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information contained in this Form 10-K that relates to such registrant and, where required, its subsidiaries. Except as stated in the

preceding sentence, neither registrant is filing any information that does not relate to such registrant, and therefore makes no

representation as to any such information. The information required with respect to each company is set forth within the applicable
items. Item 8 of this report includes Consolidated Financial Statements of Pinnacle West and Consolidated Financial Statements of
APS. Item 8 also includes Notes to Pinnacle West s Consolidated Financial Statements, the majority of which also relates to APS, and
Supplemental Notes, which only relate to APS s Consolidated Financial Statements.
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AC

ACC

ADEQ
AFUDC
ANPP

APS

APSES

Base Fuel Rate
BHP Billiton
BNCC
Cholla
CPUC

DC

DOE

DOI
DSMAC

El Dorado
EPA

FERC

Four Corners
GWh

kV

kWh

LFCR
MMBtu
MW

MWh
Native Load
Navajo Plant
NRC

OClI

OSM

Palo Verde
Pinnacle West
PSA

RES

Salt River Project or SRP

SCE

SunCor

TCA

VIE

West Phoenix
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GLOSSARY OF NAMES AND TECHNICAL TERMS

Alternating Current

Arizona Corporation Commission

Arizona Department of Environmental Quality

Allowance for Funds Used During Construction

Arizona Nuclear Power Project, also known as Palo Verde

Arizona Public Service Company, a subsidiary of the Company

APS Energy Services Company, Inc., a subsidiary of the Company sold on August 19, 2011
The portion of APS s retail base rates attributable to fuel and purchased power costs
BHP Billiton New Mexico Coal, Inc.

BNP Navajo Coal Company

Cholla Power Plant

California Public Utility Commission

Direct Current

United States Department of Energy

United States Department of the Interior

Demand side management adjustment charge

El Dorado Investment Company, a subsidiary of the Company

United States Environmental Protection Agency

United States Federal Energy Regulatory Commission

Four Corners Power Plant

Gigawatt-hour, one billion watts per hour

Kilovolt, one thousand volts

Kilowatt-hour, one thousand watts per hour

Lost Fixed Cost Recovery Mechanism

One million British Thermal Units

Megawatt, one million watts

Megawatt-hour, one million watts per hour

Retail and wholesale sales supplied under traditional cost-based rate regulation
Navajo Generating Station

United States Nuclear Regulatory Commission

Other comprehensive income

Office of Surface Mining Reclamation and Enforcement

Palo Verde Nuclear Generating Station

Pinnacle West Capital Corporation (any use of the words Company, we, and our refer to Pinnacle West)
Power supply adjustor approved by the ACC to provide for recovery or refund of variations in actual fuel and
purchased power costs compared with the Base Fuel Rate

Arizona Renewable Energy Standard and Tariff

Salt River Project Agricultural Improvement and Power District

Southern California Edison Company

SunCor Development Company, a subsidiary of the Company

Transmission cost adjustor

Variable interest entity

West Phoenix Power Plant
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements based on current expectations. These forward-looking statements are often identified by

words such as estimate, predict, may, believe, plan, expect, require, intend, assume and similar words. Because actual results m
materially from expectations, we caution readers not to place undue reliance on these statements. A number of factors could cause future results

to differ materially from historical results, or from outcomes currently expected or sought by Pinnacle West or APS. In addition to the Risk

Factors described in Item 1A and in Item 7  Management s Discussion and Analysis of Financial Condition and Results of Operations, these

factors include, but are not limited to:

. our ability to manage capital expenditures and operations and maintenance costs while maintaining reliability and customer
service levels;

. variations in demand for electricity, including those due to weather, the general economy, customer and sales growth (or
decline), and the effects of energy conservation measures and distributed generation;

. power plant and transmission system performance and outages;

. volatile fuel and purchased power costs;

. fuel and water supply availability;

. our ability to achieve timely and adequate rate recovery of our costs, including returns on debt and equity capital;
. regulatory and judicial decisions, developments and proceedings;

. new legislation or regulation, including those relating to environmental requirements and nuclear plant operations;
. our ability to meet renewable energy and energy efficiency mandates and recover related costs;

. risks inherent in the operation of nuclear facilities, including spent fuel disposal uncertainty;

. competition in retail and wholesale power markets;

. the duration and severity of the economic decline in Arizona and current real estate market conditions;

. the cost of debt and equity capital and the ability to access capital markets when required;

. changes to our credit ratings;

. the investment performance of the assets of our nuclear decommissioning trust, pension, and other postretirement benefit plans

and the resulting impact on future funding requirements;

. the liquidity of wholesale power markets and the use of derivative contracts in our business;
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. potential shortfalls in insurance coverage;

. new accounting requirements or new interpretations of existing requirements;

. generation, transmission and distribution facility and system conditions and operating costs;

. the ability to meet the anticipated future need for additional baseload generation and associated transmission facilities in our
region;

. the willingness or ability of our counterparties, power plant participants and power plant land owners to meet contractual or

other obligations or extend the rights for continued power plant operations;

. technological developments affecting the electric industry; and

. restrictions on dividends or other provisions in our credit agreements and ACC orders.

These and other factors are discussed in the Risk Factors described in Item 1A of this report, which readers should review carefully before
placing any reliance on our financial statements or disclosures. Neither Pinnacle West nor APS assumes any obligation to update these
statements, even if our internal estimates change, except as required by law.
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PART I

ITEM 1. BUSINESS

Pinnacle West

Pinnacle West is a holding company that conducts business through its subsidiaries. We derive essentially all of our revenues and earnings from
our wholly-owned subsidiary, APS. APS is a vertically-integrated electric utility that provides either retail or wholesale electric service to most
of the State of Arizona, with the major exceptions of about one-half of the Phoenix metropolitan area, the Tucson metropolitan area and Mohave
County in northwestern Arizona.

Pinnacle West s other remaining first-tier subsidiaries are SunCor and El Dorado. Additional information related to these businesses is provided
later in this report.

Our reportable business segment is our regulated electricity segment, which consists of traditional regulated retail and wholesale electricity
businesses (primarily electric service to Native Load customers) and related activities, and includes electricity generation, transmission and
distribution.

BUSINESS OF ARIZONA PUBLIC SERVICE COMPANY

APS currently provides electric service to approximately 1.1 million customers. We own or lease approximately 6,370 MW of regulated
generation capacity and we hold a mix of both long-term and short-term purchased power agreements for additional capacity, including a variety
of agreements for the purchase of renewable energy. During 2012, no single purchaser or user of energy accounted for more than 1.4% of our
electric revenues.
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The following map shows APS s retail service territory, including the locations of its generating facilities and principal transmission lines.
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Energy Sources and Resource Planning

To serve its customers, APS obtains power through its various generation stations and through purchased power agreements. Resource planning
is an important function necessary to meet Arizona s future energy needs. APS s sources of energy by type during 2012 were as follows:

Generation Facilities

APS has ownership interests in or leases the coal, nuclear, gas, oil and solar generating facilities described below. For additional information
regarding these facilities, see Item 2.

Coal-Fueled Generating Facilities

Four Corners  Four Corners is a 5-unit coal-fired power plant located in the northwestern corner of New Mexico. APS operates the plant and
owns 100% of Four Corners Units 1, 2 and 3 and 15% of Units 4 and 5. APS has a total entitlement from Four Corners of 791 MW.

On November 8, 2010, APS and SCE entered into an asset purchase agreement (the Asset Purchase Agreement ) providing for the purchase by
APS of SCE s 48% interest in each of Units 4 and 5 of Four Corners. If consummated, APS would acquire 739 MW from SCE. The purchase
price is $294 million, subject to certain adjustments. Completion of the purchase by APS is subject to the receipt of approvals by the ACC, the
CPUC and the FERC. On March 29, 2012, the CPUC issued an order approving the sale. On April 18, 2012, the ACC voted to allow APS to
move forward with the purchase. The Asset Purchase Agreement provides that the purchase price will be reduced by $7.5 million for each

13



Edgar Filing: ARIZONA PUBLIC SERVICE CO - Form 10-K

month between October 1, 2012 and the closing date. The ACC reserved the right to review the prudence of the transaction for cost recovery
purposes in a future proceeding if the purchase closes. The ACC also authorized an accounting deferral of certain costs associated with the
purchase until any such cost recovery proceeding concludes. The FERC application seeking authorization for the transaction was approved on
November 27, 2012. The principal remaining condition to closing is the negotiation and execution of a new coal supply contract for Four
Corners on terms reasonably acceptable to APS.

14
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On December 19, 2012, BHP Billiton, the parent company of BNCC, the coal supplier and operator of the mine that serves Four Corners,
announced that it has entered into a Memorandum of Understanding with the Navajo Nation setting out the key terms under which full
ownership of BNCC would be sold to the Navajo Nation. BHP Billiton would be retained by BNCC under contract as the mine manager and
operator until July 2016. Key terms of the new coal supply contract are being finalized by the Navajo Nation and APS and the other Four
Corners co-owners.

As a result of this proposed change in ownership of BNCC, APS now expects that a new coal supply contract would be executed upon
completion of negotiations and following the endorsement of the transfer of ownership of the stock of BNCC to a new Navajo Nation
commercial enterprise to be established by the Navajo Nation Tribal Council. The decision of the Tribal Council is currently expected to occur
in the second quarter of 2013.

Pursuant to the Asset Purchase Agreement, either APS or SCE has a right to terminate the Agreement if satisfaction of the closing conditions
had not occurred by December 31, 2012, unless the party seeking to terminate is then in breach of the Agreement.

The Four Corners plant site is leased from the Navajo Nation and is also subject to an easement from the federal government. APS, on behalf of
the Four Corners participants, negotiated amendments to an existing facility lease with the Navajo Nation which extends the Four Corners
leasehold interest from 2016 to 2041. The Navajo Nation approved these amendments in March 2011. The effectiveness of the amendments
also requires the approval of the DOI, as does a related federal rights-of-way grant, which the Four Corners participants will pursue. A federal
environmental review is underway as part of the DOI review process.

APS has announced that, if APS s purchase of SCE s interests in Units 4 and 5 at Four Corners is consummated, it will close Units 1, 2 and 3 at
the plant. These events would change the plant s overall generating capacity from 2,100 MW to 1,540 MW and APS s entitlement from the plant
from 791 MW to 970 MW.

APS cannot predict whether the mutual right to terminate in the Asset Purchase Agreement will be exercised by a party to that agreement in the
future, whether BHP Billiton and the Navajo Nation will consummate the transfer of ownership of BNCC, or whether the coal supply contract
will be finalized and executed, such that closing of APS s purchase of SCE s interest in Four Corners can occur.

Cholla  Cholla is a 4-unit coal-fired power plant located in northeastern Arizona. APS operates the plant and owns 100% of Cholla Units 1, 2
and 3. PacifiCorp owns Cholla Unit 4, and APS operates that unit for PacifiCorp. APS has a total entitlement from Cholla of 647 MW. APS
purchases all of Cholla s coal requirements from a coal supplier that mines all of the coal under long-term leases of coal reserves with the federal
government and private landholders. The Cholla coal contract runs through 2024. APS believes that the current fuel contracts ensure the
continued operation of Cholla for its useful life. In addition, APS has a long-term coal transportation contract.

Navajo Generating Station The Navajo Plant is a 3-unit coal-fired power plant located in northern Arizona. Salt River Project operates the plant
and APS owns a 14% interest in Navajo Units 1, 2 and 3. APS has a total entitlement from the Navajo Plant of 315 MW. The Navajo Plant s
coal requirements are purchased from a supplier with long-term leases from the Navajo Nation and the Hopi
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Tribe. The Navajo Plant is under contract with its coal supplier through 2019. The Navajo Plant site is leased from the Navajo Nation and is
also subject to an easement from the federal government.

These coal-fueled plants face uncertainties, including those related to existing and potential legislation and regulation, that could significantly
impact their economics and operations. See Environmental Matters below and Management s Discussion and Analysis of Financial Condition
and Results of Operations Overview and Capital Expenditures in Item 7 for developments impacting these coal-fueled facilities. See Note 11
for information regarding APS s coal mine reclamation obligations.

Nuclear

Palo Verde Nuclear Generating Station  Palo Verde is a 3-unit nuclear power plant located about 50 miles west of Phoenix, Arizona. APS
operates the plant and owns 29.1% of Palo Verde Units 1 and 3 and about 17% of Unit 2. In addition, APS leases about 12.1% of Unit 2,
resulting in a 29.1% combined ownership and leasehold interest in that Unit. APS has a total entitlement from Palo Verde of 1,146 MW.

Palo Verde Leases In 1986, APS entered into agreements with three separate lessor trust entities in order to sell and lease back about 42% of
its share of Palo Verde Unit 2 and certain common facilities. In accordance with the VIE accounting guidance, APS consolidates the lessor trust
entities for financial reporting purposes, and eliminates lease accounting for these transactions. The agreements have terms of 29.5 years
(expiring at the end of 2015) and contain options to renew the leases or to purchase the property for fair market value at the end of the lease
terms. APS was required to give notice to the respective lessor trusts between December 31, 2010 and December 31, 2012 if it wished to retain
the leased assets (without specifying whether it would purchase the leased assets or extend the leases) or return the leased assets to the lessor
trusts. On December 31, 2012, APS gave notice to the respective lessor trusts informing them it will retain the leased assets. APS must give
notice to the respective lessor trusts by June 30, 2014 notifying them which of the purchase or lease renewal options it will exercise. We are
analyzing these options. See Note 20 for additional information regarding the Palo Verde Unit 2 sale leaseback transactions.

Palo Verde Operating Licenses Operation of each of the three Palo Verde Units requires an operating license from the NRC. The NRC issued
full power operating licenses for Unit 1 in June 1985, Unit 2 in April 1986 and Unit 3 in November 1987, and issued renewed operating licenses
for each of the three units in April 2011, which extended the licenses for Units 1, 2 and 3 to June 2045, April 2046 and November 2047,
respectively.

Palo Verde Fuel Cycle The Palo Verde participants are continually identifying their future nuclear fuel resource needs and negotiating
arrangements to fill those needs. The fuel cycle for Palo Verde is comprised of the following stages:

. mining and milling of uranium ore to produce uranium concentrates;
. conversion of uranium concentrates to uranium hexafluoride;
. enrichment of uranium hexafluoride;
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fabrication of fuel assemblies;
utilization of fuel assemblies in reactors; and

storage and disposal of spent nuclear fuel.
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The Palo Verde participants have contracted for 100% of Palo Verde s requirements for uranium concentrates through 2016, 95% of its
requirements in 2017 and 80% of its requirements in 2018. The participants have also contracted for all of Palo Verde s conversion services
through 2016, 90% of its requirements in 2017 and 95% of its requirements in 2018; all of Palo Verde s enrichment services through 2020; and
all of Palo Verde s fuel assembly fabrication services through 2016.

In late August 2012, one of Palo Verde s suppliers that converts uranium concentrates to uranium hexafluoride invoked the force majeure
provision in its contract when it shut down its conversion plant due to regulatory compliance issues. The Palo Verde participants have sufficient
strategic reserves of enriched uranium such that they do not anticipate a short term impact on nuclear fuel supplies as a result of the force
majeure declaration. The uranium conversion supplier has undertaken the necessary upgrades to its facility to address the regulatory compliance
issues and anticipates resuming operations in a time frame that will not result in an adverse impact on Palo Verde s ability to secure long-term
conversion services. However, the participants are continuing to evaluate alternate long-term options for securing conversion services.

Spent Nuclear Fuel and Waste Disposal The Nuclear Waste Policy Act of 1982 ( NWPA ) required the DOE to accept, transport, and dispose
of spent nuclear fuel and high level waste generated by the nation s nuclear power plants by 1998. The DOE s obligations are reflected in a
Contract for Disposal of Spent Nuclear Fuel and/or High-Level Radioactive Waste ( Standard Contract ) with each nuclear power plant. The
DOE failed to begin accepting spent nuclear fuel by 1998, and APS (on behalf of itself and the other Palo Verde participants) filed a lawsuit for
DOE s breach of the Palo Verde Standard Contract in the U.S. Court of Federal Claims. The Court of Federal Claims ruled in favor of APS and
in October 2010 awarded $30.2 million in damages to the Palo Verde participants for costs incurred through December 2006. On December 19,
2012, APS, acting on behalf of itself and the participant owners of Palo Verde, filed a second breach of contract lawsuit against the DOE. This
lawsuit seeks to recover APS s damages incurred due to DOE s failure to accept Palo Verde s spent nuclear fuel for the period beginning
January 1, 2007 through June 30, 2011.

The DOE had planned to meet its NWPA and Standard Contract disposal obligations by designing, licensing, constructing, and operating a
permanent geologic repository at Yucca Mountain, Nevada. In March 2010, the DOE filed a motion to dismiss with prejudice its Yucca
Mountain construction authorization application that was pending before the NRC. Several interested parties have intervened in the NRC
proceeding, and the proceeding has not been conclusively decided by the NRC or the courts. Additionally, a number of interested parties have
filed a variety of lawsuits in different jurisdictions around the country challenging the DOE s authority to withdraw the Yucca Mountain
construction authorization application. None of these lawsuits have been conclusively decided by the courts.

On June 8, 2012, the U.S. Court of Appeals for the District of Columbia Circuit (the D.C. Circuit ) issued its decision on a challenge by several
states and environmental groups of the NRC s rulemaking regarding temporary storage and permanent disposal of high level nuclear waste and
spent nuclear fuel. The petitioners had challenged the NRC s 2010 update to the agency s Waste Confidence Decision and temporary storage
rule ( Waste Confidence Decision ).

The D.C. Circuit found that the agency s 2010 Waste Confidence Decision update constituted a major federal action, which, consistent with the
National Environmental Policy Act ( NEPA ), requires either an environmental impact statement or a finding of no significant impact from the
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agency s actions. The D.C. Circuit found that the NRC s evaluation of the environmental risks from spent nuclear fuel was deficient, and
therefore remanded the 2010 Waste Confidence Decision update for further action consistent with NEPA.

On September 6, 2012, the NRC Commissioners issued a directive to the NRC staff to proceed directly with development of a generic
environmental impact statement to support an updated Waste Confidence Decision. The Commission also directed the staff to establish a
schedule to publish a final rule and environmental impact study within 24 months of September 6, 2012. Timely resolution of the remand by the
Court of Appeals could have an adverse impact on certain NRC licensing actions.

Palo Verde has sufficient capacity at its on-site independent spent fuel storage installation ( ISFSI ) to store all of the nuclear fuel that will be
irradiated during the initial operating license period, which ends in December 2027. Additionally, Palo Verde has sufficient capacity at its
on-site ISFSI to store a portion of the fuel that will be irradiated during the period of extended operation, which ends in November 2047. If
uncertainties regarding the United States government s obligation to accept and store spent fuel are not favorably resolved, APS will evaluate
alternative storage solutions that may obviate the need to expand the ISFSI to accommodate all of the fuel that will be irradiated during the
period of extended operation.

Nuclear Decommissioning Costs APS currently relies on an external sinking fund mechanism to meet the NRC financial assurance

requirements for decommissioning its interests in Palo Verde Units 1, 2 and 3. The decommissioning costs of Palo Verde Units 1, 2 and 3 are
currently included in APS s ACC jurisdictional rates. Decommissioning costs are recoverable through a non-bypassable system benefits charge
(paid by all retail customers taking service from the APS system). See Note 22 for additional information about APS s nuclear decommissioning
trusts.

Palo Verde Liability and Insurance Matters See Palo Verde Nuclear Generating Station Nuclear Insurance in Note 11 for a discussion of the
insurance maintained by the Palo Verde participants, including APS, for Palo Verde.

Impact of Earthquake and Tsunami in Japan on Nuclear Energy Industry  On March 11, 2011, an earthquake measuring 9.0 on the Richter Scale
occurred off the coast of Japan. After the earthquake, the first of a series of seven tsunamis arrived at the Fukushima Daiichi Nuclear Power
Station. As a result, the Fukushima Daiichi station experienced considerable damage.

Following the earthquake and tsunamis, the NRC established a task force (the Near-Term Task Force ) to conduct a systematic and methodical
review of NRC processes and regulations to determine whether the agency should make additional improvements to its regulatory system. On
March 12, 2012, the NRC issued the first regulatory requirements based on the recommendations of the Near Term Task Force. With respect to
Palo Verde, the NRC issued two orders requiring safety enhancements regarding: (1) mitigation strategies to respond to extreme natural events
resulting in the loss of power at plants; and (2) enhancement of spent fuel pool instrumentation.

The NRC has issued a series of interim staff guidance documents regarding implementation of these requirements. Due to the developing nature
of these requirements, we cannot predict the financial or operational impacts on Palo Verde or APS; however, Palo Verde continues to comply
with regulatory requirements and related reporting to the NRC as specified in the March 12, 2012, and interim staff guidance documents.
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Natural Gas and QOil Fueled Generating Facilities

APS has six natural gas power plants located throughout Arizona, consisting of Redhawk, located near the Palo Verde Nuclear Generating
Station; Ocotillo, located in Tempe; Sundance, located in Coolidge