Edgar Filing: STRYKER CORP - Form 8-K
STRYKER CORP
Form 8-K
October 20, 2009
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

CURRENT REPORT

Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported) October 20, 2009

STRYKER CORPORATION
(Exact name of registrant as specified in its charter)

Michigan 0-9165 38-1239739
(State or other jurisdiction (Commission File Number) (IRS Employer
of incorporation) Identification No.)
2825 Airview Boulevard, Kalamazoo, Michigan 49002
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code 269.385.2600

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of
the registrant under any of the following provisions:

[ ] Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
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[ ] Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

[ ] Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

[ ] Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

ITEM 2.02 IRESULTS OF OPERATIONS AND FINANCIAL CONDITION

Stryker Corporation (the Company) issued a press release on October 20, 2009 announcing its third quarter
2009 operating results. A copy of this press release is attached hereto as Exhibit 99.1.

In its press release, the Company made references to the following financial measures: "constant currency,"
"adjusted net earnings" and "adjusted diluted net earnings per share." These financial measures are an alternative
representation of the Company's past and potential future operational performance and do not replace the presentation
of the Company's reported financial results under U.S. generally accepted accounting principles (GAAP). The
Company has provided these supplemental non-GAAP financial measures because they provide meaningful
information regarding the Company's results on a consistent and comparable basis for the periods presented.
Management uses these non-GAAP financial measures for reviewing the operating results of its business segments,
for analyzing potential future business trends in connection with its budget process and bases certain annual bonus
plans on these non-GAAP financial measures. In order to measure the Company's sales performance on a constant
currency basis, it is necessary to remove the impact of changes in foreign currency exchange rates which affects the
comparability and trend of sales. Constant currency results are calculated by translating current year results at prior
year average foreign currency exchange rates. In order to measure the Company's earnings performance on a
consistent and comparable basis, the Company excludes the restructuring charges recorded in 2009 and 2008, each of
which affects the comparability of operating results and the trend of earnings. In addition, the Company believes
investors will utilize this information to evaluate period-to-period results on a comparable basis and to better
understand potential future operating results. The Company encourages investors and other users of these financial
statements to review its consolidated financial statements and other publicly filed reports in their entirety and not to
rely solely on any single financial measure. The reconciliation of reported diluted net earnings per share to adjusted
diluted net earnings per share for the year ended December 31, 2008 is as follows:

Reported diluted net earnings per share $2.78
Restructuring charges $0.05
Adjusted diluted net earnings per share $2.83

Weighted-average diluted shares outstanding (in millions) 413.6
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The weighted-average diluted shares outstanding used in the calculation of this non-GAAP financial measure are the
same as the weighted-average diluted shares outstanding used in the calculation of the reported per share amounts.

ITEM 9.01 IFIN ANCIAL STATEMENTS AND EXHIBITS

(d) [Exhibits

09.1 Press release dated October 20, 2009

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned hereunto duly authorized.

STRYKER CORPORATION

(Registrant)

October 20, 2009 [s/ CURT R. HARTMAN
Date Curt R. Hartman

Vice President and Chief Financial Officer

/font>

General Manager, Strategic Planning and Resource Acquisition
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2009-2010

Director of Resource Acquisitions and Renewables

2007-2009

Randall K. Edington

59

Executive Vice President and Chief Nuclear Officer of APS

2007-Present
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Senior Vice President and Chief Nuclear Officer of APS

2007
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Name Age Position Period
David P. Falck 59 Executive Vice President and General Counsel of
Pinnacle West and APS 2009-Present
Secretary of Pinnacle West and APS 2009-2012
Senior Vice President Law of Public Service
Enteririse Groui Inc. 2007-2009
Daniel T. Froetscher 51 Vice President, Energy Delivery 2008-Present
General Manaier of Rural Arizona Delivei 2007-2008
Jeffrey B. Guldner 47 Senior Vice President, Customers & Regulation 2012-Present
Vice President, Rates & Reiulation 2007-2012
James R. Hatfield 55 Executive Vice President of Pinnacle West and APS 2012-Present
Chief Financial Officer of Pinnacle West and APS 2008-Present
Senior Vice President of Pinnacle West and APS 2008-2012
Treasurer of Pinnacle West and APS 2009-2010
Senior Vice President and Chief Financial Officer of
OGE Energy Corp. 1999-2008
John S. Hatfield 47 Vice President, Communications of APS 2010-Present
Director, Corporate Communications of Southern

California Edison 2004-2010

Tammi D. McLeod 51 Vice President and Chief Customer Officer 2007-Present
Lee R. Nickloy 46 Vice President and Treasurer of Pinnacle West and
APS 2010-Present
Assistant Treasurer and Director Corporate Finance of
Ameren Corporation 2000-2010
Mark A. Schiavoni 57 Executive Vice President, Operations 2012-Present
Senior Vice President, Fossil Operations of APS 2009-2012
Senior Vice President of Exelon Generation and
President of Exelon Power 2004-2009
Lori S. Sundberg 49 Senior Vice President, Human Resources and Ethics of
APS 2011-Present
Vice President, Human Resources and Ethics of APS 2010-2011
Vice President, Human Resources of APS 2007-2010

Vice President, Employee Relations, Safety,
Compliance & Embrace of American Express
Company 2007
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PART II

ITEM 5. MARKET FOR REGISTRANTS COMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Pinnacle West s common stock is publicly held and is traded on the New York Stock Exchange. At the close of business on February 15, 2013,
Pinnacle West s common stock was held of record by approximately 24,394 shareholders.

QUARTERLY STOCK PRICES AND DIVIDENDS PAID PER SHARE

STOCK SYMBOL: PNW

Dividends
2012 High Low Close Per Share
1st Quarter $ 48.86 $ 46.15 $ 4790 $ 0.525
2nd Quarter 52.30 45.95 51.74 0.525
3rd Quarter 54.66 51.19 52.80 0.525
4th Quarter 54.20 48.73 50.98 0.545
Dividends
2011 High Low Close Per Share
1st Quarter $ 4407 $ 40.70 $ 4279 $ 0.525
2nd Quarter 45.64 41.93 44.58 0.525
3rd Quarter 45.15 37.28 42.94 0.525
4th Quarter 48.87 40.87 48.18 0.525

APS s common stock is wholly-owned by Pinnacle West and is not listed for trading on any stock exchange. As a result, there is no established
public trading market for APS s common stock.

The chart below sets forth the dividends paid on APS s common stock for each of the four quarters for 2012 and 2011.

Common Stock Dividends

(Dollars in Thousands)
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Quarter 2012 2011
1st Quarter $ 57,400 $
2nd Quarter 47,500
3rd Quarter 57,500
4th Quarter 59,800

57,100
57,200
57,300
57,300

The sole holder of APS s common stock, Pinnacle West, is entitled to dividends when and as declared out of legally available funds. As of

December 31, 2012, APS did not have any outstanding preferred stock.
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Issuer Purchases of Equity Securities

The following table contains information about our purchases of our common stock during the fourth quarter of 2012.

Total Total Number of
Number of Shares Purchased Maximum Number of
Shares Average as Part of Publicly Shares that May Yet Be
Purchased Price Paid Announced Plans Purchased Under the
Period 1) per Share or Programs Plans or Programs
October 1 ~ October 31, 2012 51,441 $ 53.88
November 1 November 30, 2012
December I December 31, 2012
Total 51,441 $ 53.88
1) Represents shares of common stock withheld by Pinnacle West to satisfy tax withholding obligations upon the vesting of

restricted stock and performance shares.
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OPERATING RESULTS
Operating revenues:

Regulated electricity

Marketing and trading

Other revenues

Total operating revenues
Income from continuing
operations

Income (loss) from discontinued
operations net of income taxes
(@)

Net income

Less: Net income attributable to
noncontrolling interests

Net income attributable to
common shareholders

COMMON STOCK DATA

Book value per share year end
Earnings per weighted-average
common share outstanding:
Continuing operations attributable
to common shareholders basic
Net income attributable to
common shareholders basic
Continuing operations attributable
to common shareholders  diluted
Net income attributable to
common shareholders diluted
Dividends declared per share
Weighted-average common
shares outstanding  basic
Weighted-average common
shares outstanding  diluted

BALANCE SHEET DATA
Total assets

Liabilities and equity:
Current liabilities
Long-term debt less current
maturities

Deferred credits and other
Total liabilities

Total equity

Total liabilities and equity
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ITEM 6. SELECTED FINANCIAL DATA

PINNACLE WEST CAPITAL CORPORATION CONSOLIDATED

©“ &

2012

3,293,481

8,323
3,301,804

418,993
(5,829)

413,164
31,622

381,542

36.20

3.54
3.48
3.50

3.45
2.67

109,510,296

110,527,311

13,379,615
1,083,542

3,199,088
4,994,696
9,277,326
4,102,289
13,379,615

2011

2010

2009

(dollars in thousands, except per share amounts)

3,237,194

4,185
3,241,379

355,634
11,306
366,940
27,467

339,473

34.98

3.01
3.11
2.99

3.09
2.10

109,052,840

109,864,243

13,111,018
1,342,705

3,019,054
4,818,673
9,180,432
3,930,586
13,111,018

$

3,180,678

8,521
3,189,199

344,851
25,358
370,209
20,156

350,053

33.86

3.05
3.28
3.03

3.27
2.10

106,573,348

107,137,785

12,392,998
1,449,704

3,045,794
4,122,274
8,617,772
3,775,226
12,392,998

$

3,149,187

4,469
3,153,656

256,048
(183,284)

72,764

4,434

68,330

32.69

2.34
0.68
2.34

0.67
2.10

101,160,659

101,263,795

12,035,253
1,279,288

3,496,524
3,831,437
8,607,249
3,428,004
12,035,253

2008

3,127,383
66,897
2,253
3,196,533
277,366
(17,746)
259,620
17,495

242,125

34.16

2.58
2.40
2.57

2.40
2.10

100,690,838

100,964,920

11,780,876
1,582,661

3,183,386
3,443,860
8,209,907
3,570,969
11,780,876

10
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Amounts primarily related to SunCor and APSES discontinued operations (see Note 21).
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SELECTED FINANCIAL DATA

ARIZONA PUBLIC SERVICE COMPANY CONSOLIDATED

2012 2011 2010 2009 2008
(dollars in thousands)
OPERATING RESULTS
Electric operating revenues $ 3,293,489 $ 3,237,241 $ 3,180,807 $ 3,149,500 $ 3,133,496
Fuel and purchased power costs 994,790 1,009,464 1,046,815 1,178,620 1,289,883
Other operating expenses 1,693,170 1,673,394 1,584,955 1,501,081 1,376,257
Operating income 605,529 554,383 549,037 469,799 467,356
Other income 16,358 24,974 20,138 13,893 836
Interest expense net of
allowance for borrowed funds 194,777 215,584 213,349 213,258 188,353
Net income 427,110 363,773 355,826 270,434 279,839
Less: Net income attributable to
noncontrolling interests 31,613 27,524 20,163 19,209 17,495
Net income attributable to
common shareholder $ 395,497 $ 336,249 $ 335,663 $ 251,225 $ 262,344
BALANCE SHEET DATA
Total assets $ 13,242,542 $ 13,032,237 $ 12,271,877 $ 11,730,500 $ 11,124,360
Liabilities and equity:
Total equity $ 4,222,483 $ 4,051,406 $ 3,916,037 $ 3,527,679 $ 3,416,751
Long-term debt less current
maturities 3,035,219 2,828,507 2,948,991 3,180,406 2,850,242
Palo Verde sale leaseback lessor
notes less current maturities 38,869 65,547 96,803 126,000 151,783
Total capitalization 7,296,571 6,945,460 6,961,831 6,834,085 6,418,776
Current liabilities 1,043,087 1,322,714 1,234,865 1,070,970 1,344,501
Deferred credits and other 4,902,884 4,764,063 4,075,181 3,825,445 3,361,083
Total liabilities and equity $ 13,242,542 $ 13,032,237 $ 12,271,877 $ 11,730,500 $ 11,124,360
49
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ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

The following discussion should be read in conjunction with Pinnacle West s Consolidated Financial Statements and APS s Consolidated
Financial Statements and the related Notes that appear in Item 8 of this report. For information on factors that may cause our actual future

results to differ from those we currently seek or anticipate, see Forward-Looking Statements at the front of this report and Risk Factors in Item
1A.

OVERVIEW

Pinnacle West owns all of the outstanding common stock of APS. APS is a vertically-integrated electric utility that provides either retail or
wholesale electric service to most of the state of Arizona, with the major exceptions of about one-half of the Phoenix metropolitan area, the
Tucson metropolitan area and Mohave County in northwestern Arizona. APS accounts for essentially all of our revenues and earnings, and is
expected to continue to do so.

Areas of Business Focus

Operational Performance, Reliability and Recent Developments.

Nuclear. APS operates and is a joint owner of Palo Verde. In 2012, Palo Verde achieved its best generation year ever, producing over 31
million megawatt-hours, with an overall station capacity factor of 92.3%. In 2012, Palo Verde successfully refueled both Unit 2 and Unit 3.
APS management continues to work closely with regulators and others in the nuclear industry to analyze the lessons learned and address any
rulemaking or improvements resulting from the March 2011 events impacting the Fukushima Daiichi Nuclear Power Station in Japan.

Coal and Related Environmental Matters. APS-operated coal plants, Four Corners and Cholla, achieved net capacity factors for APS of 71%
and 75%, respectively, in 2012. These capacity factors were lower than in prior years primarily due to lower gas prices resulting in higher
production from our gas fleet. APS is focused on the impacts on its coal fleet that may result from increased regulation and potential legislation
concerning greenhouse gas emissions. Concern over climate change and other emission-related issues could have a significant impact on our
capital expenditures and operating costs in the form of taxes, emissions allowances or required equipment upgrades for these plants. APS is
closely monitoring its long-range capital management plans, understanding that any resulting regulation and legislation could impact the
economic viability of certain plants, as well as the willingness or ability of power plant participants to fund any such equipment upgrades.

13
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SCE, a participant in Four Corners, has indicated that certain California legislation may prohibit it from making emission control expenditures at
the plant. On November 8, 2010, APS and SCE entered into the Asset Purchase Agreement, providing for the purchase by APS of SCE s 48%
interest in each of Units 4 and 5 of Four Corners. The purchase price is $294 million, subject to certain adjustments. Completion of the
purchase by APS is subject to the receipt of approvals by the ACC, the CPUC and the FERC. On March 29, 2012, the CPUC issued an order
approving the sale. On April 18, 2012, the ACC voted to allow APS to move forward with the purchase. The Asset Purchase Agreement
provides that the purchase price will be reduced by $7.5 million for each month between October 1,

50
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2012 and the closing date. The ACC reserved the right to review the prudence of the transaction for cost recovery purposes in a future
proceeding if the purchase closes. The ACC also authorized an accounting deferral of certain costs associated with the purchase until any such
cost recovery proceeding concludes. The FERC application seeking authorization for the transaction was approved on November 27, 2012. The
principal remaining condition to closing is the negotiation and execution of a new coal supply contract on terms reasonably acceptable to APS.

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

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

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

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

APS has announced that, if APS s purchase of SCE s interests in Units 4 and 5 at Four Corners is consummated, it will close Units 1, 2 and 3 at
the plant. APS owns 100% of Units 1-3. These events will change the plant s overall generating capacity from 2,100 MW to 1,540 MW and
APS s entitlement from the plant from 791 MW to 970 MW. When the ACC approved APS moving forward with the purchase of Units 4 and 5,
it also approved the recovery of any unrecovered costs associated with the closure of Units 1, 2 and 3. The Settlement Agreement in APS s most
recent retail rate case allows APS to seek a rate adjustment to reflect the Four Corners transaction should the transaction close (see Note 3).

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

Transmission and Delivery. APS is working closely with regulators to identify and plan for transmission needs resulting from the current
focus on renewable energy. The capital expenditures table presented in the Liquidity and Capital Resources section below includes the next
three years of new

15
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transmission projects along with other transmission costs for upgrades and replacements. APS is also working to establish and expand smart
grid technologies throughout its service territory designed to provide long-term benefits both to APS and its customers. APS is piloting and
deploying a variety of technologies that are intended to allow customers to better monitor their energy use and needs, minimize system outage
durations as well as the number of customers that experience outages, and facilitate greater cost savings to APS through improved reliability and
the automation of certain distribution functions, including remote meter reading and remote connects and disconnects.

Renewable Energy. The ACC approved the RES in 2006. The renewable energy requirement is 4% of retail electric sales in 2013 and increases
annually until it reaches 15% in 2025. In the settlement agreement related to the 2008 retail rate case, APS agreed to exceed the RES standards,
committing to 1,700 GWh of new renewable resources to be in service by year-end 2015 in addition to its 2008 renewable resource
commitments. Taken together, APS s commitment is estimated to be approximately 12% of APS s estimated retail energy sales by year-end
2015, which is more than double the existing RES target of 5% for that year. A component of the RES is focused on stimulating development of
distributed energy systems (generally speaking, small-scale renewable technologies that are located on customers properties).

On June 29, 2012, APS filed its annual RES implementation plan, covering the 2013-2017 timeframe and requesting 2013 RES funding of $97
million to $107 million. In a final order dated January 31, 2013, the ACC approved a budget of $103 million for APS s 2013 RES plan. That
budget includes $4 million for residential distributed energy incentives and $0.1 million for commercial distributed energy up-front incentives,
but did not include any funds for commercial distributed energy production-based incentives. The ACC further ordered that a hearing take place
to consider: (i) APS s proposal to establish compliance with distributed energy requirements by tracking and recording distributed energy, rather
than acquiring and retiring renewable energy credits; and (ii) removing retail sales to APS s largest industrial customers when calculating APS s
compliance with the annual RES requirements.

APS has a diverse portfolio of existing and planned renewable resources totaling 1,090 MW, including solar, wind, geothermal, biomass and
biogas. Of this portfolio, 667 MW are currently in operation and 423 MW are under contract for development or are under construction.
Renewable resources in operation include 81 MW of solar facilities owned by APS, 349 MW of long-term purchased power agreements, and an
estimated 237 MW of customer-sited, third-party owned distributed energy resources.

To achieve our RES requirements, as mentioned above, to date APS has entered into contracts for 423 MW of renewable resources that are
planned, in development or under construction. APS s strategy to procure these resources includes new facilities to be owned by APS, purchased
power contracts for new facilities and ongoing development of distributed energy resources. Through the AZ Sun Program, APS has executed
contracts for the development of 118 MW of new solar generation, representing an investment commitment of approximately $502 million. See
Note 3 for additional details of the AZ Sun Program, including the related cost recovery. APS has also entered into long-term purchased power
agreements for 280 MW from solar facilities currently planned, in development or under construction, and 94 MW from distributed energy
resources. Agreements for the development and completion of future resources are subject to various conditions, including successful siting,
permitting and interconnection of the project to the electric grid.
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Demand Side Management. In recent years, Arizona regulators have placed an increased focus on energy efficiency and other demand side
management programs to encourage customers to conserve energy, while incentivizing utilities to aid in these efforts that ultimately reduce the
demand for energy. In December 2009, the ACC initiated an Energy Efficiency rulemaking, with a proposed Energy Efficiency Standard of

22% cumulative annual energy savings by 2020. The 22% figure represents the cumulative reduction in future energy usage through 2020
attributable to energy efficiency initiatives. This ambitious standard became effective on January 1, 2011 and will likely impact Arizona s future
energy resource needs. The ACC issued an order on April 4, 2012 approving recovery of approximately $72 million of APS s energy efficiency
and demand side management program costs over a twelve-month period beginning March 1, 2012. This amount does not include $10 million
already being recovered in general retail base rates.

On June 1, 2012, APS filed its 2013 Demand Side Management Implementation Plan. In 2013, the standards will require APS to achieve
cumulative energy savings equal to 5% of its 2012 retail energy sales. Later in 2012, APS filed a supplement to its plan that included a proposed
budget for 2013 of $87.6 million. APS expects to receive a decision from the ACC in the second quarter of 2013.

Rate Matters. APS needs timely recovery through rates of its capital and operating expenditures to maintain its financial health. APS s retail
rates are regulated by the ACC and its wholesale electric rates (primarily for transmission) are regulated by the FERC. On June 1, 2011, APS
filed a rate case with the ACC. APS and other parties to the retail rate case subsequently entered into a Settlement Agreement detailing the
terms upon which the parties have agreed to settle the rate case. See Note 3 for details regarding the Settlement Agreement terms and for
information on APS s FERC rates.

APS has several recovery mechanisms in place that provide more timely recovery to APS of its fuel and transmission costs, and costs associated
with the promotion and implementation of its demand side management and renewable energy efforts and customer programs. These
mechanisms are described more fully in Note 3.

As part of APS s proposed acquisition of SCE s interest in Units 4 and 5 of Four Corners, APS and SCE agreed that upon closing of the
acquisition (or in 2016 if the closing does not occur), the companies will terminate an existing agreement that provides transmission capacity for
SCE to transmit its portion of the output from Four Corners to California. APS expects to file a request with FERC seeking authorization to
cancel the existing agreement and defer a $40 million payment to be made by APS associated with the termination and recover the payment
through amortization over a 29-year period. APS believes the costs associated with the termination of the existing agreement are recoverable,
but cannot predict whether FERC will approve our request; however, if the recovery is disallowed by FERC, APS would record a charge to its
results of operations at the time of the disallowance.

Financial Strength and Flexibility. Pinnacle West and APS currently have ample borrowing capacity under their respective credit facilities,
and may readily access these facilities ensuring adequate liquidity for each company. Capital expenditures will be funded with internally
generated cash and external financings, which may include issuances of long-term debt and Pinnacle West common stock.

Other Subsidiaries. The operations of El Dorado are not expected to have any material impact on our financial results, or to require any
material amounts of capital, over the next three years. As a result of the continuing distressed conditions in the real estate markets, during 2009
our other first-tier subsidiary, SunCor, undertook a program to dispose of its homebuilding operations, master-planned
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communities, land parcels, commercial assets and golf courses in order to eliminate its outstanding debt and, as of December 31, 2012, SunCor
had no assets. In February 2012, SunCor filed for protection under the United States Bankruptcy Code to complete an orderly liquidation of its
business. All activities of SunCor are now reported as discontinued operations (see Note 21). SunCor s loss in 2012 is primarily related to a
contribution Pinnacle West expects to make to SunCor s estate as part of a negotiated resolution to the bankruptcy. We do not expect SunCor s
bankruptcy to have a material impact on Pinnacle West s financial position, results of operations or cash flows.

Key Financial Drivers

In addition to the continuing impact of the matters described above, many factors influence our financial results and our future financial outlook,
including those listed below. We closely monitor these factors to plan for the Company s current needs, and to adjust our expectations, financial
budgets and forecasts appropriately.

Electric Operating Revenues. For the years 2010 through 2012, retail electric revenues comprised approximately 93% of our total electric
operating revenues. Our electric operating revenues are affected by customer growth or decline, variations in weather from period to period,
customer mix, average usage per customer and the impacts of energy efficiency programs, distributed energy additions, electricity rates and
tariffs, the recovery of PSA deferrals and the operation of other recovery mechanisms. Off-system sales of excess generation output, purchased
power and natural gas are included in operating revenues and related fuel and purchased power because they are credited to APS s retail
customers through the PSA. These revenue transactions are affected by the availability of excess generation or other energy resources and
wholesale market conditions, including competition, demand and prices.

Customer and Sales Growth. Retail customer growth in APS s service territory in 2012 was 1.1% compared with the comparable prior year.
For the three years 2010 through 2012, APS s customer growth averaged 0.7% per year. We currently expect annual customer growth to average
about 2% for 2013 through 2015 based on our assessment of modestly improving economic conditions, both nationally and in Arizona. Retail
electricity sales in kilowatt-hours, adjusted to exclude the effects of weather variations, increased 0.1% in 2012 compared with the prior year,
reflecting the effects of customer conservation and energy efficiency and distributed renewable generation initiatives, offset by mildly improving
economic conditions. For the three years 2010 through 2012, APS experienced annual declines in retail electricity sales averaging 0.1%,

adjusted to exclude the effects of weather variations. We currently estimate that annual retail electricity sales in kilowatt-hours will remain

about flat on average during 2013 through 2015, including the effects of customer conservation and energy efficiency and distributed renewable
generation initiatives, but excluding the effects of weather variations. A failure of the Arizona economy to continue to improve could further
impact these estimates.

Actual sales growth, excluding weather-related variations, may differ from our projections as a result of numerous factors, such as economic
conditions, customer growth, usage patterns, impacts of energy efficiency programs and growth in distributed generation, and responses to retail
price changes. Our experience indicates that a reasonable range of variation in our kilowatt-hour sales projection attributable to such economic
factors under normal business conditions can result in increases or decreases in annual net income of up to $10 million.

54

20



Edgar Filing: STRYKER CORP - Form 8-K

Table of Contents

Weather. In forecasting the retail sales growth numbers provided above, we assume normal weather patterns based on historical data. Historical
extreme weather variations have resulted in annual variations in net income in excess of $20 million. However, our experience indicates that the
more typical variations from normal weather can result in increases or decreases in annual net income of up to $10 million.

Fuel and Purchased Power Costs. Fuel and purchased power costs included on our Consolidated Statements of Income are impacted by our
electricity sales volumes, existing contracts for purchased power and generation fuel, our power plant performance, transmission availability or
constraints, prevailing market prices, new generating plants being placed in service in our market areas, changes in our generation resource
allocation, our hedging program for managing such costs and PSA deferrals and the related amortization.

Operations and Maintenance Expenses. Operations and maintenance expenses are impacted by growth, power plant operations, maintenance
of utility plant (including generation, transmission, and distribution facilities), inflation, outages, higher-trending pension and other
postretirement benefit costs, renewable energy and demand side management related expenses (which are offset by the same amount of
operating revenues) and other factors. In the settlement agreement related to the 2008 retail rate case, APS committed to operational expense
reductions from 2010 through 2014 and received approval to defer certain pension and other postretirement benefit cost increases incurred in
2011 and 2012, which totaled $25 million, as a regulatory asset, until the most recent general retail rate case decision became effective on July 1,
2012. In July 2012, we began amortizing the regulatory asset over a 36-month period.

Depreciation and Amortization Expenses. Depreciation and amortization expenses are impacted by net additions to utility plant and other
property (such as new generation, transmission, and distribution facilities), and changes in depreciation and amortization rates. See Capital
Expenditures below for information regarding the planned additions to our facilities. As a result of the twenty-year extensions of the operating
licenses for each of the Palo Verde units granted by the NRC in 2011, we decreased our pretax depreciation expense related to Palo Verde by
approximately $34 million per year starting on January 1, 2012.

Property Taxes. Taxes other than income taxes consist primarily of property taxes, which are affected by the value of property in-service and
under construction, assessment ratios, and tax rates. The average property tax rate in Arizona for APS, which owns essentially all of our
property, was 9.6% of the assessed value for 2012, 9.0% for 2011, and 8.0% for 2010. We expect property taxes to increase as we add new
generating units and continue with improvements and expansions to our existing generating units, transmission and distribution facilities. (See
Note 3 for property tax deferrals contained in the Settlement Agreement).

Income Taxes. Income taxes are affected by the amount of pretax book income, income tax rates, certain deductions and non-taxable items,
such as AFUDC. In addition, income taxes may also be affected by the settlement of issues with taxing authorities.

Interest Expense. Interest expense is affected by the amount of debt outstanding and the interest rates on that debt (see Note 6). The primary
factors affecting borrowing levels are expected to be our capital expenditures, long-term debt maturities, equity issuances and internally
generated cash flow. An allowance for borrowed funds used during construction offsets a portion of interest expense
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while capital projects are under construction. We stop accruing AFUDC on a project when it is placed in commercial operation.

RESULTS OF OPERATIONS

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

APSES s and SunCor s operations have been classified as discontinued operations. Pinnacle West sold its investment in APSES in August 2011.
In February 2012, SunCor filed for protection under the United States Bankruptcy Code to complete an orderly liquidation of its business (see
Note 21).

Operating Results 2012 compared with 2011

Our consolidated net income attributable to common shareholders for the year ended December 31, 2012 was $382 million, compared with net
income of $339 million for the prior year. The results reflect an increase of approximately $59 million for the regulated electricity segment
primarily due to increases related to the retail regulatory settlement effective July 1, 2012 (see Note 3), higher retail transmission revenues,
lower depreciation and amortization due to 20-year Palo Verde license extensions received in 2011, and lower net interest charges due to lower
debt balances and lower interest rates in the current year.

The $17 million decrease in discontinued operations is primarily related to a contribution Pinnacle West expects to make to SunCor s estate as
part of a negotiated resolution to the bankruptcy (see Note 21) and absence of the 2011 gain on sale of our investment in APSES.

The following table presents net income attributable to common shareholders by business segment compared with the prior year:
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Year Ended
December 31,
2012 2011 Net Change
(dollars in millions)
Regulated Electricity Segment:
Operating revenues less fuel and purchased power

expenses (a) $ 2,299 $ 2,228 $ 71

Operations and maintenance (a) (885) (904) 19

Depreciation and amortization (404) 427) 23

Taxes other than income taxes (159) (148) (11)
Other income (expenses), net 6 16 (10)
Interest charges, net of allowance for borrowed funds

used during construction (200) (224) 24

Income taxes (237) (184) (53)
Less income related to noncontrolling interests (Note 20) 32) (28) “4)
Regulated electricity segment net income 388 329 59

All other €)) 1

Income from Continuing Operations Attributable to

Common Shareholders 388 328 60

Income (Loss) from Discontinued Operations Attributable

to Common Shareholders (b) 6) 11 (17)
Net Income Attributable to Common Shareholders $ 382 $ 339 $ 43
(a) Includes effects of 2011 settlement of certain transmission right-of-way costs, which did not affect net income, but

increased both electric operating revenues and operations and maintenance expenses by $28 million. Costs related to the settlement were offset
by related revenues from SCE, which leases the related transmission line from APS.

(b) Includes activities related to APSES and SunCor.

Operating revenues less fuel and purchased power expenses Regulated electricity segment operating revenues less fuel and purchased power
expenses were $71 million higher for the year ended December 31, 2012 compared with the prior year. The following table summarizes the
major components of this change:
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Increase (Decrease)

Fuel and
purchased
Operating power
revenues expenses Net change

(dollars in millions)

Impacts of retail regulatory settlement effective July 1,

2012 $ 64 $ 1 $ 63
Higher retail transmission revenues 41 41
Lower fuel and purchased power costs, net of related

deferrals and off-system sales (11) (14) 3
Lower demand-side management, renewable energy and

similar regulatory surcharges 3) 4 @)
Settlement in 2011 of certain prior-period transmission

right-of-way revenues (28) (28)
Miscellaneous items, net (@) (6) (1)
Total $ 56 $ (15) $ 71

Operations and maintenance Operations and maintenance expenses decreased $19 million for the year ended December 31, 2012 compared
with the prior year primarily because of:

. A decrease of $28 million related to settlement in 2011 of certain transmission right-of-way costs, which was offset in
operating revenues;

. A decrease of $22 million related to costs for demand-side management, renewable energy and similar regulatory
programs;

. A decrease of $15 million in generation costs, primarily related to lower nuclear generation costs;

. An increase of $21 million related to employee benefit costs, including approximately $12 million of pension and other

postretirement costs;

. An increase of $9 million related to higher stock compensation costs resulting from an improved company stock price
and estimated performance results;

. An increase of $7 million in information technology costs, primarily related to higher software maintenance; and
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U An increase of $9 million due to other miscellaneous factors.

Depreciation and amortization Depreciation and amortization expenses were $23 million lower for the year ended December 31, 2012
compared with the prior year primarily due to the impacts of Palo Verde operating license extensions, partially offset by increased plant in
service.
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Taxes other than income taxes Taxes other than income taxes increased $11 million for the year ended December 31, 2012 compared with the
prior year primarily because of higher property tax rates in the current year.

Other income (expenses), net Other income (expenses), net, decreased $10 million for the year ended December 31, 2012 compared with the
prior year primarily because of higher investment losses of approximately $2 million and other non-operating expenses of approximately $8
million in the current year.

Interest charges, net of allowance for borrowed funds used during construction Interest charges, net of allowance for borrowed funds used
during construction, decreased $24 million for the year ended December 31, 2012 compared with the prior year primarily because of lower debt
balances and lower interest rates in the current year.

Income taxes Income taxes were $53 million higher for the year ended December 31, 2012 compared with the prior year primarily due to
higher pre-tax income in the current year and a lower effective tax rate in 2011.

Discontinued Operations

Results from discontinued operations decreased $17 million primarily due to a contribution Pinnacle West expects to make to SunCor s estate as
part of a negotiated resolution to the bankruptcy (see Note 21) and absence of a gain related to the sale of our investment in APSES in 2011.

Operating Results 2011 compared with 2010

Our consolidated net income attributable to common shareholders for the year ended December 31, 2011 was $339 million, compared with net
income of $350 million for the prior year. The $11 million net decrease consisted of a $14 million decrease in income from discontinued
operations and a $3 million increase in income from continuing operations primarily related to the regulated electricity segment. Regulated
electricity segment results reflect increased revenues related to weather and higher retail transmission charges and decreased operations and
maintenance expenses. These positive factors were offset by higher depreciation and amortization due to increased plant in service, higher
property taxes due to increased property tax rates and higher income taxes, including income tax benefits recognized in the prior year.

In addition, income from discontinued operations for the year ended December 31, 2011 included a gain of approximately $10 million after
income taxes related to the sale of our investment in APSES. Income from discontinued operations in the prior year was due to a $25 million
gain after income taxes related to the sale of APSES s district cooling business (see Note 21).

The following table presents net income attributable to common shareholders by business segment compared with the prior year:
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Year Ended
December 31,
2011 2010 Net Change
(dollars in millions)
Regulated Electricity Segment:
Operating revenues less fuel and purchased power expenses

(a) (b) $ 2,228 $ 2,134 $ 94

Operations and maintenance (a) (b) (904) (870) (34)
Depreciation and amortization 427) (415) (12)
Taxes other than income taxes (148) (135) (13)
Other income (expenses), net 16 18 2)
Interest charges, net of allowance for borrowed funds used

during construction (224) (226) 2

Income taxes (184) (161) 23)
Less income related to noncontrolling interests (Note 20) (28) (20) 8)
Regulated electricity segment net income 329 325 4

All other (1) €))
Income from Continuing Operations Attributable to Common

Shareholders 328 325 3

Income from Discontinued Operations Attributable to

Common Shareholders (c) 11 25 (14)
Net Income Attributable to Common Shareholders $ 339 $ 350 $ an
(a) Includes effects of 2011 settlement of certain prior-period transmission rights-of-way related to Four Corners, which did

not affect net income, but increased both electric operating revenues and operations and maintenance expenses by $28 million. Costs related to
the settlement were offset by related revenues from SCE, which leases the related transmission line from APS.

(b) Operating revenues less fuel and purchased power expenses includes amounts related to demand-side management,
renewable energy and similar regulatory surcharges, which were substantially offset in operations and maintenance.

(©) Includes activities related to APSES and SunCor.

Regulated electricity segment

This section includes a discussion of major variances in income and expense amounts for the regulated electricity segment.

Operating revenues less fuel and purchased power expenses Regulated electricity segment operating revenues less fuel and purchased power
expenses were $94 million higher for the year ended December 31, 2011 compared with the prior year. The following table describes the major
components of this change:
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Higher demand-side management, renewable energy and similar

regulatory surcharges $ 29 $ 1 $ 28
Settlement of certain prior-period transmission rights-of-way 28 28
Effects of weather on usage per customer 33 13 20
Higher retail transmission charges 10 10
Higher line extension revenues (Note 3) 7 7
Higher usage per customer 8 6 2
Refund of PSA deferrals 33) 40) 7
Higher fuel and purchased power costs, net of off-system sales (27) (24) 3)
Miscellaneous items, net 2 7 ®)
Total $ 57 $ (37 $ 94

Operations and maintenance Operations and maintenance expenses increased $34 million for the year ended December 31, 2011 compared
with the prior year primarily because of:

. An increase of $28 million related to settlement in 2011 of certain transmission rights-of-way costs, which was offset in
operating revenues;

. An increase of $27 million related to costs for demand-side management, renewable energy, and similar regulatory
programs, which were offset in operating revenues;

. A decrease of $16 million related to employee benefit costs; and

U A decrease of $5 million due to other miscellaneous factors.

Depreciation and amortization Depreciation and amortization expenses were $12 million higher for the year ended December 31, 2011
compared with the prior year primarily because of increased plant in service.

Taxes other than income taxes Taxes other than income taxes increased $13 million for the year ended December 31, 2011 compared with the
prior year primarily because of higher property tax rates in the current period.
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Income taxes Income taxes were $23 million higher for the year ended December 31, 2011 compared with the prior year. This increase was
primarily due to the effects of higher pretax income in the current year and income tax benefits recognized in the prior year related to a reduction
in the Company s 2010 effective income tax rate.
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Discontinued Operations

Income from discontinued operations for year ended December 31, 2011 included a gain of $10 million related to the sale of our investment in
APSES. Income from discontinued operations for the year ended December 31, 2010 included an after tax gain of $25 million related to the sale
of APSES s district cooling business (see Note 21).

LIQUIDITY AND CAPITAL RESOURCES

Overview

Pinnacle West s primary cash needs are for dividends to our shareholders and principal and interest payments on our indebtedness. On
December 19, 2012, the Pinnacle West Board of Directors declared a quarterly dividend of $0.545 per share of common stock, payable on
March 1, 2013 to shareholders of record on February 1, 2013. During 2012, Pinnacle West increased its indicated annual dividend from $2.10
per share to $2.18 per share. The level of our common stock dividends and future dividend growth will be dependent on declaration by our
Board of Directors based on a number of factors including our financial condition, payout ratio, free cash flow and other factors.

Our primary sources of cash are dividends from APS and external debt and equity issuances. An ACC order requires APS to maintain a
common equity ratio of at least 40%. As defined in the ACC order, the common equity ratio is total shareholder equity divided by the sum of
total shareholder equity and long-term debt, including current maturities of long-term debt. At December 31, 2012, APS s common equity ratio,
as defined, was 57%. Its total shareholder equity was approximately $4.1 billion, and total capitalization was approximately $7.2 billion. Under
this order, APS would be prohibited from paying dividends if such payment would reduce its total shareholder equity below approximately $2.9
billion, assuming APS s total capitalization remains the same. This restriction does not materially affect Pinnacle West s ability to meet its
ongoing cash needs or ability to pay dividends to shareholders.

APS s capital requirements consist primarily of capital expenditures and maturities of long-term debt. APS funds its capital requirements with
cash from operations and, to the extent necessary, external debt financing and equity infusions from Pinnacle West.

Many of APS s current capital expenditure projects qualify for bonus depreciation. The American Taxpayer Relief Act of 2012, signed into law
on January 2, 2013, includes provisions extending the eligibility for 50% bonus depreciation to qualified property placed in service in 2013. As a
result of this provision, and the previously enacted bonus depreciation provisions provided for in the Tax Relief, Unemployment Insurance
Reauthorization and Job Creation Act of 2010, total cash tax benefits of up to $400-$500 million are expected to be generated for APS through
accelerated depreciation. The cash generated is an acceleration of the tax benefits that APS would have otherwise received over 20 years. It is
anticipated that these cash benefits will be fully realized by APS by the end of 2013, with a majority of the benefit realized as of December 31,
2012.

Summary of Cash Flows
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The following tables present net cash provided by (used for) operating, investing and financing activities for the years ended December 31,
2012, 2011 and 2010 (dollars in millions):
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Pinnacle West Consolidated

2012 2011 2010
Net cash flow provided by operating activities $ 1,171 $ 1,125 $ 750
Net cash flow used for investing activities (873) (782) (576)
Net cash flow used for financing activities (305) (420) (209)
Net decrease in cash and cash equivalents $ @ $ an $ (35)
Arizona Public Service Company

2012 2011 2010
Net cash flow provided by operating activities $ 1,176  $ 1,128 $ 695
Net cash flow used for investing activities (873) (834) (747)
Net cash flow provided by (used for) financing activities (319) (374) 31
Net decrease in cash and cash equivalents $ (16) $ 80) $ (©2))

Operating Cash Flows

2012 Compared with 2011 Pinnacle West s consolidated net cash provided by operating activities was $1,171 million in 2012, compared to
$1,125 million in 2011, an increase of $46 million in net cash provided. The increase is primarily related to a $77 million reduction of cash
collateral posted and a decrease of $23 million in cash paid for interest in the current year, partially offset by a $26 million increase in property
tax payments, a $65 million pension contribution in 2012 (approximately $12 million of which is reflected in capital expenditures) and other
changes in working capital.

2011 Compared with 2010 Pinnacle West s consolidated net cash provided by operating activities was $1,125 million in 2011, compared to
$750 million in 2010, an increase of $375 million in net cash provided. The increase is primarily due to the $161 million change in collateral
and margin posted, as a result of changes in commodity prices and expiration of prior hedge contracts, and a $200 million voluntary pension
contribution in 2010 (approximately $40 million of which is reflected in capital expenditures). In addition, APS s operating cash flows included
income tax payments to the parent company of approximately $81 million in 2010.

Other Pinnacle West sponsors a qualified defined benefit pension plan and a non-qualified supplemental excess benefit retirement plan for the
employees of Pinnacle West and our subsidiaries. The requirements of the Employee Retirement Security Act of 1974 ( ERISA ) require us to
contribute a minimum amount to the qualified plan. We contribute at least the minimum amount required under ERISA regulations, but no more
than the maximum tax-deductible amount. The minimum required funding takes into consideration the value of plan assets and our pension
benefit obligations. Under ERISA, the qualified pension plan was 105% funded as of January 1, 2012 and 101% funded as of January 1, 2013.
The assets in the plan are comprised of fixed-income, equity, real estate, and short-term investments. Future year contribution amounts are
dependent on plan asset performance and plan actuarial assumptions. We made contributions to our pension plan totaling $65 million in 2012,
zero in 2011 and $200 million in 2010. The minimum contributions for the pension plan due in 2013, 2014 and 2015 under the recently enacted
Moving Ahead for Progress in the 21st Century Act (MAP-21) are estimated to be zero, $89 million and $112 million, respectively. We expect
to make voluntary contributions totaling $140 million to the pension plan in 2013, and contributions up to approximately $175 million in each of
2014 and 2015. With regard to contributions to our other postretirement benefit plans, we made a contribution of approximately $23 million in
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million in 2010. The contributions to our other postretirement benefit plans for 2013, 2014 and 2015 are expected to be approximately $20
million each year.

The $70 million long-term income tax receivable on the Consolidated Balance Sheets represents the anticipated refunds related to an APS tax
accounting method change approved by the Internal Revenue Service ( IRS ) in the third quarter of 2009. This amount is classified as long-term,
as there remains uncertainty regarding the timing of this cash receipt. Further clarification of the timing is expected from the IRS within the next
twelve months.

Investing Cash Flows

2012 Compared with 2011 Pinnacle West s consolidated net cash used for investing activities was $873 million in 2012, compared to $782
million in 2011, an increase of $91 million in net cash used. The increase in net cash used for investing activities is primarily due to the absence
of $55 million in proceeds from the sale of life insurance policies in 2011 and the absence of $45 million in proceeds from the sale of Pinnacle
West s investment in APSES in 2011.

2011 Compared with 2010 Pinnacle West s consolidated net cash used for investing activities was $782 million in 2011, compared to $576
million in 2010, an increase of $206 million in net cash used. The increase in net cash used for investing activities is primarily due to an
increase of $131 million in capital expenditures and a decrease of $126 million in net proceeds from the sales of our non-utility businesses (see
Note 21), partially offset by $55 million of proceeds from the sale of life insurance policies in 2011.

Capital Expenditures The following table summarizes the estimated capital expenditures for the next three years:

Capital Expenditures

(dollars in millions)

Estimated for the Year Ended

December 31,
2013 2014 2015

APS
Generation:
Nuclear Fuel $ 58 $ 82 % 83
Renewables 190 42
Environmental 21 86 187
Four Corners Units 4 and 5 253
Other Generation 142 246 340
Distribution 260 304 312
Transmission 152 204 200
Other (a) 45 69 66
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(a)

Primarily information systems and facilities projects.
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Generation capital expenditures are comprised of various improvements to APS s existing fossil and nuclear plants. Examples of the types of
projects included in this category are additions, upgrades and capital replacements of various power plant equipment, such as turbines, boilers
and environmental equipment. For purposes of this table, we have assumed the consummation of APS s purchase of SCE s interest in Four
Corners Units 4 and 5 and the subsequent shutdown of Units 1-3, as discussed in the Overview section above. As a result, we included the
estimated $253 million purchase price under Generation and have not included environmental expenditures for Units 1-3. We have not included
estimated costs for Cholla s compliance with EPA s Arizona regional haze rule since we have challenged the rule judicially and are considering
our future options with respect to that plant if the rule is upheld. We are also monitoring the status of certain environmental matters, which,
depending on their final outcome, could require modification to our environmental expenditures.

Distribution and transmission capital expenditures are comprised of infrastructure additions and upgrades, capital replacements, and new
customer construction. Examples of