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Arizona Public Service Company's New Long-Term Debt Agreement
Decision No. 69947
Docket No. E-01345A-06-0779

Pursuant to Decision No. 69947, at page 18, line 211

. . .on each occasion when Arizona Public Service Company enters  into a  long-term debt
agreement, Arizona Public Service Company shall file with Docket Control as a compliance
item in this docket, a description of the transaction and a demonstration that the rates and terms
are consistent with those generally available to comparable entities at the time....

On February 23, 2009 Arizona Public Service (APS) priced $500,000,000 of senior unsecured
10-year notes. The notes priced at a yield of 8.758% based on a 10-year U.S. Treasury note yield
of 2.808% and a credit spread of 595 basis points (or 5.95%). The attached sheet demonstrates
that these rates and terms are consistent with those generally available to comparable entities on
February 23, 2009.

To determine the interest rates that comparable entities would have been able to obtain on 10
year notes issued on February 23, 2009, the attachment presents currently outstanding bonds that
are included in the Barclays Capital 10 Year Utility Index. There are two categories of notes
shown - those in the index with a Baan rating and those with a Baan (the Moody's rating
equivalent to Standard and Poor's (S&P) BBB- rating). APS looks at both categories since APS'
long-term senior unsecured ratings are Baa2/BBB- (Moody's/S&P), and the rates on APS notes
should fall somewhere in between.

OWGENP

RE:

Note that the average credit spread (labeled OAS, or Option Adj used Spread) for the Baa2 group
was 478 basis points and the average spread for the Baan group was 602 basis points. These
credit spreads represent the additional interest above rates that could be earned on U.S. Treasury
notes that investors were requiring on February 23, 2009. Also note that the average maturity of
the notes in the Baa2 group was 8.41 years and the average maturity of the notes in the Baan
group was 8.76 years. Shorter maturities usually have lower spreads.
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The "Comparisons" section of the attached sheet shows how this information is used to
demonstrate that the yield on the $500,000,000 of notes issued by APS is consistent with what
was available to comparable entities on February 23, 2009. To complete the comparison, the
Company adjusts each of the Baa2 and Baa3 utility credit spreads for maturity (since the 10 year
maturity of the APS notes does not match the average maturities of the Baa2 and Baa3 groups).
APS also adds a "New Issue Premium." This reflects additional interest required by investors to
incept them to invest in new notes rather than currently outstanding notes. These adj ustments
result in "Indicative New Issue Equivalent" credit spreads of 543 basis points and 667 basis
points for the Baa2 and Baan groups respectively. Comparing these spreads to the 595 basis
point credit spread that APS paid on its issue demonstrates that the APS rates and terms were
consistent with those generally available to comparable entities on February 23, 2009.

If you have any questions or concerns, please call Mr. Charles Miessner at 602-250-3081 .

Sincerely,

w4~@
eland R. Snook

Attachments

LS/dst

CC: Brian Bozzo
Ernest Johnson
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(1) Option Adjusted Spread (or OAS) is the spread at which a security would be trading over a benchmark if it did not have embedded optionality (such as call or put options)

(2) We adjustment resects the additional spread investors would require to extend the maturity to 10 years

(3) New issue premium estimate based on recent market trends for BBB-rated issuers

Source: Barclays Capital



PROSPECTUS SUPPLEMENT (To Prospectus Dated June 28, 2006)

Arizona Public Service Company
$500,000,000 8.750% Notes due 2019

This is an offering by Arizona Public Service Company of $500,000,000 of its 8.750% Notes due 2019,
referred to in this prospectus supplement as the "notes." Interest on the notes is payable on March 1 and
September 1 of each year, beginning on September 1, 2009. The notes will mature on March 1, 2019. We
may redeem some or all of the notes at any time at the applicable make-whole redemption price described
under the caption "Description of the Notes-Optional Redemption" in this prospectus supplement, plus
accrued and unpaid interest to the redemption date. The notes do not have sinking fund provisions. The
notes will be issued only in denominations of $1,000 and integral multiples of $1,000. We do not intend to
list the notes on any securities exchange or quotation system.

The notes will be our unsecured senior obligations and wit] rank equally with all of our other
unsecured senior indebtedness from time to time outstanding.

Investing in the notes involves risk. See "Risk Factors" on page S-4 of this prospectus supplement.

Per Note

Initial public offering pricell) . . . . . . . . . . . . . . . . . . . . .
Underwriting discount
Proceeds, before expenses, to Arizona Public Service Company..

99.945%
0.650%

99.295%

Total Notes

$499,725,000
$ 3,250,000
$496,475,000

(1) Plus accrued interest, if any, from February 26, 2009 to the date of delivery, if settlement occurs after
that date.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus supplement or the accompanying
prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The underwriters expect to deliver the notes to purchasers in book-entry form only through the
facilities of The Depository Trust Company against payment in New York, New York on or about
February 26, 2009.

Joint Bookrunning Managers

BARCLAYS CAPITAL BNY MELLON CAPITAL MARKETS, LLC CREDIT SUISSE

Co-Managers

KEYBANC CAPITAL MARKETS MIZUHO SECURITIES USA INC. WEDBUSH MORGAN SECURITIES INC.

The date of this prospectus supplement is February 23, 2009.
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This document is in two parts. The first part is this prospectus supplement, which describes the terms
of the offering of the notes and also adds to and updates information contained in the accompanying
prospectus and the documents incorporated by reference into the accompanying prospectus. The second
part is the accompanying prospectus, which gives more general information, some of which will not apply to
the notes.  I f  the descr ipt ion of  the of fer ing var ies between this prospectus supplement and the
accompanying prospectus, you should rely on the information in this prospectus supplement.

You should rely only on the information contained in or incorporated by reference in this prospectus
supplement and the accompanying prospectus or to documents to which we have referred you. We have not
authorized anyone to provide you with different information. We are not, and the underwriters are not,
making an offer of the notes in any jurisdiction where the offer is not permitted. This document may only be
used where it is legal to sell the notes. You should not assume that the information contained in this
prospectus supplement or the accompanying prospectus is accurate as of any date other than the date on
the front of this prospectus supplement.

This prospectus supplement and the accompanying prospectus are part of a registration statement
that we filed with the Securities and Exchange Commission ("SEC") using a "shelf" registration process
Under the registration statement, we may sell securities, including the notes, of which this offering is a part

The accompanying prospectus also contains information about Pinnacle West Capital Corporation
and its securities, which does not apply to the notes. We are a wholly-owned subsidiary of Pinnacle West
Capital Corporation. The notes are solely our obligations and not obligations of Pinnacle West Capital
Corporation. Pinnacle West Capital Corporation is not guaranteeing or providing any credit support for the
notes





SUMMARY

This summary may not contain all of the information that may be important to you. You should read this
prospectus supplement and the accompanying prospectus and the documents incorporated by reference into this
prospectus supplement and the accompanying prospectus in their entirety before making an investment decision.
The following material is qualified in its entirety by reference to the detailed information and financial
statements included or incorporated by reference in this prospectus supplement.

The Company

We were incorporated in 1920 under the laws of the State of Arizona and are a whol ly-owned
subsidiary of Pinnacle West Capital Corporation ("Pinnacle West"). We are 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. We currently have approximately 1.1 million customers. Our
principal executive off ices are located at 400 North Fifth Street, RO. Box 53999, Phoenix, Arizona
85072-3999, and our telephone number is 602-250-1000.

The Offering

Arizona Public Service Company.

$500,000,000 of 8.750% Notes due 2019.

March 1, 2019.

Issuer u

Securities Offered .

Maturity .

Interest Rate

Interest Payment Dates

8.750% per annum.

March 1 and September 1 of each year, beginning September 1, 2009
(and including the date of maturity).

Record Date for Interest
Payments . The r eco r d  da t e f o r  i n t er es t  paym ent s  on  t he no t es  w i l l  be

February 15 for the March 1 interest payment date and August 15 for
the September 1 interest payment date.

Use of Proceeds . To repay outstanding short-term debt. See "Use of Proceeds" in this
prospectus supplement. Certain of the underwri ters and/or their
respect ive af f i l iates are lenders to us under one or both of  our
committed revolving credit facilities that are expected to be ultimately
repaid from the net proceeds from this offering.

Ratings BBB-  by Standard & Poor 's  Rat ings Group,  a d i v i s ion of  The
McGraw-Hill Companies, Inc. ("S&P"), Baa2 by Moody's Investors
Service, Inc. ("Moody's") and BBB by Fitch, Inc. ("Fitch"). Note that
a securi t ies rat ing is not a recommendat ion to buy, sel l  or hold
securities and may be subject to revision or withdrawal at any time.







RISK FACTORS

See the discussion of risk factors contained in Part I, Item IA, of our Annual Report on Form 10-K for
the fiscal year ended December 31, 2008 (the "2008 Form 10-K"), which is incorporated by reference in
this prospectus supplement and the accompanying prospectus, to read about certain risks, in addition to
the risk described below, relating to our business and an investment in the notes

An investment in the notes involves a significant degree of risk. Before investing in the notes, you
should carefully consider the discussion of those risks and the other information included or incorporated
by reference in this prospectus supplement and the accompanying prospectus, including the information
under the heading "Forward-Looking Statements" in this prospectus supplement. Although we try to
discuss material risks in the risk factor description, please be aware that other risks may prove to be
important in the future. New risks may emerge at any time and we cannot predict these risks or estimate
the extent to which they may affect our business, financial condition, cash flows or operating results

If the ratings of the notes are lowered or withdrawn, the market value of the notes could decrease

A rating is not a recommendation to purchase, hold or sell the notes, inasmuch as the rating does not
comment as to market price or suitability for a particular investor. The ratings of the notes address the
likelihood of the timely payment of interest and the ultimate repayment of principal of the notes pursuant
to their respective terms. There is no assurance that a rating will remain for any given period of time or
that a rating will not be lowered or withdrawn entirely by a rating agency if in its judgment circumstances in
the future so warrant. In the event that any of the ratings initially assigned to the notes is subsequently
lowered or withdrawn for any reason, you may not be able to resell your notes without a substantial
discount

FORWARD-LOOKING STATEMENTS

The forward-looking statements disclaimer set forth below supersedes any similarly entitled forward
looking statements disclaimer contained in the accompanying prospectus

This prospectus supplement, the accompanying prospectus and the information incorporated by
reference in this prospectus supplement may contain forward-looking statements based on current
expectations, and we do not assume any obligation to update these statements or make any further
statements on any of these issues, except as required by applicable law. These forward-looking statements
are often identified by words such as "estimate," "predict," "hope," "may," "believe," "anticipate
plan," "expect," "require," "intend assume" and similar words. Because actual results may differ

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 results or
outcomes currently expected or sought by us. In addition to the Risk Factors described in Part I, Item IA
of the 2008 Form 10-K, these factors include. but are not limited to

state and federal regulatory and legislative decisions and actions, including the outcome or timing of
the pending rate case

increases in our capital expenditures and operating costs and our ability to achieve timely and
adequate rate recovery of these increased costs

our ability to reduce capital expenditures and other costs while maintaining reliability and customer
service levels, and unexpected developments that would limit us from achieving all or some of our
planned capital expenditure reductions

volatile fuel and purchased power costs, including fluctuations in market prices for natural gas, coal
uranium and other fuels used in our generating facilities, availability of supplies of such
commodities, and our ability to recover the costs of such commodities

S-4



the outcome and resulting costs of regulatory, legislative and judicial proceedings, both current and
future, including those related to environmental matters and climate change,

• the availability of sufficient water supplies to operate our generation facilities, including as the
result of drought conditions;

• the potential for additional restructuring of the electric industry, including decisions impacting
wholesale competition and the introduction of retail electric competition in Arizona,

l regional, national and international economic and market conditions, including the strength of the
housing, credit and financial markets,

the potential adverse impact of current economic conditions on our results of operations,

the cost of debt and equity capital and access to capital markets;

restrictions on dividends or other burdensome provisions in new or eudsting credit agreements,

•

•

•

our ability to meet debt service obligations;

current credit ratings remaining in effect for any given period of time,

the performance of the stock market and the changing interest rate environment, which affect the
value of our nuclear decommissioning trust, pension and other postretirement benefit plan assets,
the amount of required contr ibutions to the pension plan and contr ibutions to our  nuclear
decommissioning trust funds, as well as the reported costs of providing pension and other
postretirement benefits and our ability to recover such costs,

volatile market liquidity, any deteriorating counterparty credit and the use of derivative contracts in
our business (including the interpretation of the subjective and complex accounting rules related to
these contracts),

• changes in  accounting pr inciples generally accepted in  the United States of America,  the
interpretation of those principles, and the impact of the adoption of new accounting standards,

•

•

•

customer growth and energy usage,

weather variations affecting local and regional customer energy usage,

power plant performance and outages,

transmission outages and constraints,

• the completion of generation and transmission construction in the
customer growth and the cost of power supplies,

region, which could affect

risks inherent in the operation of nuclear facilities, such as environmental, regulatory, health and
financia l  r i sks,  r i sk of ter ror ist  a t tack,  planned and unplanned outages,  and unfunded
decommissioning costs,

the ability of our power plant participants to meet contractual or other obligations,

technological developments in the electric industry,

the results of litigation and other proceedings resulting from the California and Pacific Northwest
energy situations, and

other uncertainties, all of which are difficult to predict and many of which are beyond our control.

We claim the protection of the safe harbor for forward-looking statements contained in the Private
Securities Litigation Reform Act of 1995 for our forward-looking statements contained in this prospectus
supplement and the accompanying prospectus.
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WHERE YOU CAN FIND MORE INFORMATION

Available Information

We file annual, quarterly and current reports and other information with the SEC under File
No. 1-4473. Our  SEC fil ings are available to the public over  the Internet at  the SEC's website:
http://wwwseagov. You may also read and copy any materials we file with the SEC at the SEC's public
reference room, at 100 F Street, N.E., Washington D.C. 20549. You may obtain information on the
operation of the public reference room by calling the SEC at 1-800-SEC-0330. Our filings with the SEC are
also available on Pinnacle West's website at http://wwwpinnaclewest.com. The other information on
Pinnacle West's website is not part of this prospectus supplement or the accompanying prospectus.

Incorporation by Reference

The SEC allows us to incorporate by reference the information we file with them, which means that
we can disclose important information to you by referring you to those documents. The information
incorporated by reference is considered to be part of this prospectus supplement and the accompanying
prospectus, except for information superseded by information in this prospectus supplement and the
accompanying prospectus, and later information that we file with the SEC will automatically update and
supersede this information. We incorporate by reference the documents listed below and any future filings
we make with the SEC under Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934,
excluding, in each case, information deemed furnished and not filed, until all of the notes offered by this
prospectus supplement are sold.

• Annual Report on Form 10-K for the fiscal year ended December 31, 2008, and

• Current Report on Form 8-K filed on January 26, 2009.

These documents contain important information about us and our finances.

We will provide to each person, including any beneficial owner, to whom a prospectus supplement and
the accompanying prospectus is delivered, a copy of any or  all  of the information that has been
incorporated by reference in this prospectus supplement and the accompanying prospectus but not
delivered with this prospectus supplement and the accompanying prospectus. You may request a copy of
these filings, at no cost, by writing, telephoning or contacting us through our website at the following
address: 4

Arizona Public Service Company
Office of the Secretary
Station 9046
RO. Box 53999
Phoenix, Arizona 85072-3999
(602) 250-3252
Or online at www.pinnac1ewest.com

USE OF PROCEEDS

We will use the net proceeds from the sale of the notes to repay amounts of short-term borrowings
under our two committed revolving credit facilities (with an aggregate principal amount outstanding of
$649.6 million and estimated weighted average interest rate of 0.9528% as of February 23, 2009) incurred
to fund capital expenditures and for general corporate purposes. Certain of the underwriters and/or their
respective affiliates are lenders under one or both of these committed revolving credit facilities. Until we
use the proceeds for these purposes, we will temporarily invest the proceeds in U.S. government or agency
obligations, commercial paper, bank certificates of deposit, or repurchase agreements collateralized by
U.S. government or agency obligations, institutional money market mutual funds, or other tax-exempt
securities or deposit the proceeds with banks.
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RATIOS OF EARNINGS TO FIXED CHARGES

The following table sets forth the historical ratio of our earnings to fixed charges for each of the
indicated periods

Year Ended December 31

For the purposes of computing our ratios of earnings to fixed charges, earnings are divided by fixed
charges. "Earnings" represent the aggregate of income (loss) from continuing operations before income
taxes and fixed charges. "Fixed charges" represent interest expense, the amortization of debt discount and
the interest portion of rentals

Our pro forma ratio of earnings to fixed charges for the year ended December 31, 2008 was 2.37. The
pro forma ratio of earnings to fixed charges reflects the issuance of the notes offered by this prospectus
supplement and the application of the net proceeds from the notes as described under "Use of Proceeds "

DESCRIPTION OF THE NOTES

The notes will be issued as a separate series of debt securities under the indenture dated as of lanuary 15
1998, between us and The Bank of New York Mellon Trust Company, NA., successor ro JPMorgan Chase
Bank, NA. (formerly known as The Chase Manhattan Bank), as trustee. The following description of specq'Zc
terms of the notes supplements the description of the general terns and provisions of the debt securities in the
accompanying prospectus under "Description ofAPS Debt Securities. " Because this is a summary Ir does not
contain all the information that may be important ro you

General

The specific financial and legal terms of the notes are set forth below

Title: 8.750% Notes due 2019

Total principal amount being issued: $500,000,000

Due date for principal: March 1, 2019

Interest rate: 8.750% per annum

Date interest starts accruing: February 26, 2009

Interest payment dates: March 1 and September 1 of each year (including the date of maturity). In
the event that any interest payment date is not a business day, then payment of interest will be made
on the succeeding business day

First interest payment date: September 1, 2009

Regular record dates for interest payment dates:February 15 for the March 1 interest payment date
and August 15 for the September 1 interest payment date

Computation of interest: On the basis of a 360-day year of twelve 30-day months

Form of notes: The notes will be represented by one or more global securities in denominations of
$1,000 and any integral multiples thereof. We will deposit each global security with or on behalf of
DTC. See  "Description of  APS Debt Securi t ies . -  Global  Securi t ies" in the  accompanying
prospectus. We may allow exchange of each global security for registered notes and transfer of each
global security to a person other than DTC in additional circumstances that we agree to other than
those described under that heading



Sinking fund: The notes will not be subject to any sinldng fund

The notes will constitute a separate series of our unsecured senior debt securities under the indenture
relating to the notes. The notes will rank equally in right of payment with all of our existing and future
senior unsecured debt and senior to all of our existing and future subordinated debt and will be effectively
subordinated to any secured debt we may issue in the future to the extent of the value of the collateral. As
of December 31, 2008, we had approximately $1.3 million of outstanding secured debt. The limitation on
liens covenant described under "-Limitation on Liens" below will limit our ability to create liens on our
operating property to secure indebtedness. However, this covenant is subject to a number of important
exceptions and qualifications, including an exception permitting secured debt in an amount that does not
exceed 10% of Tangible Assets (as defined therein), which, at December 31, 2008, was approximately
$1.0 billion. The prospectus that accompanies this prospectus supplement further describes our debt
securities under "Description of APS Debt Securities

As of December 31, 2008, we had approximately $3.4 billion of senior debt outstanding, of which
apprordmately $2.2 billion was outstanding under the indenture relating to the notes offered hereby

Additional Notes

We may from time to time, without notice to, or the consent of, the then existing registered holders of
the notes, create and issue additional notes equal in rank and having the same maturity, payment terms,
redemption features, and other terms as the notes offered by this prospectus supplement, except for the
issue date of the additional notes, the public offering price of the additional notes, the payment of interest
accruing prior to the issue date of the additional notes and (under some circumstances) the first payment
of interest following the issue date of the additional notes. These additional notes may be consolidated and
form a single series with the notes offered by this prospectus supplement

Optional Redemption

All or a portion of the notes may be redeemed at our option at any time or from time to time. The
redemption price for the notes to be redeemed on any redemption date will be equal to the greater of the
following amounts

100% of the principal amount of the notes being redeemed on the redemption date, or

the sum of the present values of the remaining scheduled payments of principal of and interest on
the notes being redeemed on that redemption date (not including any portion of any payments of
interest accrued to the redemption date) discounted to the redemption date on a semiannual basis
at the Adjusted Treasury Rate (as defined below), plus 50 basis points, as determined by a
Reference Treasury Dealer (as defined below) appointed by us for such purpose

plus, in each case, accrued and unpaid interest on the notes being redeemed to the redemption date
No Wthstanding the foregoing, installments of interest on notes that are due and payable on interest
payment dates falling on or prior to a redemption date will be payable on the interest payment date to the
registered holders as of the close of business on the relevant record date according to the notes and the
related indenture. The redemption price will be calculated on the basis of a 360-day year consisting of
twelve 30-day months

If less than all of the notes will be redeemed, the trustee will select the particular notes to be
redeemed by such method as the trustee shall deem fair and appropriate and which may provide for the
selection for redemption of a portion of the principal amount of any note. However, the unredeemed
portion of the principal amount of any note must be in an authorized denomination

We will mail notice of any redemption at least 30 days but not more than 60 days before the
redemption date to each registered holder of the notes to be redeemed. However, we will not know the



exact redemption price until three business days before the redemption date. Therefore, the notice of
redemption will only describe how the redemption price will be calculated. Unless we default in payment
of the redemption price, on and after the redemption date, interest will cease to accrue on the notes or
portions thereof called for redemption.

"Adjusted Treasury Rate" means, with respect to any redemption date, the rate per annum equal to
the semiannual equivalent yield to maturity of the Comparable Treasury Issue (as defined below),
assuming a price for the Comparable Treasury Issue (expressed as a percentage of its principal amount)
equal to the Comparable Treasury Price (as defined below) for such redemption date.

"Comparable Treasury Issue" means the U.S. Treasury security selected by a Reference Treasury
Dealer appointed by us for such purpose as having a maturity comparable to the remaining term of the
notes to be redeemed that would be utilized, at the time of selection and in accordance with customary
financial practice, in pricing new issues of corporate debt securities of comparable maturity to the
remaining term of such notes.

"Comparable Treasury Price" means, with respect to any redemption date, (A) if we obtain three or
more Reference Treasury Dealer Quotations (as defined below), the average of such Reference Treasury
Dealer Quotations for such redemption date, after excluding the highest and lowest of such Reference
Treasury Dealer Quotations, (B) if we obtain two such Reference Treasury Dealer Quotations, the average
of such quotations, or (C) if only one Reference Treasury Dealer Quotation is received, such quotation.

"Primary Treasury Dealer" means a primary U.S. Government securities dealer in the United States.

"Reference Treasury Dealer" means (A) Barclays Capital Inc., BNY Mellon Capital Markets, LLC
and Credit Suisse Securities (USA) LLC (or their respective affiliates that are Primary Treasury Dealers),
and their respective successors, provided, however, that if any of the foregoing shall cease to be a Primary
Treasury Dealer, we will substitute therefor another Primary Treasury Dealer, and (B) any other Primary
Treasury Dealer(s) selected by us.

"Reference Treasury Dealer Quotations" means, with respect to each Reference Treasury Dealer and
any redemption date, the average of the bid and asked prices for the Comparable Treasury Issue
(expressed in each case as a percentage of its principal amount) quoted in writing to the trustee by such
Reference 'Treasury Dealer at 5:00 p.m. (New York City time) on the third business day preceding such
redemption date

Defeasance

The provisions described in the accompanying prospectus under the caption "Description of APS
Debt Securities-Defeasance and Covenant Defeasance" are applicable to the notes

Limitation on Liens

So long as any of the notes are outstanding, we will not issue, assume, guarantee or permit to exist any
Debt (as defined below) secured by any mortgage, security interest, pledge, or lien (a "Mortgage") of or
upon any of our Operating Property (as defined below), whether owned at the date that the notes are
issued or subsequently acquired, without effectively securing the notes (together with, if we so determine
any other indebtedness or obligations of us ranldng senior to, or equally with, the notes) equally and
ratably with such Debt (but only so long as that Debt is so secured). This restriction will not apply to Debt
secured by any of the following

(1) Mortgages on any property existing at the time of acquisition of such property (which Mortgages
may also extend to subsequent repairs, alterations and improvements to that property)



(2) Mortgages on property of a corporation existing at the time such corporation is merged into or
consolidated with us or at the time of a sale, lease, or other disposition of the properties of such
corporation or a division thereof as an entirety or substantially as an entirety to us

(3) Mortgages on property to secure all or part of the cost of acquiring, constructing, developing, or
substantially repairing, altering, or improving such property or to secure indebtedness incurred to
provide funds for any such purpose or for reimbursement of funds previously expended for any
such purpose, provided such Mortgages are created or assumed contemporaneously with, or
within eighteen (18) months after, such acquisition or completion of construction, development
or substantial repair, alteration, or improvement

(5)

(6)

(4) Mortgages in favor of the United States of America or any State thereof, or any department
agency, instrumentality or political subdivision of the United States of America or any State
thereof, or for the benefit of holders of securities issued by any such entity (or providers of credit
enhancement with respect to those securities), to secure any Debt (including our obligations with
respect to industrial development, pollution control or similar revenue bonds) incurred for the
purpose of financing or  refinancing all  or  any par t  of the purchase pr ice or  the cost of
constructing, developing, or substantially repairing, altering, or improving our property

Mortgages to compensate the trustee as provided in the indenture relating to the notes, or

any extension, renewal or replacement (or successive extensions, renewals, or replacements), in
whole or in part, of any Mortgage referred to in the foregoing clauses (1) to (5), but the principal
amount of Debt secured by such Mortgages and not otherwise authorized by said clauses (1) to
(5) may not exceed the principal amount of Debt, plus any premium or fee payable in connection
with any such extension, renewal, or replacement, so secured at the time of such extension
renewal, or replacement

We may issue, assume, or guarantee or permit to ezdst Debt that is secured by Mortgages that would
otherwise be subject to the restrictions that we describe above in connection with our existing sale and
leaseback transactions relating to Unit 2 of the Palo Verde Nuclear Generating Station, including but not
limited to Mortgages on the leased interests in Unit 2 of the Palo Verde Nuclear Generating Station and
related rights if we reacquire ownership in any of those interests or acquire any of the equity or owner
participants' interests in the trusts that hold title to such leased interests, whether or not we also directly
assume the Sale Leaseback Obligation Bonds (as defined below), and Mortgages on our interests in the
trusts that hold title to such leased interests and related rights in the event that we acquire any of the
equity or owner participants' interests in such trusts pursuant to a "special transfer" under the Unit 2 sale
and leaseback transactions. In addition, we may issue, assume, or guarantee or permit to exist Debt that is
secured by Mortgages up to an aggregate principal amount that, together with the principal amount of all
of our other Debt secured by Mortgages, does not at the time exceed ten percent (10%) of Tangible Assets
(as defined below)

The following terms have the following meanings

Debt" means any of our outstanding debt for money borrowed evidenced by notes, debentures
bonds, or other securities, or guarantees of any thereof

Operating Property" means (i) any interest in real property owned by us and (ii) any asset owned by
us that is depreciable in accordance with generally accepted accounting principles, excluding in any case
any interest of us as lessee under any lease

Sale Leaseback Obligation Bonds" means PVNGS II Funding Corp. 's 8.00% Secured Lease
Obligation Bonds, Series 1993, due 2015, any other bonds issued in connection with the Unit 2 sale and
leaseback transactions and any refinancing or refunding of any of these obligations



Tangible Assets" means the amount shown as total assets on our most recent balance sheet, less
(i) intangible assets, including, but without limitation, goodwill, trademarks, trade names, patents, and
unamortized debt discount and expense and (ii) appropriate adjustments, if any, on account of minority
interests. However, if, subsequent to the date of our most recent balance sheet, we acquire any property
whether by acquisition (including by way of capital lease) from a third party, through merger or
consolidation, through construction, development, or substantial repair, alteration or improvement of
property, or by any other means, and such property is or becomes subject to any Mortgage securing Debt
we may prepare a pro forma balance sheet to include the value of such property in any calculation of
Tangible Assets hereunder. Subject to the foregoing, Tangible Assets will be determined in accordance with
generally accepted accounting principles and practices applicable to the type of business in which we are
engaged and that are approved by the independent accountants regularly retained by us, and may be
determined as of a date not more than 60 days prior to the happening of the event for which such
determination is being made

Regarding the Trustee

The Bank of New York Mellon Trust Company, N.A., successor to JPMorgan Chase Bank, N.A., is the
trustee under the indenture relating to the notes. It is also the trustee under certain indentures relating to
the sale and leaseback transactions that we entered into in 1986 with respect to a portion of our interest in
Unit 2 of the Palo Verde Nuclear Generating Station and certain related common facilities. Its affiliate
The Bank of New York Mellon, is the trustee under various other indentures covering securities issued or
that may be issued by us or our affiliates or on our or their behalf and also acts as auction agent for certain
of that debt. We and our affiliates maintain normal commercial and banking relationships with The Bank
of New York Mellon Trust Company, N.A. and its affiliates, including The Bank of New York Mellon
serving as transfer agent and registrar for Pinnacle West's common stock. In the future, The Bank of New
York Mellon Trust Company, N.A. and its affiliates may provide banking, investment and other services to
us and our affiliates

RATINGS

S&P has assigned the notes a rating of BBB-, Moody's has assigned the notes a rating of Baan and
Fitch has assigned the notes a rating of BBB. Such ratings reflect only the views of such ratings agencies
and do not constitute a recommendation to buy, sell or hold securities. In general, ratings address credit
risk. Each rating should be evaluated independently of any other rating. An explanation of the significance
of such ratings may be obtained only from such rating agencies at the following addresses: Standard &
Poor's, 25 Broadway, New York, New York 10004, Moody's Investors Service, Inc., 99 Church Street
New York. New York 10007: and Fitch. Inc.. One State Street Plaza. New York. New York 10004. The
security rating may be subject to revision or withdrawal at any time by the assigning rating organization
and, accordingly, there can be no assurance that such ratings will remain in effect for any period of time or
that they will not be revised downward or withdrawn entirely by the rating agencies if, in their judgment
circumstances warrant. Neither we nor the underwriters have undertaken any responsibility to oppose any
proposed downward revision or withdrawal of a rating on the notes. Any such downward revision or
withdrawal of such ratings may have an adverse effect on the market price of the notes



UNDERWRITING

Barclays Capital Inc., BNY Mellon Capital Markets, LLC and Credit Suisse Securities (USA) LLC
are acting as joint booktunning managers and as representatives of the underwriters named below

Subject to the terms and conditions stated in the underwriting agreement dated the date of this
prospectus supplement, each underwriter named below has agreed to severally purchase, and we have
agreed to sell to that underwriter, the principal amount of notes set forth opposite the underwriter's name
below

Underwriters

Barclays Capital Inc
BNY Mellon Capital Markets, LLC
Credit Suisse Securities (USA) LLC
KeyBanc Capital Markets Inc
Mizuho Securities USA Inc
Wedbush Morgan Securities Inc

Total

Principal Amount
of Notes

$111,667,000

$111,667,000

$111,666,000

$ 55,000,000

$ 55,000,000

$ 55,000,000

$500,000,000

The underwriting agreement provides that the obligations of the underwriters to purchase the notes
included in this offering are several and not joint and are subject to approval of legal matters by counsel
and to other conditions. The underwriters are obligated to purchase all the notes if they purchase any of
the notes

The underwriters propose to offer the notes directly to the public at the public offering price set forth
on the cover page of this prospectus supplement and may offer the notes to dealers at the public offering
price less a concession not to exceed 0.400% of the principal amount of the notes. The underwriters may
allow, and dealers may reallow, a concession not to exceed 0.250% of the principal amount of the notes on
sales to other dealers. After the initial offering of the notes to the public, the representatives may change
the public offering price and concessions

The following table shows the underwriting discounts and commissions that we are to pay to the
underwriters in connection with this offering (expressed as a percentage of the principal amount of the
notes)

Paid by Arizona Public
Service Company

Per Note 0.650%

The notes are a new issue of securities with no established trading market. We do not intend to apply
for the notes to be listed on any securities exchange or to be quoted on any quotation system. One or more
of the underwriters intend to make a secondary market for the notes. However, they are not obligated to
do so and may discontinue making a secondary market at any time without notice. No assurance can be
given as to how liquid the trading market for the notes will be

In order to facilitate this offering of the notes, the underwriters may engage in transactions that
stabi l ize,  main tain  or  otherwise affect  the pr ice of the notes.  These t ransact ions may include
over-allotment, syndicate covering transactions and stabilizing transactions. Over-allotment involves
syndicate sales of notes in excess of the principal amount of notes to be purchased by the underwriters in
this offering, which creates a syndicate short position. Syndicate covering transactions involve purchases of
notes in the open market after the distribution has been completed in order to cover syndicate short
positions. Stabilizing transactions consist of certain bids or purchases of the notes made for the purpose of
preventing or retarding a decline in the market price of the notes while this offering is in progress



The underwriters also may impose a penalty bid. Penalty bids permit the underwriters to reclaim a
selling concession from a syndicate member when the managing underwriters, in covering syndicate short
positions or malting stabilizing purchases, repurchase notes originally sold by that syndicate member.

Any of these activities may have the effect of preventing or retarding a decline in the market price of
the notes. They may also cause the price of the notes to be higher than the price that otherwise would exist
in the open market in the absence of these transactions. The underwriters may conduct these transactions
in the over-the-counter market or otherwise. If the underwriters commence any of these transactions, they
may discontinue them at any time.

Sales of the notes by BNY Mellon Capital Markets, LLC will be effected by Broadpoint Capital, Inc.,
as its distribution agent.

We estimate that our total expenses (excluding underwriting commissions) of this offering will be
2lppI'oximat€ly $1,295,000.

The underwriters and/or their affiliates have performed various investment banking, commercial
banking and advisory services for us and our affiliates from time to time for which they have received
customary fees and expenses. The Bank of New York Mellon Trust Company, N.A., an affiliate of BNY
Mellon Capital Markets, LLC, acts as trustee under the indenture relating to the notes. Affiliates of the
underwriters, other than Wedbush Morgan Securities Inc., are lenders to us under one or both of our
committed revolving credit facilities and will receive a portion of the amount that will be repaid thereunder
with the net proceeds of the sale of the notes. See "Use of Proceeds." Because more than 10% of the net
proceeds of this offering may be paid to affiliates of members of the Financial Industry Regulatory
Authority ("FINRA') who are participating in this offering, this offering is being conducted in compliance
with Rule 5110(h) of the Conduct Rules of FINRA. The underwriters may, from time to time, engage in
transactions with and perform services for us and our affiliates in the ordinary course of their business.

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the
Securities Act of 1933, or to contribute to payments the underwriters may be required to make because of
any of those liabilities.

UnionBanc Investment Services, LLC, a member of FINRA and subsidiary of Union Bank, N.A., is
being paid a referral fee by Wedbush Morgan Securities Inc. Union Bank, N.A. is a lender to us under one
of our revolving credit facilities and will receive a portion of the amount that will be repaid thereunder
with the net proceeds of the sale of the notes.

EXPERTS

The financial statements of Arizona Public Service Company, the related financial statement schedule
and management's report on the effectiveness of internal control over financial reporting incorporated in
this prospectus supplement by reference from Arizona Public Service Company's Annual Report on
Form 10-K, have been audited by Deloitte & Touche LLR an independent registered public accounting
firm, as stated in their report, which is incorporated herein by reference, and has been so incorporated in
reliance upon the report of such firm given upon their authority as experts in accounting and auditing.

LEGAL OPINIONS

The validity of the notes offered hereby will be passed upon for Arizona Public SeMce Company by
Snell & Wilmer L.L.P, One Arizona Center, Phoenix, Arizona 85004. Certain legal matters with respect to
the offering of the notes will be passed upon for the underwriters by Pillsbury Winthrop Shaw Pittman LLR
1540 Broadway, New York, New York 10036. In giving its opinion, Snell & Wilmer L.L.P may rely as to all
matters under the Public Utility Holding Company Act of 2005, as amended, and the Federal Power Act, as
amended,  upon the opinion of Morgan,  Lewis & Bockius LLR 1111 Pennsylvania Avenue,  NW
Washington, DC 20004 and as to all matters of New York law upon the opinion of Pillsbury Winthrop Shaw
Pittman LLP Pillsbury Winthrop Shaw Pittman LLP may rely as to all matters of Arizona law upon the
opinion of Snell & Wilmer LLP
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Debt Securities

We may offer and sell these securities from time to time in one or more offerings. This prospectus
provides you with a general description of the securities we may offer.

Each time we sell these securities, we will provide a supplement to this prospectus that contains
specific information about the offering and the terms of the securities, including the plan of distribution for
the securities. You should carefully read this prospectus and any supplement, as well as the documents
incorporated by reference in this prospectus, before you invest in any of these securities.

See "Risk Factors" on page 3 of this prospectus to read about where we will describe
certain factors you should consider in making an investment decision.

Our principal executive offices are located at 400 North Fifth Street, Phoenix, AZ 85004. Our
telephone number is (602) 250-1000.

Pinnacle West's common stock is listed on the New York Stock Exchange under the symbol "PNVM"
Unless otherwise indicated in a supplement to this prospectus, the other securities offered hereby will not
be listed on a national securities exchange or on the Nasdaq Stock Market.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any
representation to the contrary is a criminal offense.

We may offer and sell these securities directly to purchasers, through agents, dealers, or underwriters
as designated from time to time, or through a combination of these methods. If any agents, dealers or
underwriters are involved in the sale of any securities, the relevant prospectus supplement will set forth any
applicable commissions or discounts.
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RISK FACTORS

We include a discussion of risk factors relating to our business and an investment in our securities in
our Annual Reports on Form 10-K and Quarterly Reports on Form 10-Q filed from time to time by us with
the Securities and Exchange Commission (the "SEC"). These reports are incorporated by reference in this
prospectus. See "Where You Can Find More Information." Additional risks related to our securities may
be described in a prospectus supplement. Before purchasing our securities, you should carefully consider
the risk factors we describe in those reports and in a prospectus supplement. Although we try to discuss key
risks in those risk factor descriptions, please be aware that other risks may prove to be important in the
future. New risks may emerge at any time and we cannot predict such risks or estimate the extent to which
they may affect our financial performance.

ABOUT THIS PROSPECTUS

This prospectus is part of a shelf registration statement that we filed with the SEC. By using a shelf
registration statement, we may sell, from time to time, in one or more offerings, any combination of the
securities described in this prospectus. In this prospectus we may refer to the debt securities, preferred
stock and common stock that may be offered by Pinnacle West Capital Corporation ("Pinnacle West") and
the debt securities that may be offered by Arizona Public Service Company ('lAPS") collectively as the
"securities."

This prospectus provides you with a general description of the securities we may offer. Each time we
offer securities, we will provide you with a prospectus supplement and, if applicable, a pricing supplement.
The prospectus supplement and any applicable pricing supplement will describe the specific terms of the
securities being offered. The prospectus supplement and any applicable pricing supplement may also add
to, update or change the information in this prospectus. If there is any inconsistency between the
information in this prospectus and in any supplement, you should rely on the information in the
supplement. In addition, the registration statement we filed with the SEC includes exhibits that provide
more details about the securities

You should rely only on the information contained or incorporated by reference in this prospectus and
any prospectus supplement. See "Where You Can Find More Information." We have not authorized
anyone to provide you with different information. We are not malting an offer to sell these securities in any
jurisdiction where the offer or sale is not permitted.

You should assume that the information appearing in this prospectus and any supplement to this
prospectus is accurate only as of the dates on their covers and that information incorporated by reference
is accurate only as of the date of the report that is incorporated, unless, in either case, the information is
given as of another specific date. Our business, financial condition, results of operations, and prospects
may have changed since those dates.

FORWARD-LOOKING STATEMENTS

This prospectus, any accompanying prospectus supplement, and the information contained or
incorporated by reference in this prospectus may contain forward-looking statements based on current
expectations, and we assume no obligation to update these statements or make any further statements on
any of these issues, except as required by applicable law. These forward-looking statements are often
identified by words such as "estimate," "predict," "hope," "may," "believe," "anticipate," "plan,"
"expect," "require," "intend," "assume" and similar words. Because actual results may differ 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 results or outcomes
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currently expected or sought by us. In addition to the Risk Factors described above, these factors include,
but are not limited to:

• state and federal regulatory and legislative decisions and actions, including the outcome and timing
of APS' retail rate proceedings pending before the Arizona Corporation Commission,

• the timely recovery of deferrals under APS' power supply adjustor,

• the ongoing restructuring of the electric industry, including the introduction of retail electric
competition in Arizona and decisions impacting wholesale competition,

• the outcome of regulatory, legislative and judicial proceedings, both current and future, relating to
the restructuring,

•

•

•

•

•

•

•

•

•

market prices for electricity and natural gas,

power plant performance and outages,

transmission outages and constraints,

weather variations affecting local and regional customer energy usage,

customer growth and energy usage,

regional economic and market conditions, including the results of litigation and other proceedings
resulting from the California energy situation, volatile fuel and purchased power costs and the
completion of generation and transmission construction in the region, which could affect customer
growth and the cost of power supplies,

the cost of debt and equity capital and access to capital markets,

current credit ratings remaining in effect for any given period of time;

our ability to compete successfully outside traditional regulated Markets (including the wholesale
market);

the performance of our marketing and trading activities due to volatile market liquidity and any
deteriorating counterparty credit and the use of derivative contracts in our business (including the
interpretation of the subjective and complex accounting rules related to these contracts),

changes in accounting principles generally accepted in the United States of America and the
interpretation of those principles,

the performance of the stock market and the changing interest rate environment, which affect the
amoun t  of r equi r ed  con t r ibut ion s to Pin n acle West ' s  pen sion  p lan  an d APS'  n uclea r
decommissioning trust funds, as well as the reported costs of providing pension and other
postretirement benefits,

technological developments in the electric industry,

the strength of the real estate market in the market areas of Pinnacle West's subsidiary, SunCor
Development Company ("SunCor"), which include Arizona, Idaho, New Meidco and Utah, and

other uncertainties, all of which are difficult to predict and many of which are beyond our control. 1

WHERE YOU CAN FIND MORE INFORMATION
i

Available Information

We file annual, quarterly, and current reports, and other information with the SEC. Our SEC filings
are available to the public over the Internet at the SEC's web site: http."//wwwseagov. You may also read
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and copy any document we file at the SEC's public reference room, which is located at 100 F Street, N.E.,
Washington, D.C. 20549. You may call the SEC at 1-800-SEC-0330 for further information on the public
reference room. Reports and other information concerning Pinnacle West can also be inspected and
copied at the offices of the New York Stock Exchange at 20 Broad Street, New York, New York 10005. Our
filings with the SEC are also available on our own web site at http://wwvtapinnaclewest.com. The other
information on our web site is not part of this prospectus or any prospectus supplement.

Incorporation by Reference

The SEC allows us to incorporate by reference the information we file with them, which means that
we can disclose important information to you by referring you to those documents. The information
incorporated by reference is considered to be part of this prospectus, and later information that we file
with the SEC will automatically update and supersede this information. We incorporate by reference the
documents listed below and any future filings we make with the SEC under Sections 13(a), 13(c), 14, or
15(d) of the Securities Exchange Act of 1934 (SEC file No. 1-8962 for Pinnacle West and No. 1-4473 for
APS) prior to the termination of this offering, excluding, in each case, information deemed furnished and
not filed.

E

Pinnacle West Capital Corporation:

Annual Report on Form 10-K for the fiscal year ended December 31, 2005,

•

•

Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2006,

Current Reports on Form 8-K filed on January 5, 2006, January 9, 2006, January 10, 2006,
January 26, 2006, February 1, 2006, February 3, 2006, February 24, 2006, March 2, 2006, March 7,
2006, March 27, 2006, April 21, 2006, April 24, 2006, May 3, 2006, May 4, 2006, May 19, 2006 and
May 31, 2006; and

• The description of Pinnacle West's common stock contained in the registration statement on
Form 8-B filed with the SEC on July 25, 1985, and any amendment or report which we have filed (or
will file after the date of this prospectus and prior to the termination of this offering) for the
purpose of updating such description, including Pinnacle West's Current Report on Form 8-K filed
with the SEC on April 19, 1999 and Exhibit 4.1 to Pinnacle West's Quarterly Report on Form 10-Q
for the fiscal quarter ended March 31, 2002.

Arizona Public Service Company:

• Annual Report on Form 10-K for the fiscal year ended December 31, 2005,

• Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2006, and

• Current Reports on Form 8-K filed January 5, 2006, January 9, 2006, January 10, 2006, January 26,
2006, February 1, 2006, February 3, 2006, February 24, 2006, March 7, 2006, March 27, 2006,
April 21, 2006, April 24, 2006, May 3, 2006, May 4, 2006 and May 31, 2006.

You may request a copy of these filings, at no cost, by writing or telephoning us at the following
address:

Pinnacle West Capital Corporation
Office of the Secretary
Station 9068
RO. Box 53999
Phoenix, Arizona 85072-3999
(602) 250-3252

Arizona Public Service Company

Office of the Secretary

Station 9068

RO. Box 53999

Phoenix, Arizona 85072-3999

(602) 250-3252
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THE COMPANIES

Pinnacle West was incorporated in 1985 under the laws of the State of Arizona and owns all of the
outstanding equity securities of APS, its major subsidiary. APS is a vertically-integrated electric utility that
provides retail and 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 significant subsidiaries are SunCor, which is engaged in real
estate development and investment activities, and APS Energy Services, which provides competitive energy
services and products in the western United States.

The principal executive offices of Pinnacle West and APS are located at 400 North Fifth Street,
Phoenix, Arizona 85004, and the telephone number is 602-250-1000.

USE OF PROCEEDS

Each of Pinnacle West and APS intends to use the proceeds from the sale of these securities for
general corporate purposes, which may include the repayment of indebtedness, capital expenditures, the
funding of working capital, and acquisitions, and in the case of Pinnacle West, for stock repurchases and/or
capital infusions into one or more of its subsidiaries for any of those purposes. The specific use of proceeds
from the sale of securities will be set forth in the prospectus supplement relating to each offering of these
securities.

GENERAL DESCRIPTION OF THE SECURITIES

Pinnacle West, directly or through agents, dealers or underwriters that it designates, may offer and
sell, from time to time, an indeterminate amount of:

its debt securities, in one or more series, which may be senior debt securities or subordinated debt
securities, in each case consisting of notes or other unsecured evidences of indebtedness,

•

•

shares of its preferred stock,

shares of its common stock, or

any combination of these securities.

APS, directly or through agents, dealers or underwriters that it designates, may offer and sell, from
time to time, an indeterminate amount of its debt securities, in one or more series, which may be senior
debt securities or subordinated debt securities, in each case consisting of notes or other unsecured
evidences of indebtedness.
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Pinnacle West and APS may offer and sell these securities either individually or as units consisting of
one or more of these securities, each on terms to be determined at the time of sale. Pinnacle West may
issue debt securities and/or shares of preferred stock that are exchangeable for and/or convertible into
common stock or any of the other securities that it may sell under this prospectus. When particular
securities are offered, a supplement to this prospectus will be delivered with this prospectus, which will
describe the terms of the offering and sale of the offered securities.

DESCRIPTION OF PINNACLE WEST DEBT SECURITIES

General

\

The following description highlights the general terms of the debt securities that may be offered by
Pinnacle West. When we use the terms "we," "us," "our," and like terms in this description, we are
referring to Pinnacle West. When we offer debt securities in the future, the prospectus supplement will
explain the particular terms of those securities and the extent to which any of these general provisions will
not apply.

We can issue an unlimited amount of debt securities under the indentures listed below. We can issue
debt securities from time to time and in one or more series as determined by us. In addition, we can issue
debt securities of any series with terms different from the terms of debt securities of any other series and
the terms of particular debt securities within any series may differ from each other, all without the consent
of the holders of previously issued series of debt securities. From time to time, without notice to, or the
consent of, the existing holders of any series of debt securities then outstanding, we may create and issue
additional debt securities equal in rank and having the same maturity, payment terms, redemption
features, and other terms as the debt securities of such series, except for payment of interest accruing prior
to the issue date of the additional debt securities and (under some circumstances) for the first payment of
interest following the issue date of the additional debt securities. The additional debt securities may be
consolidated and form a single series with previously issued debt securities of the affected series.

The debt securities of each series will be our direct, unsecured obligations. The debt securities may be
issued in one or more new series under:

an Indenture, dated as of December 1, 2000, between The Bank of New York and us, as amended
from time to time, in the case of senior debt securities, or

• an Indenture, dated as of December 1, 2000, as amended from time to time, between The Bank of
New York and us, in the case of subordinated debt securities.

Because we are structured as a holding company, all existing and future indebtedness and other
liabilities of our subsidiaries will be effectively senior in right of payment to our debt securities, whether
senior debt securities or subordinated debt securities. Neither of the above Indentures limits our ability or
the ability of our subsidiaries to incur additional indebtedness in the future. The assets and cash flows of
our subsidiaries will be available, in the first instance, to service their own debt and other obligations and
our ability to have the benefit of their assets and cash flows, particularly in the case of any insolvency or
financial distress affecting our subsidiaries, would arise only through our equity ownership interests in our
subsidiaries and only after their creditors had been satisfied.

We have summarized the material provisions of the Indentures below. We have filed the senior and
subordinated Indentures as exhibits to the registration statement. You should read the Indentures in their
entirety, including the definitions of certain terms, together with this prospectus and the prospectus
supplement before you make any investment decision. Although separate Indentures are used for
subordinated debt securities and senior debt securities, references to the "Indenture" and the description
of the "Indenture" in this section apply to both Indentures, unless otherwise noted.
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You should refer to the prospectus supplement attached to this prospectus for the following
information about a new series of debt securities:

•

•

title of the debt securities;

the aggregate principal amount of the debt securities or the series of which they are a part;

the date on which the debt securities mature;

•

•

•

•

•

•

•

the interest rate,

when the interest on the debt securities accrues and is payable,

the record dates for the payment of interest;

places where principal, premium, or interest will be payable,

periods within which, and prices at which, we can redeem debt securities at our option,

any obligation on our part to redeem or purchase debt securities pursuant to a sinldng fund or at
the option of the holder;

denominations and multiples at which debt securities will be issued if other than $1,000,

any index or formula from which the amount of principal or any premium or interest may be
determined;

any allowance for alternative currencies and determination of value,

whether the debt securities are defensible under the terms of the Indenture;

•

•

whether we are issuing the debt securities as global securities;

any additional or different events of default and any change in the right of the trustee or the holders
to declare the principal amount due and payable if there is any default,

any addition to or change in the covenants in the Indenture, and

• any other terms.

We may sell the debt securities at a substantial discount below their principal amount. The prospectus
supplement may describe special federal income tax considerations that apply to debt securities sold at an
original issue discount or to debt securities that are denominated in a currency other than United States
dollars.

Unless the applicable prospectus supplement specifies otherwise, the debt securities will not be listed
on any securities exchange.

Other than the protections described in this prospectus and in the prospectus supplement, holders of
debt securities would not be protected by the covenants in the Indenture from a highly-leveraged
transaction.

Subordination

The Indenture relating to the subordinated debt securities states that, unless otherwise provided in a
supplemental indenture or a board resolution, the debt securities will be subordinate to all senior debt.
This is true whether the senior debt is outstanding as of the date of the Indenture or is incurred afterwards.
The balance of the information under this heading assumes that a supplemental indenture or a board
resolution results in a series of debt securities being subordinated obligations.
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The Indenture states that we cannot make payments of principal, premium, or interest on the
subordinated debt if:

• the principal, premium or interest on senior debt is not paid when due and the applicable grace
period for the default has ended and the default has not been cured or waived; or

• the maturity of any senior debt has been accelerated because of a default.

The Indenture provides that we must pay all senior debt in full before the holders of the subordinated
debt securities may receive or retain any payment if our assets are distributed to our creditors uponany of
the following:

•

•

dissolution;

winding-up;

liquidation;

reorganization, whether voluntary or involuntary,

bankruptcy;

insolvency,

receivership, or

any other proceedings.

The Indenture provides that when all amounts owing on the senior debt are paid in full, the holders of
the subordinated debt securities will be subrogated to the rights of the holders of senior debt to receive
payments or distributions applicable to senior debt.

The Indenture defines senior debt as the principal, premium, interest and any other payment due
under any of the following, whether outstanding at the date of the Indenture or thereafter incurred,
created or assumed:

all of our debt evidenced by notes, debentures, bonds, or other securities we sell for money,

all debt of others of the kinds described in the preceding bullet point that we assume or guarantee
in any manner, and

all renewals, extensions, or refundings of debt of the kinds described in either of the two preceding
bullet points.

However, the preceding will not be considered senior debt if the document creating the debt or the
assumption or guarantee of the debt states that it is not superior to or that it is on equal footing with the
subordinated debt securities.

The Indenture does not limit the aggregate amount of senior debt that we may issue.

Form, Exchange, and Transfer

Each series of debt securities will be issuable only in fully registered form and without coupons. In
addition, unless otherwise specified in a prospectus supplement, the debt securities will be issued in
denominations of $1,000 and multiples of $1,000. We, the trustee, and any of our agents may treat the
registered holder of a debt security as the absolute owner for the purpose of making payments, giving
notices, and for all other purposes.

The holders of debt securities may exchange them for any other debt securities of the same series, in
authorized denominations and equal principal amount. However, this type of exchange will be subject to
the terms of the Indenture and any limitations that apply to global securities.
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A holder may transfer debt securities by presenting the endorsed security at the office of a security
registrar or at the office of any transfer agent we designate. The holder will not be charged for any
exchange or registration of transfer, but we may require payment to cover any tax or other governmental
charge in connection with the transaction. We have appointed the trustee under each Indenture as security
registrar. A prospectus supplement will name any transfer agent we designate for any debt securities if
different from the security registrar .  We may designate additional transfer  agents or  rescind the
designation of any transfer agent or approve a change in the office through which any transfer agent acts at
any time, except that we will maintain a transfer agent in each place of payment for debt securities.

If the debt securities of any series are to be redeemed in part, we will not be required to do any of the
following:

•

•

issue, register the transfer of, or exchange any debt securities of that series and/or tenor beginning
15 days before the day of mailing of a notice of redemption of any debt security that may be
selected for redemption and ending at the close of business on the day of the mailing; or

register the transfer of or exchange any debt security selected for redemption, except for an
unredeemed portion of a debt security that is being redeemed in part.

Payment and Paying Agents

Unless otherwise indicated in the applicable prospectus supplement, we will pay interest on a debt
security on any interest payment date to the person in whose name the debt security is registered.

Unless otherwise indicated in the applicable prospectus supplement, the principal, premium, and
interest on the debt securities of a particular series will be payable at the office of the paying agents that we
may designate. However, we may pay any interest by check mailed to the address, as it appears in the
security register, of the person entitled to that interest. Also, unless otherwise indicated in the applicable
prospectus supplement, the corporate trust office of the trustee in The City of New York will be our sole
paying agent for payments with respect to debt securities of each series. Any other paying agent that we
initially designate for the debt securities of a particular series will be named in the applicable prospectus
supplement. We may at any time designate additional paying agents or rescind the designation of any
paying agent or approve a change in the office through which any paying agent acts, except that we will
maintain a paying agent in each place of payment for the debt securities of a particular series.

All money that we pay to a paying agent for the payment of the principal, premium, or interest on any
debt security that remains unclaimed at the end of two years after the principal, premium, or interest has
become due and payable will be repaid to us, and the holder of the debt security may look only to us for
payment.

Consolidation, Merger, and Sale of Assets

Unless otherwise indicated in the applicable prospectus supplement, we may not:

' consolidate with or merge into any other entity,

' convey, transfer, or lease our properties and assets substantially as an entirety to any entity, or

• permit any entity to consolidate with or merge into us or convey, transfer, or lease its properties and
assets substantially as an entirety to us,

unless the following conditions are met:

the successor entity is a corporation, partnership, unincorporated organization or trust, organized
and validly existing under the laws of any domestic jurisdiction and assumes our obligations on the
debt securities and under the Indenture,

10



immediately after giving effect to the transaction, no event of default, and no event which, after
notice or lapse of time or both, would become an event of default, shall have occurred and be
continuing, and

• other conditions are met.

Upon any such merger, consolidation, or transfer or lease of properties, the successor person will be
substituted for us under the Indenture, and, thereafter, except in the case of a lease, we will be relieved of
all obligations and covenants under the Indenture and the debt securities.

Events of Default

Each of the following will be an event of default under the Indenture with respect to debt securities of
any series:

• our failure to pay principal of or any premium on any debt security of that series when due,

• our failure to pay any interest on any debt securities of that series when due, and the continuance of
that failure for 30 days;

• our failure to deposit any sinldng fund payment, when due, in respect of any debt securities of that
series,

• our failure to perform any of our other covenants in the Indenture relating to that series and the
continuance of that failure for 90 days after written notice has been given by the trustee or the
holders of at least 25% in principal amount of the outstanding debt securities of that series;

• bankruptcy, insolvency, or reorganization events involving us, and

• any other event of default for that series described in the applicable prospectus supplement.

If an event of default occurs and is continuing, other than an event of default relating to bankruptcy,
insolvency, or reorganization, either the trustee or the holders of at least 25% in aggregate principal
amount of the outstanding debt securities of the affected series may declare the principal amount of the
debt securities of that series to be due and payable immediately. In the case of any debt security that is an
original issue discount security or the principal amount of which is not then determinable, the trustee or
the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that series
may declare the portion of the principal amount of the debt security specified in the terms of such debt
security to be immediately due and payable upon an event of default.

If an event of default involving bankruptcy, insolvency, or reorganization occurs, the principal amount
of all the debt securities of the affected series will automatically, and without any action by the trustee or
any holder, become immediately due and payable. After any acceleration, but before a judgment or decree
based on acceleration, the holders of a majority in aggregate principal amount of the outstanding debt
securities of that series may rescind and annul the acceleration if all events of default, other than the
non-payment of accelerated principal, have been cured or waived as provided in the Indenture.
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The trustee will be under no obligation to exercise any of its rights or Powers under the Indenture at
the request or direction of any of the holders, unless the holders have offered the trustee reasonable
indemnity. Subject to provisions for the indemnification of the trustee, the holders of a majority in
principal amount of the outstanding debt securities of any series will have the right to direct the time,
method, and place of conducting any proceeding for any remedy available to the trustee, or exercising any
trust or power conferred on the trustee, with respect to the debt securities of that series.

No holder of a debt security of any series will have any right to institute any proceeding under the
Indenture, or for the appointment of a receiver or a trustee, or for any other remedy under the Indenture,
unless:

•

•

•

the holder has previously given the trustee written notice of a continuing event of default with
respect to the debt securities of that series,

the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that
series have made written request, and the holder or holders have offered reasonable indemnity, to
the trustee to institute the proceeding as trustee, and

the trustee has failed to institute the proceeding, and has not received from the holders of a
majority in aggregate principal amount of the outstanding debt securities of that series a direction
inconsistent with the request within 60 days after the notice, request, and offer of indemnity.

The limitations provided above do not apply to a suit instituted by a holder of a debt security for the
enforcement of payment of the principal, premium, or interest on the debt security on or after the
applicable due date.

We are required to furnish to the trustee annually a certificate of various officers stating whether or
not we are in default in the performance or observance of any of the terms, provisions, and conditions of
the Indenture and, if so, specifying all known defaults.

Modification and Waiver

In limited cases, we and the trustee may make modifications and amendments to the Indenture
without the consent of the holders of any series of debt securities. We and the trustee may also make
modifications and amendments to the Indenture with the consent of the holders of not less than 66%% in
aggregate principal amount of the outstanding debt securities of each series affected by the modification or
amendment. However, without the consent of the holder of each outstanding debt security affected, no
modification or amendment may:

•

•

reduce the principal amount of, or any premium or interest on, any debt security,

reduce the amount of principal of an original issue discount security or any other debt security
payable upon acceleration of the maturity of the security,

change the stated maturity of the principal of, or any installment of principal of or interest on, any
debt security,

change the place or currency of payment of principal of, or any premium or interest on, any debt
security,

impair the right to institute suit for the enforcement of any payment on or with respect to any debt
security, or

reduce the percentage in principal amount of outstanding debt securities of any series, the consent
of whose holders is required for modification or amendment of the Indenture or is necessary for
waiver of compliance with certain provisions of the Indenture or of certain defaults, or modify the
provisions of the Indenture relating to modification and waiver.
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In general, compliance with certain restrictive provisions of the Indenture may be waived by the
holders of not less than 66%% in aggregate principal amount of the outstanding debt securities of any
series. The holders of a majority in aggregate principal amount of the outstanding debt securities of any
series may waive any past default under the Indenture, except:

•

•

a default in the payment of principal, premium, or interest, and

a default under covenants and provisions of the Indenture which cannot be amended without the
consent of the holder of each outstanding debt security of the affected series.

In determining whether the holders of the requisite principal amount of the outstanding debt
securities have given or taken any direction, notice, consent, waiver, or other action under the Indenture as
of any date:

•

•

the principal amount of an outstanding original issue discount security will be the amount of the
principal that would be due and payable upon acceleration of the maturity on that date,

if the principal amount payable at the stated maturity of a debt security is not determinable, the
principal amount of the outstanding debt security will be an amount determined in the manner
prescribed for the debt security, and

• the principal amount of an outstanding debt security denominated in one or more foreign
currencies will be the U.S. dollar equivalent of the principal amount of the debt security or, in the
case of a debt security described in the previous bullet point above, the amount described in that
bullet point.

If debt securities have been fully defensed or if we have deposited money with the trustee to redeem
debt securities, they will not be considered outstanding.

Except in limited circumstances, we will be entitled to set any day as a record date for the purpose of
determining the holders of outstanding debt securities of any series entitled to give or take any direction,
notice, consent, waiver, or other action under the Indenture. In limited circumstances, the trustee will be
entitled to set a record date for action by holders. If a record date is set for any action to be taken by
holders of a particular series, the action may be taken only by persons who are holders of outstanding debt
securities of that series on the record date. To be effective, the action must be taken by holders of the
requisite principal amount of the debt securities within a specified period following the record date. For
any particular record date, this period will be 180 days or any other shorter period that we may specify. The
period may be shortened or lengthened, but not beyond 180 days.

Defeasance and Covenant Defeasance

We may elect to have the provisions of the Indenture relating to defeasance and discharge of
indebtedness, or defeasance of restrictive covenants in the Indenture, applied to the debt securities of any
series, or to any specified part of a series. The prospectus supplement used in connection with the offering
of any debt securities will state whether we can make these elections for that series.

Defeasance and Discharge

We will be discharged from all of our obligations with respect to the debt securities of a series if we
deposit with the trustee money in an amount sufficient to pay the principal, premium, and interest on the
debt securities of that series when due in accordance with the terms of the Indenture and the debt
securities. We can also deposit securities that will provide the necessary monies. However, we will not be
discharged from the obligations to exchange or register the transfer of debt securities, to replace stolen,
lost, or mutilated debt securities, to maintain paying agencies, and to hold moneys for payment in trust.
The defeasance or discharge may occur only if we deliver to the trustee an opinion of counsel stating that
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we have received from, or there has been published by, the United States Internal Revenue Service a
ruling, or there has been a change in tax law, in either case to the effect that holders of such debt securities:

• will not recognize gain or loss for federal income tax purposes as a result of the deposit, defeasance,
and discharge; and

• will be subject to federal income tax on the same amount, in the same manner, and at the same
times as would have been the case if the deposit, defeasance, and discharge were not to occur.

Defeasance of Covenants

We may elect to omit compliance with restrictive covenants in the Indenture and any additional
covenants that may be described in the applicable prospectus supplement for a series of debt securities.
This election will preclude some actions from being considered defaults under the Indenture for the
applicable series. In order to exercise this option, we will be required to deposit, in trust for the benefit of
the holders of debt securities, funds in an amount sufficient to pay the principal, premium and interest on
the debt securities of the applicable series. We may also deposit securities that will provide the necessary
monies. We will also be required to deliver to the trustee an opinion of counsel to the effect that holders of
the debt securities will not recognize gain or loss for federal income tax purposes as a result of such deposit
and defeasance of certain obligations and will be subject to federal income tax on the same amount, in the
same manner and at the same times as would have been the case if the deposit and defeasance were not to
occur. If we exercise this option with respect to any debt securities and the debt securities are declared due
and payable because of the occurrence of any event of default, the amount of funds deposited in trust
would be sufficient to pay amounts due on the debt securities at the time of their respective stated
maturities but may not be sufficient to pay amounts due on the debt securities on any acceleration resulting
from an event of default. In that case, we would remain liable for the additional payments.

Governing Law

The law of the State of New York will govern the Indenture and the debt securities.

Global Securities

Some or all of the debt securities of any series may be represented, in whole or in part, by one or more
global securities, which will have an aggregate principal amount equal to that of the debt securities they
represent. We will register each global security in the name of a depositary or nominee identified in a
prospectus supplement and deposit the global security with the depositary or nominee. Each global
security will bear a legend regarding the restrictions on exchanges and registration of transfer referred to
below and other matters specified in a supplemental indenture to the Indenture.

No global security may be exchanged for debt securities registered, and no transfer of a global security
may be registered, in the name of any person other than the depositary for the global security or any
nominee of the depositary, unless:

•

the depositary has notified us that it is unwilling or unable to continue as depositary for the global
security or has ceased to be qualified to act as depositary,

a default has occurred and is continuing with respect to the debt securities represented by the global
security, or

any other circumstances exist that may be described in the applicable supplemental indenture and
prospectus supplement.

We will register all securities issued in exchange for a global security or any portion of a global security
in the names specified by the depositary.

f
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As long as the depositary or its nominee is the registered holder of a global security, the depositary or
nominee will be considered the sole owner and holder of the global security and the debt securities that it
represents. Except in the limited circumstances referred to above, owners of beneficial interests in a global
security will not:

• be entitled to have the global security or debt securities registered in their names,

• receive or be entitled to receive physical delivery of certificated debt securities in exchange for a
global security; and

• be considered to be the owners or holders of the global security or any debt securities for any
purpose under the Indenture.

We will make all payments of principal, premium, and interest on a global security to the depositary or
its nominee. The laws of some jurisdictions require that purchasers of securities take physical delivery of
securities in definitive form. These laws make it difficult to transfer beneficial interests in a global security.

Ownership of beneficial interests in a global security will be limited to institutions that have accounts
with the depositary or its nominee, referred to as Participants, and to persons that may hold beneficial
interests through Participants. In connection with the issuance of any global security, the depositary will
credit, on its book-entry registration and transfer system, the respective principal amounts of debt
securities represented by the global security to the accounts of its Participants. Ownership of beneficial
interests in a global security will only be shown on records maintained by the depositary or the Participant.
Likewise, the transfer of ownership interests will be effected only through the same records. Payments,
transfers, exchanges, and other matters relating to beneficial interests in a global security may be subject to
various policies and procedures adopted by the depositary from time to time. Neither we, the trustee, nor
any of our agents will have responsibility or liability for any aspect of the depositary's or any Participant's
records relating to, or for payments made on account of, beneficial interests in a global security, or for
maintaining, supervising, or reviewing any records relating to the beneficial interests.

Regarding the Trustee

The Bank of New York is the trustee under our Indentures relating to the senior debt securities and
the subordinated debt securities. It is also trustee of our pension plan and under various indentures
covering securities issued by APS or on APS' behalf. The Bank of New York also acts as transfer agent for
our common stock. We and our affiliates maintain normal commercial and banking relationships with The
Bank of New York. In the future The Bank of New York and its affiliates may provide banking, investment
and other services to us and our affiliates.

)
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DESCRIPTION OF PINNACLE VVEST PREFERRED STOCK

Pinnacle West may issue, from time to time, shares of one or more series of its preferred stock. When
we use the terms "we," "us," "our," and like terms in this description, we are referring to Pinnacle West.
The following description sets forth certain general terms and provisions of the preferred stock to which
any prospectus supplement may relate. The particular terms of any series of preferred stock and the extent,
if any, to which these general provisions may apply to the series of preferred stock offered will be described
in the prospectus supplement relating to that preferred stock.

The following summary of provisions of the preferred stock does not purport to be complete and is
subject to, and is qualified in its entirety by reference to, the provisions of our articles of incorporation,
bylaws, and the amendment to our articles relating to a specific series of the preferred stock (the
"statement of preferred stock designations"),  which will be in the form filed as an exhibit to,  or
incorporated by reference in, the registration statement of which this prospectus is a part. Before investing
in any series of our preferred stock, you should read our articles, bylaws and the relevant statement of
preferred stock designations.

General

Under our articles of incorporation, we have the authority to issue up to 10,000,000 shares of
preferred stock. As of June 28, 2006, no shares of preferred stock were outstanding. 4,400,000 shares of
preferred stock are reserved for issuance under our shareholders rights plan. See "Description of Pinnacle
West Common Stock-Certain Anti-takeover Effects-Shareholder Rights Plan." Our Board of Directors
is authorized to issue shares of preferred stock, in one or more series, and to fix for each series voting
Powers and those preferences and relative, participating, optional or other special rights and those
qualifications, limitations or restrictions as are permitted by the Arizona Business Corporation Act (the
'iABcA"). For a description of provisions in our articles and bylaws or under Arizona law that could delay,
defer  or  prevent a change in  control,  see "Description of Pinnacle West Common Stock-Certain
Anti-takeover Effects."

Our Board of Directors is authorized to determine the terms for each series of preferred stock, and
the prospectus supplement will describe the terms of any series of preferred stock being offered, including:

• the designation of the shares and the number of shares that constitute the series,

' the dividend rate (or the method of calculation thereof), if any, on the shares of the series and the
priority as to payment of dividends with respect to other classes or series of our capital stock,

•

the dividend periods (or the method of calculation thereof),

the voting rights of the shares;

• the liquidation preference and the priority as to payment of the liquidation preference with respect
to other classes or series of our capital stock and any other rights of the shares of the series upon
our liquidation or winding-up,

•

.*
•

C

•

whether and on what terms the shares of the series will be subject to redemption or repurchase at
our option or at the option of the holders thereof,

whether and on what terms the shares of the series will be convertible into or exchangeable for
other securities,

whether the shares of the series of preferred stock will be listed on a securities exchange,

any special United States federal income tax considerations applicable to the series, and

• the other rights and privileges and any qualifications, limitations or restrictions of the rights or
privileges of the series.
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Dividends

Holders of shares of preferred stock shall be entitled to receive, when and as declared by our Board of
Directors out of our funds legally available therefor, a cash dividend payable at the dates and at the rates,
if any, per share as set forth in the applicable prospectus supplement.

Convertibility

No series of preferred stock will be convertible into, or exchangeable for, other securities or property
except as set forth in the applicable prospectus supplement.

Redemption and Sinking Fund

No series of preferred stock will be redeemable or receive the benefit of a sinking fund except as set
forth in the applicable prospectus supplement.

Liquidation Rights

Unless otherwise set forth in the applicable prospectus supplement, in the event of our liquidation,
dissolution or winding up, the holders of shares of each series of preferred stock are entitled to receive
distributions out of our assets available for distribution to shareholders, before any distribution of assets is
made to holders of (i) any other shares of preferred stock ranking junior to that series of preferred stock as
to rights upon liquidation and (ii) shares of common stock. The amount of liquidating distributions
received by holders of preferred stock will generally equal the liquidation preference specified in the
applicable prospectus supplement for that series of preferred stock, plus any dividends accrued and
accumulated but unpaid to the date of final distribution. The holders of each series of preferred stock will
not be entitled to receive the liquidating distribution of, plus such dividends on, those shares until the
liquidation preference of any shares of our capital stock ranldng senior to that series of the preferred stock
as to the rights upon liquidation shall have been paid or set aside for payment in full.

If upon our liquidation, dissolution or winding up, the amounts payable with respect to the preferred
stock, and any other preferred stock ranldng as to any distribution on a parity with the preferred stock are
not paid in full, then the holders of the preferred stock and the other parity preferred stock will share
ratably in any distribution of assets in proportion to the full respective preferential amount to which they
are entitled. Unless otherwise specified in a prospectus supplement for a series of preferred stock, after
payment of the full amount of the liquidating distribution to which they are entitled, the holders of shares
of preferred stock will not be entitled to any further participation in any distribution of our assets. Neither
a consolidation or merger of us with another corporation nor a sale of securities shall be considered a
liquidation, dissolution or winding up of us.

Voting Rights

I

The holders of each series of preferred stock we may issue will have no voting rights, except as
required by law and as described below or in the applicable prospectus supplement. Our Board of
Directors may, upon issuance of a series of preferred stock, grant voting rights to the holders of that series,
including rights to elect additional board members if we fail to pay dividends in a timely fashion.
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Arizona law provides for certain voting rights for holders of a class of stock, even if the stock does not
have other voting rights. Thus, the holders of all shares of a class, would be entitled to vote on any
amendment to our articles of incorporation that would:

• increase or decrease the aggregate number of authorized shares of the class,

effect an exchange or reclassification of all or part of the shares of the class into shares of another
class,

effect an exchange or reclassification, or create the right of exchange of all or part of the shares of
another class into shares of the class,

• change the designations, rights, obligations, preferences, or limitations of all or part of the shares of
the class,

• change the shares of all or part of the class into a different number of shares of the same class,

• create a new class of shares having rights or preferences with respect to distributions or to
dissolution that are prior, superior or substantially equal to the shares of the class,

increase rights, preferences or number of authorized shares of any class that, after giving effect to
the amendment, have rights or preferences with respect to distributions or to dissolution that are
prior, superior or substantially equal to the shares of the class,

D

•

limit or deny an existing preemptive right of all or part of the class, and

cancel or otherwise affect rights to distributions or dividends that have accumulated but have not
yet been declared on all or part of the shares of the class.

If the proposed amendment would affect a series of the class, but not the entire class, in one or more
of the ways described in the bullets above, then the shares of the affected series will have the right to vote
on the amendment as a separate voting group. However, if a proposed amendment that would entitle two
or more series of the class to vote as separate voting groups would affect those series in the same or a
substantially similar way, the shares of all the series so affected must vote together as a single voting group
on the proposed amendment.

Unless the articles of incorporation, Arizona law or the Board of Directors would require a greater
vote or unless the articles or Arizona law would require a different quorum, if an amendment to the
articles would allow the preferred stock or one or more series of the preferred stock to vote as voting
groups, the vote required by each voting group would be:

1 a majority of the votes entitled to be cast by the voting group, if the amendment would create
dissenters' rights for that voting group, and

in any other case, if a quorum is present in person or by proxy consisting of a majority of the votes
entitled to be cast on the matter by the voting group, the votes cast by the voting group in favor of
the amendment must exceed the votes cast against the amendment by the voting group.

Ar izona law may also require that  the prefer red stock be en ti t led to vote on  cer tain  other
extraordinary transactions.

x

Miscellaneous

The holders of our preferred stock will have no preemptive rights. All shares of preferred stock being
offered by the applicable prospectus supplement will be fully paid and not liable to further calls or
assessment by us. If we should redeem or otherwise reacquire shares of our preferred stock, then these
shares will resume the status of authorized and unissued shares of preferred stock undesignated as to
ser ies,  and will be available for  subsequent issuance. There are no restr ictions on repurchase or

L
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redemption of the preferred stock while there is any arrearage on sinking fund installments except as may
be set forth in an applicable prospectus supplement. Payment of dividends on any series of preferred stock
may be restricted by loan agreements, indentures and other transactions entered into by us. Any material
contractual restrictions on dividend payments that exist at the time of the offer of any preferred stock will
be described or incorporated by reference in the applicable prospectus supplement.

When we offer to sell a series of preferred stock, we will describe the specific terms of the series in the
applicable prospectus supplement. If any particular terms of a series of preferred stock described in a
prospectus supplement differ from any of the terms described in this prospectus, then the terms described
in the applicable prospectus supplement will be deemed to supersede the terms described in this
prospectus.

No Other Rights

The shares of a series of preferred stock will not have any preferences, voting Powers or relative,
participating, optional or other special rights except as set forth above or in the applicable prospectus
supplement, our articles of incorporation or the applicable statement of preferred stock designations or as
otherwise required by law.

Transfer Agent and Registrar

The transfer agent and registrar for each series of preferred stock will be designated in the applicable
prospectus supplement.

DESCRIPTION OF PINNACLE WEST COMMON STOCK

Pinnacle West may issue, from time to time, shares of its common stock, the general terms and
provisions of which are summarized below. When we use the terms "we," "us," "our," and like terms in
this description, we are referring to Pinnacle West. This summary does not purport to be complete and is
subject to, and is qualified in its entirety by express reference to, the provisions of our articles of
incorporation, bylaws and the applicable prospectus supplement.

Authorized Shares

Under our articles of incorporation, we have the authority to issue 150,000,000 shares of common
stock.

Dividends

Subject to any preferential rights of any series of preferred stock, holders of shares of common stock
will be entitled to receive dividends on the stock out of assets legally available for distribution when, as and
if authorized and declared by our Board of Directors. The payment of dividends on the common stock will
be a business decision to be made by our Board of Directors from time to time based upon results of our
operations and our financial condition and any other factors as our Board of Directors considers relevant.
Payment of dividends on the common stock may be restricted by loan agreements, indentures and other
transactions entered into by us from time to time. Any material contractual restrictions on dividend
payments that exist at the time of the offer of any common stock will be described in the applicable
prospectus supplement.

-n Voting Rights

Holders of common stock are entitled to one vote per share on all matters voted on generally by the
shareholders, including the election of directors, and, except as otherwise required by law or except as
provided with respect to any series of preferred stock, the holders of the shares possess all voting power.
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Arizona law provides for cumulative voting for the election of directors. As a result, any shareholder may
cumulate his or her votes by casting them all for any one director nominee or by distributing them among
two or more nominees.

Staggered Terms of Directors

Our Board of Directors is elected in three classes with staggered three-year terms. One class of
directors is elected each year for a three-year term. Election of directors with staggered terms lessens the
effectiveness of cumulative voting rights by reducing the number of directors who are elected in any given
year.

Liquidation Rights

Subject to any preferential rights of any series of preferred stock, holders of shares of common stock
are entitled to share ratably in our assets legally available for distribution to our shareholders in the event
of our liquidation, dissolution or winding up.

Absence of Other Rights

Holders of our common stock have no preferential, preemptive, conversion or exchange rights.

Miscellaneous

All shares of common stock being offered by the applicable prospectus supplement will be fully paid
and not liable to further calls or assessment by us.

'Transfer Agent and Registrar

The Bank of New York is the principal transfer agent and registrar for the common stock.

Preferred Stock

Our Board of Directors has the authority, without any further action by our shareholders, to issue
from time to time shares of preferred stock, in one or more series and to fix the designations, preferences,
rights, qualifications, limitations and restrictions thereof, including voting rights, dividend rights, dividend
rates, conversion rights, terms of redemption, redemption prices, liquidation preferences and the number
of shares constituting any series. The issuance of preferred stock with voting rights could have an adverse
effect on the voting power of holders of common stock by increasing the number of outstanding shares
having voting rights. In addition, if our board of directors authorizes preferred stock with conversion rights,
the number of shares of common stock outstanding could potentially be increased up to the authorized
amount. The issuance of preferred stock could decrease the amount of earnings and assets available for
distribution to holders of common stock. Any such issuance could also have the effect of delaying,
deterring or preventing a change in control of us and may adversely affect the rights of holders of our
common stock. See also "Description of Pinnacle West Preferred Stock" above.

Certain Anti-takeover Effects

General. Certain provisions of our articles of incorporation, bylaws, and the Arizona Revised
Statutes ("ARS"), as well as our shareholder rights plan, may have an anti-takeover effect and may delay or
prevent a tender offer or other acquisition transaction that a shareholder might consider to be in his or her
best interest, including a transaction that results in a premium over the market price of the common stock.
The summary of the provisions of our articles, bylaws, shareholder rights plan, and the ARS set forth
below does not purport to be complete and is qualified in its entirety by reference to our articles, bylaws,
shareholder rights plan, and the ARS.

v
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Business Combinations. ARS § 10-2741 through 2743 and Article XII of our bylaws restrict a wide
range of transactions (collectively, "business combinations") between us or, in certain cases, one of our
subsidiaries, and an interested shareholder (or any affiliate or associate of the interested shareholder). An
"interested shareholder" is, generally, any person who beneficially owns, directly or indirectly, 10% or
more of our outstanding voting power or any of our affiliates or associates who at any time within the prior
three years was such a beneficial owner. The statute broadly defines "business combinations" to include,
among other things and with certain exceptions:

• mergers and consolidations with an
interested shareholder,

interested shareholder or an affiliate or associate of the

share exchanges with an interested shareholder or an affiliate or associate of the interested
shareholder,

any sale, lease, exchange, mortgage, pledge, transfer or other disposition of assets to an interested
shareholder or an affiliate or associate of the interested shareholder, representing 10% or more of
(i) the aggregate market value of all of our consolidated assets as of the end of the most recent
fiscal quarter, (ii) the aggregate market value of all our outstanding shares, or (iii) our consolidated
revenues or net income for the four most recent fiscal quarters,

the issuance or transfer of shares of stock having an aggregate market value of 5% or more of the
aggregate market value of all of our outstanding shares to an interested shareholder or an affiliate
or associate of the interested shareholder,

the adoption of a plan or proposal for our liquidation or dissolution or reincorporation in another
state or jurisdiction pursuant to an agreement or arrangement with an interested shareholder or an
affiliate or associate of the interested shareholder,

corporate actions, such as stock splits and stock dividends, and other transactions resulting in an
increase in the proportionate share of the outstanding shares of any series or class of stock of us or
any of our subsidiaries owned by an interested shareholder or an affiliate or associate of the
interested shareholder, and

the receipt by an interested shareholder or an affiliate or associate of the interested shareholder of
the benefit (other than proportionately as a shareholder) of any loans, advances, guarantees,
pledges or other financial assistance or any tax credits or other tax advantages provided by or
through us or any of our subsidiaries.

The ARS and our bylaws provide that, subject to certain exceptions, we may not engage in a business
combination with an interested shareholder (or any affiliate or associate of the interested shareholder) or
authorize one of our subsidiaries to do so, for a period of three years after the date on which the interested
shareholder first acquired the shares that qualify such person as an interested shareholder (the "share
acquisition date"), unless either the business combination or the interested shareholder's acquisition of
shares on the share acquisition date is approved by a committee of our Board of Directors (comprised
solely of disinterested directors or other disinterested persons) prior to the interested shareholder's share
acquisition date.

9~

In addition, after such three-year period, the ARS and our bylaws prohibit us from engaging in any
business combination with an interested shareholder (or any affiliate or associate of the interested
shareholder), subject to certain exceptions, unless:

I

•

the business combination or acquisition of shares by the interested shareholder on the share
acquisition date was approved by our Board of Directors prior to the share acquisition date,

the business combination is approved by holders of a majority of our outstanding shares (excluding
shares beneficially owned by the interested shareholder or any affiliate or associate of the interested
shareholder) at a meeting called after such three-year period, or
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• the business combination satisfies specified price and other requirements.

Anti-Greenmail Provisions. ARS § 10-2704 and Ar t icle XIII of our  bylaws proh ibi t  us from
purchasing any shares of our voting stock from any beneficial owner (or group of beneficial owners acting
together to acquire, own or vote our shares) of more than 5% of the voting power of our outstanding
shares at a price per share in excess of the average closing sale price during the 30 trading days preceding
the purchase or if the person or persons have commenced a tender offer or announced an intention to seek
control of us, during the 30 trading days prior to the commencement of the tender offer or the malting of
the announcement, unless

•

the 5% beneficial owner has beneficially owned the shares to be purchased for a period of at least
three years,

holders of a majority of our voting power (excluding shares held by the 5% beneficial owner or its
affiliates or associates or by any of our officers and directors) approve the purchase, or

we make the repurchase offer available to all holders of the class or series of securities to be
purchased and to all holders of other securities convertible into that class or series.

Control Share Acquisition Statute. Through a provision in our bylaws, we have opted out of ARS
§ 10-2721 through 2727, the Arizona statutory provisions regulating control share acquisitions. As a result,
potential acquirers are not subject to the limitations imposed by that statute.

Shareholder Rights Plan. We have adopted a shareholder rights plan under which one preferred share
purchase right is attached to each outstanding share of our common stock. The rights become exercisable
and will be separated from the common stock on the Distribution Date, as such term is defined in the plan.
Generally, subject to specified exceptions, the Distribution Date will occur on the earlier of:

• 10 days following a public announcement that a person or group of affiliated or associated persons
(an "acquiring person") has acquired beneficial ownership of 15% or more of our outstanding
common stock, or

• 10 business days following the commencement of, or announcement of an intention to make, a
tender offer or exchange offer that would result in the beneficial ownership by a person or group of
15% or more of our outstanding common stock.

Each right entitles the registered holder to purchase from us one one-hundredth of a share of Series A
Participating Preferred Stock (the "Series A Preferred Stock") at an exercise price of $130, subject to
adjustment under specified circumstances. However, after any person has become an acquiring person (a
"Flip-In Event"), upon exercise of the right, the holder will be entitled to receive common stock valued at
twice the exercise price of the right. In other words, a rights holder may purchase common stock at a 50%
discount. In some circumstances, the holder will receive cash, property or other securities instead of
common stock. Upon the occurrence of a Flip-In Event, any rights owned by an acquiring person, its
affiliates and associates and certain of its transferees will become null and void.

In the event that a person becomes an acquiring person, we are then merged, and the common stock is
exchanged or converted in the merger, then each right (other than those formerly held by the acquiring
person, which became void) would "Hip-over" and be exercisable for a number of shares of common stock
of the acquiring company having a market value of two times the exercise price of the right. In other words,
a rights holder may purchase the acquiring company's common stock at a 50% discount. fa

After a Flip-In Event but before a "flip-over" event (as described above) occurs and before an
acquiring person becomes the owner of 50% or more of the common stock, the Board may cause the rights
(either in whole or in part) to be exchanged for shares of common stock (or fractional interests in Series A
Preferred Stock, or equivalent securities, of equal value) at a one-to-one exchange ratio. Rights held by the
acquiring person, however, which became void upon the Flip-In Event, would not be entitled to participate
in such exchange.

f
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We may redeem the rights for $0.01 per right at any time prior to the date on which a person becomes
an acquiring person. The shareholder rights plan and the rights expire in March 2009, subject to extension.

For so long as the rights are redeemable, the terms of the rights may be amended or supplemented by
the Board of Directors at any time and from time to time without the consent of the holders of the rights.
At any time when the rights are not redeemable, the Board of Directors may amend or supplement the
terms of the rights, provided that such amendment does not adversely affect the interests of the holders of
the rights. In no event may any amendment or supplement be made which changes the redemption price.

Until a right is exercised, the holder thereof will have no rights as a shareholder, including, without
limitation, the right to vote or to receive dividends, except as holder of the common stock to which the
right is attached.

For information on the terms of the Series A Preferred Stock, see the certificate of designation for the
Series A Preferred Stock, the form of which is attached as Exhibit A to the Amended and Restated Rights
Agreement, dated as of March 26, 1999, filed as an exhibit to our Current Report on Form 8-K filed with
the SEC on April 19, 1999, which is incorporated herein by reference.

Special Meetings of Shareholders. Pursuant to ARS § 10-702, except with respect to certain business
combinations, as required by Arizona law, a special meeting of shareholders may be called by a
corporation's Board of Directors or any other person authorized to do so in its articles of incorporation or
bylaws. Our bylaws provide that, except as required by law, special meetings of shareholders may only be
called by a majority of our Board of Directors, the Chairman of the Board, or the President.

Election and Removal of Directors. Our Board of Directors is divided into three classes. The directors
in each class serve for a three year term, with one class being elected each year by our shareholders. The
classification of our Board of Directors generally makes it more difficult for shareholders to effect a
change in control because at least two shareholder meetings are required to elect a majority of our Board.
Arizona law provides for cumulative voting in the election of directors, which may make it more difficult
for shareholders to elect a majority of the Board of Directors.

Our bylaws provide that any director may be removed with or without cause, but only at a special
meeting of shareholders called for that purpose, if the votes cast in favor of such removal exceed the votes
cast against such removal. However, if less than the entire Board of Directors is to be removed, no one
director may be removed if the votes cast against the director's removal would be sufficient to elect the
director if then cumulatively voted at an election of the class of directors of which the director is a part.

Shareholder Proposals and Director Nominations. A shareholder can submit shareholder proposals
and nominate candidates for election to our Board of Directors if he or she follows the advance notice
provisions set forth in our bylaws.

l̀
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With respect to shareholder proposals to bring business before the annual meeting, shareholders must
submit a written notice to the Secretary of Pinnacle West not fewer than 90 nor more than 120 days prior
to the first anniversary of the date of our previous year's annual meeting of shareholders. However, if we
have changed the date of the annual meeting by more than 30 days from the date of the previous year's
annual meeting, the written notice must be submitted no earlier than 120 days before the annual meeting
and not later than 90 days before the annual meeting or ten days after the day we make public the date of
the annual meeting. The written notice must briefly describe the business the shareholder desires to bring
before the meeting, the text of the proposal or business, the reasons for conducting such business at the
meeting, and any material interest in the proposal of the shareholder and the beneficial owner, if any, on
whose behalf the proposal is made.

With respect to director nominations, shareholders must submit written notice to the Secretary of
Pinnacle West at least 180 days prior to the date of the annual meeting. This requirement is also contained
in our articles of incorporation. Our bylaws require that the written notice must contain all information
relating to the director  nominee that is required to be included in a proxy statement pursuant to
Regulation 14A under the Securities Exchange Act of 1934, as well as the written consent of the proposed
nominee to be named in the proxy statement as a nominee and to serving as a director if elected.

All written notices delivered pursuant to the advance notice provisions of our bylaws are required to
state (i) the name and address as they appear on our books of the sponsoring shareholder and the
beneficial owner, if any, on whose behalf the proposal or nomination is made, (ii) the class and number of
shares that are owned beneficially and of record by the shareholder and such beneficial owner, (iii) a
representation that the shareholder is a holder of record entitled to vote at the meeting and intends to
appear in person or by proxy at the meeting to propose such business or nomination, and (iv) whether the
shareholder or beneficial owner intends or is part of a group that intends to deliver a proxy statement to
holders of at least the number of shares required to adopt the proposal or elect the nominee or otherwise
solicit prides in favor of the proposal or nomination.

Shareholder proposals and director nominations that are late or that do not include all required
information may be rejected. This could prevent shareholders from bringing certain matters before an
annual meeting, including proposing the election of non-incumbent directors.

A shareholder must also comply with all applicable laws in proposing business to be conducted and in
nominating directors. The notice provisions of the bylaws do not affect rights of shareholders to request
inclusion of proposals in our proxy statement pursuant to Rule 14a-8 of the Securities Exchange Act of
1934.

Additional Authorized Shares of Capital Stock. The authorized but unissued shares of common stock
and preferred stock available for issuance under our articles of incorporation could be issued at such times,
under such circumstances, and with such terms and conditions as to impede an acquisition transaction.

Amendment to Articles of Incorporation and Bylaws. ARS § 10-1001 through 1003 generally provide
that both the Board of Directors and the shareholders must approve amendments to an Arizona
corporation's articles of incorporation, except that the Board of Directors may adopt specified ministerial
amendments without shareholder approval. Unless the articles of incorporation, Arizona law or the Board
of Directors would require a greater vote or unless the articles or Arizona law would require a different
quorum, the vote required by each voting group allowed or required to vote on the amendment would be:

• a majority of the votes entitled to be cast by the voting group, if the amendment would create
dissenters' rights for that voting group, and

in any other case, if a quorum is present in person or by proxy consisting of a majority of the votes
entitled to be cast on the matter by the voting group, the votes cast by the voting group in favor of
the amendment must exceed the votes cast against the amendment by the voting group.
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Our articles of incorporation require the approval of at least two-thirds of the total voting power of all
outstanding shares of our voting stock to amend the provisions in Article Third relating to serial preferred
stock, Article Fifth relating to the election of our directors, including number, classification, term, and
nomination procedure, and Article Tenth relating to this voting requirement.

ARS § 10-1020 provides that the Board of Directors may amend the corporation's bylaws unless
either: (i) the articles or applicable law reserves this power exclusively to shareholders in whole or in part
or (ii) the shareholders in amending or repealing a particular bylaw provide expressly that the Board may
not amend or repeal that bylaw. An Arizona corporation's shareholders may amend the corporation's
bylaws even though they may also be amended by the Board of Directors. Our bylaws may not be amended
or repealed without the vote of a majority of the Board of Directors or the affirmative vote of a majority of
votes cast on the matter at a meeting of shareholders.

DESCRIPTION OF APS DEBT SECURITIES

General

The following description highlights the general terms of the debt securities that may be offered by
APS. When we use the terms "we," "us," "our," and like terms in this description, we are referring to APS.
When we offer debt securities in the future, the prospectus supplement will explain the particular terms of
those securities and the extent to which any of these general provisions will not apply.

We can issue an unlimited amount of debt securities under the indentures listed below. We can issue
debt securities from time to time and in one or more series as determined by us. In addition, we can issue
debt securities of any series with terms different from the terms of debt securities of any other series and
the terms of particular debt securities within any series may differ from each other, all without the consent
of the holders of previously issued series of debt securities. From time to time, without notice to, or the
consent of, the existing holders of any series of debt securities then outstanding, we may create and issue
additional debt securities equal in rank and having the same maturity, payment terms, redemption
features, and other terms as the debt securities of such series, except for payment of interest accruing prior
to the issue date of the additional debt securities and (under some circumstances) for the first payment of
interest following the issue date of the additional debt securities. The additional debt securities may be
consolidated and form a single series with previously issued debt securities of the affected series.

The debt securities will be our direct, unsecured obligations.
or more new series under:

The debt securities may be issued in one

an Indenture, dated as of January 15, 1998, as amended from time to time, between JPMorgan
Chase Bank, N.A. and us, in the case of senior debt securities, or

an Indenture, dated as of January 1, 1995, as amended from time to time, between The Bank of
New York and us, in the case of subordinated debt securities.

r

We have summarized the material provisions of the Indentures below. We have filed the Indentures as
exhibits to the registration statement. You should read the Indentures in their entirety, including the
definitions, together with this prospectus and the prospectus supplement before you make any investment
decision. Although separate Indentures are used for  subordinated debt securities and senior  debt
securities, references to the "Indenture" and the description of the "Indenture" in this section apply to
both Indentures, unless otherwise noted.

s
You should refer  to the prospectus supplement attached to this prospectus for  the following

information about a new series of debt securities:

•

•

title of the debt securities,

the aggregate principal amount of the debt securities or the series of which they are a part,
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• the date on which the debt securities mature;

•
it

•

•
I

•

•

•

the interest rate,

when the interest on the debt securities accrues and is payable,

the record dates for the payment of interest,

places where principal, premium, or interest will be payable;

periods within which, and prices at which, we can redeem debt securities at our option,

any obligation on our part to redeem or purchase debt securities pursuant to a sinldng fund or at
the option of the holder;

denominations and multiples at which debt securities will be issued if other than $1,000,

any index or formula from which the amount of principal or any premium or interest may be
determined;

any allowance for alternative currencies and determination of value,

whether the debt securities are defensible under the terms of the Indenture,

whether we are issuing the debt securities as global securities,

• any additional or different events of default and any change in the right of the trustee or the holders
to declare the principal amount due and payable if there is any default;

any addition to or change in the covenants in the Indenture, and

any other terms.

We may sell the debt securities at a substantial discount below their principal amount. The prospectus
supplement may describe special federal income tax considerations that apply to debt securities sold at an
original issue discount or to debt securities that are denominated in a currency other than United States
dollars.

We must obtain the approval of the Arizona Corporation Commission ("ACC"), before incurring
long-term debt. An existing ACC order allows us to have approximately $2.7 billion in principal amount of
long-term debt outstanding at any one time, not including $500 million of long-term debt we issued on
May 12, 2003, pursuant to a separate ACC order. We do not expect these orders to limit our ability to meet
our capital requirements.

Unless the applicable prospectus supplement specifies otherwise, the debt securities will not be listed
on any securities exchange.

Other than the protections described in this prospectus and in the related prospectus supplement,
holders of debt securities would not be protected by the covenants in the Indenture from a highly-
leveraged transaction.

Subordination
W

The Indenture relating to the subordinated debt securities states that, unless otherwise provided in a
supplemental indenture or a board resolution, the debt securities will be subordinate to all senior debt.
This is true whether the senior debt is outstanding as of the date of the Indenture or is incurred afterwards.
The balance of the information under this heading assumes that a supplemental indenture or a board
resolution results in a series of debt securities being subordinated obligations.

4
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The Indenture states that we cannot make payments of principal, premium, or interest on the
subordinated debt if:

• the principal, premium or interest on senior debt is not paid when due and the applicable grace
period for the default has ended and the default has not been cured or waived, or

• the maturity of any senior debt has been accelerated because of a default.

The Indenture provides that we must pay all senior debt in full before the holders of the subordinated
debt securities may receive or retain any payment if our assets are distributed to our creditors upon any of
the following:

• dissolution;

winding-up,

liquidation;

reorganization, whether voluntary or involuntary,

bankruptcy;

insolvency;

receivership, or

any other proceedings.

The Indenture provides that when all amounts owing on the senior debt are paid in full, the holders of
the subordinated debt securities will be subrogated to the rights of the holders of senior debt to receive
payments or distributions applicable to senior debt.

The Indenture defines senior debt as the principal, premium, interest and any other payment due
under any of the following, whether outstanding at the date of the Indenture or thereafter incurred,
created or assumed:

all of our debt evidenced by notes, debentures, bonds, or other securities we sell for money,

all debt of others of the kinds described in the preceding bullet point that we assume or guarantee
in any manner, and

all renewals, extensions, or refundings of debt of the lands described in either of the two preceding
bullet points.

However, the preceding will not be considered senior debt if the document creating the debt or the
assumption or guarantee of the debt states that it is not superior to, or that it is on equal footing with, our
subordinated debt securities.

The Indenture does not limit the aggregate amount of senior debt that we may issue.

Form, Exchange, and Transfer

Each series of debt securities will be issuable only in fully registered form and without coupons. In
addition, unless otherwise specified in a prospectus supplement, the debt securities will be issued in
denominations of $1,000 and multiples of $1,000. We, the trustee, and any of our agents may treat the
registered holder of a debt security as the absolute owner for the purpose of making payments, giving
notices, and for all other purposes.

The holders of debt securities may exchange them for any other debt securities of the same series, in
authorized denominations, and equal principal amount. However, this type of exchange will be subject to
the terms of the Indenture and any limitations that apply to global securities.
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A holder may transfer debt securities by presenting the endorsed security at the office of a security
registrar or at the office of any transfer agent we designate. The holder will not be charged for any
exchange or registration of transfer, but we may require payment to cover any tax or other governmental
charge in connection with the transaction. We have appointed the trustee under each Indenture as security
registrar. A prospectus supplement will name any transfer agent we designate for any debt securities if
different from the security registrar .  We may designate additional transfer  agents or  rescind the
designation of any transfer agent or approve a change in the office through which any transfer agent acts at
any time, except that we will maintain a transfer agent in each place of payment for debt securities.

If the debt securities of any series are to be redeemed in part, we will not be required to do any of the
following:

issue, register the transfer of, or exchange any debt securities of that series and/or tenor beginning
15 days before the day of mailing of a notice of redemption of any debt security that may be
selected for redemption and ending at the close of business on the day of the mailing; or

register the transfer of or exchange any debt security selected for redemption, except for an
unredeemed portion of a debt security that is being redeemed in part.

Payment and Paying Agents

Unless otherwise indicated in the applicable prospectus supplement, we will pay interest on a debt
security on any interest payment date to the person in whose name the debt security is registered.

Unless otherwise indicated in the applicable prospectus supplement, the principal, premium, and
interest on the debt securities of a particular series will be payable at the office of the paying agents that we
may designate. However, we may pay any interest by check mailed to the address, as it appears in the
security register, of the person entitled to that interest. Also, unless otherwise indicated in the applicable
prospectus supplement, the corporate trust office of the trustee in The City of New York will be our sole
paying agent for payments with respect to debt securities of each series. Any other paying agent that we
initially designate for the debt securities of a particular series will be named in the applicable prospectus
supplement. We may at any time designate additional paying agents or rescind the designation of any
paying agent or approve a change in the office through which any paying agent acts, except that we will
maintain a paying agent in each place of payment for the debt securities of a particular series.

All money that we pay to a paying agent for the payment of the principal, premium, or interest on any
debt security that remains unclaimed at the end of two years after the principal, premium, or interest has
become due and payable will be repaid to us, and the holder of the debt security may look only to us for
payment.

v
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Consolidation, Merger, and Sale of Assets

Unless otherwise indicated in the applicable prospectus supplement, we may not:

• consolidate with or merge into any other entity,

• convey, transfer, or lease our properties and assets substantially as an entirety to any entity, or

• permit any entity to consolidate with or merge into us or convey, transfer, or lease its properties and
assets substantially as an entirety to us,

unless the following conditions are met:

• the successor entity is a corporation, partnership, unincorporated organization or trust organized
and validly easting under the laws of any domestic jurisdiction and assumes our obligations on the

debt securities and under the Indenture,

• immediately after giving effect to the transaction, no event of default, and no event which, after
notice or lapse of time or both, would become an event of default, shall have occurred and be
continuing, and

• other conditions are met.

Upon any such merger, consolidation, or transfer or lease of properties, the successor person will be
substituted for us under the Indenture, and, thereafter, except in the case of a lease, we will be relieved of
all obligations and covenants under the Indenture and the debt securities.

Events of Default

Each of the following will be an event of default under the Indenture with respect to debt securities of
any series:

• our failure to pay principal of or any premium on any debt security of that series when due,

our failure to pay any interest on any debt securities of that series when due, and the continuance of
that failure for 30 days;

our failure to deposit any sinking fund payment, when due, in respect of any debt securities of that
series,

1

• our failure to perform any of our other covenants in the Indenture relating to that series and the
continuance of that failure for 90 days after written notice has been given by the trustee or the
holders of at least 25% in principal amount of the outstanding debt securities of that series,

• bankruptcy, insolvency, or reorganization events involving us, and

• any other event of default for that series described in the applicable prospectus supplement.

If an event of default occurs and is continuing, other than an event of default relating to bankruptcy,
insolvency, or reorganization, either the trustee or the holders of at least 25% in aggregate principal
amount of the outstanding debt securities of the affected series may declare the principal amount of the
debt securities of that series to be due and payable immediately. In the case of any debt security that is an
original issue discount security or the principal amount of which is not then determinable, the trustee or
the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that series
may declare the portion of the principal amount of the debt security specified in the terms of such debt
security to be immediately due and payable upon an event of default.

If an event of default involving bankruptcy, insolvency, or reorganization occurs, the principal amount
of all the debt securities of the affected series will automatically, and without any action by the trustee or
any holder, become immediately due and payable. After any acceleration, but before a judgment or decree

29



based on acceleration, the holders of a majority in aggregate principal amount of the outstanding debt
securities of that series may rescind and annul the acceleration if all events of default, other than the
non-payment of accelerated principal, have been cured or waived as provided in the Indenture.

The trustee will be under no obligation to exercise any of its rights or Powers under the Indenture at
the request or direction of any of the holders, unless the holders have offered the trustee reasonable
indemnity. Subject to provisions for the indemnification of the trustee, the holders of a majority in
principal amount of the outstanding debt securities of any series will have the right to direct the time,
method, and place of conducting any proceeding for any remedy available to the trustee, or exercising any
trust or power conferred on the trustee, with respect to the debt securities of that series.

No holder of a debt security of any series will have any right to institute any proceeding under the
Indenture, or for the appointment of a receiver or a trustee, or for any other remedy under the Indenture,
unless:

• the holder has previously given the trustee written notice of a continuing event of default with
respect to the debt securities of that series,

• the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that
series have made written request, and the holder or holders have offered reasonable indemnity, to
the trustee to institute the proceeding as trustee, and

the trustee has failed to institute the proceeding, and has not received from the holders of a
majority in aggregate principal amount of the outstanding debt securities of that series a direction
inconsistent with the request within 60 days after the notice, request, and offer of indemnity.

The limitations provided above do not apply to a suit instituted by a holder of a debt security for the
enforcement of payment of the principal, premium, or interest on the debt security on or after the
applicable due date.

We are required to furnish to the trustee annually a certificate of various officers stating whether or
not we are in default in the performance or observance of any of the terms, provisions, and conditions of
the Indenture and, if so, specifying all known defaults.

Modification and Waiver

In limited cases we and the trustee may make modifications and amendments to the Indenture
without the consent of the holders of any series of debt securities. We and the trustee may also make
modifications and amendments to the Indenture with the consent of the holders of not less than 66%% in
aggregate principal amount of the outstanding debt securities of each series affected by the modification or
amendment. However, without the consent of the holder of each outstanding debt security affected, no
modification or amendment may:

•

r

a

change the stated maturity of the principal of, or any installment of principal of or interest on, any
debt security;

reduce the principal amount of, or any premium or interest on, any debt security,

reduce the amount of principal of an original issue discount security or any other debt security
payable upon acceleration of the maturity of the security,

change the place or currency of payment of principal of, or any premium or interest on, any debt
security,

impair the right to institute suit for the enforcement of any payment on or with respect to any debt
security, or
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• reduce the percentage in principal amount of outstanding debt securities of any series, the consent
of whose holders is required for modification or amendment of the Indenture or is necessary for
waiver of compliance with certain provisions of the Indenture or of certain defaults, or modify the
provisions of the Indenture relating to modification and waiver.

In general, compliance with certain restrictive provisions of the Indenture may be waived by the
holders of not less than 66%% in aggregate principal amount of the outstanding debt securities of any
series. The holders of a majority in aggregate principal amount of the outstanding debt securities of any
series may waive any past default under the Indenture, except:

•

•

a default in the payment of principal, premium, or interest, and

a default under covenants and provisions of the Indenture which cannot be amended without the
consent of the holder of each outstanding debt security of the affected series.

In determining whether the holders of the requisite principal amount of the outstanding debt
securities have given or taken any direction, notice, consent, waiver, or other action under the Indenture as
of any date:

•

•

the principal amount of an outstanding original issue discount security will be the amount of the
principal that would be due and payable upon acceleration of the maturity on that date,

if the principal amount payable at the stated maturity of a debt security is not determinable, the
principal amount of the outstanding debt security will be an amount determined in the manner
prescribed for the debt security, and

the pr incipal amount of an outstanding debt security denominated in  one or  more foreign
currencies will be the U.S. dollar equivalent of the principal amount of the debt security or, in the
case of a debt security described in the previous bullet point above, the amount described in that
bullet point.

If debt securities have been fully defensed or if we have deposited money with the trustee to redeem
debt securities, they will not be considered outstanding.

Except in limited circumstances, we will be entitled to set any day as a record date for the purpose of
determining the holders of outstanding debt securities of any series entitled to give or take any direction,
notice, consent, waiver, or other action under the Indenture. In limited circumstances, the trustee will be
entitled to set a record date for action by holders. If a record date is set for any action to be taken by
holders of a particular series, the action may be taken only by persons who are holders of outstanding debt
securities of that series on the record date. To be effective, the action must be taken by holders of the
requisite principal amount of the debt securities within a specified period following the record date. For
any particular record date, this period will be 180 days or any other shorter period that we may specify. The
period may be shortened or lengthened, but not beyond 180 days.

Defeasance and Covenant Defeasance

We may elect to have the provisions of the Indenture relating to defeasance and discharge of
indebtedness, or defeasance of restrictive covenants in the Indenture, applied to the debt securities of any
series, or to any specified part of a series. The prospectus supplement used in connection with the offering
of any debt securities will state whether we can make these elections for that series.

»

Defeasance and Discharge

We will be discharged from all of our obligations with respect to the debt securities of a series if we
deposit with the trustee money in an amount sufficient to pay the principal, premium, and interest on the
debt securities of that series when due in accordance with the terms of the Indenture and the debt
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securities. We can also deposit securities that will provide the necessary monies. However, we will not be
discharged from the obligations to exchange or register the transfer of debt securities, to replace stolen,
lost, or mutilated debt securities, to maintain paying agencies, and to hold moneys for payment in trust.
The defeasance or discharge may occur only if we deliver to the trustee an opinion of counsel stating that
we have received from, or there has been published by, the United States Internal Revenue Service a
ruling, or there has been a change in tax law, in either case to the effect that holders of such debt securities:

will not recognize gain or loss for federal income tax purposes as a result of the deposit, defeasance,
and discharge; and

will be subject to federal income tax on the same amount, in the same manner, and at the same
times as would have been the case if the deposit, defeasance, and discharge were not to occur.

Defeasance of Covenants

We may elect to omit compliance with restrictive covenants in the Indenture and any additional
covenants that may be described in the applicable prospectus supplement for a series of debt securities.
This election will preclude some actions from being considered defaults under the Indenture for the
applicable series. In order to exercise this option, we will be required to deposit, in trust for the benefit of
the holders of debt securities, funds in an amount sufficient to pay the principal, premium and interest on
the debt securities of the applicable series. We may also deposit securities that will provide the necessary
monies. We will also be required to deliver to the trustee an opinion of counsel to the effect that holders of
the debt securities will not recognize gain or loss for federal income tax purposes as a result of such deposit
and defeasance of certain obligations and will be subject to federal income tax on the same amount, in the
same manner and at the same times as would have been the case if the deposit and defeasance were not to
occur. If we exercise this option with respect to any debt securities and the debt securities are declared due
and payable because of the occurrence of any event of default, the amount of funds deposited in trust
would be sufficient to pay amounts due on the debt securities at the time of their respective stated
maturities but may not be sufficient to pay amounts due on the debt securities on any acceleration resulting
from an event of default. In that case, we would remain liable for the additional payments.

Governing Law

The law of  the State of  New York wi l l  govern the Indenture and the debt  securi t ies.

Global Securities

Some or all of the debt securities of any series may be represented, in whole or in part, by one or more
global securities, which will have an aggregate principal amount equal to that of the debt securities they
represent. We will register each global security in the name of a depositary or nominee identified in a
prospectus supplement and deposit the global security with the depositary or nominee. Each global
security will bear a legend regarding the restrictions on exchanges and registration of transfer referred to
below and other matters specified in a supplemental indenture to the Indenture.

No global security may be exchanged for debt securities registered, and no transfer of a global security
may be registered, in the name of any person other than the depositary for the global security or any
nominee of the depositary, unless:

v

U

•

the depositary has notified us that it is unwilling or unable to continue as depositary for the global
security or has ceased to be qualified to act as depositary,

a default has occurred and is continuing with respect to the debt securities represented by the global
security, or
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• any other circumstances exist that may be described in the applicable supplemental indenture and
prospectus supplement.

We will register all securities issued in exchange for a global security or any portion of a global security
in the names specified by the depositary.

As long as the depositary or its nominee is the registered holder of a global security, the depositary or
nominee will be considered the sole owner and holder of the global security and the debt securities that it
represents. Except in the limited circumstances referred to above, owners of beneficial interests in a global
security will not:

•

•

be entitled to have the global security or debt securities registered in their names,

receive or be entitled to receive physical delivery of certificated debt securities in exchange for a
global security, and

• be considered to be the owners or holders of the global security or any debt securities for any
purpose under the Indenture.

We will make all payments of principal, premium, and interest on a global security to the depositary or
its nominee. The laws of some jurisdictions require that purchasers of securities take physical delivery of
securities in definitive form. These laws make it difficult to transfer beneficial interests in a global security.

Ownership of beneficial interests in a global security will be limited to institutions that have accounts
with the depositary or its nominee, referred to as Participants, and to persons that may hold beneficial
interests through Participants. In connection with the issuance of any global security, the depositary will
credit, on its book-entry registration and transfer system, the respective principal amounts of debt
securities represented by the global security to the accounts of its Participants. Ownership of beneficial
interests in a global security will only be shown on records maintained by the depositary or the Participant.
Likewise, the transfer of ownership interests will be effected only through the same records. Payments,
transfers, exchanges, and other matters relating to beneficial interests in a global security may be subject to
various policies and procedures adopted by the depositary from time to time. Neither we, the trustee, nor
any of our agents will have responsibility or liability for any aspect of the depositary's or any Participant's
records relating to, or for payments made on account of, beneficial interests in a global security, or for
maintaining, supervising, or reviewing any records relating to the beneficial interests.

Regarding the 'lkustee

JPMorgan Chase Bank, N. A. is the trustee under the Indenture relating to the senior debt securities.
We and our affiliates maintain normal commercial and banldng relationships with JPMorgan Chase Bank,
N.A. In addition, an affiliate of JPMorgan Chase Bank, N.A. is the owner participant under a trust to
which we sold and leased back a portion of Palo Verde Unit 2. In the future JPMorgan Chase Bank, N.A.
and its affiliates may provide banking, investment and other services to us and our affiliates.

The Bank of New York is the trustee under the Indenture relating to the subordinated debt securities.
It is also trustee of Pinnacle West's pension plan and under various indentures covering securities issued by
our  affi l iates or  on our  behalf.  We and our  affi l iates maintain  normal commercial  and banldng
relationships with The Bank of New York, including The Bank of New York serving as transfer agent and
registrar for Pinnacle West's common stock. In the future The Bank of New York and its affiliates may
provide banking, investment and other services to us and our affiliates.

v

EXPERTS

The consolidated financial statements, the related consolidated financial statement schedule, and
management's report on the effectiveness of internal control over financial reporting incorporated in this
prospectus by reference from the Pinnacle West Capital Corporation Annual Report on Form 10-K have
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been audited by Deloitte & Touche LLR an independent registered public accounting firm, as stated in
their report, which is incorporated herein by reference, and has been so incorporated in reliance upon the
report of such firm given upon their authority as experts in accounting and auditing.

The financial statements, the related financial statement schedule, and management's report on the
effectiveness of internal control over financial reporting incorporated in this prospectus by reference from
the Arizona Public Service Company Annual Report on Form 10-K have been audited by Deloitte &
Touche LLB an independent registered public accounting firm, as stated in their  report, which is
incorporated herein by reference, and has been so incorporated in reliance upon the report of such firm
given upon their authority as experts in accounting and auditing.

LEGAL OPINIONS

Snell & Wilmer L.L.R, One Arizona Center, Phoenix, Arizona 85004, will opine on the validity of the
offered securities. We currently anticipate that Pillsbury Winthrop Shaw Pittman LLR 1540 Broadway,
New York, New York 10036, will pass on certain legal matters with respect to the offered securities for any
underwriters. Snell & Wilmer L.L.R may rely as to all matters of New York law upon the opinion of
Pillsbury Winthrop Shaw Pittman LLR Pillsbury Winthrop Shaw Pittman LLP may rely as to all matters of
Arizona law upon the opinion of Snell & Wilmer L.L.R

v
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