
approximately 1,382,000 people,

or about 45 percent of the state’s
population, in an area that includes
all or part of 11 of Arizona's

15 counties.

Annual Report

T'his report is published to provide
general information concerning
the company and not in connection
with any sale, citer for sale, or
solicitation of an offer to buy,

any securities.

{ hr wer T he watest

Annual Meeting of
Stockholders

All stockholders are invited to
attend the company’s sixty-fifth
annual meeting. It will be held

at 10 a.m. Thursdav April 18, 1985
in the Grand Ballroom of the
Phoenix Hilton, 111 North Central
Avenue, Phoenix, Arizona.

W Arrrona’s Grand Canveon
stured by APS Semor Photographer Pawl Escen
nual Report Design: Karen Daugherty
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Highlights 1984
i 1984 1983 1982
Property and P.ant:
Total utility plant, year-end $5,088,243,000  $4,761,265000  $4,198,466,000
Funds used for capital expenditures $ 408,935,000 $ 454,854,000 $ 451,856,000
Sales and Customers:

Operatir:~ revenues —continuing electric operations $ 994,967,000 $ 871,875,000 $ 866,456,000
Operating revenues—discontinued gas operations $ 174,728,000 $ 202,134,000 $ 197,967.000

Total electric sales (mwh) 13,054,987 12,753,542 12,950,727
Electric customers, year-end 499,751 468,768 449244
Income, Earnings, Dividends:
Net income $ 271,067,000 $ 264,797,000 $ 231,043,000
Earnings for common stock $ 222,692,000 $ 221,056,000 $ 196,227,000
Average common shares outstanding 68,308,131 63,865,210 59,549,685
Earnings (loss) (based on average shares outstanding)
Continuing operations $ 3.65 $ 3.53 $ 3.25
Discontinued operations $ (0.39) $ (0.07) B 0.05
Total $ 3.26 $ 3.46 3 3.30
Dividends declared per share of common stock S 2.60 $ 2.56 $ 240
Sharehoiders:
Common 124274 127,387 120,623
Preferred 8,615 8,990 9,033
Employees, year-end: 3 7,358 7,642 7,047

Common Stock Price Ranges

(Symbol: AZP) - i

Dividend
N - T e R % Low ~ Per Share
1st Quarter 21 18 $65
2nd Quarter 18% 14% 65
3rd Quarter 20% 16 65
4th Quarter 22% 19% 65
1983 o Fa R AR
1st Quarter 26 22% 63
2nd Quarter 26% 23% 63
3rd Quarter 26% 23% 65
4thQuarter == = 26% it e , 65



Those of you who have followed
our progress through the past
12 months know that we were
challenged in 1984 as never
before. We're pleased to be able to
report to you that we not only met
our challenges with marked success,
but consider 1984 to be a
turnaround year for our company.
The year produced the greatest
growth in our company'’s history:
we added a recon | 30,900 new elec-
customers to Hur service area.
More signiticantly, our overall
| results tor the year were
howing improve-
in both cash flow and
i IJV‘.V \
per common share
6 in 1984, compared
1 1983,
ecurring 39 cents-
he sale of our
this were
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decisions, chief among them the
Arizona Corporation Commis-
sion’s approval of the inclusion of
some Construction Work In Prog-
ress (CWIP) in our rates, a factor
that will help restore our financial
integrity while reducing the overall
impact of rising rates.

Especially gratifying was our
success at the Arizona Nuclear
Power Project, where 1984 saw
the resolution of construction and
testing problems that had surfaced
the year before. Thanks to the
skills and commitment of our
experienced project management
team, we began loading fuel into
the Palo Verde Unit 1 reactor on
January 7, nearly three months
ahead of the anticipated date
announced last year

Now we have begun the lengthy
testing phase that will lead to
operation later this year. During
these tests, Palo Verde will be
producing signiticant amounts of
electric energy tor our customers
We are confident that Unit 1 will
be brought on-line successtully,
followed by the swift completion
of its two sister units

Though the sale of our gas
distribution system in November

marks the end of a long tradition
of natural gas service to customers
in many parts of Arizona, it is
allowing us to focus our efforts on
the more profitable business of
generating and selling electricity.

Meanwhile, new and innovative
programs laur.ched during the
year have helped reinforce our
long-standing commitment to mak-
ing quality customer service our
first priority.

These programs involve our
customers more directly in efforts
to control rising energy costs; they
provide the tools customers can
use to get more for their energy
dollars. Our goal is to reduce the
need for construction of large and
increasingly expensive generating
units. In turn, we can lessen the
impact such massive utility expen-
ditures have on our customers

It we are successtul in our
etforts, our rates in the decade
ahead should increase at a pace
much slower than the anticipated
rate of inflation.

But we are managing a tar more
complex business today. Many of
our actions have become matters
of public debate as well as
important considerations before
regulatory bodies. Consumers are
insisting on public accountability;




satistying
work, and to operate our business
in a safe and socially responsible

anner.

Though there is still much to
do—we must capitalize on our
success of the year past in order to
see additional improvement in our
financial picture —our future looks

m

promising. Still, efforts made in
1984 to improve our position have
begun to take effect; we can see the
beginnings of a very positive
tuture, for our company, for our
employees, and for you, our
shareholders.

In the final analysis, our success
at improving our profitability will
depend on how well we work in
harmony with our customers and
the public at large; by how well we
demonstrate our ability to perform

In this report we have spelled

t how our ettorts to improve

our performance —for both share-
holder and consumer — have suc
ceeded in the year past, and how
we expect this performance to
continue into the months ahead

We hope you will read our
report, and that you will feel free
to call or write us if you have
questions.

We could not have accomplished
the tasks we set for ourselves in
1984 without your support. We'll
need continued support as we take
our company in new dir
in the years ahead

Qur tuture will be both interest

ng and demanding. We hope
will be with us to share in the

results of our etfort
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THE YEAR IN
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REVIEW
I'hough the financial challenges
that have been our constant
companions during recent years
continued in 1984 and, indeed
will again test us in 1985, we can
look back over the past twelve
months with genuine satistaction
and optimism

We knew at the outset that we
would be pressed by the demands
ot a rapidly growing service area;
that we would again need to tap a
tight tinancial market tor funds
vital to our growth:; and that we
held, in our management of the
Arizona Nuclear Power Project
the responsibility to demonstrate
that nuclear power, indeed, is
healthy and sound

We also knew that, like most
utilities, we would need to con
tinue devoting a great deal of time
resources and energy to building a
stronger financial base and to
maintaining confidence and pride
in our company and our industry.

I'he vear's successes did not
come easily Operating economies
initiated .everal vears ago in all
areas of our operations grew into
dramatic buaget cuts in 1984, We
made a more concerted effort to
improve our productivity and we

- . .
Eamings. Reinvested Eamings, and Dividends
Per Average Share of Common Stock
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recommitted ourselves to finding
new and better ways to conduct
our day-to-day business.

Our financial

results show steadvy
improvement

Still feeling the etfects of 1983's
lowered credit ratings, insufticient
rate relief and decreased cash tlow,
we ook aggressive steps in 1984
to ‘mprove our company’s finan
cial position.

Results of such efforts do not
come quickly, but by continuing to
seek ways to reduce operating
budgets and continue a tight,
no-frills operation, we began see
ing steady improvements in almost
all inancial indicators.

For example, earnings from our
continuing operations increased
by 12¢ to produce a total of $3.65
per share. However, atter account-
ing for a non-recurring loss of 39¢
per share resulting from the sale of
our gas properties, 1984 year-end
earnings per share totaled $3.26.

T he quality of our earnings was
improved by the Corporation
Commission’s October approval
(discussed later in this report) of
some Construction Work in
Progress in rate base. The CWIP

W S

allowance reversed the trend
wherein a growing portion of our
reported income was comprised
of noncash earnings (AFC).
Dividends paid per common
share totaled $2.60 in 1984
compared to $2.56 in 1983. The
current annual dividend rate
remains $2.60 per share.
Satistactory dividend levels con
tinue to be a major factor in our
ability to raise needed capital. We
will make every eftort to continue
protecting your investment by
pursuing a competitive dividend
policy in 1985 and beyonl.

’

As a sing.e-energy

o ; ,
utility, we're seeing a
more competitive
marketplace
We charted a new course for our
company in 1984 when we sold
our gas facilities to Southwest Gas
Corporation of | as Vegas, Nevada.
Though the sale marks the end of
a long tradition of natural gas
service to customers in many parts
of Arizona, it is allowing us to
better concentrate our ettorts on

the effective marketing of electric
service.




The transaction with Southwest
brought a sale price near $112
million. amounting to approxi-
mately 85 percent of book value.
As part of the final sale arrange-
ment, we agreed to purchase up to
$50 million of Southwest's prefer-
ence stock, if necessary, over a
three-year period. The purchase
will help finance Southwest’s
continuation ot a program, launched
by our company several weeks
before the sale, to replace older
plastic pipe in the distribution
system.

Throughout sale negotiations, a
primary concern was for the
economic security of approxi-
mately 700 of our employees who
would be displaced. We're pleased
to say that all atfected employees
obtained new positions, most with
Southwest Gas, others within
ADS. Still, we continue to feel a
personal loss at the departure of
those many experienced and dedi-
cated individuals who helped
build our company.

Our decision to sell was rein-
forced by the fact that, in recent
years, the natural gas distribution
business had not been profitable
tor us, nor did it offer significant
opportunities tor long-term growth
and earnings.

On the other hand, electricity

currently enjoys a major share of
the new-home market, with the
prospects for continued domi-
nance in the years ahead. This can
be attributed both to an estab-
lished consumer preference for
electric energy and our own plans
tor a more aggressive marketing
program.

Arizona's growth
continues tc test

our resources

We take pride in our ability to
provide the electric energy our
customers need. But unlike many
other areas of the nation wher the
demand for electricity has peaked,
the Southwest continues to see
growth in both customers and
demand.

Arizona remains one of the
tastest-growing states in the nation,
having added more than 97,000
new citizens during 1984. Accord-
ing to Arizona State University
economists, Arizona'’s 1984 eco-
nomic growth rate was the highest
in more than two decades; and
though a match is not expected in
1985, the year ahead should still
be outstanding, with some 70,000
new jobs created statewide in an
economy that will continue to

outperform national marks.

Construction should also be
strong, with retail sales projected
to increase by 11 percent. And
through the coming decade, our
state’s population is expected
to increase by 36 percent.

During 1984, Maricona County
issued a record number of new
housing permits, outpaced only by
the Dallas area in the nation's
home building market. This
marked the greatest growth year in
our company’s history and helped
bring a record 30,900 new electric
customers to our service area.

Some of this growth resulted
trom the late 1984 aquisition of

MMEM—
Residential Electric
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the Arizona portion of the Colo
rado River Indian Irrigation
Project’s oftf-reservation electric
facilities, serving approximately
2,100 residential and 200 com
mercial electric customers

Our state’s improving economy
contributed to increased sales as
well. Our system peak reached just
over 2,970 megawatts, a 2.5
percent increase over 1983. This
occurred despite lost sales resulting
from a reduction in operations at a
major copper mine, one or outl
largest customers

Residential and commercial sales
were up due primarily to increased
customer growth; irrigation loads
were higher as the result of the
litting of the tederal Payment-In
Kind program which had reduced
farm production in 1983

Owverall, our year's energy sales
were increased from the previous
year by approximately 2.4 percent,
to 13 million megawatthours

QOur sales came from a diversity
of customers, about one-third
residential, one-third commercial
and one-third industrial, agricul
tural and other. A similar mix is
projected through 1994, thus
providing additional stability to
our overall sales revenues and
minimizing the ettects of changes
in any one category

Total Electric Sales



Also projected are ettort< by our - of new light indystry will more

customers to make increasingly than oftset any ettecr on sales
ethicient use ot electric energy. We estimate that our peak
However, we believe that popula electric demand will increase by
tion increases, continued eco about 3.6 peicent each vear,
nomic development and the intlux — reaching, approximately 4,200

megawatts by 1994 Electric sales
are expected to continue to grow
by about 3.8 percent annually,
reaching approximately 18.9 mil
lion megawatthours in 1994

-
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Customer Use Trends — Fiessdential Electric
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Though less than
requested, rate
increases granted
have helped our
financial picture

In an October ruling, the Arizona
Corporation Commission made
permanent a 7.3 percent interim
electric rate increase that had been
in effect since February 1. The
commission also granted an addi-
tional 1.5 percent rate increase,
eftfective immediately.

The commission's approval of
the inclusion of $260 million of
Construction Work In Progress
(CWIP) tor Palo Verde Unit 1 in
our rate base was a major factor in
the rate increase. { The Federal
Energy Regulatory Commission
also approved the allowance of
some CWII in increased whole-
sale electric rates.)

T'he Arizona regulatory body’s
ruling came on the heels of one of
the most vigorously debated rate
actions in our company’s history.
Opponents of CWIP argued that
ratepayers should not pay for Palo
Verde-related tinancing costs until
after the plant becomes operational.

But the commission’s decision
recognized that phasing in those

costs will lessen customer “rate
shock” by reducing the interest
costs incurred in completing the
facility.

Late in November, the commis-
sion approved an additional rate
increase of 5 percent, which
became etfective in February of
1985, after fuel loading at Palo
Verde Unit 1 was completed.

The rate increase, which added
another $200 million of CWIP to
our rate base, was coupled with a
comprehensive incentive/penalty
plan based on operating perfor-
mances at both Palo Verde Unit 1

and our Four Cormers power plants,
and timing and construction
costs for the three Palo Verde units.
The plan adopted by the com-
mission, which includes a $2.86
billion cap on our share of Palo
Verde construction costs, is more
severe than the plan proposed by
APS at the commission’s request;
but it was a major factor in
gaining the commission’s approval
of additional rate relief.
Overall, the three increases
approved in 1984 resulted in a
14 .4 percent increase in base
electric rates.
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service, making some increases
unavoidable, we can reduce the
etfect higher rates have on our
customers.

['hrough the past few years, we
have provided our customers a
series of programs that heip them
control their energy use...in ways
that also reduce our service costs.

Our vanety of "energy-
etticiency” rates, for example, give
customers the incentive to gain
greater control over their monthly
bills and, at the same time, cut
peak energy demand.

As do our efficiency rates, our
load-management programs
encourage the ott-peak use of
electricity. This slows the increase
in our system peak, thereby post
poning the need for expensive new
power plants. Since our first load
management programs e mntro
duced in 1977, we have reduced
our peak demand by a total of 263
megawatts from what it would
have been without such an effort.

Also included in the program
are home energy audits, a compre
hensive plan for educating custom
ers about energy use, and a
recently reinstated Energy Control
Credit (ECC) program that had
achieved notable success when
first introduced in 1982

Peak Load and Electric Resources

Under the ECC program, resi
dential customers who purchase
heat pumps or air conditioners
with high etficiency ratings can
receive rebates of up to several
hundred dollars as a credit on their
monthly bills. Credit rebates are
also available for other products
that help customers control the
way they use electricity.

Later this year we will introduce
a second phase of the program
through which customers may
obtain interest-free, no money-
down loans for the purchase and
installation of certain load-
control [‘I'\\L{l!( ts.

Although our load-manage
ment programs have helped reduce
our cumulative peak load and
delayed the need tor new generat
ing units, new capacity will be
needed if we are to meet Arizona's
future growth

But because the investments re-
quired for major plant additions
and the impact they have on the
rates we must ¢ h(n';u our customers

-have grown so great, a flexible
approach is dictated

For example, in 1980 we con
tracted to sell the entire output of
new Cholla Unit 4 to Southern
Calitornia Edison Company; in
exchange for its payment of all

incremental and fixed costs of the
unit, including a return to our
shareholders tor their investment
in the plant.

We will need to purchase some

power in 1685 to meet our own
customers’ demands, but our costs
will be substantially less than the
revenue derived from the Cholla 4
sale. Additionally, the retrieval of
Cholla 4 in mid-1989 will mean
our recapture of economical coal
tired generation tomorrow, from a
plant built at yesterday's lower
construction costs.

Looking turther into the future,
we are developing a strategy




that would avoid building any large,

baseload generating units until

the turn of the century. This
approach may enable us to delay
construction of a fifth unit at Cholla

An important tactor in our
strategy is a continuing ettort to
upgrade and improve the reliabil-
ity ot our existing generating
stations. We're also looking to
develop additional interties with
neighboring utilities, to review
reserve margins and reliability
indices, to expand the size and
scope of our load-management
program, and to explore invest
ments in cogeneration and third-
party-tinanced facilities.

But our strategy also includes
examination of renewable energy
sources that could help meet our
tuture energy requirements.

If our efforts are successtul, our
rates through the remaining 15
years of this century will increase
at a much slower pace than they
did through the 10 years just
past and, in the decade bevond, at
a pace below the anticipated
rate of inflation.

We must complete,
quickly and
efficiently, those
projects now
being built

During 1984 we spent approxi-
mately $329 million to meet
Arizona's growing electric needs as
well as to upgrade our facilities.

Absorbing the largest portion of
that construction expenditure w as
our share of funding tor the
Arizona Nuclear Power Project.
Palo Verde's progress in late
1983 and 1984 was delayed tor a
period of about one year as we
modified low pressure satety injec-
tion pumps, made repairs to
reactor coolant pumps that were
damaged, and implemented a
revised start-up program to assure
the satety and quality of the plant.
Although we continued to enjoy
relatively strong support for Palo
Verde, we were challenged by
allegations that the project’s prime
contractor, Bechtel Power Cor-
poration, had buried usable tools
and equipment on the plant site.
While a network television news
story tended to give credence to
the allegations, a thorough investi-
gation by the Arizona attorney
general —financed by a $300,000
contribution from Bechtel — proved
the charges groundless.
Meanwhile, our project manage-
ment team pressed forward with
the completion of Palo Verde Unit 1,
where fuel loading was com-
pleted on January 11. Commercial
operation of the unit is Antm;mtcd
by the end of 1985.
Unit 2 is expected to be ready
for fuel loading in the last quarter

Construction Expenditures
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of 1985 and operation in 1986;
Unit 3 is scheduled for fuel loading
in the first quarter of 1987 and
operation later that year

We are proud of our accomplish-
ments at Palo Verde, considered to
be one of the best-managed
nuclear construction projects in
the nation. Though ANPP costs
have increased, a recent update of
a study done early last year for
Southern California Edison Co
shows Palo Verde Unit 1 was
completed at a cost about 12
percent below the average for 23
other nuclear projects built in the
same time frame

[he \tlnl} also shows the time
elapsed between the tirst concrete
pour and fuel loading of Unit 1 to
be one year less than the average

We continue to invest
in Arizona’s future . . .
our future
Because of our etforts to ensure
the quality and safte operation of
Palo Verde, we believe the project
will be a positive example of the
satety and efticiency of nuclear
power.

More importantly, we expect
Palo Verde to play a key role in

b i




providing the energy needed in
our fast-growing Southwest.

To make this energy available to
our customers whenever needed,
we must have a transmission and
distribution system capable of
delivering the power.

During 1984 we invested some
$111 million in programs to build
or upgrade transmission and distri-
bution facilities designed to con-
nect our generating plants with
our customers or with the systems
of other utilities.

One major project completed in
1984 was a 120-mile 500-kilovolt
line extending from the switchyard
at Palo Verde to a Yuma substation
and beyond to the California
border. A joint project with San
Diego Gas and Electric Company
and the Imperial Irrigation District,
the new line will help meet Yuma's
growing energy needs while at the
same time allowing SDG&E to
purchase power from APS and
other Southwestern utilities.

Our new computer-based Energy
Management System, the first
phase of which began operating
early in 1985, will increase our
electric system’s overall reliability.

Our responsibility, however,
extends beyond providing energy.
We must also ensure that our
tacilities do not adversely affect
the surrounding environment.

By year-end 1984 we had
completed two sulfur dioxide
removal projects at our Four
Corners Powr: Plant. Upgrading
of equipment for Units 1, 2 and 3
was completed ahead of schedule
in mid-1984, while work on Units
4 and 5 was completed on
December 31.

The SO;-removal projects were
part of a multi-faceted environ-
mental improvement program
designed to minimize particulate
and sulfur dioxide emissions from
our Four Corners plant. The
program was launched in 1980
tollowing an agreement by APS,
other owners of the plant, the

Environmental Protection Agency,

the New Mexico Environmental
Improvement Board and various
environmental groups. The $450
million total effort will make Four
Corners one of the cleanest coal-
fired plants of its size and vintage
in the country.

Our fuel mix helps
provide a hedge
against tomorrow'’s
uncertainties

I'hough nuclear-powered Palo
Verde will soon become a major
source of baseload generation,
economical coal-fired plants wil
continue to provide the lion’s
share of the electric energy our
customers use.

During 1984, we were able to
meet approximately 92 percent ot
our customers’ needs with coal-
tired generation from the wmtly
owned Four Corners and Navajo
projects, as well as the APS-owned
Cholla Power Plant.

['his was due in part to the
exceptional performance of our
coal-tired units. During 1984, we
achieved the highest equivalent
availability on record for our share
of these plants. This mark was
substantially above the industry
average for comparably sized units

A tentative agreement has been
reached with the Navajo Tribe
and our supplier regarding Four
Corner’s coal. The agreement
would increase royalty rates in
exchange for a new pricing
formula for transmission rights-of







Financing our
progress is a major
challenge

Wr financed 21 percent of our
construction program with inter
nally generated cash in 1984,
compared with about 4 percent
generated internally during 1983

0 S R e T R R

In so doing we reached a goal we
had set tor ourselves in 1975, an
accomplishment that can be con-
sidered a major achievement.

We made no new public com-
mon stock offerings in 1984; but
approximately 2.3 million shares
of common stock were issued
through our Stock Purchase and

Dividend Reinvestment Plan. The

equity from these sales enabled us
to maintain our capital structure at
our targeted level of 40 percent.

Rate increases and continued
cost-control ettorts in 1984
improved our cash flow and
helped us meet our overall funding
requirements. Still, the demands of
financing an aggressive construc
tion program require that we
continue using the capital markets
tfor many of our needs.

In March, we borrowed
$37.5 million in pollution control
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bonds for Palo Verde, tollowed

by additional pollution contro;
borrowings of approximately

$60 million in late 1984. This brings
the total of Palo Verde pollution
control bonds issued in late 1983
and 1984 to $254 million,
approximately $107 million ot
which is still subject to IRS ruling.

T'he issues bear interest at
significantly lower rates than are
otherwise available and also
enabled us to remain out of the
commercial paper roarket through-
out the entire first quarter ot 1984.

In May, we took advantage ot
one of the last leveraged preterred
stock issues prior to their
dissallowance by the Tax Act of
1984. A total of 500,000 shares
issued produced net proceeds of
about $50 million. The transac-
tion yielded a lower dividend rate
(11.5 percent) than conventional
preterred issues.

Proceeds of the preterred sale
were used primarily to reduce short-
term debt, as were proceeds from a
public sale of $100 million in
10-year tirst mortgage bonds. The
bonds carry a 15 percent coupon

In other tinancing, we called tor
the early redemption of two
separate bond issues in 1984,
Proceeds frc.m the gas sale were
used to redeem $100 million of 16

percent first mortgage bonds. We
also called $60 million of 174
percent Eurobonds, originally due
in October 1986

More recently, the Arizona
Corporation Commission approved
our 1985 tinancing plans. Though
we do not anticipate using all of
the financing approved, we asked
for the maximum allowable in
each category to provide flexibility
in today’s changing financial market.

Providing additional reassur-
ance is a $200 million revolving

line of credit arranged with six
major banks. The credit will
supplem~nt existing short-term lines
ot credit and help ensure our
financing capabilities

Our responsibility
extends beyond the
electric meter,
throughout the
communities in
which we serve

A utility company can only be as
strong as the community it serves.
I'hus we believc it is in our own
self-interest to help meet the social
needs of our community.

During 1984, our social respon-
sibility commitment included such
ettorts as Project S H.A.R.E.,, a
program to help needy Arizonans
confronted with unexpected energy-
related problems. Funds for the
project are donated by employees,
stockholders and customers, and
distributed by the Salvation Army.
During 1984, more than 3,155
Arizona families benefitted from
Project SH.AR.E..

We have initiated several pro-
grams aimed at developing
partnerships with our customers,
Among these was the launching of
Project VOICE, the heart of which
is a panel of customer volunteers
who will provide consumer input
and help us respond more effec
tively to customers’ concerns.

Fust Martgage Bonas
Pottution Control Bornds

Fratecred

Summary of 1984 Financings




We also laid the groundwork
tor a torum dedicated to the
unique energy needs of older
Arizonans. The Arizona Energy
and Older Adult Network, com
prised ot leaders from government,
public and private organizations,
will be active by mid-1985

We believe such programs will
help us maintain a positive busi-
ness environment in which the
public can gain a greater under
standing of our business.

Outstanding employee volun
ters were honored through the
third annual Those Who Care
program, a company-sponsored
ettort which recognizes employees
tor their unseltish contributions to
their communities

Last year, we reported that our
contidence in our ability to meet
1984's many challenges stemmed
in great part from the strengths of
our employees. During 1984, our
employees improved productivity
records, provided innovative new
ideas, and aggressively supported
our goals and positions

All ot our employees can be
proud of their accomplishments
their satety has always been one of
our top priorities. Though in recent
years we have set industry records
tor satety, this past year was not
as positive, We experienc ed tewer

total accidents, but their severity
was greater

We cannot allow our safety
record to continue to deteriorate
In 1985 we have rededicated
ourselves to maintaining our
company's position as an industry
leader in terms of employee satety

We encourage your

f 141 1 3
participation

['hroughout this report, we've
tried to give you —our share

a clear picture ot how
we're managing vour mvestment
in Arizona Public Service Company.
But our commitment to keeping

vou informed goes well beyond

holders

this annual report. We offer a num-
ber of programs aimed at helping
meet your information needs.

For example, we publish three
quarterly reports e.~h vear to
update you on events as they
develop.

We also maintain a shareholder
information phone line, and invite
your comments, questions and
suggestions throughout the year
Out-of-state shareholders may call
our toll-free number, 1-800
157-2983; it you live in Arizona,
call 1-800-621-9093. We also
invite you to write to our
Shareholder Relations
Department. PO. Box 21666,
Phoenix, AZ. 85036

Finally, we hope to see you at
our annual meeting on April 18,
1985; our annual Sun City share
holder meeting in May 1985; or at
one of our other shareholder
meetings planned tor 1985 in key
cities nationwide
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Selected consolidated financial data

1984 1983 1982 1981 1980

(Doltars in Thousands, Except Per Share Amounts)

Continuing Operations:
Electric Oparating Revenues $ 984967 $ B71875 $ 866486 $ 730788 $ 621864

Operating Expanses:
Operation and maintenance 349,150 349 975 311,479 311,784
Depreciation and amortization 83,707 79676 70,988 59,559
Taxes* 185,606 173,736 86475

618,463 303, J 457 818

253,412 263,099 249,724 164,046

134,459 83,040 58617 43,300
118,819 117,838 106,073 65,133

269,052 228,301 202,268 142213
(4,255) 2,742 (4,834) 1,077
264,797 231,043 197.434 143,290
43,741 34816 26,786 25062

221056 § 196227 § 170648 $ 118228

§ 4653774 § 4386312 $ 3888536 $ 3396790 $ 2928484
§ 1967486 § 1892477 $ 1610486 $ 1618048 $ 1455286

$ 2418 s 2378 § 2294 $ 2213 § 2197
Earnings (loss) per share (based on average
shares outstanding):
Continuing Operations ' . 3.25 336 $
Discontinued Operations i (0.10) $
Total ; . 326 $
Dividends declared per share £ i . 220 $
Shares of common
—year-end 66,710,852 . ! 57,648,791 47,813,847
—average 63,865,210 , ! 52289259 42960655
Number of common shareholders 127,387 J 119,825 110416

*Federal and State income taxes are included in Taxes and in Other Income
Total income tax expense was as follows (in thousands): 1984, $137,072; 1983, $83.930; 1982, $93,100: 1981, $19.876: 1980, $15.719
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Capitalization:
Common equity

Non-redeemable preferred
stock

Redeemable preferred stock
Long-term debt

_Project financing liability
__Total

1284

$ 1,695923

218,581
282,740
1,684,746

$ 3,881,970

Utility Plant—Gross
Utility Plant—Net -
Mumber of Employees

at Year-End
_@mmm-wm

i,

$ 1,586,671

218,561
237,400
1,665,077

_$ 3,007.709

§ 5,088,243

 § 4,344,083

$ 4,761,265
_$ 4,033,400

1982

(Thousands of Dollars)

$ 1442639 $

168,561
241,220
1,369,266

_$ 3221686

Other financial and operating statistics

1981

1,275,623

118,561
199,280
1,418,768

'$ 3,012,232

$ 1,050,651

118,561
185,280
1,048,500
221,506

$ 2,624,498

$ 4,198,466
' $ 3551,94

7,358
13.61

7,642
131

Electric:
Electric resources (kw)
Peak load (kw)
Electric sales—total (mwh)

Number of customers
at year-end

3,425,900
2,970,600

13,054,987

3,528,400
2,899,000
12,753,542

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

$ 3,199,927
$ 2,694,408

7,047
$ w8

3,532,900
2.898,700
12,950,727

449244

5,538
$ 10.12

3,634,300
3,018,700
13,387,998

438,853

3,307,200
2,772,700
11877722

421,803

Continuing Operations — Electric
Rasidential
Commercial
Industrial
Irrigation
Other
Total ;
Transmission for others
_Miscellaneous services _
Total Operating Revenues -
Continuing Operations

Operating revenues

1984

$378,536
343,971
126,187
25,540

86394

960,628

13,023
21,316

__$994.967

1983

$314 504
296,364
122,184

15,113
90,118

838,183

12,6585
21,137

—78

1962

(Thousands of Dollars)

$294.498
286,262
128,464
23,391
92,490

825,105

11,104
30,277

$866,486

1981

$252,907
238,975
113,736
22,916
81,565

710,099

9,173
11,516

$730,788

$220,920
210,226
95 644
19,215
59301
605.396
8817
7,651

$621.004




Management's discussion and analysis of financial condition
.wd n’sults of Upvnmon

Liquidity and Clpltll m

The Company's large capital requirements for its on-
going construction program and for the refunding of matur-
ing securities. and its heavy reliance on external financing
to meet those requirements. 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-
bility in adjusting its construction program to its financing
capability. However, that flexibility is limited, and the Com-
pany's long-term liquidity will depend on its access to the
capital markets, which in turn will depend on sufficiency
of the Company's rates to provide adequate coverages on
its senior securities and an adequate rate of return on its
common stock equity. Adequate earnings and coverage
are critical to the maintenance of satisfactory credit ratings
on the Coinpany's senior securities, and, as calcuiated
in accordance with the governing instruments, are prereq-
uisite to the Company's legal ability to issue such securities.

See Page 21 with respect to the Company's capital
structure at December 31, 1984 Its target structure consists
of no more than 50% debt (including current maturities
and short-term obligations) and 40% common stock equity,
with the balance consisting of preferred stock. The Com-
pany regards common stock ¢Quity as its most expensive
form of permanent financing, but it intends to maintain that
category at approximately the 40% level in order to support
the credit ratings on its senior securities. If interest and
dividend rates on new issues of long-term debt and preferred
stock rise rapidly in the future, the Company's average cost
of capital will rise accordingly as maturing securities, beaur-
ing relatively low rates, are refunded and the Company's
plant expands.

See Note 5 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 cutstanding without
consent from the ACC). Funds from operations after the
payment of dividends have contributed only marginally to
total sources of funds in the last few years (see Consolidated
Statements of Changes in Financial Position). This situation
18 expected to continue to some degree until Palo Verde
Unit 1 is fully included in rate base so as to give rise to
additional cash earnings rather than the non-cash allowance
for funds used during construction. The Company's retention
of funds from operations has also been affected by the
Company's policy of increasing common stock dividenis
periodicaily.

Resulis

Total operating revenues reflect the 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 21 The foregoing factors con-
tributed to annual increases in electric revenues for the
preceding calendar years as follows:

Energy related: (Thousands of Dollara)
Volume increases
(decreases) (1) $ 20216 $ 13438 $(16,267)
Price increases
(decreases) (2) 93,229 (360) 131,273
Non-energy related:
Revenue increases

(decreases) (3), 647 (7, 689) 20,692
VNet increase

$123092 $ 5380 $135698

(1) Calculated by summmg the products denved by
multiplying 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
multiplying the year-to-year increases in the
weighted average of rate levels in each customer
class times the 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 pro-
ceedings and the extent to which accumulated
effects of the adjustment clauses are incorporated
n new rates.

(3) Includes revenues for miscellaneous service and
transmissi o1 for others

The increase in volume-related electric revenues in
1984 was primarily due to higher sales in the residential
and commercial classes. These sales increases were mainly
the result of customer growth and the more humid weather
conditions experienced during the summer of 1984 These
factors were partially offset by decreased industrial sales
to the copper industry and decreased resale sales resulting
from the loss of a major customer. The increase in unit
sales of electricity in 1983 was primarily due to customer
growth in the residential and commercial classes partially
offset by decreased retail and resale irrigation usage
resulting from the U.S. Government's Payment-in-Kind
Program. Unit sales of electricity were depressed in 1982
due to a general slowdown in the aconomy and more normal
temperatures than had been experienced in 1981 Conser-
vation efforts by customers in response to higher energy
costs have affected unit sales, are expected to continue
to do sa, 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

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. In 1984 increases in the unit
costs of fuel for generation were offset by the improved
fuel mix and high capacity factors. The slight increase in
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fuei expenses in 1984 reflects increased generation
requirements. In 1983, increases in fuel expenses reflect
increases in the unit costs of fuel for generation partially
offset by decreased unit sales.

Variations in purchased power and interchange-net
reflect varying degrees of availability of relatively low-
priced power from other sources, the needs of the Company
to augment its own generating sources from time to time,
and the Company’s ability to sell energy to neighboring
utilities. In 1984, an increase due to the accounting treat-
ment for the Company's fuel and purchased power expense
discussed in Note 1d of Notes to Consolidated Financial
Statements was largely offset by increased interchange
sales to other utilities. The decrease in purchased power
and interchange-net expense in 1983 was primarily due
to the accounting treatment for fuel and purchased power.
Also contributing to the decrease in 1983 was an allowance
permitted by the ACC for recovery of costs associated
with certain iosses of electricity in the transmission and
distribution process and the exclusion of the effect of
a portion of profits on interchange sales from the recover-
able 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 main-
tenance expense, which is also a function of the size of
the Company's utility plant and is affected by the timing of
major overhauls. The increase in operations excluding fuel
expense in 1984 was due in large part to higher franchise
expenses directly related to increased residential and
commercial revenues, as well as rising insurance expenses

Depreciation and amortization expenses increase
with the size of the Company's utility plant. Ad valorem taxes,
also affected by such increases, were offset in 1982 and
1984 by a change in assessment rates. See Note 10 of
Notes to Consolidated Financial Statements for both ad
valorem and sales taxes (the latter being a function of
operating revenues), which are the principal components
of other taxes

The income tax increase in 1984 was largely a result of
the Company's compliance with an ACC accounting order,
effective October 1, 1983, the aggregate etfect of which
was to require the Company to normalize substantially all
income tax timing differences (see Note 1f of Notes to
Consolidated Financial Statements)

The aggregate amount of AFC, shown as other income

Arizona Public Service Company

We have examined the consolidated balance sheets of
Arizona Public Service Company and its subsidiaries as
of December 31, 1984 and 1983 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, 1984 Our examinations were
made in accordance with generally accepted auditing
standards and, accoraingly, included such tests of the
accounting records and such other auditing procedures
as we considered necessary in the circumstances

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
construction work in progress that are included in rate base
See Note 1e of Notes to Consolidated Financial State-
ments for changes in rates of AFC. See "Liquidity and
Capital Resources” above with respect to the non-cash
aspect of AFC

The increase in interest on long-term debt 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 increase in interest on short-term borrow-
ings in 1982 and 1984 resulted primarily from increased
borrowings, in 1983 the decrease was primarily due to
reduced interest rates

Consolidated net income and earnings for common
stock represent composite of cash and non-cash items (see
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 opera-
tion and maintenance expenses, to distinguish between
efiects of volume increases and rises in unit costs (which,
for purposes of this discussion, are all attributed to infla-
tionary 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
Consolidated 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. Infla-
tionary pressures on these items have given rise to a sig-
nificant earnings attrition between general rate increases
See earlier discussion with respect to the Company's
most recent rate filings

See Note 13 of Notes to Consolidated Financial State-
ments for perspectives on other eftects of inflation

s Opinion

In our opinion, such consolidated financial statements
present fairly the financial position of Arizona Public Service
Company and ils subsidiaries at December 31, 1984 and
1983 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, 1984, in conformity with
generally accepted accounting principles applied on a
consistent basis

Devorrre HAskINS & SELLS
Phoenix, Arizona
February 22,1985




Consolidated statements of income

Year Ended December 31,
1984 1983 1982
(Dollars in Thousands Except Per Share Amounts)
Electric Operating Revenues (Note 11) 994,967 $ 871875 $ 866486
Fuel Expenses:
Fuel for electric generation 186,276 185,504 177,095
Purchased power and interchange — net 6.647 6,454 27,358
Total 192,923 191,968 204,453
Operating Revenues Less Fuel Expenses 802,044 679,917 662,033
Other Operating Expenses:
Operations excluding fuel expenses 97,535 94 511 84 887

Maintenance 68,207 62.681 60,635
Depreciation and amortization 87,494 83,707 79676

Income taxes (Note 7) 191,100 103,186 90,248
Other taxes (Note 10) 94 448 82.420 83,488
Total 538,784 426 505 308 934

Operating income 263,260 253,412 263,099
Other Income (Deductions .
Allowance for equity funds used during construction 134,359 121,390 79,846
Income taxes (Note 7" 54,028 9,256 (2,852)
Other - net 2431 3,813 6,046
Total 190,818 134 459 83.040
Income Betore Interest Deductions 454078 387 871 346,139

Interest Deductions:

Interest on long-term debt 191,079 170,830 161,230
Interest on short-term borrowings 12,281 11,430 14 496
Debt discount, premium and expense 2,465 1,959 2,201
Allowance for borrowed funds used during construction (49.317) (65,400) (60,098)
Total 156,508 118819 117,838
Income From Continuing Operations 297,570 269,052 228,301
Discontinued Operations (Note 11):
Income (loss) from operations of gas
system — net of tax (33) (4,255) 2,742
Loss on disposal of gas system — net of tax (26,470)

Income (Loss) From Discontinued Operations (26,503) (4,255) 2,742
Net Income 271,087 264,797 231,043
Preterred Dividend Requirements 48,375 43,741 34,816

Earnings for Common Stock . § 222692 $ 221,056 $ 196,227

mmmwm 68,308,131 63,865,210 59 549 685
Per Share of Common Stock:

Earnings (Loss) (based on average shares outstanding)
Continuing operations 365
___Discontinued operations (0.39)
_Total 3.26
Dividends declared 260
See Notes to Consolidated Financial Statements
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Consolidated statements of changes in financial position

Year Ended December 31,

R : 1984 1983
Source of Funds: (Thousands of Dollars)

Funds from operations
Continuing operations
Income from continuing operations $ 297,570 $ 269,052 $ 228,301
Principal non-fund charges (credits) to income
Depreciation and amortization 87,494 83,707 79676
Allowance for equity funds used during construction (134,359) (121,390) (79.846)
Deferred income taxes —net 43 464 27,033 22 966
Deferred investment tax credit —net 56,002 29,960 52,158
Other (385) 4967 (6,537)
Total funds from continuing operations 349,786 293,329 206,718
Discontinued operations
Income (Loss) from discontinued operations (26,503) (4.255) 2.742
Principal non-fund charges to income
Loss on disposal of gas system —noncurrent 19,513 -
Other —net 3,897 9371
Total funds from discontinued operations (3,093) 5116

Total funds from operations 346,693 208 445
Funds from external sources

Proceeds from sale of gas system 114,657
Common stock 63,800 86,918 115,707
Preferred stock 50,000 48875 94 843
Long-term debt 264179 419,126 298,278
Short-term borrowings — net 73,492 (3,308) 1616
Other items — net (3.916) 4141 (3,080)

Total funds from external sources 562,212 556,752 507,364

Total source of funds $ 908,905 $ 854 197 $ 815,405
Application of Funds:
Funds used for capital expenditures

Continuing operations $ 377278 $ 425,130 $ 431578
Discontinued operations 31,657 29,724 20,278

Investments and other assets (13,299) (4,955) 16,277
Repayment of long-term debt 275,833 185,653 174,085
Redemption of redeemable preferred stock 4 660 3820 5,060
Dividends on preferred and common stock 225 615 206, 558 176,953
Increase (Decrease) in working capital* 7.161 8,267 (7.826)

Total application of funds $ 908,905 $ 854 197 $ 815,405
Increase (Decrease) in Working Capital*
Cash and temporary cash investments $ (25.704) $ 24801 1.098

Accounts receivable (2,216) (950) 16 160
Materials, supplies and fuel (1.,420) (2.760) 6,662
Deferred fuel and other assets (4.191) (2.048) 4,400
Accounts payable and accrued expenses 32,881 (23.904) (16.241)
Deferred fuel and other habihities 781 13,128 (19,906)

Net increase (decrease) $ 7.161 $ 8267 $ (7.826)

‘Excluding short-term be rrowings - net and current maturities of long-term debt
See Notes to Consolidated Financial Statements
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December 31
Assets 1984 1983
(Thousands of Dollars)

Utility Plant (Notes 4 6 and 11)

Plant in service

Electric

Gas

Common, used in all services

Total

Construction work in progress
Plant held for future use

Total Utility Plant
Less accumulated depreciation and amortization

Utility Plant —net

Investments and Other Assets:
Investments in and receivables from subsidiaries
Time deposits designated for capital expenditures
Other u vestments and notes receivable
Total Investments and Other Assets
Current Assets:
Cash (Note 5)
Temporary cash investments
Special deposits and working funds (Note 5)
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
Deferred Debits:
Unamortized gas exploration cost
Unamortized debt issue costs
Other
Total Deferred Debits

§2,747 464

2,747 464
2,304,306
36,473

5,088,243
744160

4,344,083

61,693

5,588
67,281

7,565

3,339

70,560
35,329

(1,434)

42,942
30,163
927
6,036

195,427

12,967
13,931
20,085

46,983
$4,653,774

$2.476,126
174,038
90,577

2,740,741
1,986,052
34 472
4,761,265
727,865

4,033,400

44 740
30,141
5,699

80,580

11,7356
21,000
3873

89,428
19,686
(2,443)
41,261
33,264
7,463
3,691

228,958

14,728
14,422
14,224

43,374
$4,386,312
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Consolidated balance sheets

December 31,
Liabilities 1984 1983
(Thousands of Dollars)
Capitalization (Notes 2.3 and 4).
Common stock $ 175321 $ 166,777
Premiums and expenses —net 1,015,188 969,932
Retained earnings 505,414 459,962
Common stock equity 1,695,923 1,586,671
Non-redeemable preferred stock 218,561 218,561
Redeemable preferred stock 282,740 237,400
Long-term debt less current maturities - 1,684,746 1,665,077
Total Capitalization 3,881,970 3,697,700
Current Liabilities:
Notes payable (Note 5) 1,800 86,308
Commercial paper 158,000 -
Current maturities of long-term debt (Note 4) 70,890 115,833
Accounts payable 68,090 91,176
Accrued taxes 49,348 652,369
Accrued interest 55,906 63,112
Accrued dividends 4143 371
Deterred fuel - 14,146
Other o Xty 32,405 26,070
Total Current Liabilities s 440.582 452,725
Deterred Credits and Other:
Deferred investment tax credit 138,120 82,118
Delerred income taxes 110,821 73,361
Unamortized credit related to sale of tax benefits (Note 7) 45,333 47,020
Customers advances for construction 21,351 18,039
Other % o e b A 15,340
Total Deferred Credits and Other Sl P T 331,222 235878
Commitments (Note 9)
Total $465 774 $4 386,312
eTErYTTeTg—

See Notes 1o Consolidated Financial Statements.




Consolidated statements of retained earnings

Year Ended December 31,
1984 1983 1982
(Thousands of Dollars)
Retained earnings at beginning of year $459,962 $401,723 $347 633
Add —Net income 271,067 264,797 231,043

Total 731,029 666,520 5786786
Deduct — Dividends:

Common stock (Notes 2 and 3) 177,240 162 817 142,137

Preferred stock (see below) 48,375 43,741 34816

Total $225615 206,558 176,963
Retained earnings at end of year $505.414 $459,962 $401,723

Dividends on preferred stock

$110 preferred 172 172 172
$2 50 preferred 258 258 258
$2 36 preferred 94 94 94
$4 35 preferred 326
Sernial preferred

$2 40 Series A 576

$2 626 Series C 630 630

$2275 Series D 455 455

$3.25 Series E 1,040 1,040

$8 50 Series F -

$8 50 Series G an 500

$10 Series H 3,147 3,307

$10.70 Series | 2,595 2875

$8.32 Series J 4160 4,160

$8 B0 Series K 5,280 5,260

$9.70 Series L 4 656 4 656

$11 95 Serles M 2,330 2.330

$12 90 Series N 4773 4773

$3 58 Series O 7,160 7,160

Adjustable Rate Series P 1,250 1.250

Adjustable Rate Series Q 5223 3,899

$11.50 Series R 3,849

Total § 48375 $ 43,741 $ 34816

See Consolidated Statemer @ for Yividends per share of common stock

See Notes to Consolidated ‘tatements
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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
Commissiu. “FERC").

b. Consondation—The consolidated financial state-

ments include the accounts of the Company and those of

mam subsidiaries, APS Finance Com-
pany NV ("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. All significant 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.

¢. Plant and depreciation — Property is stated at original
cost as defined for regulatory purposes. The cost of addi-
tions to utility plant and replacements of retirement units
is capitalized. Replacements of minor items of property 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 develop-
ment expenditures pertaining to construction projects.
indirect charges for engineering, supervision, transporta-
tion 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 Contributions in aid of construc-
tion are credited to plant cost.

Depreciation is provided on a straight-line basis at
rates authorized by the Arizona Corporation Commission
VACCT) annually. The applicable rates for 1982 through
1984 range from 3 07% to 4. 16% for electric plant and 2 86%
to 9.80% for common and general plant.

d. Revenues and tuel costs — Operating revenues are
recognized when billed on a monthly cycle billing basis.
Retail rate schedules include adjustment clauses which
permit recovery of costs of certain fuel and purchased
power. Regulatory hearings are heid 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 of
October 1983, allowances permitted by the ACC for recovery
costs associated with certain losses of electricity in the
transmission and distribution process and the exclusion of
the effect of a portion of profits on interchange sales are
reflected in the Company s iuel adjustment accounting
Other procedures apply to the recovery of fuel costs to
wholesale customers and of specified taxes.

@. 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"). Ai*C, which does not represent
current cash earnings, 1s defined as the net cost during
the period of construction of borrowed funds for construr-
tion, and a reasonable rate of return on equity funds so
used. The calculated amount is capitalized as a part of the
cost of utility plant.

AFC has been calculated using composite rates of
12.75%. 13.00% and 13 25% in 1984, 1983 and 1982, respec-
tively In July 1983 the Company began compounding

AFC semi-annually and, in October 1983, recording the bor-

rowed funds portion on a “net of tax’ basis through charges
to income axes —operating expense and credits to income
taxes —other income. AFC ceases to accrue on those
portions of con~truction work in progress allowed in rate base.

f. Income \axes —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 recordin~,
for income tax and financial reporting purposes, of depreci-
ation 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 timing
differences. Prior to October, such differences were reflected
currently in income. At December 31, 1984 the Company
had tlowed through to income currently approximately
$275,000,000 of income tax benefits arising from income
tax timing differences for which deferred taxes have not
been provided.

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 to other income over the
estimated life of the related assets Before 1982 such
amounts were flowed through income currently. Investment
tax credits previously recognized as a reduction of deferred
income taxes are being recoverad 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 rnay result in additions to
utility plant are deferred for subsequent inclusion in plant
or to be written off if the applicable project is abandoned

h. Gas exploration costs — The excess of costs over
sales proceeads of the Company s discontinued gas explora-
tion program has been deferred to be recovered, without
interest, over a 10-year period pursuant to an order of the
ACC, from certain classes of gas customers. Such amounts
are now to be remitted to the Company by Southwest
Gas Corporation as a result of the sale of the gas distribution
system See Note 11

i Discontinued Operations — As described in Note 11,
the Company sold its gas distribution system effective
November 1, 1984 Accordingly, prior years statements of
income have been reclassified to report separately this
discontinued operation.



2. Common and Non-Redeemable Preferred Stock.
The balances at December 31, 1984 and 1983 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

=35

M‘
December 31, "3~

Authorized 1984

1983 Share 1984 1983  Share (a)

(Thousands of Dollars)

100,000,000 70,128,329 66.710852 $ 250 $175321 $166777

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

155,045 $§ 3898 s 3898 §$ 2750
103,254 ! 5163 5,163 51.00
40,000 2,000 2,000 51.00
75,000 7,500 7,500 102.00

240,000 . 12,000 12,000 50.50
240,000 ! 12,000 12,000 51.00
200,000 1 10,000 10,000 50.560
320,000 ! 16,000 16,000 51.00

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

2,000,000 50,000 50,000 (e)

4,374,199 $218,561 5218561

_ outstanding
preferred shares shown in Note 3, as well as the non-
redeamable shares indicated above

(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 8% per
annum, or greater than 12% per annum. Redeemable
on or atter 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

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 $2¢ 19
through May 31, 1997, and at $25 00 thereafier

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, (i) 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 of any 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-redeemabie preferred stock, as do the rights that would
arise out of dividend arrearages as discussed in Note 3.
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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, 1984 were as follows (dollars in thousands).

Non-F.edeemable
st o CommonStock ~  (cumulative) ' "'“"""
Number P.Vduo Number Par Value Expenses
Description of Shares Amount ~_ofShares Amount _ Net*
Balance, December 31, 1981 57,648,791 $144 122 1874199 $118,561 $ 783868
Common Stock 5,245 699 13.114 - - 101,744
Non-Redeemable Preferred
Stock, $3.58 Series O —~ S . 2000000 50,000 (1,932)
Balance, December 31, 1982 62,894 490 157,236 3.874,199 168.561 883,680
Common Stock 3,816,362 9,541 — - 77 557
Non-Redeemable Preferred
Stock, Adjustable Rate Series Q oo e A 560,000 50,000 (1.306)
Balance, December 31, 1983 66,710,852 166, 777 4374199 218,561 969,932
Common Stock 3417477 8.544 - - 55,256
Balance, December 31, 1984 70,128,329 $175321 4374199 $218,561 $1.015188
P — e e . — - -

*Premiums and expenses—net also include those of redeemable preferred stock issues (;; Mote 3).

The Company has a stock purchase and dividend rein-
vestment plan wb Jreby newly issued shares of its common
stock may be prirchased at market on the applicable dates
by any participant in the plan It also 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-

3. Redeemable Preferred Stock.

ing of employee contributions on certain terms or pro-
visions 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.

The balances at December 31, 1984 and 1983 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 shiown below.

Number of u-r __Par Value -
1984 1983 Share 1984 1983 Per Share(b)
Preterred (Thousands of Dollars)
Stock (cumulative)
serial preferred: (a) .
$8.50 SeriesG ... ... .. 38,400 54,000 $100.00 $ 3840 $ 5400 (e)
$108eriesH . .. ... .. .. 304 000 320,000 100 .00 30,400 32,000 (d)
$10.70Series! . ... ... .. 240,000 255,000 100.00 24,000 25,500 (e)
$8.80 SeriesK ... . . 600,000 600,000 100.00 60,000 60,000 U]
$90.708eriesL . . ...... ... 480,000 480,000 100.00 48,000 48,000
$1195 SerlesM ... 196,000 196,000 100.00 19,500 19,500 (h)
$1290 SeriesN .. 370,000 370,000 100.00 37,000 37,000 ()
m&umr 100,000 100,000 100.00 10,000 10 W ]
" OB s b Al s 500,000 - 100.00 50,000 (k)
Tty 5 et wle b b v 2,827,400 2,374,000 $282,740 $237,400
See Note 2 for authorized number of shares. September 1, 2002 Applicable fund
In each case plus acc, ved dividends. require the redemption of 16,000 chares at par annually
Redeemable ai par at the option of either the Com- ( annual paymants of $1,600,000)
pany or the respective holders. fund provisions (e) Not callable by the Company prior to December 1,
require the resemption of a total of shares at par 1985 through certain refunding operations
semi-annually annual payments of $720,000) 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



any year
mw-mmmmum-
at $103.00 through February 28, 1994, and thercafter
declining in steos to $101.00. Applicable sinking tund provi-
mmumane?omuw
annual
o 550800 Th Comoary oy bt
Mh“m“ﬂlﬂmanm
March 1in any year in 1986
(g9) Redeemable at the option of the Company at $105 39
Mﬂwl“mmnmwmb
101.07 after March 1 1989. Applicable sinking fur 4
provisions require the redemption of 96,000 sha es at par
Mmu)mmm(wwnm

(h) Redeemable on or after May 1. 1986 ¢* the option
of the Company at $101 99 through April 30, 1987, and there-
after at par All shares then nutstanding are required to
be redeemed on May 1, 1988 at par.

Redeemable after June 1, 1992 at the option of
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 of all shares according to a predeter-
mined schedule.
(i) Bears a dividend of $12 50 per share through

li

in 1988 (representing annual pay-

,000). All shares then outstanding are
required to be redeemed on December 1, 1992

(k) Redeemable after June 1, 1994 1t the option of the
Company at $105 45, declining each year by a predeter-
mined amount to $100 00 after .'une 1, 2004 Applicable
sinking fund provisior s require (he redemption between
1990 and 2004 of all shares according to a predetermined

E

I!Mmbbommm mdbwdondaonanyo'
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 requirements),
the Company could not pay dividends on its common
stock or acquire any shares thereof for consideration If any
such dividend arrearage were to equal six or more quarterly
dividends, the holders of preferred stock, in addition to

The combined aggregate amount of redemption
requirements for the above 1ssues each year through 1989
are as follows: $3,820,000 in 1985, $15,670,000 in 1986
and 1987, $39,760,000 in 1988, and $20,600,000 in 1989.

Redeemable preferred stock transactions during each
of the three years in the period ended December 31, 1984
were as follows (dollars in thousands):

Number Par Value
Description of Shares Amount
Balance, December 31, 1981 . 1,992 800 $199,280
$12.90 SeriesN . . 370,000 37.000
Adjustable Rate Series P .. 100,000 10.000
Sinking fund retirements:
$8.50SeriesF . ... ... .. . (12,400) (1,240)
$8.50 Series G . (7.200) (720)
$10SeriesH. . .. ... ... .. (18,000) (1,600)
$10.708eries | . ... ... .. (15,000) (1,500)
, December 31, 1982 . 2,412,200 241220
Sinking fund retirements
$850 SeriesG. ... ... . ... (7,200) (720)
$10 Series H (16,000) (1,600)
$10 70 Series | (15,000) (1,500)
Balance, December 31,1983 2,374,000 237,400
$11.50 Series R 500,000 50,000
Sinking fund retirements
$8.50 Series G (15,600) (1,560)
$10 Series H (16,000) (1,600)
$10.70 Series | . (15,000) (il ooo)

Halance December 31, 1984 . 2.827400  $282,740

anmnmnm mmmm
preferred stock issues are included in the amounts presented
in the second table in Note 2

4. Long-Term Debt.

Details of long-term debt outstanding at December 31,
1984 and 1983 are as follows December 31,
First mortgage bonds: (T 'M Dollas)

34%% Series due March 1, 1984 8§ $ 15000
10%% Series due February 1,

1985 (a) 60,250 60,250

Less securities held by

trustee (b) (16,127) (26,372)

54%% Series due October 1,

1987 15,000 15,000

4 70% Series due March 1,
4 80% Series due November 1,

1991 35,000 35,000
16% Series due April 15, 19092 o 100,000
4 A5% Series due June 1, 1992 25,000 26,000
4 40% Series due December 1,

1992 25,000 25,000
4 50% Series due September 1,

1993 16,000 15,000
15% Series due June 15, 1994 100,000 -

6 25% Series due September 1,
1907 26,000 25,000

12 B75% Series due May 15,
2000 186,000

185 000




Arizona Public Service Company

OMWMM!M
12%% Series due October 15,
12.75% Series due July 1, 2013

1sasm¢uo0cmts
2013 . .

34,000

75,000
100,000

100.000
(1.965)

1,087,136

42,000
(4.124)

10,000
(4.478)

25,000
(2,449)

(218)
66,200

90,000
(14,448)

57,000
(8,804)

65,750

70,000

65977
60,000

75,000
50,000

43.000
34,000

765,000
100,000

100,000

_(.r72)
1,096,083

90 000
(22.741)

65,760
(97)

70,000

17 4% guaranteed debentures
due October 15,1986 (k) - 60,000
164% guaranteed debentures
due July 15, 1988 (k) 50,000 50,000
16%4% guaranteed
due February 1, 1989 (k) 75,000 75,000
16% guaranteed debentures
due February 15, 1989 (k) . 25,000 25,000
11%% guaranteed debentures
due January 15,1990 (k) 60.000 60,000
Wbmm(l) : 48,472 49,926
Unamortized discount . (780) (970)
Other . v 2.380 2,756
Whm—md-bt L. 1755636 1 770910
Less current maturities
3%% Series due March 1, 1984 - 15,000
Pollution control indebtedness,
due December 15,1985
Series E, net of securities
held by trustee 37876 -
wamim.
due December 15,1985
Series F, net of securities
held by trustee 5522 —
Pollution control indebtedness,
due December 15, 1985
Series |, net of securities
held by trustee 22,561 -
Sinking fund requirement on
10 825% Series due
November 15, 2000 3,000 3,000
Unsecured notes payable due
1983 and 1984 (1) - 96,003
Capitalized lease obligation (1) 1,565 1,454
, : 376 376
Total current maturities 70,890 nsm
Total long-term debt less
cumnwmn . ueuno 01065017

(l)TMWMdNM?&OMM
10%% first mortgage bonds due February 1, 1985 was classi-
fied as long-term as such debt was partially refinanced on
January 29,1985 when the Company borrowed the pro-
ceeds of $49 400 000 of adjustable-rate annual tender
poliution control revenue bonds due February 1, 2015 The
bonds will bear interest through January 31, 1986 at the
rate of 6%% and thereafter at such rate, determined annually,
which will cause the bonds to have a market value which
approximates as nearly as possible . their par value The

remaining portion of the 10%% first bonds was
retired on January 29, 1985 with funds the original
issue by a revenue bond trustee

poliution
a revenue bond trustee and to be disbursed as needed to
pay the costs of acquiring, constructing, reconstructing,
mmmmummm

(c)SumhdbymMWdMM
by a bank The bonds matu,e on December 16 1985 and,
contingeat on the receipt of & favorable Internal Revenue
Service Ruling on the qualification for tax-exempt financing
of cortain facilities, these bonds will bear interest at 62%



of the prime rate_ In the event that certain conditions relating
are not satisfied,
interest will become payable at 110% of this prime rate from

Mummm.mm
authority which has funded that amount through the issu-
ance of a series of bonds These bonds bear in'erest equal
to 62% of the prime rate.

(e) Contingent upon the receipt of a favorable Internal

Service Ruling on the qualification for the tax-

exempt of certain facilities, these bonds will bear
interest at 65% of the prime rate_ In the event that certain
conditions relating to the obtaining of such favorable
ruling are not satisfied, interest will beccme pava' le at 110%
of the prime rate from the date of issuance

(f) Consisting of a berrowing from a governmental
authority which is funding that amount with a ser s of
commercial paper borrowings supported by irrevocable
letters of credit issued by banks and with five year, revolving
'san 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 borrowings from the authority is equal to the latter's
cost of inoney in the commercial paper market plus fees
and intorest payable to the banks

(g) Consisting of the borrowing from a governmental
author ty which has funded that amount through issuance
of a series of par value demand bonds supported by a long-
term i revocable letter of credit issued by a bank These
bonds bear interest at such rate, determined weekly, as will
mnmnnn-mmmmx»
mates, as nearly as possible. their par value

(h) On May 23, MNMMM-
governmental authority the proceeds of a $65,750 000
msue of par value demand pollution control bonds ior 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
iosu 2 18 supported by a long-term irrevocable letter of
credit issued by a bank. The bonds bear interest at such
rate, determined weekly, as will cause bonds to have a
market value which approximates, as nearly as possible

( Mhmm.mmmw
made on December 1, 1984

mummmmdmm
and both due in 1987 The principal amounts
of such loans bear interest, at the Company's option, at
one or more of the annual interest rates through
mid-September 1985 (a) the Prime Rate, (b) the CD Rate
plus %%, or (c) the Eurodollar Rate plus %% Thereafter
at the Company s option, the annual interest rates will
become (a) in the case of the lirst loan, 102% of the Prime
Rate or, in the case of the second loan, the Prime Rate plus
:&t&ucommm.me)mtmnm

(k) Representing debentures issued by Finance the
payment of principal and intorest on which has been
unconditionally guaranteed by the Company The deben-
tures are redeemable at the option of Finance as follows

16%% debentures due July 15 1988 redeemable at

101%% from July 15 19856 through July 14 1986 then

at 100%% through July 14 1987 and thereafter a! 100%,

u

16 %% debenturas due February 1, 1989, redeemable 1t
101% from February 1, 1986 through January 31, 1987,
and thereafter at 100%,

16% debentires due February 15, 1989, redeemable at
101% from February 15, 1286 through February 14, 1987;
and thereafter at 100%,;

11%% debentures due January 15, 1990; redeemable at
101%% from January 15, 1987 through January 14,
1988, then at 100%% through January 14, 1989; and
thereafter at 100%

17 4% debentures due October 15, 1986 were redeemed
on October 15 1984 at 1014% plus accrued interest.

(1) 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 1s included in plant in service at its
original cost of $54 405,000, accumulated amortization
at December 31, 1984 was $19,138.000

Subsequent to December 31, 1984 the Company
issued $125 000,000 of 12% Senes First Mortgage Bonds
which are due January 15, 1995 The Company also issued
in ar. overseas market $75 000,000 of 12%4% Debentures
due 1992,

Aggregate annual payments due on long-term debt and
for sinking fund requirements 1989 are as follows:
1985, $81,971,000, 1986, $100,656. 000, 1987, $102,620,000;
1988, $67. 795,000, and 1989, $137.985 000 Other sinking
fund requirements for each year through 1989 for the out-
standing first bonds are as follows: 1985 and
1986, $2,200,000, 1987 and 1988, $2,060,000, and 1989,
$1.850,000, as allowed in the bond indenture, requirements
of this type have in the past been satisfied by certification
of property additions of 1% times the amount stated and the
Company expects to meet similar requirements in that
manner in the future. For sinking fund requirements and
redemptions al the option of the holders of redeemable
preferred stock, see Note 3

Substantially all utility plant, other than the combined
cycle plant mentioned abnve, is subject to the lien of the
first mortgage honds. The indenture respecting the first
mortgage bonds includes provisions which would restrict
the payment of dividends on common stock under certain
conditions which did not exist at December 31, 1984

5. Short-Term Borrowings and Compensating Balances.
The Company s lines of credit at December 31 1964

and 1983 are summarized below No amounts were out-
standing under the lines at December 31, 1984 or 1983

Commercial paper backup lines  (Thousands of Dollars)
Comestic banks $125.000 $105.000
Foreign banks 50,000 50,000

Other domestic bank lines 245,000(a) 45,000

Total 8420 000 ~ $200, 000

(a) Including 8200 000,000 avmlnblo undov a cndn
agreement between the Company and various banks Such
crodit agreement commenced May 31 1984 and carries a
commitment fee of X% per annum
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The commitmant tees for the commercial paper

- backup lines with domestic banks were %% per annum in

1984 and 1983 Compensating balances required (but which
were not legally restricted) for the other domestic bank
lines (exclusive of the credit agreement referred to in (a)
above) were generally 7 %% of the lines plus 5% of the bor-
rowings in 1984 and 1983 Substan.ially all casn shown on
the balance sheets is considered compensating balances.

Under foreign bank lines, commitment fees were
payable at 4% per annum in 1984 and 1983. The interest
rate on borrowings under these facilities was approximately
%% per annum over the applicable Eurodoliar Rate in
effect from time to time.

At December 31, 1983, the Company had borrowings
of $30,141,000 from toreign banks which were not partici-
pants in the lines of credit described above No amounts
were outstanding at December 31, 1984 The interest rate
on such borrowings was approximately %% per annum over

the applicable Eurodollar Rate in effect from time to time.

On December 21, 1984, the Company borrowed from
a governmental authority the proceeds of $1,980,000 of

Service ruling on the qualifications for tax-exempt
of certain facilities, bears interest at 65% of the bank's
prime rate_in the event that certain conditions relating to
the obtaining of such favorable ruling are not satisfied,
interest will become payable ~t the bank's prime rate from
the date of issuance. At Dece ber 31, 1984, $180,000 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 total capitalization without the consent of
the ACC

At December 31, 1984, the Company owned the following interests in jointly-owned electric generating and transmission

6. Jointly-Owned Facilitiec.
facilities (dollars in thousands)
Percent
owned by
Generating Facilities
Arnizona Nuclear Power Project
(ANPP)-Units 1,2 and 3 29.1%
Four Corners Steam Generating Plant —
Units4 and 5 : gy : 150%
Navajo Steam Generating Plant
Units 1, 2and 3 14 0%
Transmission Facilites
ANPP Transmission System 35 .8%(a)
Navajo Southern Transmission System . 31.4%(b)
__Palo Verde - Yuma 500 KV System . 23.9%(c)
w, : SSS i e eSS
(a) Weighted average of interests varying from 34 6% to 43 95%
average of interests varying from 14% to 100%.
(¢) Weighted average of interests varying from 11% to 100%
to

Net Construction
Plant in Accumulated Plant in Work in
$ - $ - $ - $2.045671
115,803 16,998 98,895 924
119,081 33,933 85,148 -
7.362 595 6,767 36,909
28,198 8,187 20,011 -
__19,@;!9 A 1Q _16.462 e _l,SM
286,172 $50.800 3226273 $2,085,085

the Company's percentage interest in each facility. Financing for such interests

The foregoing dollar amounts correlate
is provided by the Company The Company s share of related operating and maintenance expenses is included in operating
axXpenses.




7. \Income Tax Expense.

The components of income tax expense —continuing
operations for each of the three years in the period ended
December 31, 1984 were as follows:

~ Year Ended December 31,
# ¥ - W - 1983 1982
(Thouw\dso'DolI.mJ
Currently payabie:
Federal $ 14578 $14224 $ 6267
State 16,340 10,742 11,619
Other Py 3606 28/0 1774
Total current 34524 27836 19,660
Deterred.
Depreciation - net 26,276 22571 20,709
Taxes, pension costs and
other —net 18,367 0,627 2,260
Investment tax credit—-net 59592 39,583 52,158
__ Totaldeferred 104235 67,781 75,127
Amortization of tax
 benefitssold (1687) (1687) (1687)
~ Total 3137072 $93,930 mwo

In 1981 the Company sold to another corporation
certain federal income tax benefits in exchange for cash.
The Company, pursuant to an order of the ACC, has recordec
the proceeds of the sales as a deferred credit and is amor-
tizing the amount of such proceeds on a straight-line basis

over approximately 30 years
Mhnmdmwmm
income tax expense —continuing operations and the amount
obtained by multiplying income before income taxes by
the statutory federal income tax rae.
 Year Encled December 31,
qumu
at statutory rate $1999356 $166972 $147844
Increases
(reductions) in taxes
resulting from
Tax under book
depreciation 14,165 10,213 B.867
Allowance for
funds used
constru tion (84.491) (83,.799) (63,169)
Investment tax
credit . (2,827) (1,970) (1,378)
Taxes. pension
costs and other
items capitalized - (6,640 (8.340)
State income tax -
net of federal
income tax
benefit 11172 7070 7,338
Other .. (82) 2,064 1.938
Total provision
for federal &
state income
tax .‘37072 $ 93930 §$ 93100

At Decer.f.er 31, 1984 the Company had approximately
$12 000,000 of investment tax carryforward which will
expire through 1269,

8. Panision Plan and Other Benefits.

The Company's pension plan, a defined benefit plan,
covers virtually all employees. Pension cos?, 'n-luding admini-
strative cost, for 1984, 1983, and 1982 was $16,370,000,
$15,248,000, and $11,865,000, respectively, of which
approximately $6,512,000, $6 871,000, and $4,971,000,
respectively. was charged to expense, the remainder
was either capitalized as a component of caoms truction costs
or billed to participants of jointly owned faciiias.

The following is a summary of plan ¢ .ala as of the most
recent benefit information aate:

__ denuaryt, =

PO . PRt

Actuamlmm value of (T housands of Dollars)
accumulawed plan benefits:

Vesiwod $115984 $109.818

_Nonvested = 10499 6,166

Total $126,483 $115,984

Notmohwaimmfbomtm 8182 €"7

The actuarial present value (assu,; ing a 9.00% rate
of return) of accumulated plan benefits presented above has
not been calculated with reference to the effects of pro-
jected inflation, whereas such effects e considered by the
Company with reference to the adequacy of plan assets;
accordingly. the Company considers the utility »f the
comparison suggested to be extre mely limited

In addition to providing pension Lenefits, the Company
provides certain health care and life insurance benefits
1or retired employees. Life insurance benefits are provided
through an insurance company whereas health care costs
are paid as expenses are incurred under a self-insured plan.
The cost of providing thosg benefits for 1,081 retirees
18 not separable from the cc t of providing benefits for the
7,403 active employees. The total cost for such in 1984 was
$132.786,000. of which appre ximately $5 688 000 was charged
to expense, the remaindar was either capitalized as a
component of constyuction costs or Lilled to participants
of jointly owned facilities
9. Commitments..

The Company has significant purchase commitments
in connection with its continuing construction program.
Construction expenditures in 1985 have been estimated
at $350,000,000.
10. Supplementary Income Statement Information.

Other taxes charged to operations during each of
the three years in the period ended December 31, 1984 are

$154,542

as follows
Year Ended December 31,
1984 1“3 1“2_
(Thousands of Dollars)
Ad valorem $42 581 844691 $47611
Sales 45495 32,168 31284
Other _ 6372 5,560 4,503
Total other taxes 394_ 448 $82, 420 883488

- & . oy
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1. Discontinued Operations.

Effective November 1, 1984 (the "Closing Date ") the
Company sold its gas distribution system to Southwest Gas
Corporation (" sowm") The purchase price paid to
the Company on the Closing Date (the “Interim Purchase
Price”) was $112 390,000, approximately $100.000,000 of
which was used to redeem certain of the Company's first
mmm The Interim Purchase Price is subject to

to reflect a certain percentage of the net

bookuluoonhooudiaribuhon system as of October 31,
1984, estimated at $134,000,000, and to reflect a certain
percentage of the value (also as of October 31, 1984) of
certain rights purchased and obligations assumed by South-
west with respect to the gas distribution system. Any such
adjustment is not expected to be significant. The final sales
price is expected to result in a non-recurring loss of
approximately $26,470,000, net of an income tax benefit of
$7.094 000, (approximately $0.39 per average share of
common stock) in 1934

The Company has also agreed to fund a portion of the

12. Selected Quarterly Financial Data (Unaudited)

costs associated with the accelerated replacement of cer-
tain gas pipe included in the gas distribution system
acquired by Southwest by purchasing, under certain
conditions, up to $50,000,000 in aggregate par value of
cumulative preference stock (the "Stock”) to be issued by
Southwest. Any such purchases would be made by the
Company within approximately three years following the
Closing Date. The Stock would yield an annual dividend
of between 3% and 16% (payable quarterly) based on a
formula relating to the operating performance of the gas
distribution system. The Stock is also redeemable by
Southwest, at its option, on any dividend payment date,
(at the issue price plus accrued dividends), but must be
redeemed no later than seven years after the issuance date
as to any issue.

Revenues from the Company's discontinued gas
operations for December 31, 1984, 1983, and 1982
were $174,728,000, $202,134,000, and $197 967,000,
respectively.

Revenue Income Income (loss) Earnings Earnings (loss) per share of
from from from for

Continuing Continuing Discontinued  Net  Common
Operations Operations Operations Income  Stock Operations  Operations

Quarter (Dollars in Thousands, Except Per Share Amounts)

1984
First $203,937 $ 51324 $1,397 $ 52,721 $41598 $0.60 $0.02
Second 236,712 61,889 (188) 61,704 49,600 0.73 -
Third 311,845 103,118 (1,028) 102,090 89,456 1.32 (0.02)
Fourth 242 473 81,239 (26.687) 54 552 42,038 099 (0.39)
First 190,618 49,096 1,979 51,075 40,954 062 0.03
Second 205,831 59,795 (2.555) 57,240 46,008 077 (0.04)
Third 266,939 92,597 (3,633) 88,964 77,750 128 (0.08)
Fourth 208 487 67,564 (46) 67,518 56,344 0.86 -

13. Supplementary Information to Disclose the Effects of
Changing Prices (Unaudited).

The following supplementary information is furnished
pursuant to Statement No. 33 as amended by Statement
No. 82 of the Financial Accounting Standards Board for the
purpose of illustrating the effects of changing prices in an
inflationary environment. It offers some perspectives of
approximated effects of inflation, 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 utility
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, to those in which the investment was
made. The first table below presents an approximate
measurement of those effects from the perspective of that

portion of the investment, which was not reflected in 1984
depreciation or in the Company's return, and which is
therefore not “recoverable’”

For these presentations, “current cost” amounts were
calculated by applying certair indices (or ratios derived
therefrom) to certain historical or other amounts. 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 1984), although the Consumer Price lndex
was used for construction work in progress. (he Company
believes that the Handy Whitman Index is the more accurate
of the two in estimating the prices it would incur to dupli-
cate at various times its utility plant in service at the indi-
cated dates. Over the period from 1980 through 1984
the Consumer Price Index rose faster than the Handy
Whitman Index

-




Electric depreciation expense for 1984 was recal-
culated by applying the Company's composite depreciation
rate to depreciable base determined by indexing certain
appraised values from the times of appraisal The amount
by which the expense so recalculated exceeds that shown
on the Company's 1984 Consolidated Statement of income
appears as an adjustment to income from continuing
operations.

The sum of the depreciation adjustment and the figure
shown lower as the "reduction to net recoverable cost
was derived through application of 1984 increases in the
Consumer Price Index to historical costs of the Company's
utility plant.

The Company did not make adjustments to asset
values, or related consolidated income statement amounts,
other than those discussed above in regard to utility plant
and depreciation thereon. Fuel inventories and fuel expenses
are, in effect, monetary items, due to appiicable rate-
making procedures which include adjustment clauses. In
accordance with Statement No. 33, as amended by State-
ment No. 82, 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 borr. wings that
will be repaid with inflated dollars. The 1984 decline in the
purchasing power of net amounts owed by the Company
(measured by the Consumer Price Index) appears 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 pre-
sented 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
capita! structure that will be required for making plant
replacements and additions with inflated dollars

Income From Operations Adjusted for Changing Prices for the Year Ended December 21, 1984

Income from continuing operations as reported in Consolidated Statements ot Income

Adjustment to restate depreciation expense

Ipcome from contlnumg operatnons (excludmg reduchon to net recoverable cost)

Income trom contmumg operations per common share (after preferred stock dwudend requsrements

¥ and excludmg reqiuctvon tc net recoverable cost)

Increase in specific prices (currem cost) of utility
plant held during the year (a)

Reduction to net recoverable cost

Effect of increase in general price level

Excess of increase in general price Ieve| over increase
in specific prices after reduction to net recoverable cost
Gan_n from decline in purchasing power of net amounts owed
Net

Current Cost

Average
1984 Dollars
(Dollan inThoumds.
Except Per Share Amounts)
$297,5670
(74,931)

: s222 639 _

$195,404
(36,899)
- (242,350)

(83.845)
89,940

$ 6,005

(a) At December 31, 1984, Current Cost of Utility Plant—net was $6 565,228




Arizona Public Service Company

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

reduction to net recoverablecost) . . ... ... ... ..
from continuing per common
share (after dividend on preferred

.......................................

cost)
Excess of increase in general price level over
increase in specific orices after reduction to net

e e
Net assets at year-end at net recoverable cost* . . . .
Reduction to net recoverablecost. .. . ... .. ... ..

General information
Gain from decline in purchasing power of net

e s i R A R A
Cash dividends declared per common share . ... . ..
Market price per common share atyear-end ... ... ..
Average consumer priceindex . ... ... ... ... ..

—————

Year Ended December 31,

(Average 1984 Dollars in Thousands, Except Per Share Amounts)

S 255

.. § 036,899

$§ (83845) $
.. $1887,784

247

(65901) $ (54,717) $ (201,062)

$1,850,437

@ o e

42,834

82,516
2.67
19.86
208.4

*Consisting of common stock equity and non-redeemable preferred stock.

$

$ 222639 S 203662 $ 170,261

223

$1,714 241

$

@h o

32,226

76,941
2.59
2594
2891

$

$ 9949067 $ 908982 §$ 932424 § 834611

158,071

243

$1,540,783

$

@ e

198,892

165,159
2.51
21.41
2724

$ 783,881

$ 111254

$ 1.86

$ (285641)
$1,407 669
$ 208252

$ 214989
$ 260
$ 21.22

2468
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Officers

D. Louis Broussard, 64, vice
president, Research and Develop-
ment (Ret. 6/84)

O. Mark De Michele, 51, president
and chief operating officer
Walter F. Ekstrom, 47, vice
president, Electric Operations
Karl Eller, 56, chairman of the
executive committee

David W. Ellis, 46, vice president,
Research, Development and
Alternative Energy Applications
Kathryn A. Forbes, 34,

general auditor

Joseph A. Gelinas, 40, vice
president, Employee Relations

B. Paul Hart, 61, vice president,
Rates and Regulation

Russell D. Hulse, 57, vice president,

Resources Planning
Jerry Human, 54, vice president,
Customer Services, State Region
Charles D. Jarman, 49, vice
president, Engineering and
Construction
Guy W. Lunt, Jr., 51, vice president,
Customer Services, Metro Region
Jaron B. Norberg, 47, senior vice
president and corporate counsel
John C. Ogden, 39, vice president,
Customer and Administrative
Services
William ]. Post, 34, controller
Shirley A. Richard, 38, vice
president, Corporate Relations
H. B. Sargent, Jr., 50, executive
vice president and chief financial
officer, Corporate Finance,
Planning and Control
Keith L. Turley, 61, chairman and
chief executive officer
*E. E. Van Brunt, Jr., 53, vice

president, Arizona Nuclear Power
Project
Faye Widenmann, 36, secretary

Paul A. Williams, 39, vice
president and treasurer, Finance
and Tax Services

*Thomas G. Woods, Jr., 58,
executive vice president, Arizona
Nuclear Power Project (Ret. 2/85)

(Age on Annual Meeting date, April 18, 1985)

*In February 1985 Thomas G. Woods, Jr.
retired from the company and Edwin Van
Brunt, Jr., tormerly vice president, Nuclear,
was named executive vice president for the
Arizona Nuclear Power Project. Woods will
remain on the APS Board ot Directors

Shareholder

Information
Stocklisting
(Symbol: AZP)

Common stock of the company;
the $10.70 cumulative preterred
stock, Series ; the $3.58 cumula-
tive preferred stock, Series O;

and the adjustable cumulative pre-
ferred stock, Series Q, which
ended the year at $2.438; are listed
for trading on the New York

Stock Exchange. Common Stock is
also listed on the Pacific Stock
Exchange.

Transfer Agents

First Interstate Bank of
Arizona, N.A.

Corporate Trust Operations
Dept. 958, PO. Box 29715
Phoenix, Arizona 85038
(602)271-1620

The First National Bank of Boston
Shareholder Relations

PO. Box 644

Boston, Massachusetts 02102
(617)929-6498 (common

stock only)

Registrars

The Valley National Bank of
Arizona, Phoenix, Arizona

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

General Counsel
Snell & Wilmer, Phoenix, Arizona

Auditors

Deloitte Haskins & 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
Secretary, Sta. 1892, at the
address below.

Form 10-K

A copy of our Arinual Report to
the Securities and Exchange Com-
mission, Form 10-K, will be
available after March 31, 1985,
without charge, upon written
request of shareholders. Write:
Oftice of the Secretary, Sta. 1892,
at the address below.

Statistical Report

A detai'ed Statistical Report for
Financial Analysis 1974-1984 will
be available by mid-April on
request. Write: Office of the
Treasurer, Sta. 1820, at the
address below.

MAILING ADDRESS:
PO. Box 21666
Phoenix, Arizona 85036






