CODE OF CONDUCT
Definitions

“APS’ means Arizona Public Service Company as it currently exidts, as its name may be
changed, or as any successor enterprise.

“Bill” means the billing invoice for Noncompetitive Services.

“Competitive Activities’ means Compdlitive Electric Affiliates Interim  Competitive
Activities, or Permitted Competitive Activities, as those terms are defined in this Code of
Conduct.

“Competitive Electric Affiliate” means any business enterprise related to APS that is dso
an Electric Service Provider.

“Competitive Services’ means dl aspects of retal dectric services described in AA.C.
R14-2-1601(7).

“Confidential Customer Information” means any non-public customer-specific
information obtained by APS as a result of providing Noncompetitive Services or Permitted
Compstitive  Activities. Confidentil Cugtomer  Information  adso  incdudes  non-public
customer-specific information obtained by APS from customers of specid didricts and
public power entities on behaf of such specia digtricts and public power entities.

“Confidential Information” means Confidentid Customer Information as that term is
defined in this Code of Conduct and any other information obtained through the provison of
Noncompetitive Services that would provide a competitive advantage to a Compstitive
Electric Affiliae

“Didtribution Service” means those services described in A.AA.C. R14-2-1601(14).

“Electric Competition Rules’ means A.A.C. R14-2-1601 to -1617 incuding dl future
amendments and modifications.

“Electric Service Provider” means an entity as described in A.A.C. R14-2-1601(15).

“Extraordinary Circumstance’ means any Stuation that requires APS to act in a manner
contrary to this Code of Conduct to protect public interest or safety. Examples include the
following: (@ an dmnorma sysgem condition requiring manud or automatic action to
maintain system frequency, to prevent loss of firm load, to prevent equipment damage, or to
prevent disconnection of sysem eements that could adversdy affect reiability or safety; (b)
a fud shortage requiring departure from norma operating procedures to minimize the use of
a paticular fud; (c) a condition that requires implementation of emergency procedures as
defined in the AISA operating protocols or protocols of any successor; or (d) any applicable



law, regulation, court order, or regulatory agency directive requiring APS to act in a manner
contrary to the Code of Conduct.

“Interim Competitive Activities’ means any Competitive Services, exclusve of those set
forth in A.A.C. R14-2-16 15(B), that APS may lawfully provide until December 3 1, 2002.

“Noncompetitive Services’ means those services described in A.A.C. R14-2-1601(29).

“Permitted Competitive Activities’ means those Competitive Services that APS may
provide pursuant to A.A.C. R14-2-1615(B), except for any service provided as part of
Standard Offer Service.

“Policies and Procedures’ or “P&P” means those policies and procedures developed by
APS to implement this Code of Conduct.

“Same Terms’ means that APS shal provide Noncompetitive Services to its Competitive
Activities and Third Parties on the same terms and conditions.

“Standard Offer Service’” means the bundled provison of retal dectric service as
described in A.A.C. R14-2-1601(38).

“Third Party” means any Electric Service Provider or other market participants that may
lawfully provide Competitive Services to retal customers that do not fdl within the
definition of APS or Competitive Activities, as those terms are defined in this Code of
Conduct.

Applicability of Code of Conduct

The Code of Conduct gpplies to the conduct of APS and its Competitive Activities, unless an
Extraordinary Circumgtance excuses compliance.

All employess and authorized agents of APS shdl comply with this Code of Conduct.
Failure to comply with this Code of Conduct will subject the employee to disciplinary actions
as described in Section XII1.

Treatment of Similarly Situated Persons

A. APS dndl goply its tariffs in the same manner to Smilarly Stusted entities. If a tariff
provison dlows for discretion in its gpplication, APS shdl goply that provison in a
non-discriminatory manner between its Competitive Activities and al Third Parties
and their respective customers.



VI.

APS ghal process al smilar requests for Noncompetitive Services and for Permitted
Competitive Activities, if applicable, in the same manner and within the same time
period.

APS dhdl provide access to Didribution Service-specific information (including
information about available distribution capability, transmission access, and
curtailments) to its Competitive Electric Affiliates and Third Parties concurrently and
under the same terms and conditions.

Use of Confidential Customer |nformation

A.

APS dhdl not provide Confidentid Customer Information to any Competitive
Electric Affiliste or Third Paty without the cusomer’s written authorization.
Such information may be provided only to the extent specificaly authorized.

APS gl inform any Compdiitive Electric Affiliale or Third Paty seeking
Confidentid Cugtomer Information that such information may be released only
after APS receives the customer’s written authorization.

Use of the Bill and Promotions within the Bill Envelope

A.

If APS decides to include any amounts due for its Competitive Activities within
the Bill, APS shal develop a section in its P&P to ensure equa access to hilling
sarvices for Third Parties which shdl provide that APS will include in its Bill the
amounts due for Competitive Services to any Third Party on the Same Terms,
upon request.

This provison shdl not prevent APS Compstitive Activities or any Third Party
from including amounts due for Noncompetitive Services in its own consolidated
billing datement, as long as the customer recelving such consolidated hbilling
datement has authorized APS Competitive Activities or a Third Paty, as
applicable, to act asits agent for such purpose.

If APS chooses to insat any advertisng or promotiond materids for its
Competitive Activities or for any Third Paty’s Competitive Services into the
envdope for the Bill or to print such advetisements on the Bill or billing
envelope, APS shdl develop a section in its P&P to ensure equa access to
advertisng space in or on the Bill or billing enveope.

Customer Telephone Calls

Teephone numbers and websites used by APS for provison of Noncompetitive Services
ghdl be different from those used by its Compstitive Electric Affiliates.



VII.

Prohibition on Suggestion of Utility Advantage

A.

APS shdl not date in any advertisng, promotiond meaterids, or saes efforts that
a consumer who purchases services from APS  Competitive Activities will
receive preferential trestment in the provison of Noncompetitive Services or tha
any other advantage regarding the provison of Noncompetitive Services will
accrue to that consumer.

The name or logo of APS as a utility digtribution company shdl not be used in
promotional advertisng materid circulated by a Compstitive Electric Affiliae.

APS personnd shdl not specify to any cusomer or potentid customer a
preference for any Competitive Service provided by APS Competitive Activities
over those of any Third Party.

APS personnd shdl not specify to any cusomer or potentid customer a
preference for any Competitive Service provided by a Third Paty over any
Compstitive Service provided by any other Third Party.

APS personnd providing Noncompetitive Services shdl ether inform customers
who inquire about Competitive Services that a list of Electric Service Providers is
avalable a no charge from the Arizona Corporation Commisson on its website
or by telephone, and upon request shdl provide the customers with the
appropriste  Arizona Corporation Commission website address and telephone
number, or may provide such customers with a copy of the current Arizona
Corporation Commission lig of such providers.

APS shdl not require that a consumer purchase any Competitive Service from
APS’ Competitive Activities as a oondition to providing Noncompetitive

Services.

Prior to the divediture of APS generation pursuant to Arizona Corporation
Commission Decison No. 61973 (October 6, 1999), APS generation service shdl
not be sold on a discounted basis to Standard Offer Service customers without the
express permission of the Arizona Corporation Commission.

VIII. Accounting for Costs

A.

APS dhdl not subsidize its Compstitive Activities through any rates or charges for
Noncompetitive Services. However, this provison does not require APS to charge
more than its authorized tariff rate for any Noncompetitive Service.



All transctions between APS and its Competitive Electric Affiliatle shdl be
accounted for in accordance with APS P&P, which shdl be developed to
decribe the cogt dlocation of al transactions pertaning to APS and its
Competitive Electric Affiliates in a manner that ensures that there is no
subgdization of the Competitive Electric Affiliale by the Noncompetitive
Savices of APS. Any materid violaion of the P&P or other activity which would
conditute engagement in unlawful anticompetitive behavior shdl conditute a
violation of this Code of Conduct.

The initid P&P shdl be submitted to the Commisson for review and gpprovd. If
no action is taken by the Commission or its desgnee within 60 days of the filing,
the P& P shall be deemed approved. Beginning one year from the date of gpproval
of the P&P, APS dhdl notify the Commisson by tiling annua updates to the
P&P, including any and dl Commisson gpproved modifications as specified in
subsection D, to alocation methods and changes in direct and indirect dlocators
used in the P&P. If no action is taken by the Commisson or its desgnee within
30 days of its filing, the update shal be deemed gpproved.

APS may not meke and implement any maerid change to the P&P without
seeking the prior approva of the Commission or its desgnee. Once natification is
made by APS of an intended modification, if no action is taken by the
Commission or its desgnee within 30 days of its filing, the modification shdl be
deemed approved.

IX.  Reporting Requirements

APS dhdl submit the following informeation to the Commission on an annua bass

A.

A lig of dl Extreordinary Circumgances excusng APS compliance with this
Code of Conduct and a report explaining the nature, cause, and duration of each
incident.

A report detalling the costs associated with dl nontariffed transactions between
APS and its Competitive Electric Affiliates, with the associated costs reported
separady for each business activity and for each transaction.

A report detalling how many non-Standard Offer Service customers were
provided metering services or meter reading services pursuant to R14-2-1615.B
and how many Electric Service Providers received consolidated billing services
from APS pursuant to R14-2-1615.B.



XI.

Separation Requirements

A.

APS and its Competitive Activities shal be separate corporate afiliates to the
extent required by A.A.C. R14-2-1615 and Decison No. 61973 (October 6,
1999).

APS gdhdl not provide Interim Competitive Activities.

APS and its Competitive Electric Affiliates shal keep separate books and records.
APS shdl keep accounting records that set forth gppropriate cost dlocations
between APS Noncompstitive Services, and its Competitive Electric Affiliates.
All APS records shdl be kept in accordance with the FERC Uniform System of
Accounts and Generdly Accepted Accounting Principles. As a precondition to
transacting any business with APS, books and records of APS Competitive
Electric Affiliates must be made available for inspection by the Arizona
Corporation Commisson to the extent reasonably necessary to determine
compliance with this Code of Conduct.

APS and its Competitive Electric Affiliates shdl not jointly employ the same
employees, provided, however, that APS and its Competitive Electric Affiliates
may have common officers and directors for corporate support, oversight, and
governance, but APS officers directly responsble for operationa meatters shal not
serve as officers or directors of a Competitive Electric Affiliatee  Common
officers and directors shdl not utilize Confidentia Information obtained through
the provision of Noncompetitive Service to provide a competitive advantage to a
Competitive Electric Affiliate. Contracts for services accounted for in
conformance with Section XI shdl not conditute prohibited joint employment if
measures are taken to prevent the transfer of Confidentia Information between
APS and a Competitive Electric Affiliate.

This Code of Conduct shdl not prohibit APS and its Competitive Electric
Affiliates from purchasing shared services from Pinnacle West Capital
Corporation in accordance with the P&P; provided, however, that APS, Pinnacle
Weg, and any Compstitive Electric Affiliate shal take gppropriate messures to
prevent the transfer of Confidentia Information between APS and its Competitive
Electric Affiliaes via Pinnacle Wes.

Transfers of Goods and Services

A.

APS taiffed goods and services shdl be provided to Third Paties and its
Competitive Electric Affiliates a the rates and under the terms and conditions set
forth in the tariff.



XI1.

X1,

If APS sdlIs nontariffed goods and services that were developed by APS for sde
in the market to its Competitive Electric Affiliates, the trandfer price shdl be the
far market value. Such goods and services shdl be provided to APS Compstitive
Electric Affiliates and Third Parties on a non-discriminatory basis.

All other transfers of nontariffed goods and services from APS to APS
Compstitive Electric Affiliates shdl be a the higher of fully-alocated cogt or far
market vaue.

If APS Competitive Electric Affiliates transfer any goods and services to APS
that were developed for sde by the Competitive Electric Affiliate in the market,
the trandfer price shdl be the fair market vaue.

All other transfers of goods and sarvices from APS Competitive Electric
Affiliates to APS shdl be at the lower of fully-alocated cost or fair market vaue.

Joint Marketing

APS and its Compeitive Electric Affiliates shdl not jointly market their respective
SEViCes.

Dissemination, Education, and Compliance

A.

Copies of this Code of Conduct shal be provided to employees of APS and its
Competitive Electric Affilistes and those authorized agents of APS and its
Compstitive Electric Affiliates that are likely to be engaged in activities subject to
the Code of Conduct. A copy of the Code of Conduct shdl be maintained on
Pinnacle West Cagpitd Corporation’s intranet.

Training on the provisons of the Code of Conduct and its implementation shal be
provided to dl APS employees, as well as to authorized agents that are likely to
be engaged in activities subject to the Code of Conduct.

Compliance with the Code of Conduct is mandatory. An APS employee's or
agent’s failure or refusa to abide by or to act according to such standards may
subject the employee or agent to disciplinary action, up to and including discharge
from employment or termination of the agent's reationship with APS,

Questions regarding this Code of Conduct should be directed to Pinnacle West
Capitd Corporation’s Business Practices Department. Compliance with this Code
of Conduct shal be administered as pat of Pinnacle West Capitd Corporation’s
Business Practices Program.



XIV. Procedure to Modify the Code of Conduct

XV,

APS or any other interested party, including Commisson Staff may request modifications
to the Code of Conduct by filing an gpplication with the Commisson. The application
shdl st forth the proposed modifications and the reasons supporting them.

Dispute Resolution

To the extent permitted by law, complaints concerning violations of this Code of Conduct
shdl be processed under the procedures established in A.A.C. R14-2-212.



