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Mr. A. Schwencer ,

Chief of Licensing Branch No. 2
Division of Licensing
U.S. Nuclear Regulatory Commission
Washington, D. C. 20555

SUBJECT: Waterford SES Unit No. 3
Docket No. 50-382
Response to Request for Additional Financial Information

REFERENCE: Letter f:om Robert L. Tedesco to D. L. Aswell dated February 5, 1981

Dear Mr. Schwencer:

The referencei letter traasmitted seven specific requests for additional
information that were prepared by the Utility Finance Branch. Attached are
our responses to these questiens. Formal transmittal of the responses will
be via Amendment No. 16 currently scheduled for submittal on March 9, 1981.

Yours very truly,

bO
5

D. L. Aswell ||/
DLA/RMW/jc
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1. a. Indicate the estimated annual cost by year to operate the subject
facility for the first five full years of the unit's commercial
operation. The types of costs included in the estimates should be
indicated and include (but not necessarily be limited to) operation
and maintenance expense (with fuel costs shown separately), depre-
ciation, taxes and a reasonable return on investment. (Enclosed is
a form which should be used for each year of the five year period.)
Indicate the projected plant capacity factor (in percent) for the
unit during each of the above years. Provide separate estimates
using 50 percent and 60 percent plant capacity factors.

b. Indicate the unit price per kwh experienced by the applicant on
system-wide sales of electric power to all customers for the most
recent 12-month period.

RESPONSE:

a. See the attached sheets.

b. The unit price on system-wide sales of electric power to all customers

for calendar year 1980 was 3.53c/kwh.
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ATTACID1ENT FOR ITEM NO.1.a.

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
i UNIT: Waterford SES Unit No. 3

FOR THE CALENDAR YEAR 19 83*

(thousands of dollars)

Operatica and maintenance expenses , . .

Nuclear power generation
Nuclear fuel expense (plant factor so %).................. $ 32,825

_

Other operating expenses....................................... 3.770
Maintenance expenses........................................... 8.570

Total nuclear power generation..................... 45.165
i

Transmission expenses............................................ ____._617
.

Administrative and general expens,s

| Property and liability insurance7.............................. 1,872
~

Other A.6G. expenses........................................... 13.626
i Total A.6G. expenses...................................... 15.498 ;

; TOTAL O&M EXPENSES........................................ 61.280
'

Depreciation expense............................................. 45.752'

'

Taxes other than income taxes.................................... 1,314
.

Income taxes...................................................... 61.648

Return (rate of return: 11.476 %)................................. 128,464
,

i. . -TOTAL ANNUAL COST OF OPERATION $ 298.458
,

t

I

* 9 Months' Operation
,
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ATTACHMENT FOR ITEM NO. 1.a.

i

ESTDIATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: Waterford SES Unit No. 3

FOR ' ale CALENDAR YEAR 19 84
,

'

! (thousands of dollars)

%

Operation and maintenance expenses

i Nuclear power generation
Nuclear fuel expense (plant factor 50 %).................. $ 39.517
O t h e r op e ra t in g e xp e n s e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.040
Maintenance expenses........................................... 7.435

Total nuclear power generation..................... 50,992

Transmission expenses............................................ 798

'

Administrative and general expenses
Property and liability insurance........ 1..................... 2,496
Other A.&G. expenses........................................... 29,558-

.
Total A.&G. expenses...................................... 32,054

i TOTAL O&M EXPENSES........................................ 83.844
,

i

Depreciation expense............................................. 61,003

I '
~ Taxes other than income taxes...... 1,752.............................

1

I Income taxes...................................................... 80.078

Return (rate of return: 11.637%)................................. _168.361.

TOTAL ANNUAL COST OF OPERATION $ 395,038
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ATTACllMENT FOR ITDI NO.1.a.

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: Waterford SES Unit No. 3

FOR Tile CALENDAR YEAR 19 85

"

(thousands of dollars)

Operation and maintenance expenses
Nuclear power generation

Nuclear fuel expense (plant factor 50 %).................. $,_3J ,524
Other operating exrenses....................................... 4,355
Maintenance expanacs........................................... 6,330

Total nuclear power generation..................... 48.209

Transmission expenses............................................ 898__

Administrative and general expenses
Property and liability insurance............................... 2,496
Other A.6G. expenses................. 30,133........................

Total A.&G. expenses...................................... 32.629
T0fAL O&M EXPENSES........................................ 81.646

Depreciation expense............................................. 61.003
'

Taxes other than income taxes.................................... 1.752

Income taxes.. 78,012...................................................

Return (rate of return: 11.679 %)................................. 161,792

TOTAL ANNUAL COST OF OPERATION $ 384,205

I
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ATTACHMENT FOR ITEM NO. 1.a.*

,

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
;

UNIT: Waterford SES Unit No. 3
FOR THE CALENDAR YEAR 1986

,

(thousands of dollars)

Operation and maintenance expenses-
Nuclear power generation

i

Nuclear fuel expense (plant factor 50 %).................. $ 34.386
.

Other operating expenses....................................... 4.810
Maintenance expenses........................................... 7.155'

Total nuclear power generation..................... 46;351,

1.070Transmission expenses........... . . . . . ..........................
1

: Administrative and general expenses
J Property and liability insurance............................... 2,496

Other A.6G. expenses...................... 30,073....................,

Total A.&G. expenses...................................... 32.569
TOTAL O&M EXPENSES........................................ 79.990

j Depteciaticn xpense............................................. 61.003-

i

| Taxes other than income taxes.................................... 1.752
.

1

] Income taxes...................................................... 76:003
|

Return (rate of return: 11.730%)................................. 155.386

TOTAL ANNUAL COST OF OPERATION $ 374,134
.

.
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ATTACIDIENT FOR ITEM NO. - l.a.
|

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING

j. UNIT: Waterford SES Unit No. 3
FOR T11E CALENDAR YEAR 19 87

(thousands of dollars)
|
.

I Operation and' maintenance expenses
Nuclear power generation
Nuclear fuel expense (plant factor 50 %).................. $ 39,728'

Other operating expenses....................................... 5,285

Maintenance expenses........................................... 7.(30
| Total nuclear power generation..................... 52,(,43

5 Transmission expenses............................................ 1,113

Administrative and general expenses
Property and liability insurance............................... 2.496

i Other A.&G. expenses........................................... 30.998~
j Total A.&G. expenses...................................... 13.494

TOTAL O&M EXPENSES........................................ 87,250

; Dep.eciation expense...........'.................................. 61.003-

' '

Taxes other than income taxes.................................... 1,752
I

Income taxes...................................................... 73,052
t

.

i Return (rate of return: 1 1. 7 5 8 % ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148_.606
!

1 TOTAL ANNUAL COST OF OPERATION $ 371.663

.
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ATTACllMENT FOR ITEM NO. 1.a.
,

ESTIMATED ANN 1'AL COST OF OPERATING NUCLEAR GENERATING -

UNIT: Waterford SES Unit No. 3
FOR Tile CALEND/.R YEAR 19 8t

) (thousands of dollars)
| -

Operation and maintenance expenses
Nuclear power generation

Nuclear fuel expense (plant factor 50 %).................. $ 38.547 ,

Other operating expenses....................................... 5,915'

Maintenance expenses........................................... 10,320

i Total nuclear power generation..................... 54,782 _

Transmission expenses............................................ __L 172

| Administrative and general expenses
i Property and liability insurance............................... 2.496
.

Other A.6G. expenses........................................... .28.547
Total A.6G. expenses...................................... 31.043'

TOTAL O&M EXPENSES........................................ 86.997

. Depreciation expense............................................. 61.003
'

Taxes other than income taxes.................................... 1.752
,

! Income taxes...................................................... 70,156
1

.

Return (rate of return: 11.778%)................................. 141.593

! TOTAL ANNUAL COST OF OPERATION $ 36' 501
=

!
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ATTACIIMENT FOR ITEM NO.1.a.
.: -
.

.

ESTIE\TED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: Waterford SES Unit No. 3

FOR Tile CALENDAR YEAR 19 83**

! (thousands of dollars)
t
!

!

Operation and maintenance expenses
Nuclear power generation

Nuclear fuel expense . (plant factor 60 %).................. $ 37,729
.

Other operating expenses....................................... 3,770i

Maintenance expenses........................................... 8.570
-Total nuclear power generation..................... 50.069*

f^
! Transmission expenses............................................ 617

.

; Administrative and general expenses

| Property and liability insurance............................... 1.872
i Other A.6G. expenses........................................... 13,626

Total A.6G. expenses...................................... 15,498
j TOTAL O&M EXPENSES........................................ 66,184

i Depreciation expense............................................. 45.752
'

Taxes other than income taxes.................................... 1,314
:

s.

2 Income taxes...................................................... 61,648

:
Return (rate of return: 11.476 %)................................. _128,464

TOTAL ANNUAL COST OF OPERATION $ 303,362
j

i * 9 Months' Operation
j
t'
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ATTACle!ENT FOR ITEM NO. 1.a.

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: Waterford SES Unit No. 3

FOR T11E CALENDAR YEAR 1984

(thousands of dollars)

Operation and maintenance expenses
Nuclear power generation

Nuc1 car fuel expense (plant factor 60 %).................. $ 44.650
Other_ operating expenses....................................... 4.040
Maintenance expenses........................................... 7,435

Total nucicar power generation..................... 56,125

Transmission expenses............................................ 798

Administrative and general expenses
Property and liability insurance............................... 2,496
Other A.&G. expenses........................................... 29,558

Total A.6G. expenses...................................... 32.054
TOTAL O&M EXPENSES........................................ 88.977

repreciation expense............................................. 61.003

I '

Taxes other'than income taxes............................ 1.752......

Income taxes...................................................... 80,078

: Return (rate of return: 11.637 %)................................. 168,361

i
TOTAL ANNUAL COST-OF OPERATION $ 400.171
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ATTACHMENT FOR ITEM NO. 1.a.

4' ESTIMATED ANNUAL' COST OF OPERATING NUCLEAR GENERATING
UNIT: Waterford SES Unit No. 3

FOR THE CALENDAR YEAR 1985
.

| (thousands of dollars)
2

j Operatfon'and maintenance expenses

| Nuclear power generation
; Nuclear fuel expense (plant factor 60 %).................. $ 40,291

Other operating expenses....................................... 4.355
Maintenance expenses........................................... 6.330

Total nuclear power generation..................... 50.976

Transmission expenses............................................ 808.

Administrative and general expenses
Property and liability insurance............................... 2.496

j Other A.6G. expenses........................................... 30.133 ___

Total A.&G. expenses...................................... 32.629
TOTAL O&M EXPENSES........................................ 84.413

1

4

j ' Depreciation expense............................................. 61.003

j Taxes other than income taxes.................................... 1,752

i Income taxes...................................................... 78,012

Return (rate of return: 1 1. 6 7 9 % ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161,792

4 TOTAL ANNUAL COST OF OPERATION $ 386,972
i
e
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ATTI.CIDIENT FOR ITEM NO.1.a.

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: Waterfr.rd SES Unit No. 3

FOR Tile CALENDAR YEAR 19 86

(thousands of dollars)

Operation and maintenance expenses
Nuclear power generation

Nuclear fuel expense (plar.t factor 60 %).................. $ 41,722

Other operating expenses....................................... 4,810
Maintenance expenses.............................s............. 7.155

Total nuclear power generation..................... 53.627

Transmission expenses............................................ 1.070

Administrative and general expenses
Property and liability insurance............................... 2.496
Other A.6G. expenses........................................... 30[073__

Total A.&G. expenses...................................... 32,569
TOTAL O&M EXPENSES........................................ 87,326

Depreciation expense............................................. 61.003

Taxes other than income taxes.................................... 1.752

Income taxes...................................................... 76.003

Return (rate of return: 11.730%)................................. 155.386

TOTAL ANNUAL COST OF OPERATION $ 381,470

,
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ATTACIDIENT FOR ITD1 NO. 1.a.

ESTIMATED ANNUAL COST OF OPERATING NUCLi'AR GENERATING
UNIT: Waterford SES Unit No. 3

FOR Tile CALENDAR YEAR 19 87
:

(thousands of dollars)

Operation and maintenance expenses
Nuclear power generation

i Nuclear fuel expense (plant factor 60 %).................. S 41.321
; O the r ope ra t in g expen se s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,285

Maintenance expenses..........................................., -7,630'

Total nuclear power generation..................... 54.236
,

i

1.113Transmission expenses.......... .................................

Administrative and general expenses'

Property and liability insurance............................... 2.496
I Other A.6G. expenses........................................... 30.998
, Total A.6G. expenses...................................... 33.494
"

TOTAL O&M EXPENSES........................................ 88.843

Depreciation expense............................................. 61,003 :

!

Taxes other than income taxes.................................... 1,752 :
1

i
Income taxes...................................................... 73,052

,

Return (rate of retuna:_1 1 . 7 5 8 % ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148.606
-t

; TOTAL ANNUAL COST OF OPERATION $ 373.256
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ATTACHMENT FOR ITEM NO. 1.a.

r

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: Waterford SES Unit No. 3

,

FOR THE CALENDAR YEAR 19 88'

4

(thousands of dollars)

Operation and maintenance expenses
Nuclear power generation
Nuclear fuel expense (plant factor 60 %).................. $ 48,093

.-

Other operating expenses....................................... 5,915
i Maintenance expenses........................................... 10,320
} Total nuclear power generation..................... 64.328
3

! Transmission expenses............................................ 1.172
4

Administrative and general expenses;

Property and liab 11ty insurance............................... 2.496'

Other A.6G. expenses........................................... 28.547
i Total A.&G. expenses...................................... 31.043

TOTAL O&M EXPENSES........................................ 96,543'

,

s

Depreciation expense............................................. 61,003

Taxes other than income taxes.................................... 1,752
;

I
i Income taxes...................................................... 70,156

4

1

1 Return (rate of return: 1 1. 7 7 8 % ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141,593
4

TOTAL ANNUAL COST OF OPERATION $ 371,047
i
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I 2..
stating what is included in such costs, the assumptions made in esti-
Indicate the'estimatet cost of permanently shutting down the facility,

mating the costs, the type of shutdown contemplated, and the intended
source of funds to cover these costs.

,

,

i
k

.

'

RESPONSE:

!

The only. type of shutdown contemplated ' for Waterford, 3 is decommissioning'

I after its useful (i.e. approximately 30 to 40 years) lifetime has passed.
!

'

[ Please refer to the OL Stage Environmental Report Section 5.8 for a
|

discussion of alternate approaches to decommissioning. The generic costs

are normalized to the mothballing option. The cost for mothballing is given

in 1975 dollars. The references cited discuss the assumptions made in-

{ detail,

i

A discussion will not be made as to the preferred decommissioning alter-

native until the end of Waterford-3's useful lifetime. At that tin.e ,
,

; LP&L will perform a detailed study to dotermine the preferred alternative,

i both in terms of coets and environmental impact. LP&L believes that it
:

is logical to wait until near the end of the plant's lifetime to perform

this study because only at that time will the actual technological,i

economical and regulatory conditions be known.

i

j For the purpose of_present financial planning the generic decommissioning
!

j cost estimates are considered to be sufficiently accurate.
1

i

The source of "unds is through increased depreciation of the plant.
,

!
,

i

. . . _ . _ _ .
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3. Provide an estimate of the annual cost to maintain the facility in a safe
condition. Indicate what is included in the estimate, assumptions made
in estimating the costs, and the intended source of funds to cover these
Costs.

RESPONSE:

Please refer to the OL Stage Environmental Report Section 5.8 for a dis-

cussion of alternate approaches to decommissioning. The references cited

discuss the assumptions made in predicting annual maintenance and sur-

veillance costs for a shutdown facility. For mothballing, these annual

costs are estimated to be $88,000 (in 1975 dollars) if a 24-hour security

force is not required, and $167,000 if such a security precaution is

necessary.

For the purpose of present financial planning the generic decommissioning

cost estimates are considered to be sufficiently accurate.

The source of funds is through increased depreciation of the plant.

|
!

!

|
|

|

|
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5. Describe aspects of the regulatory environment including, but not
necessarily limited to, the following: Prescribed treatment of
allowance for funds used during construction; rate base (original
cost,. fair value, other); accounting for deferred income taxes and
investment tax credits; fuel adjustment clauses in effect or proposed;
historical,' partially projected, or fully projected test year.

'

RESPONSE:

The Louisiana Public Service Commission's pccetice has been to use a

historical test year. The Commission also uses an average original cost

rate base that includes all Construction Work in Progress (CWIP) but they

also include in income Allowance for Funds Used During Construction (AFUDC) .
i

In LP&L's last rate case the Commission's order lowered the AFUDC rate2

.

j to 5% on $716.2 million of CWIP thus allowing the Company additional cash

]-
earnings.

<

All non-investor supplied capital, including deferred income taxes and
.

| pre .1971 investment tax credits, are deducted from the rate base.

LP&L's fuel adjustment clause in all of its rates subject to the Louisiana

Public Service Commission reads as follows: "Plus or minus .001 cent per

kwh used during the month for each .001 cent by which the average fuel
:

cost per kwh as delivered to Company's customers during the second

preceding calendar month is more or less than .230 cent, adjusted for any

over or under collection."
,

This clause allows LP&L to pass through its total fuel cost associated
;

| with generating kwh's for its Louisiana customers. In addition, LP&L is

( allowed to pass through the energy cost of any kwh's which were purchased

for its Louisiana cestomers with the exception of emergency power on which

only the fuel cost can be passed through.

1 of 2

.._ _ _ _ _ _ __ ~ - __ , . - _ . . - . _ _ . . . _ _ ,
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4. Provide the following for both LP&L and Middle South:

Copics of the prospectus for the most recent security issue and copies
of the most recent SEC Form 10-K and 10-Q.
Copies of the preliminary prospectus for any pending security issue.
Submit copies of the Annual Report to Stockholders each year as required
by 10 CFR 50.71(b).

RESPONSE:

Copies of the requested documents are attached. Copies of the 1980

Annual Report to Stockholders will be available by April 1, 1981, and

copies will be submitted as required by 10 CFR 50.71(b).

l

._ . . . . , - . . . . . - - . - .
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5. - continued j

,

Corrections for over and under collections are made by taking the

cumulative over and under amount and dividing by the kwh sales for

the twelve month period ending with the current month. This adjustment

f actor is added or subtracted to the fuel adjustment which is based on

the second prior month's costs and generation.

a

l

|

|

2 of 2 ;

|'

|
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6. Describe the nature and amount of the most recent rate relief action (s).
In addition, indicate the nature and amount of any pending rate relief
action (s). Use the attached form to provide this information. Provide
copies of the submitted financially related testimony and exhibits of
the staff and company in the most recent rate relief action or pending
action. Furnish copies of the hearing examiner's report and recommendation,
and final opinion last issued, including all financially related exhibits
referred to therein.

RESPONSE:

In December 1979 the Louisiana Public Service Commission granted LP&L a

$59.6 mi?. lion rate increase based on a 1978 test year. In October 1980

the Commission granted an interim rate increase of $32.6 million which

is a part of the current rate case pending requesting $203.6 million based

on a 1979 adjusted test year. Hearings are scheduled to begin in March

1981 and a decision is expected by May 30, 1981.

See attachment for rate developments.

|

t

!
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ATTACHMENT FOR ITEM NO 6

RATE DEVET.0PMENTS

Electric Cas Steam
Crnnted

Test year utilized 1978 N/A N/A
Annual amount of revenue increase requested-

test year basis (000's) $114,700
Date petition filed 12-18-78
Annual amount of revenue increase allowed-

test year basis (000's) $59,600
Percent increase in revenues allowed 18%

Date of finni order 12-18-79
Effective date 12-18-79
Rate base finding (000's)
Construction work in progress included in See No. 5

Rate base (000's)
Rate of return on rate base authorized 10.5%
Rate of return on common equity authorized 13.25%

Revenue Effect (000's)

Amount received in year granted
Amount received in subsequent year $72,000
(If not abailable, annualize amounts received

in year granted)

Pending Requests

Test year utilized 1979
Amount (000's) $203,600
Percent increase 37%

Date petition filed 5-30-80
Date by which decision must be issued 5-30-81
Rate of return on rate base requested 10.94
Rate of return on common equity requested 16.0
Amount of rate base requested $1,809,087,000
Amount of construction work in progress

requested for inclusion in rate base $1,025,868,368

!

|

[
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. _ _ - - -

. .

I

7. Complete the enclosed form entitled, " Financial Statia:.ics," for the most
recent 12-month period and for the calendar years 1980 and 1979.

RESPONSE:

See the attached form entitled " Financial Statistics." '

i

.

i

!

i

I

|

|
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ATTACHMENT FOR ITEM NO. 7 |

FINANCIAL STATISTICS
i

12 months' ended
1980 1979

(dollars in millions)

Earnings available to common equity $76.2 $49.7
Average common equity $525.8 $452.3

Rate of return on average common equity 14.5% 11.0%

Times total interest earned before FIT:
Gross income (both including and excluding INCL EXCL INCL EXCL
AFCD) + current and deferred FIT t total AFDC AFDC AFDC AFDC
interest charges + amortization of debt 2.59 2.01 2.07 1,42
discount and expense

Times long-term interest earned before FIT:
INCL EXCL INCL EXCL

Gross income (both including and excluding
AFDC AFDC AFDC AFDC

AFDC) + current and deferred FIT + long- 3.18 2.47 2.44 1.68term interest charges + amortization of
dB n i r t$ngS ken 3 o?*Ec?l8d>

Standard and Poor's BBB BBB

Moody's Baa Baa

Times interest and preferred dividends earned
after FIT:
Gross income (both including and excluding INCL EXCL INCL EXCL
AFDC + total interest charges + amortization AFDC AFDC AFDC AFDC
of debt discount and expense + preferred 1.69 1.24 1.57 1.04
Dividends.

AFUDC $49.5 $45.6
Net income after preferred dividends $76.2 $49.7
% 65.0% 91.8%

Market price of common * $11.50 $12.625
Book value of common * $17.75 $18.40
Market-book ratio (end of period)* 64.8% 68.6%

Earnings avail. for common less AFDC +
depreciation and amortization, deferred
taxes, and invest. tax credit adjust.-
deferred. $89.6 $59.7

Common dividends $69.1 $52.7
Ratio 77.1% 88.2%

Short-term debt
Bank loans $44.3 $32.4
Commercial paper - -

Capitalization (Amount & Percent)
Long-term debt $829.0 49.9% $827.4 53.2%
Preferred stock $267.3 16.1% $238.9 15.4%

i Common equity 564.1 34.0% 487.4 31.4%
t

l
l

| 0 If subsidiary company, use parent's data.
|
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PROSPECTUS

8,000,000 Shares

Middle Soutn Utilities, Inc.
Common Stock

$5 Par Value

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES
AND EXCHANGE CONihilSSION NOR HAS THE COhfNilSSION PASSED UPON THE

ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO
THE CONTRARY IS A CRIhflNAL OFFENSE.

c

tlnderwriting
Discounts and Proceedsto

Price so Public Commissions (l ) Company ( 2)

Per Share = $12.125 S.3721 $11.7529
Total . 597,000,000 $2,976,800 $94,023,200.

(I) The Company has agreed to indemnify the Purchasers against certain liabilities, including
liabilities under the Securities Act of 1933.

(2) Before expenses payable by the Company estimated at $180,000.

The Company has made application for the listing of the additional shares of Common Stock on the
New York, Afidwest and Pacific Stock Exchanges.

The above Common Stock is offered by tne Purchasers named herein, subject to prior sale, when, as
and ifissued and accepted by them and subject to the approval of counsel. It is expected that delivery of
the shares will be made on er about October 21,1980.

Kidder, Peabody & Co.
Incorporated

Drexel Burnham Lambert
Incorporated

Goldman, Sachs & Co.

Merrill Lynch White Weld Capital Markets Group
Merrill Lynch, Pierce. Fenner & Smith Incorporated

Salomon Brothers

Dean Witter Reynolds Inc.

The date of this Prospectus is October 14,1980.,

|
|
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IN CONNECTION WITil THIS OFFERING, THE PURCIIASERS MAY OVER-ALLOT OR
|

EFFECT TP.ANSACTIONS WHICH STABILIZE OR LIAINTAIN THE MARKET PRICE OF Tile
COMMON STOCK OF THE COMPANY AT A LEVEL ABOVE THAT WHICH MIGHT OTilER.
WISE PREVAIL IN THE OPEN MARKET. SUCH TRANSACTIONS MAY BE EFFECTED ON
THE NEW YORK, MIDWEST AND PACIFIC STOCK EXCHANGES, IN THE OVER-THE-
COUNTER MARKET, OR OTHERWISE. SUCH STABILIZING, IF COMMENCED, MAY BE
DISCONTINUED AT ANY TIME. !

No dealer, salesman or other person has been authorized to give any inform.ation or to make any
representation not contained in this Prospectus and, if given or made, such information or representation
must not be relied upon as having been authorized by the Company or the Purchasers. This Prospectus
does not constitute an oser to sell or a solicitation of an oser to buy atay of the securities ofered hereby
in any jurisdiction to any person to whom it is unlawful to make such o#er in such jurisdiction.

Neither the deli 5ery of this Prospectus nor any sale made hereunder shall, under any circumstances,
create any implication that there has been no change in the a# airs of the Company or its subsidiaries
since the date hereof.

.

AVAlLABLE INFORMATION
Afiddle South Utilities, Inc. (" Company"or "AtSU") is subject to the informationalrequirements of the

Securities Exchange Act of 1931 (" Exchange Act") and in accordance therewith fles reports and other
information with the Securities and Exchange Commission ("SEC"). Information concerning directorc and
ofcers, their remuneration and any materialinterests ofsuch persons in transactions with the Company, as
ofparticular dates, is disclosed in proxy statements distributed to shareholders ? he Company andfled with
the SEC. Such reports, proxy statements and other information can be inspec.?d and copied at the public
referencefacilities maintained by the SEC at Room 6101,1100 L Street, N t1b IVashington, D.C.; Room
1228, Everett SicKinley Dirksen Building, 219 South Dearborn Street, Chicago, Ill.; Room 1100, Federal
'zdding, 26 Fedcral Pla:a, New York, N. Y: and Suiu 1710, Tishman Building,10960 IVilshire Boulevard,
os Angeles, Cahf. Copies of this material can also be obtained at prescribed rates from the Public

Reference Section of the SEC at itsprincipal ofce at 300 North Capitol Street, N. IV., IVashmyton. D. C.
20319 The Common Stock of the Company is listed on the New York, Afidwest and Pacijk Stcc!:
Exchanges. Reports, proxy statements and other information concerning the Company can be inspected and
copiedat the respective ofces of these oxchanges at 20 Broad Street, New York, N. Y., at i20 South LaSalle
Street, Chicago, Ill. and at 301 Pine Street San Francisco, Cahf.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE
The .tifowing documents filed with the SEC pursuant to th: Exchange Act are incorporated in this

Prospectus by reference:

1. The Company's Annual Repet on Form 10-K for the year ended December 31,1979. A
revised opinion t f the independt., scrtified public accountants is included herein.

2. The Compay's Quarterly Reports on Form 10-Q for the quarters ended March 31, and June
30,1980.

3. The Company's Proxy Statement for the Annual Meeting of Stockholders held on May 16,
1980.

All documents filed by the Company pursuant to Section 13 or 14 of the Exchange Act after the date
of this Prospectus and prior to the termination of this offering shall be deemed to be incorporated by

'

reference in this Prospectus and to be a part hereof from the date of filing of such documents.
The Company hereby undertakes to pro 5ide without charge to each person to whom a copy of this

Prospectus has been delivered. on the written request of any such person, a copy of any or all of the
documents referred to abo 5e which have been or may be incorporated in this Prospectus by reference,
other than exhibits to such documents. Written requests should be directed to Mr. Dan E. Stapp,
Secretary and Assistant Treasurer, Middle South Utilities, Inc., P.0, Box 61005, New Orleans,
Louisiana 70161. The information relating to the Company contained in this Prospectus does not purport

i to be comprehensise and should be read together with the information contained in the documents
incorporated by referace.

|
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SELECTED INFORMATION
The follow,ng material, which is presented herein solely to furnish limited introductory information

regarding the Company and the ofering, has been selectedfrom, or is based upon, the detailed information
andfnancial statements appearing in the documents incorporated herein by reference or elsewhere in this
Prospectus, is quahfed in its entirety by reference thereto and, therefore, should be read together therewith.

Issuer... ... __ Middle South Utilities, Inc.
. . . . . . . . . .

Securities OtTered . .. . . .. . ... . .. ... .. . _8,000,000 shares of Common Stock, $$ Par Value
Listing (Symbol: MSU)- . ..New York, Midwest and Pacific Stock Exchanges. ..

Price Range (composite): January 1,1980 through October 13,1980 .14410%
Closing Price on October 14, 1980... -I1%... .

THE COMPANY AND ITS SUBSIDIARIES
Business of utility subsidiaries Electric, gas and transit service
Service Area = Ponions of the States of Arkansas, Louisiana, Mis-. .

sissippi and Missouri
Sources of 1979 Operating Revenues . .. Electric 91.6fo: Natural Gas 6.4Te; Transit 2.0Pe
Sources of 1979 Operating Income (loss) Electric 99.5?e; Natural Gas 1.5?o; Transit and other

( l.0)"4
Electric Customers at December 31,1979.. Approximately 1,520,000. . .

Fuel for Electric Generation during 1979.- Natural Gas 57?o; Oil 33"e; Nuclear 10re

SELECTED CONSOLIDATED FINANCIAL INFORMATION
(Dollars in thousands except per share figures)

Year Ended December 31.

E E E
INCOME STATEMENT D ATA:

Operating Revenues $ 1,443,057 $ 1,622,177 S 1,823,059
Operating Income . . $ 203,663 $ 228,262 S 218,198
Net Income- . I 144,969 $ 185,438 5 182,058
Weighted Average Common Shares Outstanding.. . 66,598,876 75,522,179 85,444,691
Earnings Per Share of Common Stock on Weighted

Average Number of Shares Outstanding . $2.18 $2.46 S2.13
Dividends Dec'ared per Common Share: $1.395 $1.46 $1.535

Capitalization at June 30.1980 (Unaudited i

Actual Adjusted *

(000) Percent (000) Percent

B Al.ANCE S HEET D ATA:

Common Shareholde. * dquity.. 51,752,408 31?o $1.846,431 33"o
Preferred Stock ( without sinking fund ) . 330,967 6 330,967 6
Preferred Stock (with sinking fund ) . 255,562 4 255.562 4
Long-Term Debt - 3,319,932 59 3,22$ 909 57

Total Capitalization . . 55,658,869 100"e $5,658,869 1007o

i

* Gives effect to the proposed issuance of the 8,000,000 shares of Common Stock offered hereby and
'

the related reduction oflong-term debt.

| 3
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iHE COMPANY

The Company, incorporated under the laws of the State of Florida on Alay 27,1949, is a hoiding
company registered under the Pub : - IJtitiv Holding Company Act of 1935 and neither o vns nor operates
any physical properties. The Company and its various direct and indirect subsidiaries are hereinafter
referred to as the hiiddle South System. The Company is the owner of all the outstanding common stock
of its principal wrating subsidiaries (" System operating companies"), Arkansas Power & LightCompany ("AP&L'

Arkansas-Niissouri Power Company (" Ark-Nto") Louisiana Power & Light
Company ("LP&L"), Mississippi Power & Light Company ("AIP&L") and New Orleans Public Service
Inc. ("NOPSI").

The two other wholly-owned principal subsidiaries of the Company are Aliddle South Services, Inc., a
service company, and Middle South Energy, Inc. ("MSE"), a generating company formed in 1974 to
undenake the construction, financing and ownership of certain base load generating units. In 1972,
AP&L, LP&L, MP&L and NOPSI formed a special purpose company, System Fuels, Inc. ("SFI"), to plan
and implement programs for the procurement, delivery and storage of fuel supplies for the Middle South
System. In addition. Ark Mo has a wholly-owned subsidiary, Associated Natural Gas Company
(" Associated").

The principal executive offices of the Company are located at 225 Baronne Street, New Orleans,
Louisiana 70112 (telephone 504-529-5262).

USE OF PROCEEDS AND CONSTRUCTION PROGRAM

The Company proposes to apply the net proceeds (see Cover Page) from the sale of the 8,000,000
shares of Common Stock offered hereby (" Additional Common Stock") to a reduction in the amount of
bank loans outstanding under the revolving credit agreement hereinafter referred to. (The Company may
sellless than all of the shares of the Additional Common Stock in the event of a default by less than all of
the Purchasers, see " Purchasers".) The Company estimates that outstanding bank loans will be
approximately $198,000,000 at the time t.te proceeds from the sale of the Additional Common Stock are
received. The Company has a revolving credit agreement witt. various banks providing for the issuance of
not to exceed $230 million of unsecured pro nissory notes. The agreement will terminate December 31,
1984, and the maximum principal amount c,. aiowable borrowings will be reduced to seventy-five percent
(75%) of the original commitment on December 31, 1982 and to fifty percent (50%) of the original
commitment on December 31,1983. Proceeds derived from bank borrowings are used principally to make
investments in certain of the Middle South System companies, which use funds so invested for the
construction and/or acquisition of property or for the retirement of short-term indebtedness.

The 1980 construction expenditures (exclusive of nuclear fuel costs) for the Middle South System
were estimated at July 31,1980 by the Company to total $901.2 million, of which $538.2 million had been
expended through July 31,1980. Construction expenditures during the period 1981 through 1983 were
estimated at July 31,1980 to total $2,446.1 million (including $5u9.9 million of allowance for funds used
during construction ("AFDC")).

The estimates by years are as follows: 1981, $911.8 million; 1982, $821.1 million; and 1983, $713.2
million (including AFDC of$263.1 million for 1981, $194.2 million for 1982 and $112.6 million for 1983).

The estimated construction expenditures for 1980 include 5722.6 million for production, $69.3 million
for transmission, $94.1 million for distribution and $15.2 million for other plant. These amounts include
estimated environmental expenditures for 1980 of $65.0 million.

|
|
|
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The following tabulation shows certain details with respect to certain planed generating facilities
incitaded in the estimated construction expenditures for 1980 1983.

Sclied.
Net Tota! uled

System Espenditures S> stem Year
Cape. Com- Cost of

Fuel bility Before pany Per Com.
location T)pe AlW 1980 1980 1981 1982 1983 Cos:(I) KW(2) pietion

(Niillions of Dollars-escept Cost Per KW)
Indrpendence. No. l( 5 )( 7) .. Newark. Ark. Coal 424 $ 35.5 $ 34.7 $ 149.8 $ 54.7 $ 3.7 5 284.2 5 670(4) 1983
Indgendence. No. 2( 5 )( 7) .. Newark. Ark. Coal 424 6.9 0.2 42.9 58.2 67.5 219.3 517(4) 1985

Sub total 42.4 34.9 192.7 112.9 71.2 $ 503.5
AP&L

White ?.hfr. No. 2( 3)( 7) . Redfield. Ark. Coal 428 103.9 27.9 35.9 - - $ 167.7 392( 4) 1981
Sub-total 103.9 27.9 35.9 - - $ 167.7

LP3L
Waterford No. 3 Killona. La. Nuclear 1,165 819.3 197.9 235.2 207.5 31.6 $ 1,491.5 1.280 1983

Sub-total 819.3 197.9 235.2 207.5 31.6 $ 1.491.5
MSE

*
Grand Gulf, No.1( 6) Grtad Gulf. Miss. Nuclear 1.094 I,1473 312.0 184.0 46.7 - $ 1.690.0 1.545 1982
Grand Gulf. No. 2( 6) Grand Gulf, Miss. Nuclear 1.094 272.1 26.0 46.0 188.3 229.0 1.170.0 1.069 1986

Sub-total. _, 1.419.4 338.0 230 0 235.0 229.0 $2.860 0
Total $2.385.0 $598.7 $693.8 $555.4 $331.8

(1) The costs shown include AFDC. Costs of acquiring nuclear fuel (net of amounts already
provided for under existing leases of AP&L, LP&L and AfSE) excluded from construction expenditures of
the nuclear units are estimated to amount to (in millions) $33, $126, $104 and $42 for the years 19aG,
1981,1982 and 1983, respectively. SFI has entered into an arrangement for the financing of $60,000,W
of expenditures in connection with its nuclear fuel pro:urement and services program for the Middle South
System.

(2) Common costs are identified with the first unit of each station. Therefore, the Cost Per KW is
substantially greater for the first, as compared to the second units, at the Independence Steam Electric
Generating Station (" Independence Plant") and the Grand Gulf Generr. ting Station (" Grand Gulf
Plant").

(3) Co-owners Arkansas Electric Cooperative Corporation ("AECC"), City Water and Light Plant of
*

the City of Jonesboro, Jonesboro, Arkansas ("Jonesboro"). The City of Co:tway, Arkansas ("Conway"),
and The City of West hiemphis Arkansas (" West hiemphis") own undivided interests of 35%,5%,2%, .

and 1%, respectively, in Unit No. 2 of the White Bluff Steam Electric Generating Station (" White Bluff
Plant"). The Table reflects AP&L's 57% ownership interest in the project. On August 22,1980, Unit No.
I of the White Blutf Plant was placed in commercial operation. Based on preliminary carability tests of
Unit No. I of the White Bluff Plant, the capability of each of Unit Nos. I and 2 of the h hite BlutT Plant
has initially been determined to be 750 MW instead of ~ 40 hiW.

(4) Costs of sulfur dioxide removal equipment for the White Bluff and Indeghe r ants are not
included in the above Costs Per KW. The Plants have been designed and are being consructed so that
such equipment could be installed should it become economically feasible and should AP&L be required
to make such installation in the iuture. AP&L has estimated that the Cost Per KW wouli be increased by
approximately $11I and $79 for Unit No. I and Unit No. 2 of the White Bluff Plant, rest.ectively, and by
approximately $106 and $77 for Unit No. I and Unit No. 2 of the Independence Plant, respectively,
should sulfur dioxide removal equipment be required. AP&L is burning low sulfur coal from Wyoming to
operate Unit No. I of the White BlutT Plant and expects to burn low sulfur coal at Unit No. 2 and at the
Independence ?!aat.

( 5) The Independence Plant is owned by AP&L, AECC, Jonesboro, Conway, West hiemphis and the
City of Osceola, Arkansas ("Osceola") in proportions of 56.5%,35%, 5%,2%,1% and .5%, respectively.
AP&L and 51P&L have initiated negotiations for the sale by AP&L to nip &L of 25% of the Independence

5
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Plant, to be derived from AP&L's 56.5% interest in the Plant. The consummation of such sale will be,

dependent upon the successful conclusion of these negotiations and the receipt of various regulatory'

approvals. The Table redects the combined 31.5% and 25% interest in the project of AP&L and MP&L, I

i
respectively, after the completion ofsuch sale, and AP&L and MP&L's combined 100% ownership interest
in the coal handling equipment. The amounts shown for 1980 have not been reduced for the 1% and .5%
interest sold to West Memphis and Osceola, respectively, in 1980. Based on preliminary capability tests of
Unit No. I of the White Bluff Plant, the capability of each of Unit Nos. I and 2 of the Independence Plant

1

4

has been determined to be 750 MW instead of 740 MW.

(6) MSE has entered into an agreement for the acquisition by South Mississippi Electric Power3

Association ("SMEPA") of a 10% undivided ownership interest in the Grand Gulf Plant and i;
negotiating with Municipal Energy Agency of Mississippi ("MEAM") for the possible acquisition 3y

,

MEAM of up to a 2.48% undivided ownership interest in the Grand Gulf Plant. The construetN,

< . expend:tures redect the agreement with SMEPA and assume the consummation of the transcetion wita
MEAM. The Table redects MSE's resulting 87.52% ownership interest in the project. At Augu:t 31,1980,

"

construction of Unit Nos. I and 2 of the Grand Gulf Plant was approximately 86% and 23% completed,
i respectively, and engineering was approximately 88% and 43% completed, respectively.

f (7) Pursuant to its notice to the otherjoint owners of Unit No. 2 of the White Bluff Plant and of Unit
| No. I and Unit No. 2 of the Independence Plant AP&L exercised its contractual right to cease making !

contributions to the construction of those Units on June I,1980, and AECC has been paying AP&L's share,

of such construction costs since that date in order to keep the Units on schedule. As of July 31,1980,
AECC had advanced approximately $12,533,000 of AP&L's share of construction expenditures. AP&L
has a contractual right to repay to AECC the money advanced for the AP&L share of construction costs at

j any time before June 1,1982, and thereby retain the ownership ofits share of the plants. AP&L and
; AECC have executed a written agreement for the purpose of facilitating the transfer to AECC of any

portion of AP&L's share of either plant for which AP&L does not reimburse AECC by June I,1982, for
the construction costs advanced for it by AECC.

The foregoing are only estimates of construction expenditures for the various facilities referred to.
Actual expenditures and dates of completion for the various construction projects may vary from the
estimates because of availability of financing, changes in the plans of the respective companies, cost
Huctuations, sales of interests in projects, availability of labor, materials and equipment, licensing and;

i testing delays and other factors. The Middle South. System is continuing to experience increases in costs for
j constrJction of new facilities as a resuit of continuing rises in the costs of material, labor and capital,
i increasing requirements of expenditures for environmental and ecological purposes, and deferred'

completion dates of projects.

| In addition to corstruction of utility plant, SFI expects to increase its investment in its fuel
procurement and exploration programs. SFI's increased investment (excluding fuel oil inventory) is
expected to be $51 mi' lion in 1980, $19 million in 1981,$72 million in 1982 and $45 million in 1983.
Middle South System expenditures for nuclear fuel not already provided for under existing leases are,

| expected to amount to 533 million in 1980, $126 million in 1981, $104 million in 1982 and $42 million in
1983.

I

1

| FUTURE FINANCING

Construction expenditures (exclusive of nuclear fuel costs) for the Middle South System during thei

period 1981 through 1983 were estimated at July 31,1980 by MSU to be approximately $2,446.1 million
(including $569.9 million in AFDC). During the period M81-1983, increased investment in the fuels
programs net of amounts provided for by existing leases will add $408 million to total capital requirements
(including nuclear fuel cost not provided for under existing leases). MSU estimates that $1,298.9 million
will be raised from sources outside the Middle South System through the sale of additional bonds and
shares of preferred stock,long and short-term borrowings and pollution control revenue bond financing
and through the sale and leaseback or repurchase of property and leasing of nuclear fuel. Approximately
$291.5 million is expected to be raised from the sale of MSU Common Stock. The balance of the capital

6
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expenditures for the period 1981 through 1983, presently estimated at $1,263.7 million,is to be met with
internally generated funds (including $569.9 million in AFDC).

In addition to the fmancing requirements needed for capital expenditures, MSU estimates that during
19811983 the Middle South System will need to raise capital funds from external sources tothe period

refinance maturing long-term debt, or to make sinking fund nedemptions, totalling $284 million and to
redeem $9 million of preferred stock pursuant to sinking fund requirements.

The coverage provisions of the indentures and charters of the System operating companies generally
require minimum earnings coverages of twice the pro forma annual bond interest charges for the issuance
of additional bonds and minimum earnings coverages of one and one-half times the pro forma annual
interest charges and preferred dividends for the issuence of additional shares of preferred stock.

On the basis of the formulas contained in the indentures and charters of certain of the System
31,1975 and 1979 and the

operating companies, the earnings coverages for the years ended December
twelve months ended August 31,1980 would be those stated in the following tabulation:

AP&L LPAL MP&L NOPSI

Preferred Preferred Preferred Preferred

Year Bonds Stock Bonds Stock Bonds Stock Bonds Stock

1975 1.80 1.38 2.45 1.81 2.86 1.81 1.92 1.33

1979. 1.56 1.70 1.71 1.36 3 00 1.87 2.46 1.87

Twelve months ended
August 31,1980 . 2.12 1.55 2.33 1.56( a ) 3.50( b) 2.02( b) 2.27 1.43

( a) LP&L is seeking regulatory approval for the sale in November 1980 of not in excess of 1,200.000
shares of Cumulative Preferred Stock, $25 Par Value.

(b) includes in earnings the effect of certain revenues which may be subject to refund with interest
(see "Recent Developments-Rate Matters-MP&L").

Based on the above earnings coverage tests as of August 31,1980, and assuming the availability of
bondable property, AP&L, LP&L, MP&L and NOPSI could have issued first mortgage bonds or preferred
stock amounting to the following, at an assumed interest and dividend rate of I3.5%

First
Mortasse Preferred

Bonds sg

AP&L.. .. $ 29,000,000 $ 26,000,000

LP&L. . 80,000,000 31,000.000

98,700,000 60,700,000
MP&L _ .

N OPSI.... .
8,800,000 -

Total $216,500,000 $ 117,700,000

In addition to the above first mortgage bonds these System operating companies could issue additional
first mortgdge bonds for refunding purposes.

The amounts of additional bonds and preferred stock which can be issued by the System operating
companies in the future are contingent upon earnings and may be contingent upon the ability of the
System operating companies to obtain adequate rate relief.

Certain of the System operating companies have arranged and are attempting, to the extent
practicable, to arrange in the future for the financing of cenain of their estimated expenditures for
pollution control facilities through the issuance by local governmeatal units of pollution control revenue
bonds.

MSE estimated at July 31,1980 that the total cost to MSE, assuming an 87.52% ownership interest
(see Note 6 to the Table under"Use of Proceeds and Construction Program") for the Grand Gulf Plant,
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excluding nuclear fuel, will be approximately $2,860.0 million. In connection with the Grand Gulf Plant,
NfSU has undertaken, to the extent not obtained by h1SE from other sources, to furnish or cause to be
furnished to hiSE sufficient capital for construction and operation of the Grand Gulf Plant and related
purposes. Through July 31,1980, NISU had invested $425.5 million in the coramon stock of AfSE. In
Afarch 1980 AfSE entered into an amendment to its revolving loan agreement with a group of banks to
increase the a nount available thereunder to $808 million and to e.vtend the term and commitment periodof such borrowings to December 31,1985.

At July 31,1980, hiSE had borrowed $587.0 million under this
loan agreement and had outstanding $400 million ofits First Afortgage Bonds,9%% Series due 1989 and
$98.5 milhon ofits First Afortgage Bonds,124% Series due 2000. NISE is obligated to make annual cash
sinking fund payments with respect to the 9%% Bonds commencing July 1,1982 designed to retire $328
million of those Bonds by maturity and with respect to the 12%% Bonds commencing on January 1,1985
designed to retire about $93.5 million of those Bot.ds by maturity. Also, N1SE has covenanted with the
bondholders and the banks that it will complete Unit No. I no later than December 31,1982.AfSS has
also covenanted with the bondholders that Unit No. 2 will be completed no later than December 31,1986.
In the event either of these covenants is not fulfilled or htSE defaults in respect of either the Bonds or the
bank borrowings, the Bonds and the bank borrowings will become due and payable unless extensions of
time can be arranged. In these cases, htSU would be required to provide N1SE with sufficient funds to the
extent not obtained by AtSE from other sources, to meet these payment obligations of htSE with respect to

,

any of the toregoing $498.5 million of Bonds and any bank borrowings under the $308 million revolving
loan agreement, which are then outstanding.

N1SE and the System operating companies have entered into a series of agreements (collectively,
" Availability Agreement") whereby (i) htSE has agreed to complete the Grand Gulf Plant, tojoin in the
System Agreement on or before the completion of the first unit of the Grand Gulf Plant and to sell to the
System operating companies power available to NISE from the Grand Gulf Plant under the terms of theSystem Agreement, (ii)

the System operating companies have agreed to pay to AfSE (on the
apportionment bases provided for in the Availability Agreement) such amounts as (when added to any
amounts received by AfSE under the System Agreement or otherwise) will be at least equal to AISE's
operating expenses or an equivalent amount if either unit is not in operation (including such experises as
might be incurred by N1SE for maintenance and surveillance in the event of shutdown of either or both
units), including NISE's interest charges and an amount equal to an assumed depreciation rate for 27.4
years of 3.65% per annum applied to A1SE's gross investment in the Grand Gulf Plant (exclusive ofland
and land rights) (iii) the System operating companies have agreed to make subordinated advances under
certain circumstances to AfSE in amounts equal to payments which would otherwise be owing under the
payment formula of the Availability Agreerrent described in (ii) above and (iv) the System operating
companies have agreed that their obligations to make payments or advances to h1SE are absolute and
unconditional. The requirement to make payments under (ii) above commences on the date on which
either unit of the Grand Gulf Plant is placed in comme'rcial operation; provided that if Unit No. I is not
placed in commercial operation prior to December 31,1982, the con mencement date in respect to both
Units is December 31,1982; and provided, further, if Unit No.1 is placed in commercial operation prior toDecember 31, 1982

then, with respect to the assumed depreciation charge related to Unit No. 2, the
commencement date for Unit No. 2 is the earlier of the date of commercial operation of Unit No. 2 orDecember 31,1986.

(For information with respect to proposed sales by htSE of an aggregate 12.48%
interest in the Grand Gulf Plant to SNIEPA and 51EAli, see Note 6 to the Table under"Use of Proceedsand Construction Program.")

The System operating companies have executed a Niemorandum of Understanding by which it is
agreed that the capability of the portion of Grand Gulf Unit No. I and Grand Gulf Unit No. 2 owned by
NISE will be allocated among LP&L, N1P&L and NOPSI on a fixed percentage basis, subject to change by
mutual agreement of such companies. The proposed percentages of allocated capability of 5fSE's share of
Unit No. I and Unit No. 2 would be LP&L,38.57% and 26.23%, N1P&L,31.63% and 43.97% and NOPSI,
29.80% and 29.80%, respectively. LP&L, AfP&L and NOPSI have agreed to assume all of the
responsibilities and obhgations of AP&L and Ark-Afo with respect to these Units and, in consideration
thereof, AP&L and Ark-Afo have agreed to relinquish their rights in the Units.

The Niemorandum of
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Understanding and the consummation of the transactions contemplated thereby is subject to the receipt of
the approval of all regulatory agercies having jurisdiction of the matters and of all other necessary
approvals.

RECENT DEVELOPSIENTS

Recent Earnings

Consolidated operating revenues, net income and earnings par share on weighted average number of
shares outstanding for the twelve months ended June 30, 1980, amounted to $2,002.4 million, $166.7
million and $1.86, respectively. Consolidated operating revenues, net income and earnings per share on
weighted average number of shares outs.anding for the twelve months ended June 30,1979, r mounted to
$1,669.8 million, $206.0 million and $2.57, respectively These amounts for each respetive period are
unaudited but,in the opinion of the Company, include all adjustments (consisting ofonly norrr nl recurring
accruals) necessary for a fair statement of such amounts for each respective period.

Consolidated eperating revenues, net income and earnings per share on weighted average number of
shares outstanding for the twelve months ended August 31,1980, amounted to $2,142.6 million, $187.3
million and $2.'4, respectively. Consolidated operating revenues, net income and earnings per share on
weighted average nui. ber of shares outstanding for the twelve months ended August 31,1979, amounted
to $1,698.6 million, $19v.2 million and $2.44, respectively. These amounts for each respective period are
unaudited but,in the opinion of the Company, include all adjustments (consisting ofonly normal recurring
accruals) necessary for a fair statement of such amocats for each respective period.

Consolidated operating revenues, net income and earnings per share on weighted average number of
shares outstanding for the twelve months ended September 30,1980, amounted to $2,226.2 million, $188.7
million and $2.03, respectively. Consolidated operating revenues, net income and earnings per share on
weighted average number of shares outstanding for the twelve months ended September 30, 1979,
amounted to $1.719.2 million, $197.0 million and $2.39, respective *y. These amounts for each respectise
period are unaudited but. in the opinion of the Company, incicJe all adjustments (consisting of only
normal recurring accruals) necessary for a fair statement of such amounts for each respective period.

The decrease in net income for the twelve months ended Jur e 30, 1980, compared to the twelve
month period ended June 30,1979, the decrease in net income for the twelve months ended August 31,
1980, corapared to the twelve month period ended August 31,1979, and the decrease in net income for the
twer,e months ended September 30,1980, corapared to the twelve month period ended September 30,
1979, are due primarily to increased operating expenses as a result primarily of intiationary pressures
which were not oriset by adequate rate relief, conservation etTorts by residential and commercial customers
and higher financing costs. Additionally, milder weather during the twelve months ended June 30,1980
contributed to the decrease in net income compared to the twelve month period ended June 30,1979.

Rate Alatters

A P&L. On August 28, 1980 AP&L filed with the Federal Energy Regulatory Commission
("FERC") an application for an increase in its wholesale rates designed to produce approximately
S9,970.000 additional annual revenues, based on billing determinants for the twelve months ended August
31. 1979. In its filing, AP&L asked that it be permitted to place the proposed rates into errect as of
November 1,1980, but that, pursuant to the terms of a settlement agreement entered into between AP&L
and its wholesale customers, AP&L would voluntarily defer implementation of the proposed increase as
follows: increases designed to produce approximately $6,996.000 of the total proposed $9,970,000 increase
would be placed into effect upon implementation ofincreased retail rates on file with the Arkansas Public
Service Commission ("APSC") in AP&L's currently pending retail rate proceeding, either under bond or
pursuant to an interim or final order of the APSC: and increases designed to produce the remainder of the
total proposed $9.970.000 increase would be placed into etrect on June I,1981, on which date a
corresponding phase of AP&L's retail rate increase is proposed to become etrective. The wholesale
customers have agreed to increases in their rates up to the estimated amounts set out above, with some

9
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possible reductions therein if the APSC should not allow the full amount of retail rate increases requested
by AP&L in its currently pending retail rate increase application.

The Attorney General of Arkansas filed a complaint with the APSC on April 23,1979, in which he
alleged that AP&L had erroneously applied the existing fuel adjustment clause. On July 7,1980, the
APSC entered an order in the proceeding finding that AP&L had, prior to July 1,1979, collected fuel
adjustment overcharges totaling $1,308,000 and directed it to refund these overcharges by credits to bills to
customers beginning in September 1980. On August 6,1980, the Attorney General fih a petition for
rehearing alleging the APSC order required too little refunds, and AP&L filed a petition for rehearing4

alleging that no refund should have been ordered. On Septembe 29,1980, the APSC entered an order
which delayed initiation of the refund period until October 30,19b9. On September 5,1980, the APSC
entered an order granting the rehearing requested by the Attorney Ges eral and the rehearing requested by
APAL.

Ark-Mo. On July 23,1980, Ark-Mo filed with the APSC an application to increase annual electric
revenues by approximately $7,479,000, based on an April 30,1980 test yer. On August 22,1980, the
APSC suspended the proposed rates and set the matter for hearing in February 1981.

LPdL In July 1977. LP&L filed with the Federal Power Commission ("FPC") an application for an
increase in LP&L's rates to rural electric cooperatives, which would have resulted in additional annual
revenues of approximately $7,489,000. LP&L's application also requested an increase in LP&L's rates to
the four municipalities to which it served firm power, the effect of which would have resulted in additional
annual revenues of approximately $1,035.000 above the revenues produced by rate schedules currently in
effect as to these rnunicipalities, based on a test year ending December 31, 1977. The application
proposed, among other thing, (a) the inclusion of all construction work in progress ("CWIP") in the rate
base, based upon FPC Order No. 555 which permits such inclusion "where the utility is in severe financial
stress", and (b) the concurrent cessation of capitalization of AFDC on the CWIP so included. LP&L's
contracts with the rural electric cooperatives and two of the municipalities have expired. These customers
are now receiving their power requirements from other sources. Decision on the application is currently
pending before the FERC.

On May 30,1980, LP&L filed with the Louisiana Public Service Commission ("LPSC") a general
rate increase application with respect to customers under its jurisdiction, asking authorization to put into
effect new retail rate schedules designed to provide additional annual revenues of approximately
$203,600,000 on the basis of the test year ended December 31,1979, and in connection therewith, on July
15,1980, LP&L filed with the LPSC a request for almost $53,000,000 in interim emergen:y rate relief, to
be put into effect under protective bond pending the outcome of the application filed on May 30,1980.
The application proposes, among other things, the inclusion of CWIP in the rate base and the concurrent
cessation of capitalization of AFDC on the CWIP so included. A hearing was held on the request for
emergency rate reliefon August 25,1980, and at such hearing LP&L revised the amount of such request to
approximately $36,500,000. By order dated October 8,1980, the LPSC permitted LP&L to implement an
interim rate increase of approximately $32,400,000 under protective bond, subject to refund. The general
rate increase application filed on May 30,1980 is pending.

MP&L On May 28,1980, MP/.L filed an application with the Mississippi Public Service Commission
for an increase in its . Mc er to its Mississippi retail customers designed to produce annually
approximately $68,768,t. M eevenues. The application is based on a projected test year ended
June 30,1981. The new r. - mto effect, subject to refund, on July 1,1980. Hearings have been
held and further hearings are sch #ning October 16,1980. There have been interventions filed
in this proceeding. The matter is penau.,

Other Developments

Urit No.1 of 47:ite Bluf Plan, Operational. Unit No. I of AP&L's White Bluff Plant was placed in
commercial operation on August 22,1980. The net capability of the Unit available to AP&L is 428 MW,

,
but such capability may be rated higher after subsequent testing.

|

| ,

1

i
* i

'
__ . _ _ _ _ _



_ _ .

. .

Arkansas Nuclear One Generating Station Shut Down. Unit No. I of AP&L's Arkansas Nuclear One
Generating Station was shut down September 5 1980, due to a steam generator tube leak. Unit No. 2 of
Arkansas Nuclear One Generating Station was shv. Jow1 September 4,1980, due to a blockage in the
reactor building air cooling system. Unit No. I returned to operation on September 28,1980 and Unit No.
2 returned to operation on October 2,1980. The outages of these Units will have the effect of reducing
AP&l 's earnings to an extent not presently determinable.

Revised fuel Source Estimates. As a result ofincreased availability of natural gas, the Fidle South
System's percentages of generation by type of fuel for 1980, were estimated at Ju!y 31.1980 to be 58%
natural gas; 19% oil; 18% nuclear and 5% coal. Fuel sources for 19St were estimated to be 51% natural
gas; 17% oil; 18% nuclear and 14% coal.

;

The System operating companies have filed petitions for temporary exemptions from the restrictions
on the use of natural gas for boiler fuel prescribed by the Powerplant and Industrial Fuel Use Act. Other
than for three power plants for which petitions are currently pending, the Economic Regulatory
Administration (" ERA") has granted all petitions filed by the System operating companies. The
temporary exemptions allow specified power plants to exceed the restrictions. Most d the exemptions
granted to the System operating companies expire on October 31,1981 but are subject to etension for
additional periods for a maximtm exemption term of five years, including the initial period. It das been
the policy of the ERA to take r.o action with respect to any natural gas used by generating units for which
temporary exemptior.s are penJing. The granting of exemptions by the ERA to various utilities, including
those granted to the System oserating companies, are the subject of suits and adminisirative proceedings
filed or instituted by various industrial groups seeking to challenge such action by the ERA. The System
operating companies have intervened in these suits, which ate pending in the United States Court of
Appeals for the District of Columbia Circuit, and are participants in the administrative proceedings before
the ERA.

MP&L Litigation. On October 8,1980, Shell Oil Company filed suit against MP&L in the United
States District Court for the Southern District of Mississippi, alleging breach of a contract under which
MP&L agreed to purchase and Shell Oil Company agreed to sell natural gas. The suit seeks an injunction
against MP&L to compel compliance with the terms of the contract and damages during the pendency of
the breach, or in the alternative, judgment for damages of $17,964,000. The Company has been informed
by MP&L that MP&L believes that it has meritorious defenses to the suit. The matter is pending.

PRICE RANGE AND DIVIDENDS
The shares of the Common Stock of the Company are listed on the New York, Midwest and Pacific

Stock Exchanges. Prices shown below are the high and low sale prices, as reported by The Wall Street
Journal as New York Stock Exchange transactions through January 23,1976 and as composite transactions

thereafter.
Year Hiah IA= Year High Imo

1975.. . 16 % 12 % 1979 -
1976.. 17% 13 % First Quarter 16% 14%

1977 17% 15 % Second Quarter.. 15 % 13 %.

1978 - Third Quarter 16 % 13 %

First Quarter. 16 % 15 % Fourth Quarter . 14 % 12 %. - . . .

Second Quarter.. .. 16% 15 % 1980 -

Third Quarter. 17% 15 % First Quarter. .. 13 % 10 %
.

Fourth Quarter - 16 14 % Second Quarter.. 14% 11.

Third Quarter._ 13 % 11%

Fourth Quarter
(through October 13).. 12 % i1%

The closing sale price on October 14. 1980 on the New York Stock Exchange was $11%. The
consolidated book value per share of the Common Stock as of June 30,1980 was $17.87, and, after givingi

effect to the sale of 8.000,000 shares of the Additional Common Stock in October 1980, the consolidated'

( book value of the Common Stock of the Company at that date would have been $17.41.

!
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During the years 1975 through 1979 and the tweise months ended July 31,1980, the Company paid
annual dividends on its Common Stock as follows:

Annual DMdend
g Per Cosamon Share

1975= $ 1.26

1976.. l.32.

1977-- 1.33. . .. .

1978.. 1.44. . . . . . . . . . . . .

1979... l.52
Twelve months ended July 31,1980.. .. .. . 1.565

On October 1,1980, the Company paid a quarterly dividend of 39Be per share on its Common Stock.

The Company has a Dividend Reinvestment and Stock Purchase Plan (" Plan") under which
participating shareholders may have cash dividends on all or a portion of their shares of Common Stock
automatically reinvested and/or invest optional cash payments of not less than $25 nor more than $5,000
per quarter. Under the Plan the price of shares of Common Stock purchased through reinvestment of cash
dividends is 95% of the average of the daily high and low sale prices of the Common Stock, based on
consolidated trading of the Common Stock for the period of the last three days on which Common Stock
was traded immediately preceding the date ofinvestment, and optional cash payments are invested at a
price of 100% of such average. No commission or service charge is paid by participants in connection with
purchases under the Plan. Shares of Con' mon Stock are offered for sale under the Plan only by means of a
separate prospectus available upon request from the Company.

The Company's tax posi'. ion in 1979 was such that 49.04% of the July 2,1979 dividend payment and
61.75% of the October 1,1979 dividend payment are estimated to be nontaxable as dividend income to the
stockholder. These percentages are subject to verification and approval by the Internal Revenue Service at
a future date. Based upon present estimates of operations for the calendar year 1980, a substantial portion
of the quarterly common stock dividend payments in 1980 will not be taxable as dividend income. The
non-taxable portion of a dividend payment is treated under the Federalincome tax law as a return of the
shareholder's capital and necessitates a reduction in the tax bass of the shares on which these dividends
were paid.

The Company has paid dividends without interruption since October 1,1949. No representation is
made as to future dividends, because dividend action will be taken by the Board of Directors of the
Company in light of frure earnings, the financial condition of the Company and other factors.

DESCRIPTION OF COMMON STOCK

A copy of the Company's Restated Articles ofIncorporation is filed as an Exhibit to the Registration
Statement. The following summary does not purport to be complete and is subject in all respects to the
provisions of such Restated Articles ofIncorporation and does not relate to or give effect to the provisions
of the statutory or common law of the State of Florida. The summary given below is qualified in its
entirety by reference to such Restated Articles ofIncorporation and the laws of the State of Florida.

All shares of the Company's Common Stock participate equally with respect to dividends and rank
equally upon liquidation. The record holder of each share of Common Stock is entitled to one vote.
Cumulative voting is permitted at elections of directors. The holders of Common Stock have no
preemptive rights except that if the Company offers shares for money (other than by a public offering or an
offering to or through underwriters or investment bankers for prompt public offering or pursuant to plans
open to all stockholders, including without limitation dividend reinvestment and stock purchase plans or
limited investment plans or pursuant to plans for share ownership by, or for the benefit of, employees of
the Company or any company of which the Company holds directly or indirectly at least 50% of the
outstanding voting stock, including without limitation employee stock purchase, bonus or option plans),
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such shares must be offered first pro rata to the holders of the then outstanding Common Stock upon terms
not less favorable than the terms upon which the stock is tssued or proposed to be issued to persons other
than stockholders. The shares of Common Stock which are outstanding are fully paid and non-assessable.
Upon the issuance and sale as herein described of the shares of the Additional Common Stock, such shares

,

.will be fully paid and non assessable.

The Common Stock of the Company is listed on the New York, Midwest and Pacific Stock Exchanges.
The Additional Common Stock will be listed, subject to notice ofissuance, on these Exchanges.

I The Company owns all of the outstanding common stock of the System operating companies. Upon
default in payment of four successive quanerly dividends on the preferred stock of any of the System
operating companies which have preferred stock outstanding, the holders of such stock have the right to
elect a majority of the board of directors of such company so long as any default continues. No preferred
dividends presently are in default.

The indentures and agreements under which the long-term debt of the System operating companies ,

has been issued and the ponions of their amended cenificates of incorporation relating to preferences of
preferred stocks contain cenain provisions setting fonh restrictions with respect to the payment of
dividends on the commen stocks of the respective companies. In the aggregate these provisions cannot be
briefly summarized, and the effect from time to time of each provision can be determined only by applying
the restrictions to the relevant accounting data for the panicular period involved. The application of none
of these restrictions at present preclud:s the payment of dividends on the common stock of any System
operating company. The provisions of the bank loan agreement and first mortgage bond indenture of
MSE prohibit the payment of cash dividends on its common stock until the first unit ofits Grand Gulf
Plant is placed in commercial operation (presently scheduled for 1982) and thereafter generally limit
dividends to current earnings.

Transfer Agents and Registrars: The transfer agents for the Company's Common Stock are Morgan
Guaranty Trust Company of New York The First National Bank of Boston, Continental Illinois National
Bank and Trust Company of Chicago, Hibernia National Bank in New Orleans and Bank of America
National Trust and Savings Association. The registrars are Morgan Guaranty Trust Company of New
York, State Street Bank and Trust Company The First National Bank of Chicago, Whitney National Bank
of New Orleans and Wells Fargo Bank, N.A.

,

I

i
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OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

MIDDLE SOUTH UTILmEs, INC.t

We have examined the balance sheets of Middle South Utilities, Inc. and the consolidated balance
sheets of Middle South Utilities, Inc. and its subsidiaries as of December 31,1979 and 1978 and the related
statements of income, retained earnings, paid-in surplus, and source of funds for investment (in
consolidation, source of funds for utility plant additions) for the years then ended, incorporated herein by
reference to the Company's 1979 Annual Report (Form 10-K) to the Securities and Exchange
Commission. Our examinations were made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our report dated February 15, 1980, our opinion on the 1979 and 1978 consolidated financial
statements of Middle South Utilities, Inc. was qualified as being subject to the effects, if any, of the
outcome of an allegation by the Attorney General of Arkansas that Arkansas Power & Light Company
had erroneously applied its fuel adjustment clause to retail customers and thereby overcharged these
customers $17,297,000. As a result of subsequent actions by the Arkansas Public Service Commission and
the Attorney General, the amounts now subject to possible refund would not have a materialimpact on the
consolidated financial statements. Accordingly, our present opinion on the 1979 and 1978 consolidated
financial statements, incorporated by reference herein, is different from that expressed in our previous
report.

In our opinion, the above-mentioned financial statements present fairly the financial position and the
consolidated financial position of Middle South Utilities, Inc. at December 31,1979 and 1978 and the
results of their operations and source of funds for investment (in consolidation, source of funds for utility
plant additions) for the years then ended, in conformity with generally accepted accounting principles
applied on a consistent basis.

DELOTTrE H AsKtss & SELLS

New Orleans, Louisiana
February 15,1980 ( August i1,1980 as to

the second and third paragraphs above)

|
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EXPERTS AND LEGALITY

The financial statements of the Company and the consolidated financial statements of the Company
and its subsidiaries included in the Annual Report of the Company and certain of the Company's
subsidiaries on Form 10 K for the year ended December 31, 1979 have been examined by Deloitte
Haskins & Sells, independent Certified Public Accountants, as stated in their opinion appearing herein.
and have been so included in reliance upon such opinion given upon their authority as experts in auditing.,

and accounting.

With respect to the unaudited interim financial information for the perieds ended March 31,1980 and
1979 and June 30,1980 and 1979, incorporated by reference in this Prospectus, Deloitte Haskins & Sells
have applied limited procedures in accordance with professional standards for a review of such
information. However, as stated in their separate reports included in the Company's Quarterly Report on
Form 10-Q for such quarters, and incorporated by reference herein, they did not audit and they do not
express an opinion on that interim financial information. Accordingly, the degree of reliance on their
report on such information should be restricted in light of the limited nature of the review procedures
applied. Deloitte Haskins & Sells are not subject to the liability provisions of Section 1I of the Securities
Act of 1933 for their report on the unaudited interim financial information because that report is not a
" report" or a "part" of the Registration Statement prepared or certified by the accountant within the
meaning of Sections 7 and 1I of the Act.

All statements in the above referred to Annual Report on Form 10-K and the Company's Quarterly
Reports on Form 10-Q for the quarters ended March 31 and June 30,1980 and til statements herein as to
matters oflaw and legal conclusions pertaining to the titles to properties, franchises and other operating
rights of certain of the Company's subsidiaries, and their subsidiaries, the regulations to which they are
subject and any legal proceedings to which they are parties are made on the authority of House, Holmes &
Jewell, P.A., Tower Building, Little Rock, Arkansas, as to AP&L; Messrs. Schlafly, Griesedieck, Ferrell &
Toft, Marquette Building, St. Louis, Missouri, as to Ark Mo and Associated; Messrs. Monroe & Lemann,
Whitney Building, New Orleans, Louisiana, as to LP&L; Messrs. Wise Carter Child & Caraway, Electric

; Building, Jackson, Mississippi, as to MP&L; and Burke & Mayer A Professional Law Corporation, One
i Shell Square, New Orleans, Louisiana, as to NOPSI.

! The statements in the above referred to Annual Report an Form 10-K as to matters criaw and legal
! conclusions with respect to the proceedings with respect to NOPSI referred to under item 1 " Business

-Regulatio t and Litigation-Other Regulation and Litigation" have been prepared under the supervision
of, and reviewed by, William C. Nelson, Esq., Vice President-Administration and Legal, and Secretary of

; NOPSI, and such statements are included herein upon his authority as an expert. Mr. Nelson is a full-time
| employee of NOPSI.

The legality of the Additional Common Stock will be passed upon for the Company by Messrs. Reid
& Priest,40 Wall Street, New York, N.Y. The legality of the Additional Common Stock will be passed
upon for the Purchasers by Messrs. Winthrop, Stimson, Putnam & Raberts,40 Wall Strees. New York,
N.Y. Said firms will rely as to matters governed by Florida law upon the opinion of Messrs. Steel Hector
& Davis, Southeast First National Bank Building, Miami, Florida. Matters pertaining to the titles to |

,

; properties, franchises and other operating rights of the System operating companies and of Associated, the |
'

regulations to which they are subject and any legal proceedings to which they are parties will be passed
i upon only by the respective law firms or individual named in the two preceding paragraphs.

August L. Griesedieck, a member of the firm of Messrs. Schlarly, Griesedieck, Ferrell & Toft, acting
for that firm in connection with this matter, owns of record and beneficially 2.377 shares of Common Stock
of the Company. Attorneys with the firm of Messrs. Monroe & Lemann, acting for that firm in connection
with this matter, own of record or beneficially 1,335 shares of Common Stock of the Company. |
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PURCHASEPC

The Purchasers named below have severally agreed, subject te the terms and conditions of the
Purchase Agreement, to purchase from the Company the respective numbers of shares of the Additional
Common Stock set forth below opposite their names. The Purchase Agreement provides that the
obligations of the "rurchasers are subject to certain conditions precedent, and that the Purchasers will be
obligated to purchase all of the shares of the Additional Common Stock if any are purchased; provided
that, under certain circumstances involving a default of Purchasers, less than all of the shares of the
Additional Common Stock may be purchased. Default by one or more Purchasers would not relieve the
non-defaulting Purchasers from their several obligations, and in the event of such default, the non-
defaulting Purchasers may be required by the Company to purchase the respective numbers of shares of
the Additional Common Stock which they have severally agreed to purchase and, in addition, to purchase
the shares of the Additional Common Stock which the defaulting Purchaser or Purchasers shall have so
failed to purchase up to a number thereof equal to one-ninth (%th) of the respective numbers of shares of
the Additional Common Stock which such non-defaulting Purchasers shall have otherwise agreed to

purchase.
Number

of Shares
Purchasers

1,925,000Kidder, Peabody & Co. Incorporated.. .

Drexel Burnham Lambert Incorporated... . 1,000,000

400,000
Goldman, Sachs & Co. . . .

Merrill Lynch, Pierce, Fenner & Smith 1,145,000
Incorporated .. . . . . . . . . . . . . . .

.

1,925,000
Salomon Brothers . . . . . . ..

600,000
Dean Witter Rey. holds Inc. . .. . . . . . ..

100,000
Butcher & Singer Inc. .

100,000
Oppenheimer & Co., Inc. ... . . . . .. .. ...

75,000Rauscher Pierce Refsnes,Inc. . ...

75,000Wheat. First Securities,Inc. .

50,000Birr, Wilson & Co.,Inc. . .... . . .. . .

50,000
B.C. Christopher & Co. .

. .

50,000
R.G. Dickinson & Co. .

50,000Doft & Co., Inc. ..
. . .

50,000
Ferris & Company, Incorporated -

50,000J.J.B. Hilliard, W.L. Lyons, Inc. . .

50,000Prescott, Ball & Turben
25,000

First of Michigan Corporation . .. . . . ...

20,000
Coughlin & Company,Inc. ..

.

20,000
Faherty & Faherty Inc. . ... . ..

. .
20,000

Jesup & Lamont Securities Co.,Inc.
20,000

Johnson, Lane, Space, Smith & Co., Inc.

Morgan, Olmstead, Kennedy & Gardner Incorporated..
20,000

20,000Newhard, Cook & Co. Incorporated ..

20,000
David A. Noyes & Company . .

20,000Oberweis Securities,Inc. ... ..

20,000
Philips, Appel & Walden,Inc. .. ..

20,000
Raymond, James & Associates,Inc. .

20,000Burton J. Vincent, Chesley & Co. . ..
10,000

Fahnestock & Co.
.

16



. _ _ _

.* s

Number
Purcheners of shores

. . ' . . . . . . . .5,000George K. Baum & Company Ince.porated.-
. . . ..

5,000Chiles, Heider & Co., Inc. . .. .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
5,000Frederick & Company,Inc. ... . . . . . . . . . . . . .. . . . . .

5,000Freehling & Co. .. .. . . . . ..... . . . . . .

5,000Haas Securities Corporation.. ..... .. .. .... .. . . . . . . . . .

5,000Mason & Lee,Inc. . . . . . . . . . . . ... .

5,000
McCounney-Breckenridge & Company. . . . . . . . . . . . . . . . . . . . . . . . .

Nonheast Securities Corporation - 5,000
. . . . . . . .

5,000
Sade & Co. .. . . . . . . . . . . . . . .. . . . . . . . . . . . . ~ . . . . . . . . . ..

Edward A. Viner & Co.,Inc. .. .. 5,000.
. . . . . . . .

Total .... .. .. . . ..
8,000,000..

. . . . . . . . .

The Company has been advised by the several Purchasers through their representatives, Kidder,
Peabody & Co. Incorporated-Drexel Burnham Lamben Incorporated-Goldman, Sachs & Co.-Mernli
Lynch White Weld Capital Markets Group Merrill Lynch, Pierce, Fenner & Smith incor-
porated-Salomon Brothers-Dean W? ter Reynolds Inc. as follows:

The several Purchasers may offer the Shares in part directly to the public at the public offering
price set fonh on the cover page of this Prospectus, and the balance to dealers at a price which
represents a concession of 34c per share. The Purchasers may allow and such dealers may reallow a
concession of not in excess of 10e per share to cenain dealers.

After the initial public offering, the public offering price and the concessions may be changed.
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$50,000,000

LOUISIANA POWER & LIonT COMPANY
FIRST MOItTGAGE BONDS,15%C/c SEIMES DUE DECE3111Elt 1,1988

Interest Payable June 1 and December i

The New Bonds will be redeemable at the option of the Company at any time upon not less than
30 days' notice at the general redemption prices and, under certain circumstances, at the special
redemption price as described herein, provided that, prior to December 1,1985, no redemption may be
made at a general redemption price through refunding at an effective interest cost to the Company of
less than 16.0125"L per annum. Such limitation does not, however, apply to redemptions at the special
redemption price by operation of the current sinking or improvement fund or for the replac ment
fund or with certain deposited cash and proceeds of released property. See " Description ot New
Bonds-Redemption and Purchase of Bonds" herc;n.

TIIESE SECUltITIES IIAVE NOT IlEEN APPitOVED Olt DISAPPItOVED llY TIIE
SECUltlTIES AND EXCIIANGE CO31311SSION Nolt IIAS Tile CO31311SSION

PASSED UPON TIIE ACCUltACY Olt ADEQUACY OF Tills PitOSPECTUS. ANY
ItEPitESENTATION TO TIIE CONTitAltY IS A CIll311NAL OFFENSE.

Price to Cndertcruting flise m nts Proceeds to
Publica) and Commissionx(2) CompcngiDrJJ

Per Bond . 99.555 % .716"L 98.839*L

Total $49,777,500 $358,000 $49,419.500

(1) Plus accrued interest from December 1,1980 to date of delivery and payment.
(2) The Company has agreed to indemnify the several Purchasers against certain civil

liabilities, including liabilities under the Securities Act of 1933.
(3) Before deduction of expenses payable by the Company estimated at $220,000.

The New Bonds are offered by the severai Purchasers named herein subject to prior sale, when,
as and if issued and accepted by the Purchasers and subject to their right to reject any orders for the
pucchase of the New Bonds, in whole or in part. It is mpected that the New Bonds will be ready for
delivery on or about December 16,1980, in New Yor. .'ity.

BU TII EASTMAN PAINE WEllBER
IM OHPOR ATED

BACIIE IIALSEY STUART SIIIELDS
1%CORPORATED

TIIE FIRST BOSTON CORPORATION

31EltRILL LYNCH WIUTE WELD CAPITAL 31ARKETS GROUP
MEHHil I. l.U.cH l'IER( E, FENNEH A SMITH INCORPOR ATED

SALOMON BROTHERS

DILLON, READ & CO. INC.

DONALDSON, LUFKIN & JENRETTE
SE00 HITIEN COHPOR ATIo%

The date of this Prospectus is December 9,1980.
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IN CONNECTION WITil Tills OFFERING, TIIE PURCilASERS SIAY OVER ALLOT OR
EFFECT TRANSACTIONS WIIICil STABILIZE OR SIAINTAIN TIIE SiARKET PRICE OF TIIE

i SECURITIFS OFFERED IIEREHY AT A LEVEL ABOVE TIIAT WIIICII SilGliT OTIIERWISE
PREVAIL IN TIIE OPEN SIARKFT. SUCll STABILIZING, IF COStalENCED, SIAY llE l

DISCONTINUED AT ANY TINIF.
.

I No dealer, salesman or other person has been authorized to give any information or to make any
representation not contained in this Prospectus and, if given or made, such information or representation

j must not be relied upon as having been authorized by the Company or the Purchasers. This Prospectus does
not constitute an offer to sell or a solicitation of an offer to buy any of the securities offered hereby in any
jurisdiction to any person to whom it is unlawful to make such offer in such jurisdiction.

Neither the delivery of this Prospectus nor any sale made hereunder shall, under any circumstances,
create any implication that there has been no change in the affairs of the Company since the date hereof.

AVAILABLE INFOR31ATION

Louisiana Power & Lig'st Company (" Company") is subject to the informational requirements of the
Securities Exchange Act of 1934 (" Exchange Act") and in accordance therewith files report: and other

b information with the Securities and Erchange Commission ("SEC"). Such reports include inforr .ation, as of
. particular dates, concerning the Company's directors and officers. their remuneration. the princspi holders of
I the Company's securities and any materialinterest of such persons in transactions with the Company. Such

reports and other infbrmation can be inspected and copied at the public referencefacilities maintained by the
SEC at Room 6101. I100 L Street. N. ll'.. It'ashington. D.C.. Room 1228. Everett .ticKinley Dirksen Building.

'

219 South Dearborn Street. Chicago. Ill.: Room 1100, Federal Budding. 26 Federal Pla:a. New I'ork N. )*.:
and Suite 1710. Tishman Building.10960 il'ilshire Boulewrd. Los Angeles Cahf Copies of this materialcan
alw be obtained at prescribed ratesfrom the Public Reference Section of the SEC at its principal ofice at 500
North Capitol Street. N. il'.. It'ashingto 1. D.C 20549.

INCORPORATION OF CERTAIN DOCU>lENTS HY REFERENCE

Th following documents filed with the SEC pursuant to the Securities Act of 1933 and the Exchange
Act are incorporated in this Prospectus by reference:

1. The Company's prospectus, dated October 28,1980 (Registration No. 2-69305), for the
registration of 1,200,000 shares of the Company's 15.20% Preferred Stock, Cumulative, $25 Par Value,
as filed with the SEC on October 30,1980 pursuant to Rule 424 under the Securities Act s '1933 (" Rule

i 424 Proewetus").

! 2. The Company's Quarterly Reports on Form 10-Q for the quarters ended March 31, June 30 and
'

September 30.1980.

All documents filed by the Company pursuant to Section 13 or 14 of the Exchange Act after the date of

I this Prospectus and prior to the termination of this offering shall be deemed to be ir.corporated by reference
in this Prospectus and to be a part hereof from th: date of filing of such documents.

he Company hereby undertakes to provide without charge to each person to whom a copy of this

| Prospectus has been delivered, on the written request of any such person, a copy of any or all of the

| documents referred to abovt which have been or may be incorporated in this Prospectus by reference, other
than exhibits to such documents. Written requests should be directed to Str. W. II. Talbot, Secretary,
l.ouisiana Power & Light Company,142 Delaronde Street, New Orleans, Louisiana 70174. The information

i relating to the Company contained in this Prospectua does not purport to be comprehensive and should be
'

read together with the information contained in the documents incorporated by reference.

2
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SELECTED INFORA1ATION

The following material. which is presented herein solely to furnish limited introductory information
regarding the Company and the offering. has been selectedfrom. or is based upon. the detailed information and
Snancial statements appearing in the documents incorporated herein by reference or elsewhere in this |

Prospectus, is quahfed in its entirety by reference thereto and, therefore, should be read together therewith.

Issuer . . . . . . . Louisiana Power & Light Company.. ........ ...... . . ... . . . ..

Securities Offered . . 550,000,000 principal amount of First Niortgage Ilonds.15%G.. . . . . .

Series due December 1,1988 ("New Bonds")
Interest Payment Dates . June I and December i. .. . .... .... . .. . .. .

Use of Proceeds . . . . . . . . .For payment in part of short. term borrowings, for financing in. .. ..

part of construction program, and for other corporate purposes

TIIE CONIPANY

llusiness. Generation. transmission, distribution and sale of.. . . . ... .

e:ectric energy
Service Area . . . . 46 of the 64 parishes (counties) in Louisiana.. .. . .

Estimated 1980 and 1981 Percentages of
' GeneratH by Type of Fuel. 1980: 809c natural gas; 207c fuel oil. .

1981: 947c natural gas: 67c fuel oil

SELECTED FINANCIAL INFOR.\lATION

Tsche .stante
Ended

Septe r 30,
,

Year l'nded December 31.
1970 1976 1977 1978 1979 (t'nauditedt

(Dollars In Thousands

INCONfE DATA:
Operating Revenues $264,844 $331,277 $378,951 $456,375 $557,476 $764.912.

Net Income $ 43,695 5 39,277 5 44,406 5 53,744 5 65,129 5 88.395. . .

September 30.1980 (tit suditedi

__ Actual Adjusted *

Amount l'ercent Amount l'ercent
(Dollars In Thousand0

bat.ANCE SHEET DATA:
Common Shareholder's Equity 5 558,230 347c $ 563,230 33 9. .

Preferred Stock (without sinking fund) . 145,882 9 145,882 9. .

Preferred Stock (with sinking fund) . 92,990 6 121.381 7.

Lorg. Term Debt 829,213 51 879,213 51. .

Total Capitalization . . $1,626,315 1009c $1,709,706 1007c. .

* Gives effect (1) to the sale by the Company in October 1980 of 757,600 shares ofits Common Stock,
no par value, to $1iddle South Utilities, Inc. for $5,000,000. (2) to the sale in Nosember 1980 of 1,200.000
shares ofits 15.209c Preferred Stock, Cumulatise. $25 Par Value, and (3) to the sale in December 1980 of
the New Ilonds.

3
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TIIE CONIPANY

'I he Company was incorpon. ed under the laws af the State of Louisiana on October 15,1974, and is
sucectsor by merger to a predecessor Louisiana Power & Light Company which was incorporated under the
laws c f the State of Florida in 1927. The mergtr of such predecessor corporation into the Company became
effective on February 28,1975, and infbrmation and data herein with respect to a time or period on or prior
to that date refer to the predecewor corporation. The Company's principal executise ollice is located at 142
Delaronde Street, New Orleans, Louisiana 70174. Its telephone number, including area code, is $04-366-
2345.

The Company is an electric public utility company with all ofits operations in the State of Louisiana.
\1iddic South t I ilit;es, Inc. ("Niiddle South"), which is a registered public utility holding company undert
the Public Utility lloiding Company Act of 1935 ("Iloiding Company Act"), owns all of the outstanding
Common Stock of the Company. The Company Arkansas-Niiwouri Power Company, Arkansas Power &
Light Company ("AP&l "), Niissiwippi Power & Light Company ("N1P&L") and New Orleans Public
Sersice Inc. ("NOl'Sl") are tie principal operating subsidiaries of Niiddle South. Niiddle South owns all of
the cap tal stock of Niiddle South Energy, Inc., a ger,erating subsidiary organized in 1974 to proside financing
and ownership of certain future base load generating units within the Niiddle South System. Niiddle South
also has a wholly-owned sersice subsidury, Niiddle South Sersiees. Inc.

The Company, AP& L, N1P&L and NOPSI own all the capital stock of System Fuels, Inc. ("SFI"), a
special purpose comp my formed to plan and implement programs for the procurement, delivery and storage
of fuel supplies for the N1iddle South System.

USE Ol' PROCEEDS

The nel proceeds to be receised from the issuance and sale of the New Ilonds (see cover page and
"PurJ,a4ers") will be used for the payment in part of outstanding short-term borrawings estimated not to
exceed $100 000,000 at the time the sale proceeds are receised, for the financing in part of the CompanyN
construction program, and for other corporate purposes.

. CONSTRUCTION PROGRANI AND FUTURE FINANCING
i

The Company \ 1980 construction program contemplates expenditures of approximately $263,800,000,
of which $192,667,000 had been expended through September 30, 1980. This estimate contemplates the
expenditore of approximately $212,700,000 for production facilities, $14,100,000 for transmiwion facilities,
$35,800,000 for distribution facilities and $1,200,000 for general plant, including ollice and sersice facilities
and trancortation and communication equipment. These amounts exclude expenditures for nuclear fuel. The
Company estimates that its construction expenditures (excludmg nuclear fuel expenditures) will amount to
approxim.itely $280,000,000 in 1981, $294JXX),000 in 1982 and $191,000,00()in 1983 (including allowance
for funds nsed during construction ("AFDC") of $61 million in 1981, $72 million in 1982 and $34 million in
1983).1.stimated amounts allocable to ensironmental matters included abose in the Company's estimated
construction expenditures for the years 1980,1981,1982 and 1983 are 535,700,000, $24,800,000, $4,600,000
and $1,800,000, respectis ely.

The Company estimates that subsequent to the receipt of the proceeds from the sale of the New Ilonds it
will reqmre approximately $69,000,000 of ad iitional funds from external sources to finance its 1980
construction program and for other corporate purposes. and expects to obtain these funds through short-term
borrowinn. 'I he Company estimates that its requirements for capital funds from external sources during the
period lHl.1983 will be approximately $551,000JXX), principally for construction and for the funding of

i $107,000,000 of maturing long term debt. The Company has receised authority from t1- SEC under the
lloiding Company Act to make short-term borrowings from time to time through June 30.1982 in amounts

|
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at any one time outstanding of up to the lesser of $190,000,000 or 10% of the Company's total capitalization
by the issuance and sale of commercial paper and by loans from banks. The proceeds of these borrowings will
be used to finance construction and other corporate expenditures pending permanent financing. Reference is
made to information below and to information under the subheading " Business-Rates" in the Rule 424
Prospectus, incorporated herein by reference, concerning the ability of the Company to raise additional funds
from external sources through the sale of additional First Mortgage Bonds or Pteferred Stock to fmance its
construction program beyond 1980.

l

The following tabulation shows details with respect to certain new generating facilities included in the
estimated construction expenditures for 1980-1983.

Net Scheduled*

Capa- Prior Cost Year of
bihty to Total per Comple-

g l ocation in 3IW 19R0 1980 1981 1982 1983 Cmt * KW tion

01illions of Dollars-
except Cost per KW)

Waterford No. 3 (nuclear) . Killona. La. 1.165 58 t4.3 5197.9 5235.2 5207.5 531.6 51.491 5 51.280 1983

* The costs shown above include AFDC. Costs of acquiring nuclear fuel (net of amounts already
provided for under existing leases) excluded from construction expenditures are estimated to amount to (in
millions) $6, $14,58 and 52 for the years 1980,1981,1982 and 1983, respectively.

As tual expenditures and dates of completion for construction projects may vary from the estimates
because of availability of financing, changes in the Company's plans, additions and changes required by
regulatory authorities, cost fluctuations, the availability of labor, materials and equipment, licensing delays
and other factors. As a result of anticipated delays in operating license proceedings before the Nuclear
Regulatory Commission and financing limitations, the Company announced in May 1980 that the
commercial operation date for Waterford No. 3 had been rescheduled from early to late 1982. Since that
time, the Company, as part of its continuing review ofits construction program, has revised, in light of the
above factors, its scheduled commercial operation date for Waterford No. 3 from late 1982 to early 1983,
resulting in an increase in the total estimated cost of the Unit to approximately $1.5 billion. Extended deferral
of the construction expenditures and commercial operation date for Waterford No. 3 could requ:re the
Company to rel increasingly upon purchases of power or peaking units to meet the needs and the. reserse3

requirements of the area which it serves.

The financing program followed by the Company in recent years has insolved in large measure the
issuance of First Mortgage Bonds in amounts designed to maintain the ratio of First Mortgage Bonds to total
capitalization in the general range of 56%. Earnings coverage provisions are contained in the Cornpany's
Mortgage (hereinafter defined) and its Restated Articles of Incorporation, as amended (" Articles of
Incorporation"), fm the issuance of additional First Mortgage Bonds and additional shares of Preferred
Stock, respectively ynder. the Company's Mortgage, additional First Mortgage Bonds may not (except for
the purpose of refunding maturing First Mortgage Bonds and certain other purposes) be issued unless the
adjusted net earnings of the Company (as defined in the Mortgage) for 12 consecutive months out of the 15
months immediately precedmg the issuance of the additional First Mortgage Bonds shall have been at least
twice the amount of the annual interest requirements on all First Mortgage Bonds at the time outstanding,
including the additional First Mortgage Bonds being issued, and any indebtedness of prior rank. Under the
Articles ofIncorporation, the Company may not, without the consent of the holders of at least a majority of
the total number of shares of Preferred Stock then outstanding, issue additional shares of Preferred Stock
unless the gross income of the Company (as defined in the Articles of Incorporation) for 12 consecutive
months out of the 15 months immediately preceding the issuance of the additional shares shall have been at
least one and one-half times the sum of the annual interest charges on all interest bearing indebtedness of the
Company and the annual disidend requirements on all outstanding shares of Preferred Stock, including the
additional shares being issued.

5
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On the basis of these requirements, the First Niortgage Ibnd and Preferred Stock earnings coverages
would be those stated in the following tabulation:

Tuche %tonths l{nded

EDecember JI, October 31,1980r3
1975 1976 1977 197N 1979 1980 Actual Pro Fu. ...>

First Mortgage Ibnd Coverage . 2.45 2.24 2.39 1.94 1.71 2.48 2.54 2.33(a)
Preferred Stod Coverage. t .81 1.67 1.68 1.63 t.36 1.60 1.65 1.51(a)

(a) As adjusted to give etTect to the sale in Nosember 1980 of 1,200,000 shares of tbe Company's
15.20% Preferred Stock, Cumulative, $25 Par Value, and to the sale in December 1980 of the New Ilonds at
an assumed annual interest rate of 15%.

The amounts of additional First Niortgage Ilonds and Preferred Stock which may be issued in the future
are contingent upon increases in earnings and the ability of the Company to obtain adequate rate relief.
Unless earnings are increased (see information under the subheading "Ilusiness-Rates" in the Rule 424
Prospectus, incorporated herein t y reference, with respect to the Company's pending rate applications), the
amounts of additional First N1ortgage Ilonds and Preferred Stock which the Company can issue will be
limited. As of October 31,1980, and after giving effect to the issuance in Nosember 1980 of 1,200,000 shares
of the Company's 15.20% Preferred Stock. Cumulative, $25 Par Value, and in December 1980 of the New
Ilonds at an assumed annual interest rate of 15%. the Company could have issued approximately
581,000,000 of additional llonds at an assumed annual interest rate of 159 (plus any llonds issued for
refunding purposes) or approximately $6,000,000 of additional Preferred Stock at an assumed annual
dividend rate of 15%. If the Company is unable to obtain the required capital funds, it will be necessary for
the Company to reduce, defer or eliminate certain construction expenditures, including expenditures for the
construction of Waterford No. 3.

HECENT OPERATING RFSUI!rS

The following results of operations of the Company for the twelve months ended October 31,1980
should be considered in conjunction with the information appearing elsewhere in this Prospectus, includmg
the documents incorporated by reference in this Prospectus. In the opinion of the Company, all adjustments
(consisting of only normal recurring accruals) necessary for a fair statement of the results of operations for
that period hase been made.

Twelve Ntonths I:nded
October 31,1980

t t?nauditedI

(In Ihousands,escept ItatioO

Income Data:
Operating Eesenues . 5799.381.

Net income . 5 93.061(a)
Ratios of Eamings to Fixed Charges (b):

Actual 2.48(a)(c)
Pro forma 2.27(a )

(a) In January 1979, the Company received authoraation from the 1.ouisiana PubMe Service
Commission allowing and requiring the Company to credit or charge custom.rs through the fuel adjustment
clause in future billings for net oser or under-collections of ruel costs in excess of those included in base rates.
Concurrently with this change in billing for fuel costs, th; Company commenced deferring on its books fuel
costs in excess of those included in base rates until these costs are reflected in billings to customers pursuant
to the fuel adjustment clause. This deferral amounted to 511,733,000 for the tweise months ended October
31,1980, and is being recosere(t in subsequent months through the fuel adjustment clause. The efTect of this
deferral, net of deferred income taxes, was to increase net income for that period by 56,052,000.

6
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(b) " Earnings" represent the aggregate of (1) net income, (2) taxes based on income, (3) insestment
tax credit adjustments-net and (4) fixed charges. " Fixed charges" represent interest, related amortization
and interest applicable to rentals (which are immaterial) charged to operating expenses.

The pro forma ratio of carnings to fixed charges for the twelve months ended October 31,1980, after !

giving etTect to (1) the annual interest requirements on the New Bonds (15% rate assumed), the balance of )
annual interest requirements on First Niortgage Bonds issed in November 1979, and the elimination of the
annual interest requirements on First N1ortgage Bonds which matured on November 1,1980, (2) the balance
of annual interest requirements on municipal revenue b(md obligations assumed in June 1980, and (3)
interest at an average rate of 14.3% (bank loans) and 14.3% (commercial paper), on average short-term
borrowings of approximately 581,222,000 for bank loans and approximately $10,189,000 for commercial
paper outstanding during the twelve months ended October 31,1980, assumed to be reborrowed during the
next twelve months, would be 2.27. A change of % of 1% in the interest rate on the New Bonds would result
in a change of approximately .002 in thh ratio.

The Company has calculated supplemental ratios of earnings to fixed charge. nursuant to Accounting
Series Release No.122 of the SEC. In these supplemental calculations, " earnings" are defined as above and
" fixed charges", in addition to items referred to above, include the interest factor related to fuel purchased
from SFI, an aflitiated company. The supplemental ratio of earnings to fixed charges for the twehe months
enJed October 31,1980 is 2.35. The supplemental pro forma ratio of earnings to fixed charges for the twelve
months ended October 31,1980, adjusted to give effect to the items in the preceding paragraph, would be
2.17. A change of % of 1% in the interest rate on the New Bonds would result in a change of approximately
.001 in this ratio.

(c) The corresponding ratios of earnings to fixed charges, as computed in accordance with (b) abose,
for the years 1975,1976,1977,1978,1979 and for the twehe months ended September 30,1980 (unaudited)
were 2.60,2.44,2.34,2.11,2.06, and 2.42, respectively. The corresponding supplemental ratios of earnings to
fixed charges, so computed, for each of those periods, were 2.54,2.35,2.27,2.05,1.99, and 2.31, respectively.

DESCRIPTION OF NEW BONDS

General. The New Bonds are to be issued uader the Company's N1ortgage and Deed of Trust, dated as
of April 1,1944, with The Chase National Bank of the City of New York (The Chase Nianhattan Bank
(National Association), successor) and Carl E. Buckley (J. A. Payne, successor), as Trustees, as
supplemented by twenty-eight supplemental indentures, all of which (collectively referred to as the
"Ntortgage") are filed as exhibits to the Registration Statement. The statements herein concerning the New
Bonds and the N1ortgage are merely an outline and do not purport to be complete They make use of terms
defined in the N1ortgage and are qualified in their entirety by express reference to the cited Sections and
Articles.

Form and Exchanges. The New Bonds will be registered bonds without coupons in denominations of
$1,000 or any multiple thereof. The New Bonds will be exchangeable wittmut charge for othe.- New Bonds of
difTerent authorized denominations, in each case for a like aggregate principal amount, and may be
transferred without charge, cher than for applicable taxes or other governmental charges in either case.

Interest and Payment. The New Bonds will mature December 1,1988, and will bear interest at the
rate shown in their title, payable June I and December 1. Principal and interest are payable in New York
City The Company has cosenanted to pay interest on any oserdue principal and (to the extent that payment
of such interest is enforceable under applicable law) on any overdue installment ofinterest on the Bonds of
all series at the rate of 6% per annum.

Redemption and Purchase of Bonds. The New Bonds will be redeemable, in whole or in part, on 30
days' notice (a) at the special redemption prices set forth below for the current sinking or improsement

7
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fund or for the replacement fund or with certain deposited cash and proceeds of released property, and (b) at
the general redemption prices set forth below for all other redemptions:

Ifredeemed
during 12

months General Special
period ending Redemption Redemption

- November 30 Pricem) Pricem)'

1981 . .. 115.31 100.00.... .. ... .. . .. .. .. .

1982 ..... .... .. ... ...... ..... I13.12 .100.00... .. .. . .

1983 ..... I10.94 100.00..... ...... ... .. ..... ....

1984 ...... 108.75 100.00........... ... .... ... ..... .

1985 .. .... 106.56 100.00-.......... .. .. ....... ...

104.38 100.001986 ..... ... . . . . .. . .. . ......

1987 ..... .... 102.19 100.00. ... . . ... . .. . . ..,

1988 ... 100.00 100.00...... . .. ....., .... .. .. ....

I- together, in each case, with accrued interest to the date fixed for redemption; prosided, however, that none of
the New Bonds shall be redeemed at the general redemption prices prior to December 1,1985, if such'

'

redemption is for the purpose or in anticipation of refunding such bond through the use, directly or
indirectly, of funds borrowed by the Company at an effective interest cost to the Company (computed in'

accordance with generally accepted financial practice) of less than 16.0125 % per annum. Such limitation;

does not, however, restrict the right of the Company to redeem a New Bond at any time at a special
i redemption price for the current sinking or improsement fund or for the replacement fund or with certain
i deposited cash and proceeds of released property.
1

If at the time the notice is given, the redemption moneys are not on deposit with the Trustee, the
j redemption may be made subject to their receipt before the date fixed for redemption, and such notice shall

be of no effect unless such moneys are so received.i

Cash deposited under any provisions of the Mortgage (with certain exceptions) may be applied to the.
purchase of Bonds of any series.

*

(Mortgage, Art. X; Twenty-eighth Supplemental, Sec.1.)

Repiscement Fund. In addition to actual expenditures for maintenance and repairs, the Company is
,

| required to expend or deposit for each year, for replacements and improvements in respect of the mortgaged
electric, gas, steam and/or hot water utility property ard certain automotive equipment, an amount equal to4

$800,000 plus 2%% of net additions to the mortgaged electric, gas, steam and/or hot water utility property4

made after December 31, 1943 and prior to the beginning of such year. Such requirement may be met by
;

j depositing cash or certifying gross property additions or expenditures for certain automotive equipment or by
| taking credit for Bonds and qualified fien bonds retired. Such cash may be withdrawn against gross property

! additions or waiver of the right to issue Bonds. (Mortgage, Sec. 39; Twenty-eighth Supplemental, Sec. 7.)

Sinking or Improvement Fund. The sinking or improvement fund requirement with respect to the New
Bonds begins in 1982 and is stated as 1% per year of the greatest amount of the New Bonds outstanding prior
to the beginning of the year, less deductions for certain New Bonds retired. The Company, however, may in

|
. etr-ct reduce such stated requirement by an amount not exceeding 5100,000 on the basis of the principal
amount of Bonds that the Company had the right to have authenticated and delivered against property
additions in 1954 but which right the Company waived during such period to satisfy sinking fund
requirements in res,ect of the Company's 1983 Series Bonds. The resulting requirement with respect to the
New Bonds may be satisfied in cash or principal amount of New Bonds or with property additions at 601

,

The sinking or improvement fund requirement in respect of the New Bonds may be anticipated at any time,!

but if the date fixed for any resulting redemption shall be prior to the' calendar year in which such sinking
fund payment is due, redemption shall be at the general redemption price and subject to the limitation on
such redemptions as set forth under " Redemption and Purchase of Bonds" Similar but not identical
provisions are in effect with respect to the Bonds of other series now outstanding. (Second through Eleventh,
Thirteenth through Twentieth and Twenty.second through Twenty-eighth Supplementals, Sec. 2.)

8
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Special Provisions for Itetirement of Ilonds. If, during any 12 months' period, mortgaged property is
disposed of by order of or to any governmental authority, resulting in the receipt of 55,000,000 or more as
proceeds, the Company (subject to certain conditions) must apply such proceeds, less cem.1 deductions, to
the retirement of Ilonds. (Ntortgage, Sec. 64.) The New Ilonds are redeemable at the necial redemption
prices for this purpose.

Security. The New Ilonds, together with all other llonds now or hereafter issued under the N1ortgage,
will be secured by the Niortgage, which constitutes, in the opinion of General Counsel for the Company, a
first mortgage lien on all of the present properties of the Company (except as stated below), subject to (a)
leases of minor portions of the Company's property to others for uses w hich, in the opinion of such counsel,
do not interfere with the Company's business, (b) leases of certain property of the Company not used in its
business, and (c) excepted encumbrances. There are excepted from the lien all cash and securities; certain
equipment, materials and supplies; automobiles and other schieles and aircraft; timber, mineral rights and
royalties; receivables, contracts, leases and operating agreements.

The N1ortgage contains prosisions subjecting after-acquired property (subject to pre-existing liens) to
the lien thereof, subject to limitations in the case of consolidation, merger or sale of substantially all of the
Company's assets. (Ntortgage, See. 87.)

The N1ortgage provides that the Trustees shall have a lien on the mortgaged property, prior to the
llonds, for the payment of their reasonable compensation and expenses and for indemnity against certain
liabilities. (51ortgage, Sec. 96.)

The N1ortgage contains restrictions, some of which apply only so long as certrin prior series are
outstanding, on the acquisition of property subject tc uns and on the issuance of bona under disisional or
prior lien mortgages. (N1ortgage, Sec. 46; Third Supplemental, Sees. 4 and 5; and Fourth through Sixth
Supplementals, Sec. 4. )

Issuance of Additional llonds. The maximum principal amount of Ilonds which nay be issued under
the Niortgage is limited to One llundred llillion Dollars at any time outstanding, subject to property,
earnings and other limitations of the N1ortgage. Ilonds of any series may be issued from t.me to time upon the
bases of: (1) 60% of property additions after adjustments to otTset retirements; (2) retirement of Ilonds or
qualified lien bonds; and (3) deposit of cash. Property additions generally include electric, gas, steam or hot
water property acquired after December 31, 1943, but may not include securities, automobiles or other
schieles or aircraft or property used principally for the production or gathering of natural gas.

With certain exceptions in the case of (2) abose, the issuance of Ilonds is subject to adjusted net
earnings (before interest and income taxes) for 12 consecutise months out of the 15 months immediately
preceding the issuance of additional llonds being at least twQe the annual interest requirements on all llonds
at the time outstanding, includmg the additional llonds being issued, and all indebtedness of nrior mnk. Such
adjusted net earnings are computed after prosisions for retirement and depreciation of property at least equal
to the replacement fund requirements for such period.

The New Ilonds will be issued against property additions. The Company e3timates that after the
issuance of the New ilonds there will be approximately $478,000,000 remaining property additions asailable
as of September 30,1980.

Ihe Company has resersed the right (without any consent or other action by holders of the 1999 Series
llonds or any subsequently created series, including the New Ilonds) to include nuclear fuel (and similar or
analogous desices or substances) as property additions. The Company has also resersed the right to amend
the N1ortgage, without any consent or other action of the holders of the 2008 Series llonds or any
subsequently created series (including the New Ilonds), to make available as property additions any form of
space satellites (including solar power satellites). space stations and othei analogous facilities.

No llunds may be issued on the basis of property additions subject to qualified liens, if the qualified lien
bonds secured thereby exceed 509 of such property additions, or if the qualified lien bonds and llonds then

9
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outstanding which have been issued against property additions subject to continuing qualified liens and
certain other items would in the aggregate exceed 15% of the Honds and qualified lien bonds outstanding.

(Mortgage Secs. 4 to 7 and 20 to 30; Twelfth Supplemental, Sec.1: Thirteenth Supplemental, Sec. 5;
and Twenty-fifth Supplemental, Sec. 5.)

Helease and Substitution of Property. Property may be released upon the bases of (1) deposit of cash,
or to a limited extent, purchase money mortgages (2) property additions, after adjustments in certain cases I

'
to offset retirements and after making adjustments for qualified lien bonds outstanding against property
additions, and (3) waiser of the right to issue 11onds without applying any earnings test. Cash may be
withdrawn upon the bases stated in (2) and (3) above. When property released is noi funded property,
property additions used to efTect the release may again, in certain cases, become available as credits under the
Mortgage, and the waiver of the right to issue Ilonds to etTect the release may, in certain cases, cease to be
etrective as such a waiver. Similar prosisions are in effect as to cash proceeds of such property. The Mortgage
contains special provisions with respect to qualified lien bonds pledged and disposition of moneys received on
pledged prior lien bonds. (Mortgage, Sees. 5, 31, 32, 37,46 to 50, 58 to 62 and 100.)

Disidend Cosenant, The Company covenants in substance that, so long as any of the New Ilonds |

remain outstanding, it will not pay any cash disidends on com non stock except from credits to earned
surplus after November 30,1980, plus $110,000,000, plus such additional amounts as shall be approsed by
the SEC. (Mortgage, Sec. 39; and Twenty-eighth Supplemental, Sec. 3.)

Modification, The rights of the Hondholders may be modified with the consent of the holders of 709
of the llonds, and, if less than all series of Ilonds are afTected, the consent also of the holders of 70% of the
llands of each series atrected. The Company has resersed the right (without any consent or other action by
holders of the 2000 Series llonds or any subsequently created series, including the New Ilonds) to substitute
for the foregoing prosision a prosision to the efTect that the rights of the Hondholders may be modified with
the consent of holders of 66%Q of the Honds, and, if less than all series of Honds are atrected, Jie consent
also of holders of 66%% of the Honds of each series atTeeted. In general, no modificatien of the terms of
payment of principal or interest, no modification of the obligaC ns of the Company under Section 64 (until
the foregoing substitution is made), and no modification urecting the lien or reducing the percentage
required for modification, is etTective against any L'ond% ' der without his consent. (Mortgage, Art. XIX;
Fourteenth Supplemental, Sec. 5.)

Relationships with Corporate Trustee. The Company and certain ofits affiliated companies maintain
bank accounts with, and from time to time make short-term borrowings from, the Corporate Trustee and
make short-term investments in commercial paper of an alTdiate of the Corporate T rustee.

Defaults and Notice Thereof. Defaults are: default in payment of principal; default for 60 dag in
payment ofinterest or installments of funds for retirement of Honds; certain events in bankruptcy, inscheney
or reorganization; defaults with respect to qualified lien bonds; and default for 90 days after notice in other
cosenants. (Mortgage Sec. 65.) The Trustees may withhold notice of default (except in payment of
principal, interest or fund for retirement of Honds) if they think it is in the interests of the Bondholders.
(Mortgage, See. 66; First Supplemental, Sec.11.) No periodic esidence is required to be furnished as to the
absence of default or as to compliance with the terms of the Mortgage.

~1 he Corporate Trustee or the holders of 25 "c of the Honds may declare the principal and interest due on
default, but a majority may annul such declaration if such defauh has been cured. (Mortgage, Sec. 67.) No
holder of Honds may enforce the hen of the Mortgage without gising the Trustees written notice of a default
and unless the holders of 259 of the Honds base requested the Trustees in writing to act and offered them
reasonable opportunity to act and indemnity satisfactory to the Trustees against the costs, expenses md
liabilities to be meurred thereby and the Trustees shall base failed to act. (Mortgage, Sec. 80.) Iloiders of a
majority of the Honds may direct the time, method and place of conducting any proceedings for any remedy
asadable to the Trustees, or exercising any trust or power conferred upon the Trustees. (Mortgage. Sec. 71;
First Supplemental, Sec.12.)

10



EXPERTS AND LEGALITY

The balance sheet as of December 31,1979 and the related statements ofincome, retained earnings and
source of funds for utility plant additions for each of the five years in the period then ended included in the !

Rule 424 Prospectus have been examined by Deloitte flaskins & Sells, independent Certified Public !

Accountants, as stated in their opinion appearing therein, and have been so included in reliance upon such
opinion given upon their authority as experts in accounting and auditing.

With respect to the unaudited interim rinancial information for the periods ended N1 arch 31,1980 and
1979, June 30,1980 and 1979 and September 30,1980 and 1979, incorporated by reference in this Prospectus,
Deloitte Haskins & Sells have applied lim'ted procedures in accordance with pmfessional standards for a
review of such information. Ilowever, as sta ted in their reports included in the Company's Quarterly Reports
on Form 10-Q for such quarters, and incoryrated by reference herein, they did not audit and they do not
express an opinion on that interim financialinformation. Accordingly, the degree of reliance on their reports
on such information should be restricted in iight of the limited nature of the resiew procedures applied.
Deloitte liaskins & Sells are not subject to the liability provisions of Section 11 of the Securities Act of 1933
fnr their reports on the unaudited interim financial information because those reports are not " reports" or a
"part" of the Registration Statement prepared or certified by an accountant within the meaning of Sections 7

,

and 11 of that Act.

The statements as to matters of law and legal conclusions made under " Description of New Ilonds"
(contained herein) have been reviewed by Monroe & Lemann ( A Professional Corporation), General
Counsel for the Company, and, except as to " Security" under " Description of New Ilonds", by Messrs. Reid
& Priest, and are set forth herein in reliance upon the opinions of said firms, respectisely, and upon their
authority as experts. The statements as to matters of law and legal conclusions made under "llusiness-
Regulation and Litigation" and "Ilusiness-Environmental hf atters" in the Rule 424 Prospectus and, with
respect to the Company, under Item 1 " Legal Proceedings" in the Company's Quarterly Report on Form 10-
Q for the quarter ended June 30, 1980 have been reviewed by Monroc & Lemann ( A Professional
Corporation) and are set forth therein, and have been incorporated by reference herein, upon the opinion of
said firm and upon their authority as experts.

The legality of the New Bonds will be passed upon for the Company by Monroe & Lemann ( A
Professional Corporation), Whitney Building, New Orleans, Louisiana, and Messrs. Reid & Priest,40 Wall
Street, New York, New York, and for the Purchasers by Messrs. Winthrop, Stimson, Putnam & Roberts,40
Wall Street, New York, New York. Iloweser, all legal matters pertaining to the organization of the Company
and all matters of Louisiana law will be passed upon only by Monroe & Lemann ( A Professional
Corporation).

Attorneys with the firm of Monroe & Lemann (A Professional Corporation) participating or who may
participate in the work on this fmancing own of record or beneficially 1,335 shares of the Common Stock of
the Company's parent, Middle South.

I1
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PURCHASERS
.

The Purchasers named below, for which Blyth Eastman Paine Webber Incorporated; Bache Halsey
Stuart Shields Incorporated: The First Boston Corporation; Merrill Lyn 6. Pierce, Fenner & Smith'

! Incorporated; Salomon Brothers; Dillon, Read & Co. Inc. and Donaldson, LuiUri & Jenrette Securities i

ICorporation are acting as Representatives, have severally agreed, subject to the erms and conditions
contained in the Purchase Agreement, to purchase from the Company the principal amwnt of New Bonds.

set forth below opposite their respective names.

Purchaser Amount
.

1-
5 7,250.00)Blyth Eastman Paine Webber incorparated . . . .

: Bache I talsey Stuart Shields incorporated . . 7,150,0rv)

The First Hoston Corporation. 7,1*o.000 j. . .

Mernli Ly nch. Pierce, Fenner & Smith Incorporated 1,130,000 |. . ,

'7,150.000Salomon Brothers . . . ..

Dillon, Read & Co. Inc. 3,000,000
. .

Donaldson. Lufkin & Jenrette Secunties Corporation . 7,150,000 !
.

Hoettcher & Company , . 500,000

J. A. Glynn & Co. 200,000 j. ..

The Illinois Company Incorporated . 20n,000

Ladenburg. Thalmann & Co. Inc. t,500,000 1.

'

Rotan Mosle Inc. . 500.000

Seharff & Jones, Ineorporated. 200,000

Stern Brothers & Co. . 400.000'

Durton J. Wncent. Chesley & Co. . 500.000 ).

'
Total , , 550,000.000.. . . . ,

The Representatives of the Purchasers advised the Company that sales of New Bonds to certain dealers
,

may be made at a concession not in excess of.5% of the principal amount under the public offering price, and
! that the Purchasers may allow, and such dealers may reallow, discounts not in excess of.257c of the principal

amount on sales to certain other dealers. After the initial public offering, the public offering price, concession
and discounts may be changed.

The Purchase Agreement prosides that the obligat.ons of the Purchasers are subject to certain,

conditions precedent and that the Purchasers will be obligated to purchase all of the New Bonds if any Newi *

Bonds are purchased, provided that, under certain circumstr.nce' involving a default of Purchasers, less than
all of the New Bonds may be purchased. Default by one or m >re Purchasers would not relieve the non-
defaulting Purchasers from their several obligations, and '.n the event of such default, the non-defaulting-

,

Purchasers may be required by the Company to purchase the respetive principal amounts of the New Bonds
; which they have severally agreed to purchase and, in addition, to p irchase the principal amount of the New

Bonds which the defaulting Purchaser or Purchasers shall have so failed to purchase up to a principal
amount thereof equal to one-ninth (%th) of the respective principal amounts of the New Bonds which such
non-defaulting Purchasers have otherwise agreed to purchase.

'
i
|
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PROSPECTUS

1,200,000 Shares

Louisiana Power & Light Company
15.20% Preferred Stock, Cumulative, $25 Par Value

Reference is made to " Description of New Preferred Stock-Redemption Provisions'' herein for the
terms of a limitation on the right of the Company to redeem a share of New Preferred Stock prior to
November 1,1985. The New Prefeired Stock will be entitled to a sinking fund sullicient to retire annually,
commencing in 1985, a minimum of 60,000 shares and a maximum of 120,000 shares at $25 per share
plus accrued dividends.

THESE SECURITIES IIAVE NOT BEEN APPROVED OR DISAPPROVED BY TIIE
SECURITIES AND EXCliANGE CON 1N11SSION NOR IIAS TIIE CONIN11SSION

PASSED UPON Ti1E ACCURACY OR ADEOUACY OF T111S PROSPECTUS.
ANY REPRESENTATION TO Tile CONTRARY IS A CRIN11NAL OFFENSE.

Price to !!nderwriting Proceeds to
Public(1) Commissions (2) Compan> (1) (3 )

_

Per Share $25.00 $ 1.341 $23.659.. ....

3 _ __ . __.

Total 530,000,000 $ 1,609,200 $28,390,800. .. .
_

(1) Plus accrued dividends,if any,from November 6,1980.

(2) The Company has agreed to inJemnify the several Purchasers against certain civil liabilities,
including liabilities under the Securitics Act of 1933.

(3) Before deducting expene , estimated at $ 170,000.

The New Preferred Stock is oiTered by the Purchasers named herein, subject to prior sale, when,
as and if issued and accepted by them. It is expected that certificates for such stock will be ready for
delivery on or about November 6,1980.

Kidder, Peabody & Co.
Incorporated

llache IIalsey Stuart Shields
locorporated

Blyth Eastman Paine Webber
. Incorporated

Alerrill I ynch White Weld Capital Alarkets Group
Merrill Lynch, Pierre, Fenner & Smith Incorporated

Dean Witter Reynolds Inc.

1he date of this Prmpcetus is October 28,1980.
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IN CONNECTION WITII TIIIS OFFERING, TIIE PURCIIASERS MAY OVER-ALLOT OR

l EFFECT TRANS SCTIONS WillCII STAHil.IZE OR MAINTAIN Tile MARKET PRICE OF TIIE
SECURITIES OFFERED llERERY AT A 1.EVEL AHOVE TilAT WillCII MIGIIT OTilERWISE
PREVAIL IN TIIE OPEN MARKET. SUCil STAlllLIZING, IF COMMENCED, MAY BE DIS-
CONTINUED AT ANY TIME.

No dealer, salesman or other person has been authodied to gise any information or to make any
representation not contained in this Prospectus and, if gisen or made, such information or representa-
tion must not he relied upon as hasing been authorized by the Company or the Purchasers. This Prospectus
does not constitute an olier to sell or a solicitation of an offer to huy any of the securities offered
herchy in any jurisdiction to any person to whom it is unlawful to make such c er in such jurisdiction.er

Neither the delisery of this Prospectus nor any sale made hereunder shah, under any circumstances,
create any implication that there has been no change in the affairs of the Company since the dste hereof.

TABLE OF CONTENTS

Page Pace

Available Information 2 Business 15. . . .

Definitions 3 Property 25

The Company 4 Description of New Preferred Stock 28.

.

Industry and Company Problems 4
.

Experts and Legality 32
Construction Program and Financing 6

Opinion of Independent Certified Public
Statements of Income 9 Accountants 33.

.

Management's Discussion and Analysis of
Financial Statements 34'

the Statements of Income 12

Operating StatisSes 1/ Purchasers 49
. .

AVAILAHLE INFORMATION

The Company is subject to ik. informational requirements of the Securities Exchange Act of 1934
and in accordance therewith fites recorts and other information with the SEC. Such reports include
information, as of particular da es, oncerning the Company's directors and oflicers, their remuneration,
the principal holders of the Cor, : any's securities and any materialinterest of such persons in transactions
with the Company. Such .epot 1 and other information can be inspected and copied at the public
reference facilities maintained by the SEC at Room 6101, 1100 L Street, N.W., Washington, D. C.;
Room 1228, Everett McKinky Dirksen iluilding,219 South Dearborn Street, Chicago,111.; Room 1100,
Federal Building. 26 Federal Plaza. New York, N. Y.; an 1 Suite 1710, Tishman lluilding,10960 Wilshire
Boulevard, Los Angeles. Calif. Copies of this materia, can also be obtained at prescribed rates from
the Public Reference Section of the SEC at its principal office at 500 North Capitol Street, N.W.,
Washington, D. C. 20549.
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DEFINITIONS

The following abbreviations or acronyms used in the text and notes are defined below:

Abbreviation Abbresiation
or or

Acrony m Term Acrony m Term

AFC Atomic l'nergy Commission NISS Afiddle South Senices, Inc.
AFDC Allowance for Funds used Dur- New Preferred Stock 1.200.000 shares of Preferred

ing Construction Stosk. Cumulatis e. $25 Par
Ambient Air Standards National Ambient Air Quality alue, thred hereby

Standards Ninemile Point Station. The Company's Ninemite Point
Steam Electric GeneratingAP&L Arkansas Power & Light Com-
'N"'pany

NOPSI New Orleans PuMie Senice Inc.Ark-Afo Arkansas-Afissouri Power Com-
pany NPDES National Pollutant Discharg:

Articles of Incorpora- Elimin tion System
tion The Company's Resta :d Ar- NRC Nuclear Regulatory Commissian.

tieles of Incorporati( NSPS New Saurce Performance Stand.
Company louisiana Power & Lig: .Com- ards

P "Y Preferred Stock The two claves of preferred
Council Council of the City New stock of the Company

Orleans $100 Preferred Stock . 5100 par value class of , referred
CPI U Consumer Price Index >r all stock of the Company

Urban Consumers $25 Preferred Stock $25 par value class of preferred
CWIP Construction Nork in Progress stock of the Corr.pany
DOE Department of Energy PSD Prevent;on of significant Deteri-
EPA Eraironmental Protection oration of air quality

Agency RCRA Resource Conser ation and Re-
ERA Economic Regulatory Adminis- c very Act

tration SEC Securities and Exchange Com-
" " " "FERC Federal Energy Regulatory

Comrr.ission SFI system Fuels, Inc.

FPC Federal Power Commission S5! EPA South 5fississippi Electric Power
^" CI2II "FWPCA Federal Water Pollution Con-

trol Act State Plan State Implementation Plan

Grand Gulf Plant htSE's Grand Gulf Generating Sterlington Station The Companfs Sterlington Steam
Station (nuclear) Electric Generating Station

Iloiding Company Act Public Utility lloiding Com- System Agreement , Agreement, among the Company
pany Act of 1935 and the four other System

pc Ong qmpades, relaqngIlWI Ilandy-Whitman Index of Pub-
to the sharing of g:ncratmglic Utility Construction Costs
capaetty and other power

LPSC Louisiana Public Service Com. sources
mimon System operating com-

h1EA%1 5!unicipal Energy Agency of panies The Company. AP&L, Ark-5fo,
3tississippi AIPAL and NOPSI

hfiddle South htiddle South Utilities, Inc. TVA Tennessee Valley Authority

atiddle South System . Afiddle South and its various di. United United Gas Pipe Line C(,npany
rect and indirect subsidiaries Waterford No. 3 Unit No. 3 fnuclearl at the

N!P&L hiississippi Power & Light Waterford Station
Compan} Waterford Station The Company's Waterford Steam

SISE Afiddle South Energy, Inc. Electric Generating Station

3
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THE CO31PANY

The Company was incorporated under the laws of the State of Louisiana on October 15, 1974,
and is successor by merger to a predecessor Louisiana Power & Light Company which was incor-
potated under the laws of the State of Florida in 1927. The merger of such predecessor corporation
into the Company became effective on February 28, 1975, and information and data herein with
respect to a time or period on or prior to that date refer to the predecessor corporation. The Company's
principal executive office is located at 142 Delaronde Street, New Orleans, Louisiana 70174. Its
telephone number, including area code, is 504-366-2345.

The Company is an electric public utility company with all of its operations in the State of Louisiana
and is a subsidiary of hiiddle South, which is a rt gistered public utility holding company under the Holding
Company Act and owns all of the outstandirig Common Stock of the Company. The Company, AP&L,
AIP&L, NOPSI and Ark-Nto are the principal operating sub3idiaries of htiddle South. N1iddle South owns
a'l the capital stock of SISE, a generating subsidiary organized in 1974 to provide financing and ownership
of certain future base load generatirg units within the 51iddle South System. See " Property-Interconnec-

Itions" h!iddle South also has a wholly-owned service subsidiary,51SS.

The Company, AP&L, N1P&L and NOPSI own all the capital stock of SFI, a special purpose
company formed to plan and implement programs for the procurement, delivery and storage of fuel
supplies for the hiiddle South System. See "llusiness-Fuel Suppty"

INDUSTRY AND CO31PANY PROllLEhtS

Industry Problems. The electric utility industry in general is currently experiencing problems in
a number of areas, including (a) increasing costs of fuel, wages and materials, (b) greater capital outlays
and longer construction periods for the larger and more compicx new generating units needed to meet
current and future service requirements of customers, (c) increased reliance on capital markets with
higher costs and limited availability of both equity and borrowed capital, (d) fuel shortages, (e) com-
pliance with environmental requirements, (f) controversies over the use of nucicar power, and (g)
regulatory lag in granting needed rate increases aad the inadequacy of such increases when granted. In
addition, Federal energy legislation enacted in 1978 may adversely affect electric utilitics, including the
Company. Summarized below are certain factors currently affecting the Company.

Construction Program. In common with the industry, the Company is experiencing increasing costs
I

for wages and materials. Waterford No. 3 is requiring larger capital outlays and a longer construction
period than the conventional generating units constructed by the Company in the past. As a result, the
Company is having to rely more heavily on capital markets for funding, in which connection the Company
has experienced increased funding costs. See " Construction Program and Financing"

A Presidential Commission, Congress and the NRC have investigated the cause of the incident which
occurred at the Three htile Island Unit 2 nuclear power plant located near IIarrisburg, Pennsylvania. The
report of the Presidential Commission recommended, among other things, that the NRC be reorganized
and that the NRC or its successor shoul1, on a case-by-case basis, before issuing a new construction
permit or operating license in respect of a nuclear generating plant: (a) assess the need to introduce new
safety improvements recommended in the report, and in NRC and industry studies; (b) review the com-
petency of the prospective operatinglicensee to manage the plant and the adequacy of its training program |
for operating personnel; and (c) condition licensing uron review and approval of state an i local -

emergency plans. The Company cannot predict the extent of new regulations to be imposed or design
changes to be made applicable to nuclear facilities now under construction as a result of these investiga-
t:ons or the ultimate efTect these investigations will have upon the construction schedule, licensing, in-
servic : date or cost of Waterford No. 3. As a result, however, of anticipated delays in operating license
proceed'ngs before the NRC and the Company's financing limitations (see below), th: Company has
recently delayed the sched ded commercial operation date for Waterford No. 3 from 1982 to 1983. It

4
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is anticipated that this rescheduling will increase the total cost of this Unit from approximately $1.2
billion to approximately $1.5 billion. See " Construction Program and Financing" and " Business-Regula-
tion and Litigation".

- Financing Limitations.' The Company estimates its requirements for capital funds from external
sources during the period 1981-1983 will be approximately $544,000,000, principally for construction
and for the funding of $107,000,000 of maturing long-term debt. The Company's Bond and Preferred
Stock earnings coverages have declined and as a consequence, the Company's ability to issue additional
Bonds and Preferred Stock is limited. Based upon the earnings coverages as of September 30,1980 and
after giving effect to the issuance of the New Preferred Stock at an assumed annual dividend rate of
13% %, the Company cou!d have issued approximately $116,000,000 of additional Bonds at an assumed
annual interest rate of 13%% (plus any Bonds issued for refunding purposes) or approximately
$23,000,000 of additional Preferred Stock at an assumed annual dividend rate of 13%%. See " Con-
struction Program and Financing", third paragraph following Notes to Statements of Income, and Note 3

. to Financial Statements.

Need for Rate Relief. To continue its construction program, to ofTset increasing costs in connection
with its operations and to maintain earnings at acceptable levels, the Company is seeking and intends
to continue to seek periodic rate relief as may be required in the future. The ability of the Company to
finance its construction program beyond 1980 will be dependent upon increases in earnings and the ability
to obtain adequate rate relief. See " Business-Rates"

Fuel Supply. For information with respect to the extent of the Company's dependence on natural
gas for bo!'er fuel, the supply of natural gas available to the Company, the use of oil as a boiler fuel by
the Company, the increasing costs of both natural gas and oil for boiler fuel and the greater cost of oil,
and the availability to the Co'mpany of the necessary fuel oil, see " Business-Fuel Supply". See " Business
-Rates" as to adjustment clauses in the Company's rate schedules for changes in fuel costs.

The burning of natural gas as boiler fuel does not cause air pollution problems. The Company
estimates that it will be able to fuel approximately 80% and 94% of its 1980 and 1981 generation, re-
spectively, with natural gas (13% and 14%, respectively, with interstate gas), see " Business-Fuel
Supply". For information with respect to the Company meeting emission regulations and ambient air
quality standards in its use of oil as boiler fuel and its compliance with environmental requirements gener-
ally, see " Business-Environmental Matters".

Federal Legislation. Federal legislation enacted in 1973, among other things, (i) requires state
public utility commissions to consider standards relating to retail rate design, restrictions on automatic
adjustment clauses and time-of-dry and seasonal rates, (ii) requires states to develop residential energy
conservation plans, (iii) grants the FERC authority to order wheeling and interconnection in specified
situations and to limit automatic adjustment clauses for wholesale rates, (iv) deregulates the first sale
prices of natural gas in 1985, (v) extends price regulation of natural gas to the intrastate market, (vi)
provides for incremental pricing of higher priced new gas to industrial customers (other than electric
utilities) of interstate pipelines, (vii) prohibits existing power plants from using natural gas as boiler
fuel after 1990 with provisions for exemption from such prohibition until the year 2000, (viii) prohibits
the use of natural gas in an existing electric power plant in greater proportion than the average yearly
proportion of hatural gas which such power plant used as a primary energy source in calendar years
1974 through 1976 with provisions for exemption from such prohibition, and (ix) grants the Secretary
of Energy the authority to limit or prohibit the use of petroleum and natural gas in certain existing
power plants. See " Business-Fuel Supply" with respect to certain exemptions granted to the Company in
1980 relating to its use of natural gas as power plant fuel and related legal and administrative proceedings.

Certain of the System operating companies, including the Company, are petitioners in litigation,
which is pending before the United States Court of Appeals for the Fourth Circuit, seeking judicial
review of rules promulgated by the DOE to implement the portions of such legislation which would

5
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prohibit and regulate the use of petroleum or natut . gas as a primary energy source in electric power
plants. j

CONSTRUCTION PROGRA31 AND FINANCING

The net proceeds to be reelved by the Company from the issuance and sale of the New Preferred
Stock will be used for the payment in part of outstanding short-term borrowings estimated not to exceed
$131,000,000 at the time the sale proceeds are received, for the financing in part of the Company's
construction program, and for other corporate purposes. (The Company may sell less than all of the
New Preferred Stock in the event of a default by less than all of the Purchasers, see " Purchasers".)

During 1980, but prior to the issuance of the New Preferred Stock, the Company will have issued
and sold an aggregate of 10,606,400 shares of Common Stock, no par value, to Middle South for

.

$70,000,000, in addition, the Company expects to receive in 1980 approximately $23,500,000 through '

the sale and leaseback by the Company of certain office buildings and related real properties. The
proceeds derived from :hese transactions have been or will be used for the payment in part of outstanding
short-term borrowings, for the financing in part of the Company's construction program and for other
corporate purposes.

The Company has received authority under the Holding Company Act to make short-term borrow-
ings at any one time outstanding from time to time through December 31, 1980 of up to the lesser of
$165,000,000 or 109c of the Company's total capitalization, through the issuance and sale of commercial
paper and through bank loans. Currently, the Company has arrangements with a commercial paper dealer
and with various banks which provide for such borrowings. The proceeds of these borrowings are used '

to finance construction and other corporate expenditures pending permanent financing. At June 30,1980,
the Company had outstanding $10,000,000 of commercial paper and $112,500,000 of bank loans.
Reference is made to Note 5 to Financial Statements. The Company has filed for authority under
the IIolding Company Act to make short-term borrowings from time to time through June 30, 1982
in amounts at any one time outstanding of up to the lesser of $190,000,000 or 10Fo of the Company's ;

total capitalization by the issuance and sale of commercial paper and by loans from banks. '

The Company's 1980 construction program contemplates expenditures of approximately
$263,800,000_. of which $135,862,000 had been expended through June 30, 1980. This estimate con-
templates the expenditure of approximately $212,700,000 for production facilities, $14,100,000 for

I
transmission facilities, $35,800,000 for distribution facilities and $1,200,000 for general plant, including
otlice and service facilities and transportation and communication equipment. These amounu exclude
expenditures for nuclear fuel. The Company estimates that its construction expenditures (excluding
nuclear fuel expenditures) will amount to approximately $280,000,000 in 1981, $294,000,000 in 1982
and $191,000,000 in 1983 (including AFDC of $65 million in 1981, $84 million in 1982 and $34
million in 1983). Reference is made to " Business -Environmental Matters" for information with respect
to estimated amounts allocable to environmental matters included above in the Company's estimated
construction expenditures for the years 1980-1983.

The Company estimates that subsequent to the receipt of the proceeds from the sale of the New
Preferred Stock, it will require up to $100,000,000 of additional funds from external sources for the
financing in part of its 1980 construction program, for t e payment in part of short-term borrowingsh

and for other corporate purposes, and expects to obtain such funds through the issuance and sale of such
securities as may be determined to be appropriate. The Company currently anticipates that it will sell
up to $100,000,000 of additional First Mortgage Bonds prior to the end of 1980. The Company estimates
that its requirements for capital funds from external sources for 1981 will be approximately $240,000,000,
principally for construction and for the funding of $52,000,000 of maturing long-term debt. Reference
is made to information below under this subheading and to " Business-Rates" concerning the ability of
the Company to raise additional funds from mternal sources through the sale of additiosi l'irst Mortgage
Bonds or Preferred Stock to finance its const action program beyond 1980.

6
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' . The following tabulation shows details with respeu to certain new generating facilities included
in the estimated construction expenditures for 1980-1983.4

Net Scheduled
Capa- Prior Cost Year of,

bility to Total per Comple-

Unis Location in MW 1980 1980 1981 1982 1983 Cost * KW tion
(Millions of Dollars--enept Cost per KW)

Waterford No. 3 - Killona, La. 1,165 $819.3 $197.9 $235.2 $207.5 $31.6 $1,491.5 $1,280 1983'

* The costs shown above include AFDC. Costs of ;.cquiring nuclear fuel (net of amounts already
provided for under existing leases) excluded from construction expenditures are estimated to amount
to (in millions) $6, $14, $8 and $2 for the years 1980,1981,1982 and 1983, respectively For
information with respect to the sale and leaseback of nuclear fuel by the Company, see Note 8 to
Financial Statements.

Actual expenditures and dates of completion for construction projects may vary from the estimates
.

because of availability of financing, changes in the Company's plans, addiGns and changes required
by regulatory authorities, cost fluctuations, the availability of labor, materials and equipment, licensing
delays and other factors. As a result of anticipated delays in operating license proceedings before the'

NRC and financing limitations, the Company announced in 51ay 1980 that the commercial operation
date for Waterford No. 3 had been rescheduled from early to late 1982. Since that time, the Company,

,

; as part of its continuing review of its construction program, has revised, in light of the above factors, its
scheduled commercial operation date fo- 'aterford No 3 from late 1982 to early 1983 resulting in. ,

an increase in the total estimated cost or one Unit to approximately $1.5 billion. Extended deferral of
l the construction expenditures and commercial operation date for Waterford No. 3 could require the

Company to rely increasingly upon purchases of power or peaking units to meet the needs and the reserve
requirements of the area which it serves.

The f'mancing program followed by the Company in recent years has involved in large measure the
issuance cf First N1ortgage Bonds in amounts designed to maintain the ratio of First h1ortgage Bonds
to total capitalization in the general range of 56E Earnings coverage provisions are contair.ed in the
Company's 51ortgage and its Articles of Incorporation for the issuance of additional First h1ortgage

. Bonds and additional shares of Preferred Stock, respectively. Under the Company's Mortgage, additional
First Mortgage Bonds may not (except for the purpose of refunding maturing First Mortgage Bonds
and certain other purposes) be issued unless the adjusted net earnings of the Company (as defined

;

in the Mortgage) for 12 consecutive months out of the 15 months immediately preceding the issuance
of the additional First Mortgage Bonds shall have been at least twice the amount of the annual interest

.

requirements on all First Mortgage Bonds at the time outstanding, including the additional First Mort-!

gage Bonds being issued, and any indebtedness of prior rank. Under the Company's Articles of Incor-;

poration, the Company may not, win. cut the consent of the holders of at least a majority of the total'

number of shares of Preferred Stock then outstanding, issue additional shares of Preferred Stock unless
|

the gross income of the Company (as defined in the Articles e ^ !ncorporation) for 12 consecutive months
out of the 15 months immediately preceding the issuance of ine additional shares shall have been at least.

one and one-half times the sum of the annual interest charges on all interest nearing indebtedriess of the
Company and the annual dividend requirements on all outstanding shares of Preferred Stock, including

! the additional shares being issued.
On the basis of these requirements, the First Mortgage Bond and Preferred Stock earnings cover-;

ages would be those stated in the following tabulation:'

Tuche Months Endedi

December 31, ,3g, Septe nber 30,1980
1975 1976 1977 1978 1979 1980 Ac'aal Pro Forma

s

First Mortgage Bond Coverage 2.45 2.24 2.39 1.94 1.71 2.33 2.48 2.48

: Preferred Stock Coverage . . . . 1.81 1.67 1.68 1.63 1.36 1.56 1.60 1.54 (a)

i (a) As adjusted to give effect to the sale of the New Preferred Stock at an assumed annum dividend
rate of 13% E

i 7
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The amounts of additional First Mortgage Bonds and Preferred Stock which may be issued in the
future are contingent upon increases in earnings and the ability of the Company to obtain adequate
rate relief. Unless earnings are increased (see " Business-Rates" for information with respect to the
Company's pending rate applications), the amounts of additional First Mortgage Bonds and heferred
Stock which the Company can issue will be limited. As of September 30, 1980, and after giving effect
to the issuance of the New Preferred Stock at an assumed annual dividend rate of 13% %, the Company
could have issued approximately $116,000,000 of additional Bonds at an assumed annual interest rate
of 13% % (plus any Bonds issued for refunding purposes) or approximately $23,000,000 of additional
Preferred Stock at an assumed annual dividend rate of 13%%. If the Company is unable to obtain the
required capital funds, it will be necessary for the Company to reduce, defer or eliminate certain con-
struct;on expenditures, including expenditures for the construction of Waterford No. 3. See " Industry
and Company Problems", third paragraph following Notes to Statements of Income and " Business-
Rates"

Initial authorizing resolutions have been adopted by the Police Jury (the governing body) of the
Parish (county) of St. Charles, Louisiana, and memoranda of agreement have been executed by the!

Company with the Police Jury, looking toward *. ssuance and sale by ti;e Parish at a time or times
not now determinable of tax-exempt reverra onds to finance pollution control facilities at Waterford

pollution control facilities for purposes of tax-exempti
| No. 3. Determination of what facilit - 1rr
| financing is dependent upon action by tne internal Revenue Service.

I
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STATE 31ENTS OF INCO31E

The following statements of income for the five years ended December 31,1979 have been examined
by Deloitte Haskins & Sells, independent Certified Pubhc Accountants, whose opinion with respect
thereto is included elsewhere in this Prospectus. The statement for the twelve months ended June 30,1980
has not been audited but, in the opinion of the Company, includes all adjustments (consisting of only
normal recurring accruals) necessary for a fair statement of the results of operations for that period.
These statements should be considered in conjunction with their notes and with the other financial
statements and related notes appearing elsewhere in this Prospectus.

Tweise afonths Ended

3"g"980'3*December 31,

1975 1976 1977 1978 1979 (L'naudited)

(In Thousands)
Operating Revenues (b) $264,844 $331,277 $378,951 $456,375 $557,476 $660,387

Operating Expenses:
Operation:

Fuel for c!cetric generation (b) 85,134 135,211 141,236 168,177 190,226 209,957
Purchased power (b) 14.095 18,260 44,047 69,730 140,111 199,324
Other 30,625 33,035 36,061 43,430 38,318(a) 47,')10(a)

Afaintenance 14,523 16,728 20,817 29,213 31,269 31,290
Depreciation 27,837 33,866 35,999 38,389 40J63 41,739
Amortization of property losses . 2,720 2,720 2,835 4,101 /,101 2,051
Tates other than income taxes 11,746 12,414 13,918 14,106 15,977 17,003
Income taxes 18.535 19,990 21.482 19.919 22,750 27.851

Total operating expenses . _205.215 272.224 316.395 387,065 483,615 576,230
Operati.; Income . 59,629 59,053 62.556 69,310 73,861 84,157
Other Income:

Allowan,e for funds used during con-
struction(c):

Total 14,029 12,823 - - - -,

Equity funds - - 13,047 20,823 30,722 31,528
Afiscellaneous income and deductions -

net 2,723 3,590 1,933 2,422 4,920 6,669
Income taxes 3,776 2,802 5,456 9.058 11,751 12,248

Total other income . 20.528 19,215 20,441 32.303 47,393 50,445
Interest Charrs:

Interest on mortgage bonds 34,434 37,864 41,267 50,007 57,889 63,260
Interest on other long-term debt - 72 826 1,952 2,374 2,730
Other interest-net of debt premium. 2,028 1,055 2,924 6,t 65 10,993 12,182
Al')wance for borrowed funds usei dur-

ing construction (c) - - (6.426) (10.256) (15,131) (16.569)
Total interest charges-net 36.462 38.991 38.591 47,869 56.125 61,603

Net income $ 43,695 5 39,277 $ 44,406 $ 53,744 $ 65,129(a) $72,999(a)
Ratio of Earnings to Fixed Charges and Pre-

ferred Dividends (as defined)(e):
Actual 2.18 2.05 1.99 1.81 1.64(a) 1.59(a)
Pro forma 1.32(a),

(a) In January 1979, the Company received authorization from the LPSC allowing and requiring
the Company to credit or charg'; customers through the fuel adjustment clause in future billings for net
over or under-collections of fuel costs in excess of those included in base rates, Concurrently with this
change in billing for fuel costs, the Company commenced deferring on its books fuel costs in excess of
bqse rates until these costs are reflected in billings to customers pursuant to the fuel adjustment clause.
This deferral amounted to $15.054,000 and $12,779,000 for the year 1979 and the twelve months ended
June 30,1980, respectively. and is being recovered in subsequent months through the fuel adjustment
clause, The effect of this deferral, net of deferred income taxes, was to increase net income for the year
1979 and the twelve months ended June 30,1980 by $7,765,000 and $6,592,000, respectively.

9
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(b) Operating revenues include sales to affiliates, and operating expenses include fuel purchased
from an affiliate and purchased power from affiliates, as follows:

Fuel
purchased Purchased

Sales to from an power from
Year affiliates alfiliate affiliates

(In ThoumMs)

1975 553,823 5 18,960 $ 6,767. .. . .. .. ... .... ..

1976 95,129 62,817 3,047... ..... ...... ..

| 1977 48,412 79,917 22,009....... .. ..... ... . ...

41,655 92,203 27,205
| 1978 . ..... . ... ... . .

| 1979 29,366 104,776 54,012.. ....... . .. ..

Twelve months ended June 30,1980. 21,084 114,864 97,720
.

( (c) In accordance with the accounting practice with respect to the capitalizing of AFDC (a non-
. cash item) described in Note 1(F) to Financial Statements, the Company has used a composite accrual

;

; rate of 7.50% for the years 1975 and 1976. 6.75% for 1977 and 1978, and 6.94% for 1979. For the
'

first six months of 1980, the Company has used an accrual rate of 5% on a portion of CWIP in the
amount of $736,180,000 in accordance with the December 18,1979 LPSC order gran:ing a rate increase

; to the Company (see " Business-Rates"), and an accrual rate of 7.84% on the balance of CWIP. Such
accrual rates were determined on the basis of, but were less than, the cost of incremental capital employed
to finance the Company's ccnstruction program and were arrived at on the assumption that over the

,

two year period ended December 31, 1976, funds required for construction were supplied 60% from
; debt, 5% fro.n preferred stock and 35% from common stock equity. Effective January 1,1977, in
'

accordance with FPC Order No. 561, the Company adopted the formula, which permits compounding,
for determining the rate to be used in computing AFDC (axcept as to the effect of the above mentioned
LPSC order during the first six months of 1980), and adopted the accounting and reporting requirements

' for AFDC.

The Company has not reclassified AFDC into its debt and equity components for periods prior to
January 1,1977 because the Company believes such reclassification would be inappropriate since the
allocation between the debt and equity components for periods prior to January 1,1977 would not be
comparable to the allocation between such components determined after December 31, 1976 utilizing
the revised procedures of the FPC.

; (d) Unaudited operating results for the four quarters of 1978 and 1979 and the first and second
'

'

quarters of 1980 are as follows:
Operating Operst'ng '

Revenues Income Net Income

(In Thousands)
Quarter Ended:

| Ma rch 31, 197 8 . . . . . . . . . . . . . . . . . . . $112,993 $13,692 $9,007

June 30,1978 . . . . . . . . . 88,757 4,195 639...........

September 30,1978 . ............... 148,957 28,368 24,432
i December 31,1978 ................... 105,668 23,055 19,666

March 31,1979* 109,885 20,973 17,031... ........... ..

June 30, 19 79 * . . . . . . . . . . . . . . . . . . . . . 121,435 ' 5,52 , 12,569

September 30,1979* 169,192 22,668 20,966..............

|
December 31,1979* .................. 156,964 14,695 14,563

March 30,1980* . . . 164,921 25,478 21,697. ....... ......

J un e 3 0, 19 8 0 * . . . . . . . . . . . . . . . . . . . . . . 169,310 21,316 15,773

* See Note (a) to Statements of Income regarding accounting for deferral of fuel,

costs beginning January 1979.

4
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In the opinion of the Company, these operating results include all adjustments (consisting of only
normal recurring accruals except for a $1,730,000 reduction in income tax expense in the quarter ended
December 31,1978 for the excess taxes provided for the years 1967 through 1970 over the settlement
amount reached with the Internal Revenue Service and except for a reduction in operating revenues
of $2,880,000 in the quarter ended June 30, 1979 for revenues refunded to industrial customers)
necessary for a fair presentation of the amounts shown. The business of the Company is subject to
seasonal fluctuations with the peak period occurring during the summer months. Accordingly, earnings
information for any interim period should not be considered as a basis for estimating the results of
operations for a full year.

(e) " Earnings" represent the aggregate of (1) net income, (2) taxes based on income, (3) invest-
ment tax credit adjustments-net and (4) fixed charges. " Fixed charges" represent interest, related
amortization and interest applicable to rentals (which are immaterial) charged to operating expenses;>

and " preferred dividends (as defined)" represent tt preferred dividend requirements multiplied by the
ratio that pre-tax income bears to net income.

The pro forma ratio of earnings to fixed charges and preferred dividends for the twelve months
ended June 30,1980, after giving effect to (1) the annual dividend requirements on the New Preferred
Stock (13n % rate assumed) and the balance of annual dividend requirements on the Preferred Stock
issued in July 1979 and October 1979, (2) the balance of annual interest requirements on the First Niort-
gage Bonds issued in November 1979 and the annual interest requirements on the First Niortgage Bonds
(13% % rate assumed) planned to t e issued in late 1980 (see " Construction Program and Financing"),
(3) the balance of annual interest requirements on the municipal revenue bond obligations assumed in
July 1979 and June 1980, (4) the balance of annual interest requirements on the pollution control and
industrial development revenue bonds issued in October 1979, and (5) interest at an average rate of
15.2% (bank loans) and 13.2% (commercial paper), on average short-term borrowings of approximately
$59,259,000 for bank loans and $17,885,000 for commercial paper outstanding during the twelve months
ended June 30,1980, assumed to be reborrowed during the next twelve months, would be 1.32. A change
of 4/25 of 1% in the dividend rate on the New Preferred Stock would result in a change of approximately
.0006 in this ratio.

The Coaipany has calculated supplen ental ratios of earnings to fixed charges and preferred divi-
dends pursuant to Accounting Series Release No.122 of the SEC. In these supplemental calculations
" earnings" are defined as above and " fixed charges", in addit;on to items referred to above, include the
interest factor related to fuel purchased from SFI, an affiliated company. The supplemental ratios of
earnings to fixed charges and preferred dividends for the years 1975, 1976, 1977, 1978, 1979 and the
twelve months ended June 30,1980 are 2.14,1.99,1.95,1.77,1.61 and 1.55, respectively. The supple-
mental pro forma ratio of earnings to fixed charges and preferred dividends for the twelve months ended
June 30,1980 would be 1.30. A change of 4/25 of 1% in the dividced rate on the New Preferred
Stock would result in a change of approximately .0005 in this ratio.

Annual dividend requirements on the presently outstanding Preferred Stock amount to $23,806,200.
Annual dividend requirements on the New Preferred Stock will amount to $4,560,000.

For the twelve months ended August 31, 1980, operating revenues and net income amounted to
$729.718,000 and $84,027,000, respectively; deferred fuel costs as referred to in Note (a) to Statements
of Income amounted to $15,131,000, and had the effect of increasing net income by $7,805,000; and
the ratio of earnings to fixed charges and preferred dividends was 1.71 and the pro forma ratio of
earnings to fixed charges and preferred dividends as referred to in Note (e) to Statements of Income
would be 1.46. For the same period, the supplemental ratio of carnings to fixed charges and preferred
dividends was 1.67, and the supplemental pro forma ratio of earnings to fixed charges and preferred
dividends would be 1.43. These amounts and ratios are unaudited but, in the opinion of the Company.
include all adjustments (consisting of only normal recurring accruals) necessary for a fair statement of
the results of operations for that period.
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For the twelve months ended September 30,1980, operating revenues and net income amounted to
' $764,912,000 and $88,395,000, respectively; deferred fuel costs as referred to in Note (a) to Statements
of income amounted to $23,436,000, and had the effect of increasing net income by $12,088,000; and
the ratio of carnings to fixed charges and preferred dividends was 1.76 and the pro forma ratio
of earnings to fixed charges and preferred dividends as referred to in Note (e) to Statements of income
would be 1.51. For the same period, the supplemental ratio of carnings to fixed charges and preferred
dividends was 1.71, and the s0pplemental pro forma ratio of carnings to fixed charges and preferred
dividends would be 1.48. These amounts and ratios are unaudited but, in the opinion of the Company,
include all adjustments (consisting of only normal recurring accruals) necessary for a fair statement of the
results of operations for that period.

i
,

MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE STATEMENTS OF INCOME

The following factors, vihich may not be indicative of future operations or earnings, have had a
significant efTect upon the Company's results of operations during the years 1976 and 1979 and the twelve
months ended June 30,1980. Each comparison is made with the comparable period for the preceding year.

Operating Revenues. The principal components of the increases in revenues are shown in the
following tabulation:

Twelve Months Ended

December 31. June 30,
1978 1979 1980

Amount % of A mount % of Amount % of
($000) Total ($000) Total ($000) Total

increase (decrease) in Operating Revenues
Attributable to:

Sales of energy $33,339 43 % $ (3,008) (3)% $ (731) -
. ..

Rate increase . 11.419 15 - - 33,063 19 %. .... ..

. . 33,850 44 103,882 103 141,584 81Increased fuel cost recovery *
(1,184) (2) 227 - 526 -Miscellaneous . . .. ..

Total $77,424 100 % $101,101 100 % $174,442 100 %. ..

* Includes increased fuel cost recovered through fuel adjustment clauses and increased fuel cost
included in new levels of base rates.

Operating revenues for the year 1978 increased $77 million or 20% primarily due to increased
energy sales to ultimate customers and the recovery of increased fuel and the fuel component of purchased
power costs. Also, during the first quarter of 1978, the Company was called upon to supply large quantities
of energy to other utilities as a result of a national coal miners' strike and extremely cold weather.
Operating revenues increased $101 million or 22% for the year 1979 and $174 million or 36% for the
twelve months ended June 30,1980 primarily due to the recovery of increased fuel costs and the fuel
component of purchased power costs.

Of the total payments received from afliliates in 1978, 1979 and the twelve months ended Tune 30,
i 1980 amounting to approximately $41,655,000, $29,366,000, and $21,084,000, respeedvely (see Nte (b)

to Statements of Income), approximately $40,476,000, $29,159,000, and $21,007,000, respvtsely,
represented payments to the Company for fuel costs and $961,000 in 1978 and $94,000 in 1979
represented payments to the Company for capability equalization charges. During 1978,1979 and the
twelve months ended June 30,1980 revenues derived from payments under the System Agreement de-

| creased due primarily to the availability from other Middle South System companies of lower cost
' sources of power to meet Middle South System demands.

Fuel for Electric Generation and Purchased Power. Fuel costs increased $27 million or 19% in
1978 as a result of higher demands for electric service, higher unit prices for natural gas and oil and
increased oil-fired generation. Fuel costs increased $22 million or 13% in 1979 and $40 million or
23% for the twelve months ended June 30,1980 primarily due to higher average unit prices for natural
gas and oil partially ofIset by a decline in oil-fired generation.

12

_ _ - _ _ _ _ .- __ . - _ . . _ . _ .. .-



_ - _ _ _ - _ _ _ - - _ _ _ _ _

Purchased power expense increased $25 million or 58% in 1978 as a result of increased demand for
electric service and higher average unit prices. Purchased power expense increased $70 million or 101G
in 1979 and $120 million or 152% for the twelve months aded June 30,1980. The inercase for 1979 is
primarily due to additional amounts of purchased power utilized in replacement of higher cost oil-fired
generation. The increase for the twelve months ended June 30,1980 is primarily due to larger volumes
of energy purchased at higher average unit prices to displace higher cost gas and oil-fired generation.

Other Operation and Maintenance Expenses. Other operation expense increased $7 million in
1978 primarily due to the effects of inflation on wages, mat, rials and supplies and services. For the year
1979 and for the twelve months ended June 30,1980, other operation exocnse decreased $5 million
or 11% and increased $18 million er 63%, respective'j. Excluding the itTects of deferred fuel cost
accounting policies, as described below, other operatbn expense increased $10 million or 21% and

|$12 million or 26%, respectively. The increases ar<, primarily attributable to inflationary pressures on
wages, materials and supplies and services.

Effective January 1979, the Company commenced deferring fuel costs in excess of base levels allowed
in rate schedules until these costs are reflected in billings to customers (generally two months later) pur-
suant to the fuel adjustment clause. The deferral results in a better matching of energy costs with related
revenues. Thus, the deferred fuel cost amount represents a net adjustment of energy costs. When there
are Cdc fluctuations in the cost of energy between periods, the necessary adjustments can be quite large.

Maintenance expense increased in 1978 by $8 million or 409. This increase was due to increased
scheduled maintenance on generating units, which is required by continuous usage of oil as a boiler
fuel, unscheduled maintenance and inflationary pressures.

Amortization of Property Losses. The increase in amertization expense for 1978 ($1.3 million)
is due to settlement of cancellation charges with a contractor in execss of the amount estima:ed. The
decrease of $2.1 million for the twelve months ended June 30,1980 is due to the abandonment loss
having been completely amortized by December 31,1979 and thus no amortization has been recorded
in 1980.

Taxes Other Than Income Taxes. The increase in this item for the year 1979 and the twelve
months ended June 30,1980 is due primarily to increased real and personal property taxes and franchise
taxes.

Income Taxes. Reference is made to Note 6 to Financial Statements for details of income taxes,
including deferred taxes, and a reconciliation of the statutory to the efIective book income tax rates.

The fluctuations in total income tax expense included in operating expenses and in other income
in 1978,1979 and the twelve months :nded June 30, 1980 are primarily attributable to changes in
income before income taxes, and to difTerences in timing between deductions for tax and book purposes
for which deferred taxes were not provided. In addition, the 1979 change is partially attributable to a
change in the Federalincome tax rate.

AFDC. The increase in this item in 1978.1979 and the twelve months ended June 30,1980 is
attributable to the increased amounts of CWIP. See Note (c) to Statements of Income, Note 1 (F) to
Financial Statements and information under " Construction Program and Financing"

Interest Charges. Interest expense increased during each year primarily as a result of issuances
of additional debt in conjunction with financing the construction program and increased reliance on
short-term financing at high interest rates.

Miscellaneous Income and Deductions--Net. Additional investments in SF1, an affiliated company,
and higher rates of interest on such investments are primarily responsible for the increases in 1979
and the twelve months ended June 30,1980.

13
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OPERATING STATISTICS

Twelve Months Ended

December 31, '

h 30,,

1975 1976 1977 1978 1979 1980

Energy Generated Purchased and Inter.
changed (Millions of KWII):

Generated-net station output . . 18,932 21,541 20,204 21.251 18,429 16,529
Purchased . . . . . . . . . . 1,153 1,077 1,901 2,799 5,860 7,991
Interchanged-net 2 134 (32) (70) 33 37, . .

' Total generated, purchased and -

interchanged . . . . .. . .. . 20,087 22,752 22,073 23,980 24,322 24,557
Company use, distribution losses and

unaccounted for . . 930 1,201 1,121 1,263 1,070 1,017

( Total energy sales , 19,157 21,551 20,952 22.712 23,252 23,540. . ,

| Average Fuel Cost per KWH Generated
(Cents) . . .. 0.45 0.63 0.70 0.79 1.03 1.27

Energy Sales (Millions of KWH):
Residential . 4,346 4,597 - 5,334 5,862 5,996 6,009,,, ... .

Commercial 1,852 1,965- 2,268 2,624 2,721 2,726. , , . . . .

Industrial 6,600 8,058 9,028 9,685 11,388 11,982
Governmental...

. .. .

290 297 359 394 445 448. . .

Total sales to ultimate customers 13,088 14,927 16,989 18,565 20,550 21,165
Sales for resale (l) 6.069 6,624 3.963' 4,147 2,702 2.375. .

! . Total energy sales 19.157 21,551 20,952 22,712 23,252 23,540

i Total Operating Expenses per KWII of
! Energy Sales (Cents)(2) . . 1.07 1.26 1.51 1,70 2.08 2.45

i Number of Custc'mers (End of period):
! Residential . . 366.242 384,213 ' 395,479 427,938 443,527 450,809.

Commercial 36,166 38,632 40,096 44.884 46,848 47,819.. .

Industrial 5,824 6.586 7,651 7,518 7,162 6,620
Governmental...

. .

, , . 2,434 2,569 2.704 2.978 3,108 3,1612

: Total ultimate customers 410,666 432,003 445,930 483,318 500,645 508,409'
Sales for resale 62 65 66 66 65 64

i Total customers 410,728 432,065 445,996 483,384 500,710 508,473.

Operating Revenues (In Thousands):
Residential . .. . . . $ 87,819 $ 93,712 $124,500 $146,326 $180,364 $203,007
Commercial . . 39,789 42,505 55.398 68,328 85,983 97.754
Industrial 64,386 77,278 114,874 141.803 212.853 277,747....

Gosernmental
. .

4,854 5,153 7,129 8.451 11.688 13,655. .

Total from ultimate customers . 196,848 218,648 301,901 364,908 490.888 592,163
i Sales for resale (I) . .. 65,455 109,977 73,963 87.677 61,704 62,818

Total from energy sales 262,303 328,625 375,854 452,585 552.592 654,981.

! Miscellaneous 2,541 2,652 3.087 3.790 4.884 . 5,406. .

Total operating revenues . $264.844 5331,277 $378,951 $456,375 $557,476 $660,387

Average Revenue per KWH (Cents):
- Residential . 2.02 2.04 2.33 2.50 3.01 3.38.

i Commercial . . . 2.15 2.16 2.44 2.60 3.16 3.59
i Industrial (2) 0.98 0.96 1.27 1.46 1.87 2.32. . ,

; Gover nmental ... . . .. . . 1.67 1.74 1.99 2.15 2.63 3.05
i Sales for resale (l) 1.08 1.66 1.87 2.11 2.28 2.65. . .

Total energy sales . 1.37 1.52 1.79 1.99 2.38 2.78

(1) This item includes intra-system transactions and the Company's portion of emergency, econ-
interchange (net) and other transactions with neighboring unafliliated systems. These transactions,

omy,h are made on a when available and needed basis, are subject to considerable fluctuation. Thiswhicj

, item also includes firm sales to others for resale.

) Approximately 347c of the revenues from sales for resale for the twelve months ended June 30,
1980 were intra-system sales. For information concerning intra-system sales and planning, see " Property-,

Interconnections"'

(2) Total Operating Expenses per i&H represent an average for all sales to all classes of customers.
Although Average Revenues per KWH from iridustrial customers are lower than such average, Average'

! Revenues per KWII sold to industrial customers are greater than the expenses per KWH sold to
| industrial customers.
3
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Territory. The Company operates in 46 of the 64 parishes (counties) in Louisiana. Electric
service is supplied directly in 518 communities. The estimated population of the area in which the
Company furnishes electric service was 1,532,000 as of June 30,1980.

I The Mississippi River, which flows through areas served by the Company, makes available ample
water to industries requiring water transportation, water for cooling or water for processing. The

,

advantages of deep water sites along the Mississippi River are added to the vast resources of the area
j as industrial attractions. The principal industries served by the Company include petroleum refining,

| chemical processicg, sugar processing, and the manufacturing of wood, paper and plastic products.
4

Electric Service. During the twelve months ended June 30, 1980 the Company derived 31% of
its operating revenues from the sale of electric service to residential customers; 15% from sales to
commercial customers; 42% from sales to industrial customers; and 12% from sales to governmental

,
customers, public utilities and others. During that twelve month periat, the Company derived 48%

1 of its industrial revenues from chemical and allied product industries and 18% of its industrial revenues
from petroleum refining and related industries,

j Rates. The following table sets forth certain information with respect to the Company's applica-
;i tions for rate increases and related proceedings within the past five years. The clTective dates and
i amounts approved shown in this table are the effective dates of final actions with respect to the applica-

| tions and the final amounts approved.

Requested Increase Approved Increase

Filed Amount ($000) Effecthe Amount ($000)

LPSC 11/12/76 $ 54,000 7/24/78 $13,790
! 12/18/78 114,700 12/I8/79 59,600

5/30/80 203,600 Pending,

7/15/80(a) 53,000 10/8/80 32,400
t Council (b) 12/30/76 1,700 1I/9/78 443

3/6/79 3,191 2/21/80 1,298;

) 7/3/80 4,400 Pending
10/24/80(c) 704 Pending

FPC/FERC 7/29/77(d) 7,489 Pending

7/29/77(e) 1,055 Pending

(a) Request for interim emergency rate relief pending the outcome of the May 30,1980 general'

rate increase application; 1 mount of emergency relief requested was revised subsequent to initial filing
: to approximately $36,500,000.
| (b) The rates of the Company's retail customers in the Fifteenth Ward of the City of New Orleans
! are regulated by the Council rather than by the LPSC.

(c) Request for interim emergency rate relief pending the outcome of the July 3,1980 rate
it. crease application.

(d) Applicable to rates to rural electric cooperatives.
(c) Applicable to rates to four municipalities.

' On May 30,1980 the Company filed with the LPSC a general rate increase application with respect

| to customers under its jurisdiction, asking authorization to put into effect new retail rate schedules
designed to provide additional annual revenues of approximately $203,600,000 on the basis of the1

test year ended December 31, 1979, and in connection therewith, on July 15, 1980, the Company
filed with the LPSC a request for almost $53.000,000 in interim emergency rate relief, to be put into

,

effect under protective bon'' ending the outcome of the application filed on May 30,1980. The application
proposes, among oth:r things, the inclusion of CWIP in the rate base and the concurrent cessation of

i capitalization of AFDC on the CWIP so included. A hearing was held on the request for emergency rate
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relief on August 25, 1980, an. at such hearing the Company revised the amount of such request to
approximately $36,500,0% By order dated October 8,1980, the LPSC permitted the Company to
implement an interim rate increase of approximately $32,400,000 under protective bond, subject to
refund. The general rate increase application filed on Niay 30, 1980 is pending.

On July 3,1980, the Company filed with the Council a rate increase application with respect to its
retail customers in the Fifteenth Ward of the City of New Orleans, asking authorization to put into
effect new retail rate schedules designed to provide additional revenues of approximately $4,400,000
annually on the basis of the test year ended December 31, 1979, and in connection therewith, on
October 24,1980, the Company filed with the Council a request for $704,000 in interim emergency rate
relief, to be put into effect subject to refund pending the outcome of the application filed on July 3,1980.
The matters are pending.

On July 29,1977, the Company filed with the FPC an application for an increase in the Company's
rates to rural electric cooperatives which would have resulted in additional annual revenues of approxi-
mately $7,489,000. The Company's application also requested an increase in the Company's rates to the
four municipalities to which it served firm power, the efTect of which would have resulted in additional
annual revenues of approximately $1,055,000 above the revenues produced by rate schedules in effect
as to these municipalities, based on a test year ending December 31, 1977. The application proposed,
among other things, (a) the inclusion of all CWIP in the rate base, based upon FPC Order No. 555
which permits such inclusion "where the utility is in severe financial stress", and (b) the concurrent
cessation of capitalization of AFDC on the CWIP so included. The Company's contracts with the rural
electiic cooperatives and two of the municipalities have expired. These customers are now receiving
their power requirements from other sources. Decision on the application is currently pending before
the FERC.

All rate schedules include adjustments for changes in the cost of fuel (which generally results in a
two month lag between changes in fuel costs and billings therefor) and directly allocable taxes such as
sales or excise taxes In January 1979, the Company received authorization from the LPSC allowing and
requiring the Company to credit or charge customers through the fuel adjustment clause in future billings
for net over or under-collections of fuel costs in excess of those included in base rates. Concurrently with
this change in billing for fuel costs, the Company commenced deferring on its books fuel costs to be
reflected in billings to customers pursuant to the fuel adjustment clause until such amounts are billed to
customers. This deferral amounted to $12,779,000 at June 30,1980 and is being recovered in subsequent
months through the fuel adjustment clause. The effect of this deferral, net of deferred income taxes, was
to increase net income for the twelve months ended June 30,1980 by $6,592,000.

Fuel Supply. The Company's primary fuel is natural gas and all of the Company's generating
units have the capability of burning gas as primary fuel. Of the Company's total net capability of 4,625
N1W, units with an aggregate net capability of 1,584 NtW have been built or converted to burn gas or
oil or a combination of the two as primary fuel. The Company's other units (except for a 44 N1W unit
at the Sterlington Station) are equipped to burn oil as a standby fuel but cannot burn oil on a continuous
basis for more than a few days at a time. The burning of oil caases generating units to require more main-
tenance and restoration work, with increased shutdown time. When oil is burned in a unit not built or
converted to burn oil as primary fuel, the oil is burned in combination with ps to minimize the etTect
of burning oil. While there are no plans at this time for so converting other generating units, the Com-
pany is continually reviewing this matter.

The Company's major gas supply contracts by their terms are non-interruptible except by reason of
force majeure and provide for an adequate supply of gas for the Little Gypsy Steam Electric Generating
Station (1,253 N1W) through 1985; and for the Ninemile Point Station (I,827 N1W) through 1990
and in part through 1992; and provide for part of the fuel requirements for the Sterlington Station
(471 N1W) through August 10,2001 (but see footnotes to second table below under this subheading).
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The Company's average fuel cost per KWII generated by natural gas and fuel oil, and the percent-
age of each used during the last five years and the twelve months ended June 30, 1980, are shown in

. - the following table:
J-

Natural Gas Fuel Oil
,

Cost per Percent of Cost per Percent of
Year KWII Generation KWil Generation

,

1975 ...................... 0.37# 94.8 % 1.93c 5.2%
,

1975 ~ 0.40 84.1 1.83 15.9.......... .........

1977. 0.38 79.9 1.96 20.1..... . .............

1978'. ........ 0.46 78.2 1.98 21.8a ..........

1979 ...................... 0.66 82.0 2.75 -18.0

12 months ended 6/30/80 0.80 82.9* 3.52 17.1.. .

; * 91% of this gas.was supplied under the major gas supply contracts tabulated below.

j For information with respect to the average fuel cost per KWH generated and purchased power costs,
see " Operating Statistics".'

The Company's current arrangements with its only interstate supplier, United, provide for a gas
supply for approximately 10% of the Company's total maximum generating capability. Gas supplied
by United under these arrangements has been subjected to various curtailment, certification and4

abandonment proceedings under the Natural Gas Act, some of which proceedings are still pending.
4

Deliveries by United have been curtailed in varying amounts since 1970 and the Company antici-

) pates that such curtailments will continue to be severe. During the twelve months ended June 30,1980
these curtailments amounted to 48% of contract entitlement, and for the year 1980 these curtailments
are estimated to be 32% of contract entitlement. Due to uncertainties of United's curtailment plan,

] currently before Federal regulatory authorities and the courts, it is impossible to predict anticipated 1980
deliver:es from United. The deficiencies in deliveries by United have been, and will be, compensated
for by the use of fuel oil and gas purchased from other sources and by energy purchases from other
companies.

,

Expiration dates of the Company's major natural gas supply contracts and entitlement thereunder
j are shown in the following table:

*

Annual
Quantity

1980 1981
Contract Expiration Date (Trillion BTU)

Indeterm'nate 9. l *.. .. ....... . .. .... . ... .........

January 1,1986 66.6 ". . . . .. ...... . . . .. .......

I January 1,1991 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.0 " (1980).......

37.0 " (1981)
| January 1,1993 42.0 "... ........ ........... .........

{ January 1,1993 29.2*. . . ... . ..... ... ......... .

August 11,2001 18. l * * *....... . . . .......... .... . . ..

i

* Interstate gas contracts with United which have been subject to substantial curtailments (see
above under this subheading).t

i " Each of these contracts is with a major gas supplier and is for intrastate gas. Under Federal
energy legislation, during periods of national emergency the President may direct the emergency allo-;

j cation of intrastate gas to others, subject to provisions for compensation. Such an allocation could

| (Notes continued on following page)
,
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adversely affect the intrastate market. In the event of " extreme shortages" in the Louisiana intrastate
market anc the declaration by the Governer of Louisiana of a state of emergency, deliveries under these
contracts may be subject to reduction of .p to 10% of .he maximum daily quantities contracted to be
delivered. Actual deliveries under these contracts have recently been less than the contract quantities
and the supplier has recently advised that it will be unable to deliver the contract quantities. The
Company estimates that actual deliveries will amount to abcut 60% of contract quantities in 1980 and
slightly higher in 198L There have been some negotiations with regard to the possible supply of
alternate fuel by the supplier in replacement of undelivered contract quantities.

*** Deliveries under this contract (or contracts) are for the Sterlington Station and entitlement is
i at least 49,644 51cf per day but actual deliveries have been at a declining rate and in the six months
! ended June 30,1980 have been averaging only about 3,700 h!ct per day. Other supply arrangements,

some of them short-term, currently provide additional deliveries to the Sterlington Statior. weraging
about 73,000 51cf per day.

o

The Company estimates that its percentages of generation by type of fuel for 1980 will be 80%
natural gas and 20G fuel oil, and for 1981 will be 94G natural gas and 6% fuel oil. These percentages
reflect the receipt by the Company from the ERA for certain of its power plants of temporary exemptions
from restrictions on the use of natural gas as boiler fuel prescribed in the Powerplant and Industrial Fuel
Use Act. That Act, among other things, prohibits the use of natural gas in an existing electric power
p!ar in greater proportion than the average yearly proportion of natural gas which such power plant

a as a primary energy source in calendar years 1974 through 1976. The temporary exemptions allowr

the power plants for which such exemptions have been granted to use natural gas as a primary energy
source in excess of the amounts mandated by the above described prohibition. Afost of the exemptions
granted to the Company expire on October 31,1981 but are subject to extension for additional periods
for a maximum exemption term of five years, including the initial period. The exemptions granted
by the ERA to various utir:ies, including those granted to the Company, are the subject of suits and
administrative proceedings fild or instituted by various industrial groups seeking to challenge such action
by the ERA. The Company has i.'tervened in these suits, which are pending in the United States Court
of Appeals for the District of Columbia Circuit, and is participating in the administrative proceedings
before the ERA.

Factors which may afIect the percentages of generation by type of fuel in 1980 and future years
include r dability of supplies and price of natural gas and oil, availability of nuclear generation, cus-
tomer power demands, availability and price of purchased power, environmental protection requireraents
and the effect of provisions of Federal energy legislation restricting the use of natural gas as boiler fuel.

The Company has Nen able to obtain and expects to obtain an adequate supply of fuel oil through
1981. Such supplies have been and will be supplied primarily by St I. The Company owns 33% of the

-

common steck of SFI, which operates on a non-profit basis. SFI's costs are recovered through charges
for fuel delivered. As of June 30,1980, the fuel oil requirements of the hiiddle South System for the
remainder of 1980 and for 1981 were estimated to be approximrely 20.6 million barreP for all of
which the A9ddle South System has contracted. At June 30, 1980, the total fuel oil inventory of the
Sliddle Souta Sy< tem was approximately 4.6 million barrels. The Niiddle South System's storage capacity
at June 30, N0 was 10 million barrels.

During 1976, SFI entered into a long-term oil supply agreement with Afarathon Oil Company
providing for the sale of 50,000 barre' per day for a twenty-year period with the option of SFI, upon
two years written notice, to reduce the contract quantity to no less than 35,000 barrels per day. Deliveries
of oil to SFI under this agreement commenced in January 1977. On February 21,1979, SFI filed suit
in the United States District Court for the Eastern District of Louisiana charging that 5farathon had

i he contract by failing to meet the quality specifications of some of the oil delivered under thebreache t

contract and refusing to make appropriate adjustments to the price of the oil to reflect such quality
deviations. SFI is seeking money damages and specific enforcement of the contract. On April 9,1979,
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Marathon filed a counterclaim against SFI seeking dismissal of SFI's action and the reformation of certain
parts of the contract. The counterclaim alleges, among other things, that the refinery from which the
oil is to be provided is not capable of producing oil up to the specifications set out in tae 1976 contract.
The matter is pending,

SFIis aho engaged in oil and gas exploration activities. As of June 30,1980 SFI had participated,

in the drilling of 108 wells, of which 44 resulted in natural gas wells capable of commercial production.
SFI's investment in developed and undeveloped oil and gas properties, however, amounted to less than
1% of the consolidated assets of the Middle South System at June 30,1980.

Generally, the supply of fuel for nuclear generating units involves the mining and milling of
uranium ore to produce a concentrate, the conversion of uranium concentrate to uranium hexafluoride,
enrichment of that gas, fabrication of the nuclear fuel assemblies and reprocessing of the spent fuel.
The Company has firm arrangements for segments of the nuclear fuel cycle for the continued operation
of Waterford No. 3 to the extent indicated beSw:

Purchase of
1 Year Concentrate Conversion Enrichment Fabrication R.-processing *

1982 X X X......................

1983 X X X.......................

1984 X X X) g.......................

1985 X X X....................... Firm
1986 X XContract.......................

1987 X with X.......................

1988 DOE X........................

1989 .................... -

1990 2007 X.......................

1991 / k x... ...................

1992 X.......................

1993 X.......................

* 'Ihe Company has no contract for the reprocessing of spent fuel. It is the Company's under-
standing that no contractor in the United States is presently available to supply this service for the
nuclear fuel involved. Presently planned on site storage facilities will be suflicient so that reprocessirg
services will not be needed until 1995.

The initial full load of nuclear fuel for Waterford No. 3 is to be purchased, converted, enriched and
fabricated ready for use by late 1982. and the first reload is to be ready for use in late 1984. Additional
arrangements for segments of the nuclear fuel supply assembly process beyond the dates shown above
will be required. At this time the ultimate availability and cost thereof are not predictable.

Beginning in 1978, SFI assumed the responsibility for contracting for the acquisition, conversion
and enrichment of those nuclear materials required for the fabrication of nuclear fuel which may be
utilized for any of the presen, or proposed Middle South System nuclear units and for establishing
an inventory of such materials during the various stages of processing. Each Middle South System
company having nuclear capacity is responsibic for contracting fer the fabrication of its own nuclear
fuel and for purchasing the required enricheo uraniuin hexafluoride from SFI. When possible, SFI
will arrange for reprocessing of spent fuel and will purchase the uranium and plutonium residuals
from the appropriate Middle South System company, unless such company is contractually obligated.

to sell such residuals to a third party. To finance a portion of this program. SFI is selling commercial
paper backed by an insurance company band of indemnity up to a maximum amount of $60,000,000
at any one time outstanding, of which .56,850,000 was outstanding at June 30, 1980. SFI's parent
companies, including d.e Company, as sole stockholders of the common stock of SFI, have covenanted
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and agreed, severally, in accordance with their respective shares of ownership of SFI's common
stock, that they will take any and all action necessary to keep SFl in a sound financial condition
and to pla;c SFI in a position to discharge, and to cause SFI to discharge, its obligations under this
arrangement. ,

SFI'has also initiated a program which involves SFI, acting individually or with non-atliliates,
~in conducting explorations for uranium ores suitable for potential future extraction and conversion
into nuclear fuels.. Exploration etTorts are largely in the preliminary stages and results to date have

-not been significant.
In 1976, SFI entered into a contract with a joint venture consisting of a subsidiary of Peabody Coal

~ Company and a. subsidiary of Panhandle Eastern Pipeline Company for the supply from a mine to
be developed _in Wyoming of an expected 150 to 210 million tons of coal over a period from 26 to-

'42 years. Coal so supplied is expected to be used in'two future coal-fueled units to be constructed for
the Middla South System. The Company, AP&L, MP&L, and NOPSI, each acting in accordance with
its respective share of ownership of SFI, joined in, ratified, confirned and adopted the contract and the
obligations of SFI thereunder, and Peabody joined in, ratified, confirmed and adopted the contract and
the obliga: ions of the joint venture thereunder. Under the contract, investment in the mine for leases,4

; plant and equipment is the responsibility of the joint venture. However, in order to limit the joint
venture's investment rights and hence the amount to be paid to it as a component of the price of coal,
SFI will provide 507c of the funds for plant and equipment in excess of $43,800,000 up to $49,000,0003

and 100% of any funds required for such purposes in excess of the latter amount. SFI also has, undera

the terms of the contract, the option of investing' funds in certain rail facilities at the mine and certain
coal lease s to be mined by the joint venture During the period throngh June 30, 1980, SFI made such
an investment of $4.8 million, which it borrowed from its parent companies. In addition to this
amount, SFI anticipates its total additional investments to be approximately $30 to $40 million in
current dollars over the 26 to 42 year life of the contract. Any funds supplied by SFI under these
conditions wil be obtained either through borrowings from its parent companies or other methods of
financing If these funds are borrowed from its parent companies, the Company's share will be

,

; $12 midion to $16 million. The joint venture management has advised SFI of difliculty experienced in its

f initial attempts to obtain permits for the mine.
i To finance, in part, its fuel supply arrangements, SFI has entered into various borrowing arrange-

ments with its parent companies, including the Company, as follows:
Company's Company's

Share of Share of
31asimum 5fazimum Total Total,

Period Term Borrowings Borrowings Amount Amount
in - of Loans Authorised Authorized Outstanding Outstanding

ENect Outstanding at 6/30/80 at 6/30/80 at 6/30/80 at 6/30/80

Loan Aircement datedi

January 4,1972 . I/4/72- 10 years from date!

12/31/73 of borrowing - - $26,500,000 $ 8,925,250

Loan Aureement dated
Janua"y 5,1974, as -

1/5/74- 25 years from date' amented . ..

12/3t/77 of borrowing - - 13,000,000 5,070,000'

Loan Agreement dated
January 4,1978, as

1/4/78- due 12/31/2005amended *
.. 12/31/80 $ 173,500,000 $73,305,000 49.500,000 19,985,000

$89,000,000 $33,980,250
,

? Currently proposed to be further amended, upon receipt of SEC approval under the Holding Com-
pany Act, to extend term for an additional year and to increase total maximum authorized borrowings up
to $2f 1,500,000, of which the Company's share would be $111,145,000.

In connection with certain borrowing arrangements by SFI for the financing of a portion of its fuel
oil in,entory and'for other corporate purposes, the Company and the three cther companies, as sole
holders of the common stock of SFI, have covenanted and agreed, severally lo 2:cordance with their
respe:tive shares of ownership of SFI's common stock, that they will take any ar.d all action necessary
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to keep SFI in a sound financial condition and to place SFI in a position to discharge, and to cause SFI
to discharge, its obligations under these borrowing arrangements. The total loan commitments under
these arrangements amounted to $101,290,000 at June 30, 1980, of which $5",290,000 had been
borrowed by SFl and was outstanding at that date. SFl's stockholders, including the Company,
have made similar covenants and agreements in connection with a long-term lease of certain oil storage
and handling facilities located at MP&L's Gerald Andrus Steam Electric Generating Station near
Greenville, Liississippi entered into by SFI with a discounted value, as of June 30,1980, of $17.134,000
and in connection with long-term leases by SFI of an aggregate of 1,350 coal hopper cars having a total
cost of approximately $55,200,000. In addition. these companies expect to file shortly for authority
under the lloiding Company Act to make such cosenants and agreements in connection with a proposed
additional 560,000.000 borrowing arrangement to be entered into by SFI for the financing, in part, of its

|fuel supply business.

As a result of the national fuel shortage, a national effort to reduce the use of electricity h2s
been launched. Primary emphasis has so far been placed on requests by Federal energy authorities
that businesses and individual customers voluntarily reduce their use of electric energy. These
measures generally have resulted in a slower rate of increase in saics of electric energy to these
customers by the Company.

Regulatios and I.itigation. As , . subsidiary of Middle South, the Company is subject to regulation
by the SEC pursant to the provisions of the lloiding Company Act.

The Company is subject in certain of its activities to the provisions of the Federal Power Act,
which is administered by the FERC and the DOE and provides for regulation of the business of, and
facilities for, transmission of electrie energy in interstate commerce and sale of electric energy at
wholesale in interstate commerce. The FERC also exercises accounting jurisdiction over the Company.

The Company is subject to the jurisdiction of the LPSC as to rates and charges, standards of
.

sersice, depreciation, accounting and other matters, except in the City of New Orleans which has the|

power of local regulation. The LPSC does not exercisc jurisdiction oser the issuance of securities by
the Company because these matters are subject to the jurisdiction of the SEC under ti e lio! ding Com-
pany Act.

Under the Atomic Energy Act of 1954, as amended, and the Energy Reorganization Act of 1974,
broad jurisdiction is vested in the NRC over the construction and operation of nuclear reactors, par-
ticularly with regard to public health and safety and antitrust matters. The Company, as owner and
prospective operator of Waterford No. 3, is subject to the jurisdiction of the NRC. The Company's
application for the necessary permit and license to construct the Unit was filed with the AEC on
December 31, 1970. After hearings with respect to certain interventions, and after the Company, in
connection with the question whether its construction and operation of the Unit would create or maintain
a situation inconsistent with the antitrust laws, and for the purpose of maintaining competitive conditions,
had accepted licensing conditions relating principally to reserve-sharing coordination, bulk power supply,
access to nuclear generation and transmission service, the AEC issued a construction permit for the
Unit on November 14,1974. Construction of the Unit is proceeding under the permit. On September 29,
1978, the Company filed with the NRC an application for the necessary operating license for the Unit.
Actions taken by'the NRC over recent months indicate that there will be delays in licensing all nuclear
reactors, including Waterford No. 3 (see " Construction Program and Financing"). Petitions for leave
to intervene in the operating license proceedings have been filed by OystershcIl Alliance, Inc. and Save
Our Wetlands, Inc. and by Louisiana Censumer's League, Inc. In general, these petitions ask that the
Company's application be disapproved or, if approved, that it be approved subject to additional safe-
guards. The Company has answered and intends to oppose these petitions. The application is pending.

On October 31, 1978, a suit was filed against the Company in the Civil District Court for the
Parish of Orleans, State of Louisiana (Docket No. 78-15965), by Save Our Wetlands, Inc., seeking a
declaratory judgment decreeing Waterford No. 3 to be a nuisance, apparently on the basis that it
will (allegedly) endanger the safety of the public, and an injunction to prevent the Company from pro-
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cceding with the construction of such Unit. On November 17, 1978, the Company filed a declinatory
exception directed at the insutliciency of service of process upon it. In addition, on April 2,1979, a
mandamus suit (to which the Company is not a party) was filed in the same Court (Docket No. 79-4853)
by Save Our Wetlands, Inc. against the Governor and the Attorney General of tix State of Louisiana
and the State itself, asking that the Governor and the Attorrey General be ordered to devise an adequate
evacuation plan for metropolitan New Orleans in case of a " plant accident" at Waterford No. 3, and if
such an evacuation plan is impossible (which plaintiff alleges it is), that these defendants be order-d
to immediately enjoin the construction of Waterford No. 3. Both matters are pending.

On August 28,1979, a suit was filed against the Company in the United States District Court for
the Eastern District of Louisiana (Docket No. 79-3326) by The W-Idinger Corporation allegmg that
it had contracted to do the heating, ventilating and air conditioning work on Waterford No. 3, and
that during the course of the work the Company had breached the contract by terminating Waldinger's
right to perform further work thereunder, and making claim for 520,092,050.51, costs, interest, and
such other relief as the Court might consider proper. The $20,092,050.51 consists of a claim for punitive
damages of not less than $10,000,000, damage to reputation and loss of prospective business in the
amount of $7,000,000, withheld amounts allegedly due under the contract totaling $720.235.51, re
imbursement allegedly due under the contract for certain home oflice overhead costs in the amount of
$ 1,670,000, tools and equipment allegedly misappropriated and alleged to have a reasonable value of
$351,815, and the cost of developing proprietary information and trade secrets furnished to the Com-
pany in the amount of not less than $350,000. In the opinion of General Counsel for the Company, (a)
the claims for punitive damages of not less than $10,000,000 and damage to reputation and loss of
prospective business in the amount of $7,000,000 are without merit and will be unsuccessful if and when
proceeded with to final judgment, and (b) the other claims are of such nature that it will be necessary for
the litigation to progress further before such Counsel will be in a position to reach an opinion with respect
thereto. On the same date, August 28,1979, the Company filed suit against Waldinger in the same Court,
claiming $21,250,000 in liquidated damages plus an unestimated additional amount of unliquidated claims,
interest, costs and attorneys' fees resulting from Waldinger's failure to perform its commitments under
the contract. The two suits have been consolidated for trial and on June 5,1980 the Company filed its
answer and counterclaim in the suit brought by Waldinger, the answer denying liability and the counter-
claim seeking judgment against Waldinger for the same amounts as the Company's suit against Waldinger. -
The matters are pending.

On September 5,1974, the Company filed suit in Civil District Court for the Parish of Orleans,
State of Louisiana, against United and Pennzoil Company, alleging breach of gas supply contracts,
tortious conduct, and siolations of Louisiana antitrust laws, and seeking compensatory damages in the
amount of $182,904,607 (of which $55,639,457 is for the increased cost for replacement fuel through
June 1974), trebled to $548,713,821. On the same date the Company filed with the LPSC a petition
for a declaratory order providing a method whereby that part of the damages recovered from United in
such suit attributable to increased cost of fuel passed through to the Company's customers under fuel
adjustment clauses would be made availab!c to customers who receive service under the jurisdictional
authority of the LPSC, less an appropriate portion of the costs of recovery. Discovery procedures are
under way and the suit is pending in the state court.

On November 21, 1975 the Company was charged by the Equal Employment Opportunity Com-
mission with discrimination in employment on the basis of race, sex and/or national origin. in violation
of the Civil Rights Act of 1964. The Company has denied the charge. An investigation was commenced
and the charge is pending before that Commission.

Ensironmental Statters. The Company is subject to regulation as to air and water quality and
other environmercal matters by state and Federal authorities. Regulations on environmental matters
are continuously subject to change, and are changed periodically, and it is impossible to know what their
ultimate cost to the Company will be in the future. It is estimated, however, that the Company will
make capital expenditures for environmental control facilities during 1980,1981,1982 and 1983 in
the approximate amounts of $35,700,000, $24,800,000, 54,600,000 and $1,800,000, respectively.
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fir Quality: Under the Clean Air Act, as amended through 1970, the EPA was required to
establish Ambient Air Standards for certain air pollutants and to establish NSPS for all new facilities
emitting such air pollutants. It also provided a framewerk for the states to establish air emission stand-
ards for existing sources in order to achieve the Ambient Air Standards.

T''c State of Louisiana adoptcd a State Plan, ine'uding regulations to meet Ambient Air Standards,
as applicable, which was approsed, subject to certain exceptions, by the EPA pursuant to the Clean
Air Act, as amended through 1970.

The State of Louisiana has submitted, in part, revisions to its State Plan as required by the 1977
Clean Air Act Amendments. It is not possible at this time to determine what c!Tect, if any, these
revisions may have on the Company over and above the basic effects of the Clean Air Act Amendments
of 1977 and the EPA rulemaking actisity thereunder.

The Clean mr Act Amendments of 1977 require that the states review and revise, as appropriate,
certain elements of their State Plans; that the Administrator of the EPA promulgate revised NSPS; and
that Pate Plans contain emission limitations and such other measures as may be necessary to prevent
significant deterioration'of air quality in accordance with maximum allowabic increases in sulfur oxides
and particulates. On June 19, 1978, the EPA promulgated its PSD regulations. A group of utilities,
including the Company, petitioned for judicial review of certain portions of the PSD regulations to the
United States Court of Appeals for the District of Columbia Circuit.13y decisions dated June 18,1979
and December 14, 1979, the Court held invalid certain provisions of the 1978 PSD regulations.
Pursuant to these decisions, the EPA proposed amendments to its 1978 PSD regulations and, after
the Count issued its mandate on July 29,1980 with regard to these decisions, 'the amendments were
published and made c!Iective on August 7,1980.

The EPA has also promulgated final regulations on NSPS. The Company, as a member of the
same group of utilities referred to above, has petitioned for judicial review of these regulations to the
United States Court of Appeals for the District of Columbia Circuit and has also petitioned the EPA
to reconsider them. On January 30, 1980, the petition for reconsideration was denied by the EPA.
At present a petition to review the EPA's denial has been consolidated with the petition for judicial
review pending before the Court. Given the complexities and the uneettainties of the litigation and
rulemaking stemming from the EPA's implementation of the 1977 Clean Air Act Amendments, the
Company cannot at this time predict the final outcome thereof, although adverse decisions and/or
regulations could necessitate the expenditure of substantial additional funds for pollution control equip-
ment.

The Company believes that the operation of its existing plants is meeting applicable emission
regulations and ambient air quality standards and that such plants will continue to do so. On Alarch
21, 1979 the EPA published its proposal for " Assessment and Collection of Penalties for Noncom-
pliance" pursuant to the requirement of Section 120 of the 1977 Clean Air Act Amendments and on
July 28,1980 the EPA promulgated final Section 120 noncompliance penalty regulations. The " Update
of Power Plants Potentially Subject to Section 120 Noncompliance Penalties; Availabi!ity" issued by
the T?A under date of July 27, 1979 does not name the Company and the Company believes it
would 1ot be named under any current update.

Water Quality: The FWPCA discontinued the discharge permit system ot the Army Corps of
Engineers under the Refuse Act of Alarch 3,1899 and established the NPDES. Pursuant to the
FWPCA, in October 1974 the EPA promulgated eflluent limitations and guidelines for cert in existing
and future steam power generating plants. The Company appealed certain portions of the regulations
to appropriate United States Courts of Appeals. The appeals were consclidated in the United States
Court of Appeals for the Fourth Circuit, which rende 1 an opinion on July 16, 1976 remanding a
significant portion of the regulations to the EPA for further consideration. If, as a result of the EPA
limitations and guidelines, the Compiy should be r equired to install closed cycle cooling systems
at certain existing steam electric generating stations, substantial additional expenditures would be involved.

23

L



. . .

|
The Company has requisite NPDES permits for all major existing generating stations. Permits for

these generating stations have also been issued by the applicable state authority. The Company's NPDES
permits will be subject to renegotiation and revision in late 1980 in accordance with the Clean Water
Act Amendments of 1977 and the regulations promulgated thereunder. These Amendments, in concert
with. ongoing programs instituted under the FWPCA, have raised a variety of issues concerning toxic
and hazardous substances. At the time of permit renewal, substantial new requirements concerning
these matters could be incorporated into the NPDES pernt under new NPDES regulations, issued
June 7,1979. These new requirements as well as changes in TPDES program administration regulations
could entail increases in expenditures for pollution contre.1 equipment and sampling or monitoring pro- -

cedures in amounts not presently determinable. A group of utilities, including the Company, are challeng-
ing in the courts certain portions of the June 1979 NPDES regulations as well as the NPDES aspects of
the Consolidated Permit regulations, which EPA promulgated on May 19,1980, since these Consolidated
Permit r:gulations incorporate, with some changes, the June 1979 NPDES regulations. These matters
are pending.

The Company, in common, it understands, with many other electric utilities, was not able to meet
the July 1,1977 deadline for applying the "best practicable control technology currently available" to
effluent discharges from existing plants, but pollution control facilities necessary to meet these standards
have now been constructed at all major generating stations and (although not yet accepted from the
contractor as completed) are operational and are substantially meeting these standards. These pollution
control projects have also required the Company to obtain, and the Company has obtained, amendments
to its above-mentior.d UPDES permits. The Company's inability to meet the above-mentioned July 1,
1977 deadline could subject it to claims for fines which, if imposed, might in the aggregate be substantial.
On November 17,1978, the Company filed applications with the EPA for variances from, or alternatively
for extensions of the deadline for, the July 1,1977 standards with respect to its four major generating
stations. On June 7,1979, the EPA advised the Company with respect to the applications relating to
two of these stations, that it would be more appropriate for the Company to apply for an extension than
for a variance. These two extensions were applied for by the Company and granted by the EPA for the
period to April 1,1979, and the Company believes that it effected timely compliance with such extension
order. The Company has heard nothing from the EPA with regard to its applications relating to the
other two stations. The Company has made and filed with the EPA a study with respect to compliance
under state and Federal laws and regulations dealing with environmental matters of the generating
facilitics of four of the six municipalities which the Com; any is operating. With respect to the generating
facilities of the other two municipalities which the Company has begun to operate more recently, the
Company has commenced a study regarding the facilities of one municipality and has made a preliminary
determination regarding the facilities of the other municipality that they are in compliance with environ-
mental laws and regulations. See " Property-Interconnections".

Facilities have been constructed at the Company's steam electric stations which trer.t water and
bring discharges from these stations into compliance with the NPDES regulations. In accordance with
permit conditions, the Company has reported instances of non-compliance to the EPA.

Hacardous Materials: The EPA's polychlorinated biphenyl regulations promulgated under the
authority of the Toxic Substances Control Act require additional expenditures of funds for the marking,
handling, storage, transportation and disposal of this substance, which is occasionally found in some
previously installed capacitors and transformers. However, the resultant costs are expected to be dis-
tributed over a substantial period of time in the course of phasing out the use of polychlorinated biphenyls.
In addition, the Company was required to implement procedures for the handling, transportation and
disposal of polychlorinated biphenyls pursuant to these regulations. Conformance to these procedures
will effectively minimize the possibility of the inadvertent release of polychlorinated biphenyls to the
environment, which could result in substantial fines. A group of utilities, including the Company, has
intervened on behalf of the EPA in a suit filed in the United States Court of Appeals for the District o[
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Columbia Circuit by the Ensironmental Defense Fund seeking review of the final polychlorinated biphenyl
regulations. The matter is pending.

On February 26,1980 and 31ay 19,1980, pursuant to the RCRA, the EPA promulgated regula-
tions for the management of certain hazardous wastes. Although the Company is participating with other
companies in challenging these regulations as not being authorized under RCRA, it did comply with an
August 18,1980 interim status filing deadline by repcrting to the EPA certain possible hazardous waste-

activities. Based, in part, upon tests to be conducted in the near future, the Company will decide which
of these activitics will necessitate the filing by the Company of a permit application by the required date
of November 19,1980. Ikcause these hazardous waste regulations are newly promulgated and because
the status of utility wastes is uncertain, estimates of costs associated with compliance, which couki be
substantial, cannot yet be made.

The State of Louisiana is impicmenting a state hazardous waste program that is generally consistent
with that of the EPA and has adopted legislation relating to a solid waste management and resource
recovery program.

PROPERTY

Generating Stations. The Company owns four steam electric generating stations with a total net
capability of 4,373,000 KW (including a 203.000 KW combined cycle unit) and a gas turbine unit with
a net capability of 19.000 KW, for an aegregate net capability of 4,392,000 KW. " Net capability", as used
herein,is the present dependable load carrying ability of generating stations, as demonstrated under actual
operating conditions, using natural gas for fuel (except for 822,000 KW tested with fuel oil). For
information with respect to reduction of generating capability resulting from the use of fuel oil, see s
" Property-Interconnections"

In addition, the Company is operating as part of its system the generating stations of the Towns
of Lake Providence, Ilomer, Jonesboro and Rayville, Louisiana and the City of Thibodaux, Louisiana
pursuant to operating agreements, and of the City of hionroe, Louisiana pursuant to an emergency
interim agreement, which generating stations have a total net capability of 233,000 KW (censisting of
166,000 KW of steam units and 67,000 KW of internal combustion units). The Company has filed with
the SEC under the Holding Company Act for authority to enter into an operating agreement with the
City of hionroe. A citizens group has filed a petition to intervene and a protest and request for hearing.
On June 8,1978 the same citizens group filed with the FERC a complaint directed at the Company,
requesting that an investigation be instituted and a hearing held and that the FERC order the Con.pany
to sell to the City of Afonroe firm base load power on terms (allegedly not offered to the City) at least
equivalent to the arrangement atTorded another Louisiana municipality, and further, that the FERC order
immediate temporary service to the City on such terms. Both matters are pending.

Under the terms of the above mentioned operating agreements and emergency interim agreement,
the Company has the right and option, but not the obligation, to operate and/or maintain the generating
facilities of the respective municipalities involved. The Company is presently operating and maintaining
these generating stations and this had no significant etTect on the Company's operations.

The FWPCA has made it necessary for the Company to consume additional electric power, estimated
at approximately 1,800 KW, at generating stations in order to operate pollution control equipment and,
by limiting the maximum permitted temperature of once through cooling water, could cause, under certain
conditions, a minor reduction in generating capacity.

Additions and Retirements of Electrie Utility Property. From January 1,1975 to June 30, 1980,
the Company made expenditures of $449,507,000 for gross additions (not including CWIP which
amounted to $938,845,000 at June 30,1980) to electric utility plant. During the same period $34,688,000
of utility plant was retired. The net additions during this period thus amounted to $414,819,000, an
increase of 48.57c.
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Interconnections. The electric power supply facilities of the Sliddle South System consist principally
of steam electric production facilities strategically located with reference to asailability of fuel, protection
of localloads, and other controlling economic factors. 'Ihese are interconnected by a transmission system
operating at voltages of up to 500 KV. With the exception of NISE's Grand Gulf Plant described below,
ownership of facilities is in each instance in the System operating company, including the Company, in the
area in which the facilities are located. The Ssst, m Agreement prosides that parties to the System
Agreement who have excess generating capacity will se.1 the available excess to those parties to the System
Agreement who have deficiencies in generating capacity and that for this entitlement the purchasers will
pay to the sellers a capability equalitation charge sutlicient to cover the sellerN retateu orrating expenses,
fixed charges on debt and a fair rate of return on related equity investment. Generating i.rilities are
operated with a view to realizing the greatest economy. This operation seeks, among other things, the
lowest cost sources of power from hour to hour. The m:nimum of investment and the most cHieient use
of plant are sought to be achieved in part through the coordinated scheduling of maintenance, inspection
and overhaul. Where energy is supplied with respect to which capability equalization payments have been
made, the purchaser is required only to pay the cost of fuel consumed in generating such energy. For
other energy generated and supplied under the System Agreement, the purchasers are required to pay the
cost of fuel consumed in generating such energy plus a charge to cover other incremental costs.

The Company also has direct interconnections with facilities of the Gulf States Utilitics Company,
Alississippi Power Company, Sauthwestern Electric Power Company, Central Louisiana Electric Company.
Inc., and Cajun Electric Power Cooperative, Inc. In addition there are direct interconnections between
other companies of the N!iddle South Sprem and Slississippi Power Company, Oklahoma Gas and
Electric Company, Southwestern Electric Power Company, Empire District Electric Company, Union
Electric Company. Arkansas Electric Cooperative Corporation, TVA, Associated Electric Cooperative
Inc., Southwestern Power Administration and SSIEPA.

The Company is a member of the Southwest Power Pool, which has 41 members. The primary
purpose of the Southwest Power Poolis to ensure the reliability and adequacy of the electric bulk power
supply in the Southwest Region of the United States. The Southwest Power Pool is a member of the
National Electric Reliability Council.

The Sliddle South System peak demand of 11,769,000 KW occurred on July 16,1930. At the
time of the peak, net firm purchases available to the System operating companies amounted to 680,000 KW
resulting in a requirement for Aliddle South System generated output of 11,089,000 KW. System owned
and leased capab:lity, adjusted to reneet curtailments of primary fuel (natural gas) and the use of alternate
fuel, plus 832.000 KW of r.,ailable non-firm purchases, amounted to 12,801,000 KW. The reserve
margin at the time of peak was approximately 15%. Continuing capability evaluations by the Niiddle
South Sptem indicate that during the 1980 peak loaJ season its loss of generating capability due to
natural gas curtailment and the substitution of fuel oil was approximately 719,000 KW, of which the
Company's share was approximately 147,000 KW. The peak demand for the Company's service area
load was 4,078,000 KW and occurred on July 16,1980.

Arrangements have been made under which the Company, AP&L, alp &L and NOPSI, seven
neighboring utilities and the TVA exchange capacity which is available for such purpose because of
diversity in the periods of peak demands. The purpose of these exchange arrangements is to efTect ceorm-
mies for the benefit of each of the systems insolved From November 15.1979 through November 1980,
the investor-owned companies are supplying 1,100,000 KW to TVA during the winter exchange period,
November 15 through Alarch 15, and TVA is supplying a like amount of power to the investor-owned
companies during the summer exchange period, June I through October 1. After November 1980, the
amount exchanged will be 700,000 KW unless changed or terminated by one of the parties after 4 years'
notice. Of the total amount to be exchanged, the Niiddle South System's share is approximately 30"o and
the Company's share is approximately llG. Each participant in the arrangements is providing the
necessary transmi:.sion hnes and related facilities in its territory at voltages up to 500 KV. The annual
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costs of these lines and facilities are shared among the participants in the exchange substantially in
proportion to their respective benetits.

A1SE has under construction a two-unit nuclear plant, the Grand Gulf Plant, having an expected
aggregate capability of approximately 2,500 MW, on the Mississippi River near Grand Gulf, Mississippi.
The first unit had been scheduled for commercial operation in 1981 and the second unit in 1984.
Commercial cJeration of the two units is dependent, among other things, upon the receipt of operating
licenses from the NRC. Actions taken by the NRC over recent months indicate there will be delays
in licensing all nuclear reactors. In view of this, h1SE has reviewed its schedule for testing and com-
pletion of the units and, as a result of the anticipated delays in licensing and by JW. Tying expenditures
on the second unit, has changed its scheduled commercial operation dates to 1982 and 1986 for the
first unit and second unit, respectively. The total cost to AISE, assuming an 87.52% ownership interest,
for the Grand Gulf Plant (exclusive of nuclear fuel) is cunently estimated to be approximately $2.860.0
million. MSE has entered into an agreement for the acquisition by SMEPA of a 10% undivided owner-
ship interest in the Grand Gulf Plant and is negotiating with MEAM for the possible acquisition of up to
a 2.48% undisided ownership interest in the Grand Gulf Plant. Giving effect to the acquisition by
SMEPA of the 10% undivided ownership interest and to the possible acquisition by AfEAM of a 2.48%
tmdivided ownership interest, MSE's share of the aggregate capability will be approximately 2,188 MW.
At August 31,1980, construction of Unit Nos. I and 2 of the Grand Gulf Plant was approximately 86%
and 23% completed, respectively, and engineering was approximately 88% and 43% completed,
respectively.

Middle South has undertaken to furnish or cause to be furnished to MSE suflicient capital for
construction and continued operation of the Grand Gulf Plant and related purposes to the extent not
obtained by MSE from other sources. In addition, MSE and the System operating companies, includ-
ing the Company, have er.tered into a series of agreements (colicctively, Availability Agreement) whereby
(i) MSE has agreed to complete the Grand Gulf Plant, to join in the System Agreement on or before
the completion of the first unit of the Grand Gulf Plant and to sell to the System operating companies
power available to MSE from the Grand Gulf Plant under the terms of the System Agreement, (ii) the
System operating companies have agreed to pay to MSE (on the apportionment bases provided for in the
Availability Agreement) such amounts as (when added to any amounts received by MSE under the System
Agreement or otherwise) will be at least equal to MSE's operating expenses or an equivalent amount if
either unit is not in operation (including such expenses as might be incurred by MSE for maintenance
and surveillance in the event of shutdown of either or both units), including MSE's interest charges and
an amount equal to an assumed depreciation rate for 27.4 years of 3.65% per annum applied to MSE's
gross investment in the Grand Gulf Plant (exclusive of land and land rights), (iii) the System operating
companies have agreed to make subordinated advances under certain circumstances to MSE in amounts
equal to payments which would otherwise be owing under the payment formula of the Availability Agree-
ment described in (ii) above, and (iv) the System operating companies have agreed that their obliga-
tions to make payments or advances to MSE are absolute and unconditional. The requirement to make
payments under (ii) above commences on the date on which either unit of the Grand Gulf Plant is placed
in commercial operation; provided that if Unit No. I is not placed in commercial operation prior to
December 31, 1982, the commencement date in respect of both units is December 31,1982; and
provided, further, that if Unit No.1 is placed in commercial operation prior to December 31,1982 then,
with respect to the assumed depreciation charge related to Unit No. 2, the commencement date for
Unit No. 2 is the earlier of the date of commercial operation of Unit No. 2 or December 31,1986.

The System operating companies, including the Company, have executed a Memorandum of
Understanding by which it is agreed that the capability of the portion of Grand Gulf Unit No.1 and
Grand Gulf Unit No. 2 owned by MSE will be allocated among the Company, MP&L and NOPSI on a
fixed percentage basis, subject to change by mutual agreement of such companies. The proposed per-
centages of allocated capability of MSE's share of Unit No. I and Unit No. 2 would be the Company,
38.579 and 26.23%, MP&L, 31.63% and 43.97% and NOPSI, 29.80% and 29.80%, respectively.
The Company, MP&L and NOPSI have agreed to assume all of the responsibilities and obligations of
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AP&I. and Arkato with respect to these Units and, in consideration thereof AP&l. and Atk4to hase
agreed to relinquish their rights in the l' nits. 't he Memorandum of Understanding and the consummation
of the transactions contemplated thereby are subject to the rcecipt of the appmsal o! .dl regulahuy agencies
having jurisdiction of the matters and of all other necessary approvals.

Substatiims. As of June 30,19S0, the Company imned and operated 234 substations with a total
transformer capacity, not including spare transfonners. of IS 3S1,0 M kilowh-amperes, of which trans-
formers with a total capacity of 5,145,000 kilovolt-ampetes were located at generating stations ~lhese
figures do not include "line-type" transformer installations sersing customers at secondary whages
under 2.200 volts.

Dl3CillPIION OF NIM Piti:l'l:ltill:D S' LOCK

A copy of the Articles of incorporation, together with a copy of the form of proposed Articles of
Amendment thereto establishing the New Preferred Stock, aie filed as exhibbs to the Registration
Statement. ~l he following summary does not purport to be complete and is subject in all respects to the
provisions of the Articles of Incorporation of the Company and the Aitich s of Amendment, and does
not rela * to or gne effect to the piovisions of statuton or jurisprudential law. I he sum.n n y gisen below
is quahtied in its enurcty by reference to Articles 3 and 6 of the Articles of locorporation and to the
Articles of Amendment.

General. 't he Articles of Incorporanon provide for two classes of Preferred Stosk of the Com-
pany, the $100 Preferred Stock and the $25 Paferred Wek. Ihe 5100 Preferred Stock and the
$25 Preferred Sto;L hase the same rank and, except as to those characteristics relating to par value,
soting rights (including matters iciating to quonnus and adjoununenki and in eenin other respects
as to which there may be variations among series, the shares of each series of Preferred Stock confer
equal rights upon the holders. ~l he iespects in which these may be sariations as between series consist
of (a) the nnmber of shares constituting each series and the distinguishing sciial designation thereof,
(b) the annual disidend ra'e, initial ih,idend payment date and the date from which disidends shall
be cumulatise (c) the amounts payable on redemption, and (d) the terms and amount of sinking fund
requiremenh (if any ) for the pmchase or iedemption of shares of each series of Preferred Stock
other than the first through tenth senes of the 5100 Preferred Stock heretofore issued by the Company.
When a new series of the Prefened Sh ek is created, the number of shares constituting such series, its
distinguishing serial designation and its distinctive characteristics (in those limited respects as to
which there may be variations) are tised by an amendment to the Articles of Incorporation.

Disideml Itighh. 't he New Preferred Stock, pari p nm with each other series of the Preferred
Stock, shall be entitled when and as declartd by the lloard of Diiectors, in preference to the comn'

:stock, to disidends at the rate Mated in the title thereof, payable quarterly on February 1, N!:..
August 1, and Nosember 1 of each year. 't he first dnidend payment date for the New Preferred Stock
will be February 1. IM1, and such disidends will be cumulative from November 6 1980

Itedemption Prosisions. Subject to certain restrictions, the Company may, upon the wte of the
holders of a majority of the common stock, redeem the New Preferred Stock in whole or in part upon
not less than 30 dap noti e at 52S.S0 per share through Nosember I.19S5, 527.85 per shaic thereafter
through Nos ember I, 1990.526.90 per sh.ne thereatter through Nosember 1.1995, and 525.95 per share
thereaf ter, in each case together with accumulated and unpaid dividends to the date tised for redemp-
tion: prosided, honeser, that no share of the New Preferred Stock shall be redeemed prior to November 1,
19S5 if such redemption is for the purpose or in anticipation of refunding such share through the use. )
directly or indirectly, of funds borrowed by the Comp.my. or throuch the use, directly or indirectly,
of funds d;rised thiough the iwuance by the Company of tock ranking prior to or on a parity with
the New Preferred Stock as to disidends or assets, if such honowed funds base an ellective interest
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1

cost to the Company (compted in accordance with generally accepted financial practice) or such stock
has an effective dividend cost to the Company (so computed) of less than 16.0616G per annum.

1

In general, at any time when dividends payable on the Preferred Stock are in default, the Company I

may not (1) make r.ny paym:nt, or set aside funds for payment, into any sinking fund for the purchase
or redemption of any shares of the Preferred Stock, or (2) redeem, purchase or otherwise acquire less
than all of the shares of the Preferred Stock, in eithcr case unless approval is obtained under the
IIciding Company Act. Any shares of the Preferred Stock which are redeemed, purchased or acquired
shall be retired and cancelled.

Sinking Fund for the New Preferred Stock. 'Ihe New Preferred Stock will be subject to a sinking
fund pursuant to which the Company wdl redeem, out of funds legally available therefor, on November 1
in each year, commencing with the year 1985 and ending in the year in which all shares of the New
Preferred Stock have been redeemed,60,000 shares of New Preferred Stock at a price equal to $25 per
share, plus an amount equal to the accumulated and unpaid disidenu on such share. The Company's
sinking fund obligation with respect to the New Preferred Stock during the specified period will be
cumulative. The Company may, however, credit against its sinking fund obligation for any year shares
of New Preferred Stock (including shares of New Preferred Stock optionally redeemed as hereinafter
set forth) redeemed in any manner, other than shares of New Preferred Stock redeemed pursuant to
its required sinking fund obligation, purchased or otherwise acquired, and not previously credited against
such sinking fund obligation. The Company will have the option also on November 1 in cach year,
comn encing with the year 1985, to redeem up to an additional 60,000 shares of New Preferred Stock,
at a price equal ta $25 per share, plus an amount equal to the accumulated and unpaid dividends on
such share. The Company's option to redeem up to an additional 60,000 shares of New Preferred
Stock during the specified period will be non-cumulatise.

Voting Rights. & cept for those purposes only for which the right to vote is expressly conferred
upon the holders of the Preferred S:ock, the holders of the Preferred Stock shall have no power to vote
and shall be entitled to no notice of any meeting of stockholders of the Company.

If and when dividends payable on Preferred Stock of the Company shall be in dsfault in an amoimt
equal to four full quarterly paym:nts or more per share, and thereafter until all dividends on any such
Preferred Stock in default shall have been paid, the holders of all Preferred Stock, voting separately
as a class, in such manner that the holders of the $100 Preferred Stock shall have one vote per share
and the holders of the $25 Preferred Stock shall have one-quarter vote per share, shall be entitled to
elect the smallest number of directors necessary to constitute a majority of the full Board ef Directors,

i

and the holders of the common stock, voting separately as a class, shall be entitled to elect the remaining'

directors of the Corr.pany.

Restriction on Issuance of Stock; Restrictions on Altering Terms of Preferred Stock. So long as
any shares of the Preferred Stock are outstanding, the Company shall not, without the consent (given
by vote at a meeting called for that purpose) of at least two-thirds of the total number of shares of the

[
Preferred Stock then outstanding (for purposes of this computation each share of the $100 Preferred
Stock shall count as one share, and each share of the $25 Preferred Stock shall count as one-quarter'

| share):

(1) Issue any new stock which would rank p ior to the Preferred Stock or issue any security
convertible into shares of any such stock except for the purpose of providing funds for the redemp-

1

|
tion of all of the Preferred Stock then outstanding; or

(2) Amend or alter any of the express terms of the Preferred Stock then outstanding in a
j

manner prejudicial to the holders thereof; the increase or decrease in the authorized amount of the
Preferred Stock or the creation, or increase or decrease in the authorized amount, of any new class
of stock ranking on a parity with the Preferreil Stock shall not, for the purposes of this paragraph,

| be deemed to be prejudicial to the holders of the Preferred Stock.
i
'
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1

Restrictions on \ferger, Sale of Asseh, Iwue of Unsecured Debt, Sale of Additional Preferred Stock. I

So long as any shares of the Preferred Stock are outstanding, the Company shall not, without the consent
(given by vote at a meeting ca!!cd for that purpose) of the holders of a majority of the total number of
shares of the Preferred Stock then outstanding (for purposes of this computation each share of the $100
Preierred Stock shall count as one share, and each share of the $25 Preferred Stock shall count as
one-quarter share):

(1) Merge or consolidate with or into any other corporation, or sell or otherwise dispose of
all or substantially all of the assets of the Company, without ebraining the prior approval of regu-
latory authority of the United States under the provisions of the Ifolding Company Act; or

(2) Issue or assume any unsecured indebtedness for purposes other than (i) the refurding
of outstanding unsecured indebtedness theretofore issued or assumed by the Company, (ii) the
reacquisition, redemption or other retirement of any indebtedness which has been authorized by
regulatory authority of the United States under the provisions of the IIolding Company Act, or
(iii) the reacquisition, redemption or other retirement of all outstanding shares of the Preferred
Stock, or preferred stock ranking prior to, or pari passu with, the Preferred Stock, if immediately
after such issue or assumption, the total principal amount of all unsecured indebtedness issued or
assumed by the Company, including unsecured indebtedness : hen to be issued or assumed (but
excluding the principal amount then outstanding of any unsecured indebtedness having a maturity
in excess of ten years and in amount not exceeding 10% of the aggregate of (a) and (b)
below) would exceed 10% of the aggregate of (a) the total principal amount of all bonds or
other securities representing secured indebtedness issued or assumed by the Company and then to
be outstanding, and (b) the capital and surplus of the Company as then to be stated on the books
of account of the Company. When unsecured debt of a maturity in excess of ten years shall become
of a maturity of ten years or less, it shall then be regarded as unsecured debt of a maturity of less
than ten years and shall be computed with such debt for the purpose of determining the percentage
ratio to the sum of (a) and (b) above of unsecured debt of a maturity of less than ten years, and
when provision shall have been made, whether through a sbking fund or otherwise, for the
retirement, priar to its maturity, of unsecured debt of a matur4y in excess of ten years, the amount
of any such r:curity so required to be retired in less than tea years shall be regarded as unsecured
debt of a maturity of less than ten years (and r:ot as unsecured debt of a maturity in excess of ten
years) and shall be computed with such debt for the purpose of determining the percentage ratio
to the sum of (a) and (b) abew of unsecured debt of a maturity of less than ten years, provided,
however, that the payment due upon the maturity of unsecured debt having an original single
maturity in excess of ten years or the payment due upon the latest maturity of any serial debt which
had original maturities in excess of ten years shall not, for purposes of this provision, be regarded
as unsecured debt of a maturity of less than ten years until such payment or payments shall be
required to be made within five years (provided that the words "five years" shall read "three years"
when none of the 4.96Tc Preferred Stock remains outstanding); furthermore, when unsecured debt
of a maturity of less than ten years shall exceed 10% of the sum of (a) and (b) above, no
additional unsecured debt shall be issued or assumed (except for the purposes set forth in (i),
(ii) and (iii) above) until such ratio is reduced to 10% of the sum of (a) and (b) above; or

(3) Issue, sell or otherwise dispose of any shares of the Preferred Stock, or of any other class
of stock ranking on a parity with the Preferred Stock as to dividends or in liquidation, dissolution,
winding up or distribution (a), so long as any of the 4.96% Prefer.ed Stock remains outstanding,
unless the net income of the Company available for dividends for a period of 12 consecutive
calendar months within the 15 calendar months immediately preceding the issuance, sale or dis-
position of such stock, is at least equal to twice the annual dividend requirements on all out-
standing shares of the Preferred Stock and of all other classes of stock ranking prior to or on a
parity with the Preferred Stock, including the sh* es proposed to be issued, and (bi, so long as
any Preferred Stock remains outstanding, unless tu gross income of the Cc npany for such period
available for the payment of interest shall have been at least lH time: the sum of the annual
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i
!

|

|

|
interest charges on all interest bearing indebtedness of the Company and the annual dividend

! requirements on all outstanding Preferred Stock and of all other classes of stock ranking prior ,

j to, or on a parity with, the Preferred Stock including the shares proposed to be issued, and (c) |
'

unless the aggregate of the capital of the Company applicable to the common stock and the:

I surplus of the Company shall be not less than the aggregate amount payable on the involuntary

{
dissolution, liquidation or winding up of the Company in respect of all shares of the Preferred
Stock and all shares of stock,if any, ranking prior thereto, or on a parity therewith, as to dividends-

!
or distributions, which will be outstanding after the issue of the shares proposed to be issued.

i

| Liquidation Rights. In the event of any voluntary liquidation, dissolution or winding up of the
'

Company, the Preferred Stock shall have a preference over the common stock until an amount equal
to the then current redemption price shall have been paid. In the event of any involuntary liquidation,

:

! dissolution or winding up of the Company, the Preferred Stock shall also have a preference over the

! common stock until the par value thereof ($25 in the case of the New Preferred Stock) plus accumu-
lated and unpaid dividends shall have been paid.'

Pre-emptive or Other Subwription Rights. No holder of any stock of the Company shall be'

entitled as of right to purchase or subscribe for any part of any stock of the Company or of any addi-
;

tional stock of any class to be issued by reason o any increase of the authorized capital stock of the
Company.

Liability to Further Calls and to As:essment. All of the New Preferred Stock will be validly

| issued and fully paid and non-assessable uyn receipt by the Company of the purchase price thereof.
r

! Limitations on Payment of Common Stock Dividends. The Articles of Incorporation in effect
restrict the payment of dividends on common stock to 75% of net income available for common stock

[

! dividends if the percentage of common stock equity to total capitalization, as defined, is between 20%

| and 25%, and to 50% of such net income if such percentage is less than 20%. At any time when
common stock equity is 25% or more of total capitalization, the Company may not declare dividends>

on the common stock which would reduce common stock equity below 25% of total capitalization,
except as hereinbefore provided. Certain other limitations on payment of common stock dividends
also exist in the Articles of Incorporation. Certain limitations on payment of common stock dividends
exist in the Company's Mortgage and Deed of Trust dated as of April 1,1944, as supplemented. See
Note 3 to Financial Statements herein.

! Transfer Agent and Registrar. The transfer agent for the New Preferred Stock is Hibernia National i

Bank in New Orleans, New Orleans, Louisiana, and the registrar is Whitney National Bank of New
'

Orleans, New Orleans, Louisiana.

1
i

!
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i

|

EXPERTS AND LEGALITY
The balance sheet as of December 31, 1979 and the related statements of income, retained

earnings and source of funds for utility plant additions for each of the five years in the period then
ended included herein have been examined by Deloitte Haskins & Sells, independent Certified Public
Accountants, as stated in their opinion, and hac been so included in reliance upon such opinion

.

given upon their authority as experts in accounting and auditing.

The statements made as to matters of law and legal conclusions under " Description of New
Preferred Stock" have been reviewed by Messrs \fonroe & Lemann, General Counsel for the Compa.ty,,

i and by Messrs. Reid & Priest and are set forth herein in reliance upon the opinions of said firms,
respectively, and upon their authority as experts. The statements as to matters of law and legal con-
clusions made under " Business-Regulation and Litigation" and " Business-Environmental Matters"
have been reviewed by Messrs. Monroe & Lemann and are set forth herein in reliance upon the opinion
of said firm and upon their authority as experts.

; The legality of the New Preferred Stock will be passed upon for the Company by Messrs. Monroe
; & Lemann, General Counsel for the Company, Whitney Building, New Orleans, Louisiana, and Messrs.
; Reid & Priest, 40 Wall Street, New York, New York, and for the Purchasers by Messrs. Winthrop,

Stimson, Putnam & Roberts, 40 Wall Street, New York, New York. However, all legal matters per-
taining to the organization of the Company and all matters of Louisiana law will be passed upon only

i by Messrs Monroe & Lemann.

|Attorneys with the firm of Monroe & Lemann participating or who may participate in the work
on this financing own of record or beneficially 1,335 shares of the Common Stock of the Company's,

]
parent, Middle South.

'l
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OPINION OF INDEPENDENT CERTIFIED PUllLIC ACCOUNTANTS

Louisiana Power & Light Company:

We have examined the balance sheet of Louisiana Power & Light Company as of December 31,
1979 and the related statements of income, retained earnings and source of funds for utdity plant
additions for each of the five years in the period then ended. Our examinations were made in accord-
ance with generally accepted auditing standards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, such financial statements present fairly the financial position of the Company at
December 31, 1979 and the results of its operations and source of funds for utility plant additions for
each of the five years in the period then ended, in conformity with generally accepted accounting
principles applied on s consistent basis.

i

DELOITTE IIAsKINs & SELLS

!

! New Orleans, Louisiana
! February 15,1980
|
l

|

:

i
.

I
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1.OUISIANA POWER & l.lGIIT COMPANY
,

lui,AM E SIIEl"IS

ASSETS

June 30,
l>ccember 31, 19:40

1979 (l'namfited)

(In Thousamid
Utility Plant (Note 10):

Electric $ 1.237,269 $ 1,270.352
. .

Construction work in progress 8',1.837 938.845. .. .........

Total 2,069.106 2,209,197
]375.973353.(>|14_1.ess accumulated depreciation .. ........

Utility plant-net 1,715,112 1.833.224

Other Property and Investments:

Investment in associated company-at equity (Note 4) 36,997 33,987

Other 382 395
. . .. ... .....

Total 37,379 34,382

Current Assets.

Cash (Note 5) 11,078 24.861.. . .. ............

Special deposits 10,289 10.214. . ..........

Temporary investments at cost which approximates market 8,000 7,600

Notes receivable 938 922.. .. ..... ...

Accounts receivable-(less allowance for doubtful accounts of $135
'

thousand)
Customer 24.826 31,384

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

Other 1,44] 2,967
. ...... ...........

Associated companies 100 37.

Deferred fuel costs (Note 111) 15.054 31.498..

Materials and supplies-at average cost 10,795 8,525

Other 4,975 7.143

Total 87,496 125,151
_

Deferred Debits-Unamortired debt expense and other 2,37d 2,750

TotAt $ 1,842,365 $ 1,995,507
-. . _ - . . .-

See Notes to Financial Statements.
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LOUISIANA POWER & LIGIIT COMPANY

BALANCE SIIEETS

L 1 A Il I L I T I E S

June 30,
December 31, 1980

1979 (Unaudited)

(In Thousands)
Capitalization:

Common stock, no par value, authorized 150,0';0,000 shares; issued
and outstanding 65,140,000 stares in 1979 and 73,473,600 shares
in 1980 (Note 2) $ 428,900 $ 483,900. . .. .

Retained earnings (Note 3) 58,541 51,916... .... ... . .

Total common shareholder's equity 487,441 535,816
Preferred stock, without sinking fund (Note 2) 145,882 145,882..

Preferred stock, with sinking fund (Note 2) 92,990 92,990. .

Long-term debt (Note 3) 827,430 829,796. .

Total capitalization 1,553,743 1,604,484. . .

Current Liabilities:
Notes payable (Note 5):

Banks 32,375 112,500. . . .

Commercial paper - 10,000.. .. ..

Currently maturing long-term debt 11,871 12,038.. .

Accounts payable:
Associated companies 22,902 32.207. .. .

Other . .. . 36,698 21,782
Customer deposits 13,159 14,537. . .

Taxes accrued (Note 6) . . . 3,459 6,721

Accumulated deferred income taxes (Notes IE and 6) . 7,289 15,251.

Interest accrued . . .. ... .......... 19,825 19,774
Dividends declared 6,156 5,952. .

Other 634 723. . . ...

Total 154,368 251,485. . ..

Deferred Credits:
Accumulated deferred income taxes (Notes IE and 6) 91,221 94,560.

Accumulated deferred investment tax credits (Notes IE and 6) 28,382 27,822
Other 7,729 9,692 -

. . . . . .. ..

Total 127,332 132,074. . . .

Reserves (Note IG):
Property insurance 5,792 6,063. . . .... .

Injuries and damages 1,130 1,401. .. .

Total 6,922 7,464. . . ..

Commitments and Contingencies (Note 4)
TOTAL . . . .. .. ...... . $1,842,365 51,995,507

_

See Notes to Financial S atements.
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LOUISIANA POWER & LIGHT COMPANY

STATEMENTS OF RETAINED EARNINGS

Twelve Months Ended

December 31 Jose 30,
1980

1975 1976 1977 1978 1979 (Unaudited)

(In Thoosende)

Balance at leginning of period .. . . . . $ 67,356 $ 68,601 $ 58.825 5 59.863 $ 63,292 $ 62,054

.

Add-net income 43,695 39,277 44,406 53,744 65,129 72,999..... ... .......

1

! Total 111,051 107,878 103,231 113,607 128,421 135.053.. . ............
1

Deduct:

Dividends-Cash:

1 Preferred stock at prescribe' 7tes
(Note 2) 5,276 5,276 5.976 8,108 16,749 22.913... ... .. ....

Common stock (per share: 1975,
$0.8475; 1976 and 1977, $0.85; 19

( $0.86; 197s, $0.872 and the twen
'

33,617 37,273 42,194 52,673 59,752months ended June 30,1980, $0.916)

Specla! common dividend * 6.797 - - - - -.. .....

Transfer to common stock acccunt .. 2,145 It 'a - -- --.

Capital stock expense, etc. 37 20 119 13 458 472... .

I

Total . . 42,450 45,053 ,,As 50,315 69,880 83,137'
.. ........ .

Balance at end of Mriod (Note 3) . $ 68,601 $ 58,825 $ 59,863 $ 63,292 $_ 58,541 $ 51,916
.

* Special dividend to the parent company which was emcurrently reinveste.1 in the Company's
common stock.

4

See Notes to Financial Statements.
,
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LOUISIANA POWER & LIGHT COMPANY
.,

'

STATE %fENTS OF SOURCE OF FUNDS FOR UTII.ITY Pl. ANT ADDITIONS
,

3

] Twelve %fonths Ended

Decemhec 31, June A). f
4 '

1980
} 1975 1976 1977 1978 1979 ( Unaudited) i

I Source of Funds: U" "**"

1 From operations:
'

Net income $ 43,695 $ 39,277 5 44.406 $ 53,744 $ 65,129 $ 72.999,

; Depreciation 27,837 33,866 35,999 38,389 40,863 41.73) |.. .

Amortization of property losses. 2,720 2.720 2.835 4,101 4,101 2.051 '

4 Deferred income taxes and invest. I

| ment tax credit adjustments-net 22,657 13.005 8.618 4,915 10,896 12,kO4
' Allowance for funds used during
'

construction (14.029) (12,823) (19.473) (31.079) (45,853) (48.097).

Total from operations. 82,880 76,045 72,385 70,070 75.136 81,501
Divioends declared: 1,

i Preferred stock (5.276) (5,276) (5.976) (8,108) (16,749) (22,913)

] Common stock (34,992) (33,617) (37.273) (42,194) (52,673) (59.752),

Funds retained in business 42.612 37.152 29,136 19,768 5.714 (1.164)
d From : increases) decreases in working
' capital (excluding short-term securi-

ties and currently maturing long-
term debt and deferred income taxes

! included as current liabilities) . (4,072) 10,964 S.586 3,187 (7,136) 5,182*
From reimburserr,ent of advances for

,

fuct oil purchases. - 23,492 - - - -
,

i.ess funds used for:,

; Adsances for fuel oil purchases. (8,057) (12,629) - - - - ,

| Investments in associated company. 784 510 (6,240) 4,780 (16,195) 3.010
Extraordinary property losses. (13,600) - (2,877) - - -

Other-net 11,239 1,609 2,133 2.366 979 (418). .,

| Total 28,906 61,098 27,738 27.101 (16.638) 6,610 !

From financing transactions:
Common stock . 56,797 25,000 30,000 50,000 75,000 80,000, ,

Preferred stock - - 30.033 - 128,063 92,990 -|.

I:irst mortgage bonds: |
Issues 50,000 40,000 - 135,000 100,000 55,000.

Retirements - - - (10,000) - -

Other long-term debt-net. - 16,837 978 29,017 9,579 13,449
Sale and leaseback of nuclear fuel. - - - 8,210 - -

i Sale of nuclear fuel. - - - 4,834 - -.

'
Short. term securities--net (40,685) (15,760) 90.627 23,923 (59,715) 2,940

Total 66.112 66.077 151.638 240,984 252.927 244.379.

TOTAL . , . $ 95,018 $127,175 $179,376 $268,085 $236.289 $250,989

| Utility Plant Adi tions (exclusive of al-
- lowance for unds used during con-

strudn):
Construction expenditures $ 93,750 $ 109.726 $172,340 $242,269 $234.493 $245,058
Nuclear fuel expenditures. 1,268 574 7,036 131 -- -.

i Other plant additions. - 16,875 - 25,685 1,796 5,931, , ,

TOTAI. . . $ 95,018 $127,175 $ 179,376 $268,085 $236,289 $250,989,

i -

* The decrease in working capital for the twelve months ended June 30,1980 is primarily due to an,

,

increase in accounts payable and a decrease in other current assets offset by an increase in accounts receiv-

| able and deferred fuel costs.

| See Notes.to Financial Statements.
!
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I.OUISIANA POWER & LIGIIT CGMPANY

NOTES TO FINANCIAI. STATEMENTS

For the Fi e Years Ended December 31,1979 and (Unaudited)
the Twebe Months Ended June 30, 1980

1. Summary of Significant Accounting Policies

| A. System of Accounts
The accounts of the Company are maintained in accordance with the system of accounts pre-

scribed by the LPSC, which substantially conforms to that of the FERC.

D. Revenues

The Company records revenues as billed to its customers on a cycle billing basis. Revenue is not
accrued for energy delivered but not billed at the end of the fiscal period. The rate schedules of the
Company include fuel adjustment clauses under which fuel costs above or below the levels allowed in the ,

various rate schedules are permitted to be billed or required to be credited to customers. As described.

in Note (a) to Statements of income, effective in January 1979 the Company comme.ced deferring on
,

its books fuel costs in excess of base rates until such emounts are reflected in billings to customers pur-
/suant to the fuel adjustment clause.

j C. Utility Plant and Depreciation
Utility plant is stated at original cost. The costs of additions to utility plant include contracted

work, direct labor and materiah, allocable overheads, and AFDC. The costs of units of property
retired are remond from utility plant and such costs plus removal costs, less salvage, are charged to
accumulated depreciation. Maintenance and repairs of property and the replacement of items deter-
mined to be less than units of property are charged to operating expenses. Substantially all of the utility
plant is subject to the lien of the Company's Mortgage.

Depreciation is computed on the straight-line basis at rates based on the estimated service lives of
the various classes of property. Depreciation provided amounted to approximately 3.2% on average
depreciable property for the year 1975, 3.4rc for the years 1976 and 1977 and 3.5% for the years
1978,1979 and the twelve months ended June 30,1980.

>

D. Pension Plan
The Company's pension plan is non-contributory and covers substantially all employees. Pension

costs amounted to approximately $3,494,000 in 1975, $3,331,000 in 1976, $3,237,000 in 1977,'

$3,639,000 in 1978, $ 4,654,000 in 1979 and $5,543,000 in the twelve months ended June 30,1980
including amortization of unfunded prior service costs over remaining periods up to 27 years. The
Company's policy is to fund pension cost accrued. As of January 1,1980, the unfunded prior service cost
approximated $31,808,000.

E. Income Taxes
The Company joins its parent in filing a consolidated Federal income tax return and income taxes'

are allocated to the Company in proportion to its contribution to the consolidated tax liability.
Deferred income taxes are provided for difIerences between book and taxable income to the extent

permitted by the regulatory bodies ice rate-making purposes. |
,

Investment tax credits allocated to the Company are deferred and amortized based on the average
usefullife of the related property bef.nning with the year allowed in the consolidated tax return.

F. Allwance for Funds hed During Construction
In accordance with the regulatory system of accounts, the Company capitalizes AFDC as an

:

appropriate cost of utiliiy plant. This allowance (a non-cash item) represents the net costs of funds
used to finance construction. Prior to January 1,1977 the corresponding credit was to non-operating

income (see Note (c) to Statements of Income).
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LOUISIANA POWER & LIGHT COMPANY

NOTES TO FINANCIAL STATEMENT %.(Continued)

G. Reserves

The Company provides reserves for uninsured property risks and for claims for injuries and damages
through charges to operating expense on an accrual basis. Accruals for these reserves have been allowed
for rate-making purposes.

Effective in January of 1979, the C: rnpany commenced recognizing deferred income taxes on
,

these resenes.

2. Preferred and Common Stock

Preferred stock at December 31. 1979 and June 30,1980 consisted of the following:

Shares
Outstanding atAutho ed at Current

June 30 June 30, December 31 Call Price
Cumulatlee, $100 Par Value

1980_ 1980 1979 Per Share

Without sinking fund:

4.96% Series .. . 60,000 60,000 60,000 $ 104.25
4.16% Series 70,000 70,000 70,000 104.21.. .

4.44% Series 70,000 70,000 70,000 104.06. ..

5.16% Series . 75,000 75,000 75,000 104.18
5.40% Series . . 80,000 80,000 80,000 103.00.

6.44% Series 80,000 80,000 80,000 102.92. .

9.52% Series 70,000 70,000 70,000 108.96.

7.84% Series 100,000 100,000 100,000 107.70. .

7.36% Series 100,000 100,000 100,000 107.04. ..

8.56% Series . . . . . . . . . 100,000 100,000 100,000 107.42
9.44% Series . . . . 300,000 300,000 300,000 111.44

11.48% Series 350,000 350,000 350,000 113.98......

Total 1 455,000 1,455,000 1,455,000.

Unissued 3,045,000 - -. .....

Total 4,500,000 1,455,000 1,455,000. . . . . ......

Cumulative, $25 Par Value

With sinking fund:

10.72% Series . 2,400,000 2,400,000 2,400,000 27.68.

13.12% Series 1.600,000 1,600,000 1,600,000 28.28..

Total 4,000,000 4,000,000 4,000,000. . .

Unissued . . . . ..... 8,000,000 - -

I2,000,000 4,000,000 [000,000Total . . . . .
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LOUISTANA POWER & LIGHT COMPANY

NOTES TO FINANCIAL STATEMENTS--(Continued)

June 30, December 31,
1980 1979

(la Thousands)
Without sinking fund:

Stated at $100 a share $145.500 $145,500
.... . .. . .

Premium 382 382
. .... ..... ... ..... ..

_

Total preferred stock and premium, without
sinking fund $145,882 $145,882

. ... ... . . .

With sinking fund:
$100,000 $100,000Stated at $25 a share .. . ... .

Issuance expense (7,010) (7,010)
.. . . . ..

Total preferred stock and issuance expense,
with sinking fund $ 92,990 $ 92,990

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

4

10.72% and 1.12% preferred stock issues contain provisims restricting1T'ic 9.44 % , 11.48C'c ,
the redemption of any of the shares thereof prior to November 1,1982, March 1,1984, July 1,1984
and October 1,1984, respectively, with funds efTectively costing the Company less than 9.4297%,
11.456%,11.2705% and 14.6103% per annum, respectively. In addition, the 10.72% and 13.12%
preferred stock issues are each subject to a sinking fund pursuant to which the Company is obligated
to redeem, out of funds legally available therefor, on July I and October 1, respectively, commencing
with the year 1984 and ending in the year in which all of the shares of said issues have been redeemed,
120,000 and 80,000 shares, respectively, at a price of $25 per share plus accumulated and unpaid divi-
dends. This obligation is cumulative but is subject te a credit for prior redemptions not effected pur-
suant to and not previously credited against such obligation. In addition, the Company may at its
option redeem up to an additional 120,000 shares of the 10.72% preferred stock and 80,000 shares
of the 13.12% preferred stock on the above applicable sinking fund redemption dates at the sinking
fund redemption price.

The increases in the number of shares of Common and Preferred Stock outstanding and premium
and issuance expense on Preferred Stock during the five years ended December 31, 1979 and the
six months ended June 30,1980 were as follows:

Sin
Months

Tweise Months Ended December 31, Ended
June 30,

1975 1976 1977 1978 1979 1980

Common Stock shares
sold 9,282,500 3,900,000 4,700,000 7,576,000 11,364,000 8,333,600

.. . ....

$100 Preferred Stock
- - 300,000 - 350,000shares sold

-

... ...

$25 Preferred Stock
- - - - 4,000,000 -

shares sold .. ..

Premium on Preferred
Stock - - $33.000 - $73,500 -

. ......

Issuance expense on Pre-
ferred Stock . . . . . . . - - - -- $7,010,400 -

Subsequent to June 30,1980 and prior to the sale of the New Preferred Stock, the Company will
have sold 2,272,800 shares of its Common Stock, no par value, to Middle South for $15,000,000. See
" Construction Program and Financing"
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LOUISIANA POWER & LIGIIT COMPANY

NOTT.S 'IT) FINANCIAL STATEMEN'IS- (Coatinaed)

3. Long Term Debt .

Long-term debt at December 31,1979 and June 30,1980 consisted of the following:

December 31, June 30,
1979 1980

(In Thousands)
First Mortgage Bonds:

9% % Series due 1981 . . . . . . . . . $ 50,000 $ 50,000. ..... ....

9%% Series due 1983 50,000 50,000... . . ..........

3%% Series due 1984 18,000 18,000........... . .. ......

9 % Series due 1986 75,000 75,000. . ... ...........

4%% Series due 1987 20,000 20,000. ........ ..........

10% % Series due 1989 . 45,000 45,000.. .... .......

5 % Series due 1990 . 20,000 20,000. ...... . .......

4% % Series due 1994 . . 25,000 25,000............. .....

5 % % Series d ue 19 96 . . . . . . . . . . . . . . . . . . . . 35,000 35,000 !

5%% Series due 1997 16,000 16,000............ ........

6% % Series due September 1,1997 . . . . . . . . . . 18,000 18,000

7 % % Series due 1998 . . . . . . . . . . . . . . . . . . 35,000 35,000. . . .

9%% Series due 1999 25,000 25,000... ...... ... ....

9%% Series due 2000 20,000 20,000.. ... ............ .

7% % Series due 2001. . . 25,000 25,000.................

7% % Series due 2002 . . 25,000 25,000 |.... ....... .......

7% % Series due November 1, 2002 . . . . . . . . . . . . 25,000 25,000
8 % Series due 2003 45,000 45,000..... . . ...... .....

'

8M% Series due 2004 45,000 45,000.. ... .... . ......

8%% Series due 2006 40,000 40,000....... ....... ......
1

10 % Series due 2008 . . . . . . . . . . . . . . 60,000 60,000........

13% % Series due 2009 . . . . . . 55,000 55,000...... .. . ....

Total First Mortgage Bonds 772,000 772,000... . ... .

Other:

Principal amount of municipal revenue bond obliga-
tions,1% %-8% due serially, 1981-2004 and other

i future obligations under operating agreements . 39,473 42,215. .

Pollution control and industrial development revenue,

bond cbligations,6.40%-8% due 1988-2009
. . 16,300 16,300

Less: Amounts held by trustees . . . . . . . . . . . . . (1,333) (1,000)
1

Total Other . . . ................... 54,440 57,515

Unamortized premium and discount on long-term debt 990 281.

Total Long-Term Debt . $827,430 $829,796
'

...... ...
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LOUISIANA POWER & LIGHT COMPANY

NOTYS To FINANCIAL STATEMENTS--(Condoned)
,

1
Sinking fund requirements on First Mortgage Bonds and maturities under long-term debt instruments

in effect at December 31,1979 and June 30,1980 for the years 1980 through 1985 are as follows:

Sinklag Fund *

Deceanher 31, June 30
Year 1979 1980 Maturities"

(la Thousands)

1980. ... $6,720 $6,720 $ 12,000 * "..... .........

1981... ........ ....... . 7,720 7,720 52.162
' 1982 7,220 7,220 2,267. .. . .........

1983 7,220 7,220 52,350
. . ..... .... ....

1984.. 6,540 6,540 20,462. .. .... .........

1985. ... 6,540 6,540 2,549...............

* Sinking fund requirenients may be satisfied by certification of property additions at a rate of
1679c of such requirements.

" It is anticipated that First Mortgage Bond maturities will be refinanced at maturity.

*" During the first six months of 1980, $1,330,000 of this amount was paid at maturity.

The Mortgage, which is presently more restrictive than the Articles of Incorporation, contains
3

] provisions restricting the paymem of dividends or other distributions to common stockholders based
generally on an initial restriction in the amount of retained earnings at various dates, less certain deduc-
tions as provided in the Mortgage, and a restriction based on a comparison of the Company's provisions
for depreciation and retirement of property with the related replacement fund requirements.

i
At December 31, 1979, and June 30,1980 $44,419,000 and $37,794,000, respectively, of the4

retained earnings was free under the Mortgage provisions which were then the most restrictive.

4. Commitments and Contingencies

Reference is made to " Construction Program and Financing" for information concerning the
Company's construction program and restrictions with respect to the issuance of First Mortgage Bonds
and Preferred Stock.

Reference is also made to " Business-Fuel Supply" for information concerning the Company's
commitments and obligations relating to SFI and to " Business-Regulatican and Litigation" for infor-
mation concerning certain litigation involving the Company.,

Reference is made to " Property-Interconnections" for information concerning the Company's
'

obligations relating to MSE's Grand Gulf Plant.
*

The Federalincome tax returns for the years 1971 through 1976 have been examined by the Internal
Revenue Service and adjustments have been proposed. The principal issue is wheth:r customer deposits
are includible in taxable income. A formal written protest has been filed and conferences are being held
with an Appeals Officer of the Internal Revenue Service. Any f' mal liability for taxes resulting from
settlement with the Interr.at Revenue Service would not have a material c!Iect on net income. Income

.

taxes on customer deposits would be normalized. Most of the other issues have been settled and adequate
i provisions have been recorded.
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LOUISIANA POWER & LIGHT COMPANY

NOTYJ TO FINANCIAL STATEMEN15-(Costiaued)

5. Short-lerm Borrowings

As of December 31,1979 and June 30,1980, respectively, the Company had arrangements with
i certain banks and a commercial paper dealer under which the Company could etTect short-term borrow-

ings aggregating up to (i) $150,000.000 and (ii) the lesser from time to time of $165,000,000 or 10%
of total capitalization, outstanding at any one time. Accounts are maintained with the Louisiana lending
banks and, although immaterial balances in some of these accounts may be deemed to be compensating
balances, most of these accounts are working accounts and fluctuations in their balances do not reflect
or depend upon fluctuations in the amounts of bank loans outstanding. Each of the non-Louisiana
lending banks requires a compensating balance with respect to the amount of its loan commitment
and/or with respect to the amount of its loans to the Company outstanding, but in no case does any
compensating balance or the total of such compensating balances so required exceed 20%. The amount;

of unused short-term borrowings as of December 31,1979 and June 30,1980 was $117,625,000 and
$33,500,000, respectively.

The short-term borrowings and the applicable interest rates (determined by dividing applicable
interest expense by the average amount borrowed) for the Company were as follows:

Twelve Months Ended

December 31, June 30,
1979 1980

; Maximum borrowing:

Bank loans . . . . . . . . . . . . $77,577,500 $112,500,000..........

Commercial paper . $37,050,000 $ 10,000,000.. . . .... ...

Average borrowing:1

Bank loans . . . . . . $52,773,000 $ 59,259,000.. . .... ....

Commercial paper . 529,503,000 $ 17,885,000..... ..........,

Average interest rate during the period:,

| Bank loans . . . . . . 12.1 % 15.2 %... ......

Commercial paper . I1.5 % 13.2 %..... ..........

Average interest rate at end of period:

B ank loans . . . . . . . . . . . . . . . . . . . . . 15.3 % 12.0 %

Commercial paper - 11.0 %. ..... ..........

.

d

i
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LOUISIANA POWER & LIGHT COMPANY

| NOTT.S TO FINANCIAL STATEMEN'I3-(Continued)

6. Income Tax Expense

Income tax expense is composed of the following:

Twelie Mnnths Ended

December 31.
June 30,

1975 1976 1977 1978 1979 1980

(In Thousands)
Current:

Federal $(8,359) $ 3,232 $ 5,231 $ 5,149 $ 106 $ 2,307
. .. ...............

State 461 951 2,177 797 (3) 487
.. .. ..

Total (7,898) 4,183 7,408 5,946 103 2,794
. . .. . .. .. .

Deferred-net:
I.iberalized depreciation 8,400 8,262 6,517 8,494 7,674 7,583

, ,.

Deferred fuel cost - - - - 7,289 6,188
.. . . . ..

Test energy 1,819 (70) (70) (70) (70) (70)
. .. ... .

Differences between book and tax gains
and losses on sales and abandonment
of property 5,169 (1,292) 96 (1,986) (1,986) (993)

. . .

Unbilled revenue . (553) (306) (52 0) (318) (1,074) ( 1,0,0
.

Other - - - - 82 238
. .. . ....

Total 14,835 6.594 6,023 6,120 11,915 11,872
. . . . .

Insestment tax credit adjustments-het 7,822 6,411 2,595 (1,205) (1,019) 937
.

Total income tases $14,759 $17,188 $16,026 $10,861 $10,999 $15,603
.

$18,535 $19,990 $21,482 $19,919 $22,750 $27,851Charged to operations . .

Credited to other income (3,776) (2.802) (5,456) (9,058) (11,751) (12,248)
. .

Total income taxes $14,759 $17,188 $16,026 $10.861 $10,999 $15,603

The Company's effective income tax rates were less than the Federal income tax statutory rates
for each period. The reasons for these differences follow:

Twelve Months Emded

December 31,
, June 30,

1975 1976 1977 1978 1979 1980

.

Federal income tax statutory rates . . . . 48.0 % 48.0 % 48.0 % 48.0 % 46,0% 46.0 %
| Increase (decrease) in income tax rates

resulting from:
Exclusion from taxable income of al-

lowance for funds used during con-
struction for which no deferred
taxes are provided . . . . . . . . ( 1 1.5 ) (10.9) (15.5) (23.1) (27.7) (25.0)

Estimated tax reduction attributable
(1.0)to the filing of a consolidated return (2.1) (3.7) (2.1) (1.5) -

Taxes charged to construction . . . (1.3) (2.2) (2.5) (2.8) (2.4) (2.2)
State income tax, net of Federal in-

1.1 1.2 2.4 1.1 0.9 1.0come tax benefit . . .. .... ..
Other miscellaneous items, none of

which is individually greater than
5% of computed tax expense . . . (9.0) (2.0) (3.8) (4.9) (2.4) (1.2)

Effective income tax rates 25.2 % 30.4 % 26.5 % 16.8 % 14.4 % 17.6 %..... ..
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LOUISIANA POWER & LIGIIT COMPANY

NOTES TO FINANCIAL STATEMEN'Ih(Continued)

Unused investment tax credits aggregated approximately $66,140,000 at December 31,1979 and
$73,839,000 at June 30,1980 of which $10,130,000 may be carried forward through 1984, $24,269,000
through 1985, $31,741,000 through 1986 and $7,699,000 through 1987.

Prior to 1979 the investment tax credit utilized in the consolidated tax return was allocated to the
Company on the basis of such credit contributed. Effective in 1979 the method of allocating investment
tax credit was changed so that the Company is allocated the credit on the basis of its portion of the
consolidated tax liability. Any additional consolidated credit utilized is allocated on the basis of the
remaining tax credits.

|

7. Supplementary Income Statement Information I

Tuehe Months Ended

December 31 June 30,
1975 1976 1977 1978. 1979 1980

(In Thousands)
Depreciation, other than that set

out separately in the State-
ments of Income, charged to
transportation expenses-clear-
ing account . . . . . . . . . . . . . . $ 963 $ 1,048 $ 1,096 $ 1,688 $ 1,482 $ 1,296

Taxes, other than income taxes:
Ad valorem . . . . . . . . . . . $ 8,692 $ 9,063 $ 9,971 $ 9,123 : 9,732 $10,230
All other taxes. . . . . . . . . 4,473 5,210 6,757 8,791 9,401 9,824

Total . . . . . . . . . . . . 13,165 14,273 16,728 17,914 19,133 20,054
Amounts included above charg-

ed principally to construction
and other nonoperating ac-
coun ts . . . . . . . . . . . . . . . . . (1,419) (1,859) (2,810) (3,808) (3,156) (3,046)

Total charged to op-
erations . . . . . . . . $11,746 $12,414 $13,918 $14,106 $15,977 $17,008

Technical services, consultation
and assistance rendered at
cost under contract with MSS
(an affiliated company) . . . $ 3,778 $ 3,515 $ 3,846 $ 4,825 $ 8,534 $10,681

Other than amounts set out separately in the Statements of Income, the amounts for maintenance
and repairs, royalties and advertising costs were not significant.

8. Leases

On June 1,1978, the Company sold its interest in a supply of nuclear fuel for $8,210,000, repre-
senting cost, and simultaneously entered into a $60,000,000 nuclear fuel lease. Lease payments, based
upon nuclear fuel used, will be treated as cost of fuel. The 1:ase unless sooner terminated by one of the
parties will continue through June 1,2028. The unrecovered cost base of the lease at December 31,1979
and June 30,1980 wr.s $13,425,000 and $34,332,000, respectively. Otner lease commitments are
not significant.

9. Changing Prices (Unaudited)

The following supplementary information about the effects of changing prices on the Company is
provided in accordance with the requirements of Statement of Financial Accounting Standards No. 33,
" Financial Reporting and Changing Prices". It should be viewed as an estimate of the effect of changing

'
prices, rather than as a precise measure.
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! LOUISIANA POWER & LIGIIT COMPANY

NOTES TO FINANCIAL STATE 3fENTS-(Continued)

Constant dollar amounts represent historical costs adjuw for the effects of general inflation. The
effects are determiad by converting these costs into dollars of equal purchasing power using the CPI-U.

Current cost amounts reflect the changes in specific prices of property, plant and equipment from the
year of acquisition to the present. The current costs of property, plant and equipment, which represent
the estimated costs of replacing existing plant assets are determined by applying the IlWI to the cost of
the surviving plant by year of acquisition. Land and certaia other plant assets which are not included in
the llW1 were converted using the CPI-U.

The difference between current cost amounts and constant dollar amounts results from specific prices

of property, plant and equipment (as measured by the HWI) changing at a rate difTerent from the rate of
general inflation (as measured by the CPI-U).

.

The current year's depreciation expense on the constant dollar and current cost amounts of property,
plant and equipment were determined by applying the reported depreciation rate of the Company to
the indexed amounts.

The cost of fuel used in generation has not been restated from historical cost in r.ominal dollars.
Regulation limits the recovery of fuel costs through the operation of adjustment clauses or adjustments
in basic rate schedules to actual costs.

As prescribed in Financial Accounting Standard No. 33, income taxes were not adjusted.

The regulatory commissions to which the Company is subject allow only the historical cost of
plant to be recovered in revenues as depreciation. Therefore the excess cost of plant stated in terms of
constant dollars or current cost over the historical cost of plant is not presently recoverable in rates. This
excess is reflected as a reduction to net recoyerable cost. While the rate-making process gives no
recognition to the current cost of replacing property, plant and equipment, the Company believes, based
on past experiences, that it will be allowed to earn on the increased cost of its net investment when
replacement of facilities actually occurs.

To properly reflect the economics of rate regulation in the Statement of Income from Operations
pre 3ented below, the reduction of net property, plant and equipment to net recoverable cost is offset by
the gain from the decline in purchasing power of net amounts owed. During a period of inflation, holders
of monetary assets suffer a loss of general purchasing power while holders of monetary liabilities experience
a gain. The gain from the dccline in purchasing power of net amounts owed is primarily attributable to
the substantial amount of debt which has been used to finance property, plant and equipment. Since
the depreciation on this plant is limited to the recovery of historical costs, the Company does not have
the opportunity to realize a holding gain on debt.

|

l
:
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LOUISIANA POWER & LIGHT CO3fPANY

NOTES TO FINANCIAL STATEMEN1%-(Continued)

STATE 3fENT OF INCO3tE FRO 31 OPERATIONS AND OFIIER FINANCIAL DATA
ADJUSTED FOR EFFEC'I5 OF CIIANGING PRICES

FOR Tile YEAR ENDED DECE3fBER 31,1979

Adjusted for Adjusted for
As Reported in General Changes in
the Financial Inflation Spedfic Prices
Matements (Constant Dollars) (Current Costs) |

(In 1housands)

Revenues $ 557,476 $ 557,476* $ 557,476*. .. ... . .....................
~

Operating Expens:s (Excluding Depreciation) . . . . (442.752) (442,752)* (442,752)*

Depreciation (40,863) (84,144) (85,095). .... . ... ................

; Total Operating Expenses . . . . (483,615) (526,896) (527,847).. ........
_ _

Operating Income 73,861 30,580 29,629...... .................

Other income . 47.393 47,393* 47,393*............................

Interest & Other Charges . . . . . . . . . . . . . . . . . . . . . (56,125) (56,125)* (56.125)*

Income From Operations (Excluding reduction to net
recoverable cost) , $ 65,129 $ 21.848 " $ 20,897. ....................,

Increase in Specific Prices (Current Costs) of Prop-
erty, Plant and Equipment Ifeld During the Year S 201,029* "

Reduction to Net Recoverable Cost . . . . . . $(151,872) (21,094)......

Effect of increase in General Price Level . . . . . . . . (330,856)

Excess of increase in General Price Level Over In-
crease in Specific Prices After Reduction to Net
Recoverable Cost (150,921). . .. . ...............

Gain From Decline in Pun:hasing Power of Net
Am oun t s Owed . . . . . . . . . . . . . . . . . . . . . . . . . 139,841 139,841

Net $ (12,031) $ (11,080)... ..... ......................

* Assumed to be in " average for the year" dollars and thus are not restated.

Including the reduction to net recoverable cost, the loss from operations on a constant dollar basis"

would have been $130.024,000 for 1979.

'" At December 31,1979, current cost of p;operty, plant and equipment, net of accumulated deprecia.
tion, was $2,902,015,000, while historical cost or net cost recoverable through depreciation
$1,715,112,000.

,

|
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LOUISIANA POWER & LIGHT COME ANY

NOTES TO FINANCIAL STATEMENTS--(Concluded)

FIVE YEAR CO%IPARISON OF SELECTED SUPPLE 3fENTARY FINANCIAL DATA
i

ADJUSTED FOR EFFECTS OF CIIANGING PRICES

Years Ended December 31,

,13 1976 1977 1978 1979

(In Thousands of Average 1979 Dollars)

]
Operating Revenues . . . $357,178 $422,402 $453,906 $507,758 $557,476..............

|
Historical cost informatlan adjusted for

generalinflation

income from operations (excluding reduc- $ 21,848

tion to net recoverable cost) . . .....

Net assets at year-end at net recoverable
$461,943cost .. .. . . ....... ...

Current cost information
income from operations (excluding reduc-

tion to net recoverable cost) . . . . . $ 20,897

Excess of increase in general price level
over increase in specific prices after
reduction to net recoverable cost . $150,921

Net assets at year-end at net recoverable
$461,943

cost . . . . ....... . .

Generalinformation
Gain from decline in purchasing power of

net amounts owed
$139,841

. . ..

Average consumer price index 161.2 170.5 181.5 195.4 217.4
.

Noir.: The statement requires that historical cost information adjusted for general inflation and
current cost information be provided for 1979 and subsequent years. Comparable information is not
readily available for the years prior to 1979 and thus is not provided.
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PURCHASERS-

The Purchasers named below have severally agreed to purchase from the Company the following
respective numbers of shares of the New Preferred Stock:

Number
Purchaser of Shares

Kidder, Peabody & Co. Incorporated 175,000....... ...... .. ......

4

Bache Halsey Stuart Shields Incorporated . . 100,000....... . . ...

Blyth Eastman Paine Webber Incorporated . . . . 100,000. . .. ..

hierrill Lynch, Pierce, Fenner & Smith
Incorporated . . . . . . . . . . . . . . . . . . . . . . 620.000.. ..

Dean Witter Reynolds Inc.' 100,000... ...... . . ..... .. ..

Ladenburg, Thalmann & Co. Inc. 30,000...................... ...

Rotan hioste Inc. . . . . . . . . 30,000; .......................... ..

The Robinson-Humphrey Companv. Inc. . . . . . . . . . . . . . . . . . . . 15,000

.

Wm. E. Pollock & Co., Inc. . . . . . . . . . . . . . 10,000... ..... ......

| Thomson hicKinnon Securities Inc. . . . . . . . . . 10,000.. .. ..... .

Elkins & Co. 5,000. .........................................

Kormendi, Byrd Brothers, Inc. . . . 5,000............... ..........

j Total 1,200,000........... .... ............ ..
4

i
2

The Purchase Agreer~nt provides that the obligations of the Purchasers are subject to certain
conditions precedent and thet the Purchasers will be obligated to purchase all the shares of the New*

Preferred Stock if any are purchased, provided that, under certain circumstances involving a default
; of Purchasers,less than all of the shares of the New Preferred Stock may be purchased. Default by one

_

or more Purchaser > would not relieve the non-defaulting Purchasers from their several obligations,
and in the event of. such' default, the non-defaulting Purchasers may be required by the Company to,

! purchase the respective numbers of shares of the New Preferred Stock which they have severally agreed
. to purchase and, in addition, to purchase the number of shares of the New Preferred Stock which the
defaulting Purchaser or Purchasers shall have so failed to purchase up to a number thereof equal to one-
ninth of the respective numbers of shares of the New Preferred Stock which such non-defaulting Purchasers
have otherwise agreed to purchase.

The Company has been advised by the several Purcha'sers through their representatives, Kidder,
Peabody & Co. Incorpo:sted-Bache Halsey Stuart Shields Incorporated-Blyth Eastman Paine Webber
Incorporated-Afertill Lynch, Pierce, Fenner & Smith Incorporated-Dean Witter Reynolds Inc.,
as follows:

The several Purchasers may offer the New Preferred Stock in part directly to the public at the
public offering price set forth on the cover page of this Prospectus, and the balance to dealers at a

! price which represents a concession of $1.10 per share. The Purchasers may allow and such dealers
j may reallow a concession of not in excess of S.50 per share to certain dealers.

1 After the initial public offering, the public offering price and the concessions may be changed.

i
,

I
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SECURITIES AND EXCIIANGE COAINIISSION
WASillNGTON, D.C. 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF

TIIE SECURITIES EXCllANGE ACT OF 1934
For the Fiscal Year Ended December 31, 1979

Commission Registrant; $ tate of incorporation; I.R.S. Employer
File Number Address; and Telephone Number identification No.

1-3517 Niini) J: Sotals UlitJiirs,IsC. 13-5550175
'

( A Florida Corporation)
225 flaronne Street
New Orleans, Louisiana 70112
Telephone ($N) 529-5262

0-375 ARKAssrs PowrR & Liciir COstrANY 71-0005900
( An Arkansas Corporation)
P.O. Box 551
Little Rock, Arkansas 72203
Telephone (501) 371-4000
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317 Baronne Street
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Telephone (5N) 586-2121

Securities registered pursuant to Section 12(b)of the Act:
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Registrant Title of Class 1979 on Which Registered
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Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section
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The two other wholly-owned principal subsidiaries of MSU are MSS, a service company, and MSE, a
generating company formed in 1974 to undertake the construction, financing and ownership of certain base
load generating units. In 1972, AP&L, LP&L, MP&L and NOPSI formed a special purpose company, SFI,.

; to plan and implement programs for the procurement, delivery and storage of fuel supplies for the Middle
South System. In addition, Ark-Mo has a wholly-owned subsidiary, Associated.

INDUSTRY AND COMPANY PROHLEMS4

i The electric utility industry in general is currently experiencing problems in a number of areas, including
{ increasing costs of fuel, wages and materials, greater capital outlays and longer construction periods for the

larger and more complex new generating units needed to meet current and future service requirements of
customers, increased reliance on capital markets with higher costs and limited availability of both equity and;

! borrowed capital, fuel shortages, compliance with environmental requirements, controversies over the use of
nuclear power, regulatory lag in granting needed rate increases and the inadequacy of such increases when
granted. In addition, Federal energy legislation enacted in 1978 may adversely affect electric utilities,
including the Middle South System. Summarized below are certain factors currently atrecting the Middle
South Syste.m.

1

Construction Program and Financing Requirements and Restrictions
a

Construction expenditures (exclusive of nuclear fuel costs) for the Middle South System during the
period 1980 through 1982 were estimated at March 1,1980 by MSU to be $2,632 million (including 5626
million in AFDC). During this period the Middle South System will need to obtain a substantial portion of -

these funds in the fmancial markets, which have been characterized in recent years by high interest rates.
Moreover, the System operating companies' ability to issue additional bonds and shares of preferred stock is
limited by certain earnings coverage tests. Under the respective earnings coverage tests as of December 31,
1979, LP&L would have been precluded from issuing additional first mortgage bonds, except for refunding
purposes, and from issuing additional preferred stock and AP&L would have been precluded from issuing
additional first mortgage bonds, except for refunding purposes. Based upon the same coverage tests and
assuming the availability of bondable property AP&L, after adjusting for the sale of preferred stock in
January 1980. MP&L and NOPSI, after adjusting for a proposed sale of preferred stock in March 1980,
could have issued, in the aggregate, approximately $79,000,000 of preferred stock at an assumed annual
dividend rate of 15% or $73,300,000 of first mortgage bonds at an assumed annual interest rate of 15%, plus
any first mortgage bonds issued for refunding purposes. (See " Future Financing" for the amounts of bonds
and. preferred stock issuable at December 31, 1979 by AP&L, LP&L, MP&L and NOPSI under their
respective coverage tests, and for future financing requirements, including those of SFI and MSE.) The
future ability of AP&L, LP&L, MP&L and NOPSI to issue additional first mortgage ben.ls and preferred
stock is contingent upon increases in earnings and may be contingent upon the ability to obtain adequate rate
relief. (See " Rate Matters".)4

I
. A Presidential Commission, Congress and the NRC have been investigating the cause of the incident |

| which occurred at the Three Mile Island Unit 2 nuclear power plant located near llarrisburg, Pennsylvania. |
The report of the Presidential Commission has recommended, among other things, that the NRC be4

reorganized and that the NRC or its successor should, on a case.by-case basis, before issuing a new'

construction permit or operating license in respect of a nuclear generating plant: (a) assess the need to
introduce new safety improvements recommended in the report, and in NRC and industry studies; (b)
resiew the competency of the prospective operating licensee to manage the plant ano the adequacy of its.

training program for operating personnel; and (c) condition licensing upon review and approval of state and
4

local emergency plans. MSU cannot predict the extent of new regulations to be imposed or design changes to
be made applicable to nuclear facilities now under construction as a result of these insestigations or what

i

additional effect, if any, these investigations may have upon the construction schedule, licensing, in-service |

2

,
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This combined Form 10-K is separately filed by Sliddle South Utilities, Inc., Arkansas Power & Light
Company, Louisiana Power & Liy,ht Company,511ssissippi Power & Light Company and New Orleans
Public Service Inc. Information contained herein relating to any individual company is filed by such
company on its own behalf. Each company makes no representation as to information relating to the other
companics.

DEFINITIONS
The following abbreviations or acronyms used in the text and notes are defined below:
Abbreviation Al,breviation

or or
Aeronym Team Aerony m Term

ALC . Atomic Energy Commision Jonesboro . City Water and Light Plant of the
ALCC. Arkanus Electnc Cooperatise Cor. City of Jonesboro, Jonesboro. Ar-

kansasporation
AFDC. Allowance for Funds used During LP&L. Iouisiana Power & Light Company

Construction LPSC. Louisiana Pubhc Senice Commission.

Ambient Air Standards . National Ambient Air Quahty Stan- MEAM . Municipal Energy Agency of Mmis-
dards sippi

ANO. The two units at AP&L's Arkansas Middle South System . The Company and its vanous direct
Nuclear One Generating Sta- and indirect subsidiaries
tion MP&L. Mississippi Power & Light Company

ANO Na 1. Umt No. I of AP&L's Arkansas Nu* MSE , Middle South Energy. Inc.
clear One Generatmg Station

MSS . Middle South Services. Inc.
ANO No. 2. Unit No. 2 of AP&L% Arkansas Nu-

clear One Generatmg Station MSU or Company . Middle South Utahties, Inc.

New Source Standards. New Source Performance StandardsAP&L. Arkansas Power & Light Company
NOPSI . New Orleans Public Service Inc.APSC . Arkansas Public Senice Commission
NPDES . National Pollutant Discharge Ehmi.

A rk.Mo . Arkansas-Miwouri Power Company "" " #*
Associated . Associated Natural Gas Company

. uc ar eghmy Gnmusn
Company or MSU . Middle South Utihties. Inc. Osceola . . City of Osceola. Arkansas
Conway . The City of Conway. Arkansas

PSCM . Public Senice Commiwion of Mis-
Couned. Couned of the City of New Orleans ouri
CPI-U . Consumer Price Index for all Urban Reynolds. Reynolds Metals Company

* * ""## *" ""
CWIP . Co tr c Work In Progress

3
DOE. Department of Energy SMEPA . South Mmissippi Electric Power As-
EPA Environmental Protection Agency sociation
EPRI. Electric Power Research Institute SPA. Southwestern Power Administration
ERDA. Energy Research and Development State Plan . State Impementation Plan

Admmistration
System Agreement . Agreement among the five System

FLRC. Federal Energy Regulatory Commis- operating companies relating to the
5' " shanng of generating capacity and

FPC. Federal Power Commission other power sources
FWPCA. Federal Water Pollution Control Act System operating com-
Grand Gulf Plant . MSEi Gr nd Gulf Generating Sta. panies . AP&I, Ark-Mo. LP&L. MP&L arJ

tion tnuclear) NOPSI

Iloiding Company Act Pubhc Utahty lloiding Company Act TVA, Tennesse- Valley Authority
of 1935 United . United Gas Pipe Line Company

llWI. Ifandy Whitman Index of Pubhc Waterford No. 3. Umt No. 3 (nuclear) at LP&L's Wa-
Utdtty Construction Costs terford Steam Electric Generating

Independence Plant . AP&L's Independence Steam Elec. Station
inc Generatmg Station (coal) West Memphis . City of West Memphis, Arkansas

White Bluff Plant . AP&L's White Bluff Steam Electne
Generatmg Station (coal)

PART I
ITEM I. BUSINESS

GENERAL

MSU, incorporated under the laws of the State of Flonda on May 27, 1949, is a holding company
registered under the lloiding Company Act and neither owns nor operates any physical properties. MSU is
the owner of all the outstanding common stock of its principal operating subsidiaries, AP&L, Ark-Mc,
LP&L, MP&L and NOPSI.

1

.



--

date or cost of Waterford No. 3 and the Grand Gulf Plant. (See " Regulation and Litigation-Atomic Energy
Act of 1954 and Energy Reorganization Act of 1974," with respect to the December 1979 revision of the
scheduled commercial operation dates of the Units at the Grand Gulf Plant.) Additionally, MSU cannot
predict whether new regulations or design changes spplicable to currently operating nuclear facilities will be
required or what effect, if any, these investigatians may have upon the operation of nuclear facilities,
including ANO, in the future. Since April 1979, the NRC has developed an extensive list of requirements for
nuclear plants through the activities of its " Bulletins and Orders", " Lessons Learned" and Emergency
Planning task forces. The requirements include plant design modifications, accident analysis and procedural
changes. The affected Middle South System operating companies have committed themselves to implement
these items within the time frames requested by the NRC. Certain other modifications which have already
been required are referred to in " Regulation and Litigation-Atomic Energy Act of 1954 and Energy
Reorganization Act of 1974."

Fuel Supply

The Middle South System's primary source of fuel has traditionally been natural gas. Curtailments of
natural gas deliveries have required the System operating companies to burn large amounts of higher priced
oil. To diversify the Middle South System's generating fuels base, the first nuclear-fueled generating unit went
into operation in December 1974 and the second unit is expected to be in commercial operation in the first
quarter of 1980. In addition, the Middle South System presently has under construction three nuclear-fueled
units and four coal-fueled units (see " Construction Program"). The first coal-fueled unit is scheduled for
commercial operation in 1980. For further infermation with respect to supplies of (i) natural gas, (ii) fuel
oil, (iii) cml and (iv) nuclear fuel, see " Fuel Supply"

Need for Rate Relief and Rate Matter

To offset increasing costs and to maintain earnings at r.cceptable levels, certain of the System operating
companies have recently requested, and will in the future request, increases in retail or wholesale electric and
gas rates from state or municipal regulatory authorities or the FERC. (See " Rate Matters".)

The Attorney General of Arkansas filed a complaint with the APSC on April 23, 1979, in which he
alleged that AP&L had erroneously applied the existing fuel adjustment clause to retail customers from April
1977 through March 1979 and thereby overcharged these customers $17,297,000 ($2,205,000 in 1977,
$12,945,000 in 1978 and $2,147,000 in the three months ended March 31,1979). The complaint alleged that
such overcharges would continue as long as AP&L continued to apply the fuel adjustment clause in the same
manner. This matter is discussed in Note 10 to Financial Statements and in " Rate Matters-AP&L", to
which reference is hereby made.

Compliance With Environmental Standards

Oil, coal and nuclear-fueled generation require various types of pollution control equipment While the
Middle South System generally is not experiencing significant delays attributabic to emironmental standards,
it is incurring additional capital costs and operational expenses to meet such standards and may, in the
future, incur additional costs and expenses. The System operating companies have had no difficult) in
complying with present air quality standards when burning solely natural gas as boiler fuel. (See "Regulatio,
and Litigation-Environmental Regulation".)

Federal Ixgislation

Federal energy legislation enacted in 1978, among other things, (i) requires state public utility
commissions to consider standards relating to retail rate design, restrictions on automatic adjustment clauses
and time-of-day and seasonal rates (ii) requires states to develop residential energy conservation plans, (iii)
grants the FERC authority to order wheeling and interconnection in specified situations and to limit

3
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automatic adjustment clauses for wholesale rates, (iv) deregulates the first sale prices of natural gas in 1985,
(v) extends price regulation of natural gas to the intrastate market, (vi) provides for incremental pricing of
higher priced new gas to industrial customers (other than electric utilities) of interstate pipelines, (vii)
prohibits existing power plants from using natural gas as boiler fuel after 1990 with provisions for exemption
from such prohibition until the year 2000 (viii) prohibits the use of natural gas in an existing electric power
plant in greater proportion than the average yearly proportion of natural gas which such power plant used as
a primary energy source in calendar years 1974 through 1976 with provisions for exemption from such
prohibition, and (ix) grants the Secretary of Energy the authority to limit or prohibit the use of petroleum
and natural gas in certain existing power plants. See " Fuel Supply" with respect to exemptions granted to
certain of the System operating companies in 1980 relating to their use of natural gas as power plant fuel.

Certain of the System operating companies are petitioners in litigation, which has been set for hearing on
September 22,1980 before the United States Court of Appeals for the Fourth Circuit, seekingjudicial resiew
of rules promulgated by the DOE to implement the portions of such legislation which would prohibit and
regulate the use of petroleum or natural gas as a primary energy source in electric power plants. (See " Fuel
Supply".)

HUSINFSS OF SYSTEM OPERATING COMPANIFS
As of December 31, 1979, the System operating companies furnished electric service to 1,432

communities, of which 26 were served at wholesale, and to extensive rural areas at wholesale and retail, in the
States of Arkansas, Louisiana Mississippi and Missouri. In addition, NOPSI furnished gas and transit
services in the City of New Orleans and Ark-Mo's subsidiary, Associated, provided gas service in certain
areas of the States of Arkansas and Missouri. For information with respect to the proposed disposition of the

3
gas properties of Associated, the proposed divestiture of the transit properties of NOPSI and the proposed
consolidation of the operations of Ark-Mo and AP&L, see " Regulation and Litigation-Holding Company
Act"

The aggregate population of the Middle South System area is approximately 5,000,000. Although the
area is predominantly agricultural, it has a large number of natural resource industries and has had a
continued growth ofindustry.

As # % ember 31, 1979, the System operating companies provided electric service to 1,520,147
custo: 1 NOPSI and Associated provided gas service to 240,454 customers as indicated below: |

Customers at
December 31. I",19

Area Served Electric Gas

AP&L.,. .. . . Portions of State of Arkansas 463,087 -

LP&L. . . . . Portions of State of Louisiana 500,710 -

MP&L , . . Portions of State of Mississippi 303,721 -

NOPSI . . . . ... . . . . City of New Orleans with exceptbn of one 193,769 177,136 I

ward served electricity by LPNL |

Ark.Mo . Portions of States of Arkansas and 58,858 - I... .., ... .

Missouri
Associated . . .. . . Portions of States of Arkansas and - 63,318

Missouri !

Consolidated . . 1,520,147 240,454 ). .. ...... . ... . . . .. .

l
1
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Selected 1979 sales data for the registrants is listed below. !

l
i

Selected Electric Energy Sales Data-1979
i

Conwlidated APAI. I PAI. M PA I. NOPSI j

(Millions of KHID

Sales to ultimate customers . . . . . . 47.479 13,684 20,550 7,275 4,602t
... ., ,

Sales for resale-affiliates . . . . . . . . . . . . . . . . . - 1,739 1,132 3,637 1,166

-ot h ers . . . . . . . . .. . . . 5,468 2,465 1,570 1,316 59

Total . . . 52,947 17,888 23.252 12,228 5,827
.. ....... . ... .. ..

Average use per residential customer (KWII) . I1.116 9,778 13,758 10,801 9,049

!
!

i

Selected Natural Gas Sales Data-1979

i Consolidated N OPSI

. . . . . . .. . 45,933 33,067Sales to ultimate customers (Million Cubic Feet)

i

The effect of natural gas and transit operations on consolidated operating revenues and income for each
of the five years ended December 31,1979 is immaterial on a consolidateo basis, but significant for NOPSI.
The following table shows consolidated operating revenues and operating income by type of business

,

(expressed as percentages) for ach of the five years ended December 31,1979. (See "NOPSI Industry
Segments" for a similar desc1ption of NOPSI's business segments.) llecause it is impracticable to allocate

3
interest charges and ot'ner income and deductions, the contribution to net income by type of business is not
shown.

4

! Year l'nded December 31

1979' 1978* 1977* 1976 1975

Conwlidated
Operating Revenues:

i Electne 91.6 % 91.9 % 92.0 % 92.9 % 93.3 %

{ Natural gas . . 6.4 5.9 5.8 5.5 5.3

i Tranut . 2.0 2.2 2.2 1.6 1.4

5- Total 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %
_

Operating Inceme (Lossh

| Dectric 99.5 % 97.8 % 98.6 % 101.2 % 103.9 %

i Natural gas . l.5 2.0 2.1 ,LO 1.5

Tranut and other (l.0) 0.2 (.7 ) (4.2 ) ($4)
4

| Total 100.0 % 100 0 % 100.0 % 100 0 % 100.0 %

1

!

1 ' Includes adjustment for transit subsidy. See " Regulation and Litigation-floiding Corapany Act"
i regarding the subsidy of NOPSI's transit operations by the City of New Orleans and Note (a) to Summaries

of Operations conce .ing the reclassification of certain revenues in 1979,1978 and 1977.:

The System operating companies eenerally are not in direct competition with privately or municipally

|
owned electric utilities. Ilowever, a fev, a:nnicipalities distribute electricity within their corporate limits and

i environs, and some of these generate all or a portion of their requirements.

I
; A number of electric cooperative associations or corporations serve a substantial number of retail

customers in or adjacent to areas served by the System operating companies. With the exception of those in
Arkansas, most of these cooperatives purchase all or a major portion of their energy requirements at

5

i

k
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wholesale rates from certain of the System operating companies. During ;he year ended December 31,1979, |
the total revenue received by the Middle South System from service supplied to rural electric cooperatises '

was 5.1% of consolidated electric operating revenues. Certain cooperatives in Arkansas, Louisiana and
Mississippi are participants in arrangements for the construction and operation of neam electric generating
stations w hich have superseded in part and may supersede, in whole or in part, the Middle South System as
the supplier of their power requirements.

Revenues derived from certain power supply contracts with Reynolds constituted approximately 1 L3%
of AP&L's total operating revenues for the year ended December 31,1979. The contracts, one with Reynolds
covering four plants located in Arkansas and the other with Reynolds and the United States of America,
acting through the Secretary of the Interior, in connection with Reynolds' Patterson Reduction Plant,
provide for AP&L to supply Reynolds with both power and energy to meet a stated amount of firm demand
and also to supply a variable amount of non-firm demand to Reynolds during off-peak periods. Both
contracts with Reynolds extend to December 31,1983, with Reynolds having the right under the first to
cancel, upon 48 months' notice, if the energy charge thereunder exceeds limits set for a consecutive 12 month
period or upon 24 months' notice after any adverse rate adjustment, while the second contract allows
Reynolds to cancel with one year's prior notice. (See "Regelation and Litigation-Other Regulation and
Litigation" for litigation in regard to AP&L's contract with Reynolds and the United States of America.)

A total of 11,959 persons were employed by the Middle South System at year-end 1979. Included in the
above number are 259 part-time employees. Details follow:

December 31.1979
l'all l' art Total
Time Time Employ ees

MSU. 3 - 3
AP&L. 3,668 46 3,714
LP&L. 2,274 55 2,329
MP&L 1,691 85 1,776,

NOPSI . .. 2,945 44 2,989
Other subsidiaries 1,119 _29 1,148

Total . I1,700 259 11,959
_

CONSTRUCFION PROGRAM

The 1980-1982 construction expenditures (exclusive of nuclear fuel costs) for the Middle South System
were estimated at March 1,1980 by MSU to total $2,632 million. The estimates by years are as follows: 1980,
$928 million; 1981, $960 million; and 1982, $744 million (including AFDC of $245 million for 1980,$248
million for 1981, and $133 million for 1982). The.-e estimates by company are as follows:

1980 1981 1982

(In Millions)
Registrants:

AP&L $285 $227 $210
LP&L 285 269 169
M P&I, 47 45 41
NOPSI . 30 26 28 !

Other subsidiaries: '

MSE 273 384 287
Ark-Mo and Associated . 8 9 9.

Consolidated . $928 $960 $744

6 |
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The estimated construction expenditures for 1980 for AP&L, LP&L, MP&L, NOPSI and MSU's other
subsidiaries, and on a consclid.cd basis, include:

Trans. Other
Production mission Distribution Plant

(In Millions)

Registrants:
$ 203 5 36 5 37 5 9AP&L. .. ... .. ... .. ..... ... . ... .... .

LP&L.. 234 15 35 1... ... . ... . .. .. . .

. . ... . . .. .... . .. .. . . . 5 25 14 3M P& L . . . .
10 - 10 10NOPSI . . . .. . . ... . . . . . .. . . .. .

Other subsidiaries:
273 - - -MSE . . . . . . .. .. . . . . . ... .

.. . . . .
- 1 3 4Ark-Mo and Associated . . .

S /25 $ 77 $ 99 $ 27Cc.nolidated . . . ... . .

The above table includes estimated environmental expenditures of $21 million for AP&L,533 million for
LP&L, $1 million for MP&L, $1 million for NOPSI and $6 million for MSE.

The following tabulation shows certain details with respect to certain planned generating facilities
.

included in the estimated construction expenditures for 1980-1982.'

S ned-.

Net Total aled
ICIPenditures g gg,, ygg,System y

Cape. Com- Cost of
/uel bility Before pany Per Com-

location Type MW 1980 1980 1981 1982 Costill KWi2) pietion

(Milliona of Dollars--except Cost Per KW)

AP&L
White Bluff No.1(3) Red 6 eld, Ark. Coal 422 5 207.3 $ 23.0 $ 2.9 - 5 229.6 $ 544(4) 1980
White BlutT. No. 2(3) Redneld. Ark. Coal 422 101.5 41.9 12.5 - 154.1 365(4) 1981

Independence, No.1(5) . Newark, Ark. Coal 422 315 78.2 95.0 $ 50.0 262.6 622(4) 1983

Independence, No. 2(5) . Newark. Ark. Coal 422 6.9 5.0 36.5 60.1 219.3 520(4) 1985

Sub-total . 351.2 148.1 146.9 110.1 $ 865.6
' LP&L

Waterford No,3. Killona, La. Nuclear 1.165 819.3 214.1 166.7 29.1 51.229.2 1,055 1982

Sub-total . 819.3 214.1 166.7 _2p 51,229.2
,

MSE
Grand Gulf. No. l(6) . Grand Gulf, Miss. Nuclear 1,125 1,147.3 210.3 227.I 67.1 51.651.8 1.468 1982

'
Grsnd Gulf. No. 2(6) . Grand Gulf. Miss. Nuclear 1,125 272.1 62.6 157.3 220.1 1.140.5 1,014 1985

Sub-total . 1,419.4 272.9 384.4 287.2 $2.792.3

Total . 52,589.9 56351 5698.o $426.4

(1) The costs shown include AFDC. Costs of acquiring nuclear fuel (net of amounts already provided
for under existing leases) excluded from construction expenditures of the nuclear units are estimated to
amount to (in millions) 54, $92 and $45 for the years 1980,1981 and 1982, respectively. For information
with respect to the sale and leaseback of nuclear fuel by AP&L, LP&L and MSE, see Note 8 to Financial
Statements. In 1978, SFI entered into an arrangement for the financing of $60,000,000 of expenditures in

|

| connection with its nuclear fuel procurement and services program for the Middle South System, see " Fuel

| Supply-Nuclear Fuel"
i

(2) Common costs are identified with the first unit of each station. Therefore, the Cost Per KW is
substantially greater for the first, as compared to the second units, at the White Bluff, Independence, and
Grand Gulf Plants.

7
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(3) In 1977 AP&L sold a 35% undivided interest in the White BlutT Plant to AECC and a 5%
undisided interest to Jonesboro. The expenditures for these Units reflect AP&L's 60% share of the cost of
construction through June 30, 1979, no expenditures except AFDC through Septembei 10,1979 (during
whieh period Conway paid 60% of the cost of t instruction) and thereafter 58%, based upoa an exchange of
properties which was made with Conway pursuam ' a contract effective July 1,1979 under which Conway
became the owner of a 2% undivided interest. West Memphis has paid 58% of the cost of the ,:onstruction of
the White Bluff Plant from February I to March 7,1980 and has paid 1% of such cost since March 7 under a
contract which obligates it ta exc iange the property so acquired with AP&L for a 1% undisided interest in

~

the White BlutT Plant. Construct'an expenditures in 1980 are not reduced by the initial participation amount
by West Memphis. The Total S' stem Company Cost shown is 57% of the total project cost, including coal
handling equipnw costs. In 1979, AP&L determined that the net capability of each of these Units is 740
MW instead of ~00 MW. On December 20,1979, AP&L exchanged a fractional undivided interest in the
White Bluff Plant for the entire undivided ownership interests of AECC and Jonesboro in the coal handling
equipment for Unit No. I and Unit No. 2 of the White BlutT Plant. Concurrently, AP&L sold a portion of
such equipment to a trustee acting for severalinstitutions and leased back such equipment under a net lease
having a primary term of twenty-fne years. The proceeds from such sale to AP&L were approximately $24.7
million. During 1980, AP&L expects to sell and lease back the remainder of such equipment, which is
expected to result in the receipt by AP&L of additional proceeds totaling approximately $18.8 million. The
estimated expenditures for these White Bluff Units hat not been adjusted to reflect the sales of the coal
handling equipment.

(4) Costs of sulfur dioxide removal equipment for the White Bluff and Independence Plants are not
included in the above Costs Per KW. The Plants have been designed and are being constructed so that such
equipment could be installed should it become economically feasible and should AP&L be required to make
such installation in the future. AP&L has estimated that the Cost Per KW would be increased to
approximately $649 and $440 for Unit No. I and Unit No. 2 of the White BlufT Plant, respectisely, and to
approximately $722 and $593 for Unit No. I and Unit No. 2 of the Independence Plant, respectively, should
sulfur dioxide removal equipment be required. AP&L expects to burn low sulfur coal from Wyaming to
operate the White Bluff and the Independence Plants. For information with respect to existing agreements for
fuel supplies, see " Fuel Supply"

(5) On July 31, 1979, AP&L transferred to AECC, Jonesboro and Conway a 35%, 5% and 2%
interest, respcotively, in the Independence Plant. In addition, AP&L sold and conveyed a 1% interest to
West Memphis on January 24,1980 and a 0.5% interest to Osceola on March 3,1980. The expenditures for
these Units reflect the full cost of construction through June 30,1979, aryd 58% thereafter. The amount
shown for 1980 has not been reduced for any payments by West Memphis and Osceola. The Total System
Company Cost shown is 100% of coal handling equipment costs and 57% of all other project costs. In 1979,
AP&L determined that the net capability of each of these Units is 740 MW instead of 700 MW.

(6) Negotiations are currently being conducted for the acquisition of a 10% undivided interest in the
Grand Gulf Plant by SMEPA during 1980. The expenditures for these units are estimated to reflect the full
cost of construction through May 31, 1980, no expenditures except AFDC and taxes capitalized through
February 28,1981 (during which period SMEPA is expected to pay for the basic cost of construction, see
" Regulation and Litigation-Atomic Energy Act of 1954 and Energy Reorganization Act of 1974" for
information concerning the acquisition by SMEPA of 10% of the Grand Gulf Plant) and thereafter 90% of
the cost of construction. \ssuming consummation of this acquisition,90% of the capability of the Grand
Gulf Plant, or 2,250 MW, would be available to the Middle South System. At December 31, 1979,
construction of Units No. I and 2 of the Grand Gulf Plant was appro>imately 80% and 24% completed,
respuisely, and engineering was approximately 917o and 43% completed, respectively.

Construction of ANO No. 2 is complete. An operLting license for this unit was issued in the summer of
1978. Testing of the unit is continuing and it is expected to be in commercial operation in the first quarter of
1980 (see " Regulation and Litigation-Atr i Energy Act of 1954 and Energy Reorganization Act of
1974"). For information with respect to the fuel supply fu ANO, see " Fuel Supply-Nuclear Fuel"

8
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The foreping are only estimates of construction expenditures for the various facilities referred to.
Actual experditures and dates of completion for the various construction projects may vary from the
estimates because of availability of financing, changes in the pla is of the respective companies, cost?

l.' :ctuations, sales ofinterests in projects, availability oflabor, r .aterir.ls and equipment, licensing and testing
delays and other factors. The Middle South System is continuirig to experience increases in costs for
construction of new facilities as a result of continuing rises in the costs of material, labor and capital,
increasing requirements of expenditures for ensironment il and ecological purposes, and deferred completion
dates of projects. (See " Regulation and Litigation-Environmental Regulation" for the estimated araout of
environmental expeeditures during the period 1980-82.) ,

In addition to construction of utility plant, SFI expects to increase its investment in its fuel precurement
and exploration programs. SFI's increased investment (excluding fuel oil inventory) is expected to be $62
million in 1980, $42 million in 1981 and $135 million in 1982. Middle South System expenditures for nuclear
fuel not already provided for under existing leases will amount to $4 million in 1980, $92 million in 1981 and
$45 million in 1982.

FUTURE FINANCING
Construction expenoitures (exclusive of nuclear fuel costs) for the Middle South System during the

period 1980 through 1982 were estimated at March 1,1980 by MSU to be approximately $2,632 million
(including $626 million in AFDC). During the period 1980-1982, increased investment in the fuels programs
net of amounts provided for 'y existing leases will add $380 million to total capital requirements (including
nuclear fuel cost not provided for under existing leases). MSU estimates that $1,513 millior. will be raised
from sources outside the Middle South System through the sale of additional bonds and shares of preferred
stock, long and short-term borrowings and pollution control revenue bond financing and through the sale and
leaseback or repurchase of property, Approximately $521 million is expected to be raised from the sale of
MSU Common Stock. The balance of the capital expenditures for the period 1980 through 1982, presently
estimated at $978 million, is to be met with interr a?y generated funds (including $626 million in AFDC-
see Note (e) to Summaries of Operations).

In addition to the financing requirements needed for capital expenditures, MSU estimates that during
the period 1980-1982 the Middle South System will need to raise capital funds from external sources to
refinance maturing long term debt, or to make sinking fund redemptions, totalling $322 million and to
redeem $9 million of preferred stock pursuant to sinking fund requirements. See Notes 2 and 3 to Financial
Statements.

The coverage provisions of the indentures and charters of the System operating companies gerierally
require minimum earnings coverages of twice the pro forma annual bond interest charges'for the issuance of
additional bonds and minimum earnings coverages of one and one-half times the pro forma annual interest
charges and preferred dividends for the issuance of additional shares of preferred stock.

On the basis of the formulas contained in the indentures and charters of certain of the System operating

companies, the earnings coverages for the years ended December 31,1975 and 1979 would.be those stated in
the following tabulation:

AP&I. I.PAI. MPAi N OPSI

Preferred Preferred P.eferred Preferred

Year llonds Stock llands Stock flonds Stock flomis Stock

1975 l.80 1.38 2.45 1.81 2.86 t.81 1.92 1.33

1979. l.56(a) 1.58(a)(t0 1.71 1.36 3 00 1.87 2.46 1.54(c)

(a) Includes in earnings the effect of thee revenues which are the subject of a complaint filed by the
Attorney General of Arkansas with the APSC and those which were ,aentioned by the APSC in a
preliminary order and referred to under " Rate Matters-AP&L"

(b) As adjusted to give effect to the sale in January 1980 of 2,000,000 shares of 13.28% Preferred Stock,
Cumulative, $25 Par Value.

9

- .. . . .- . - . . - - _- ---- --.- .-- - - - _ - -



r 1

(c) As adjusted to give etTeet to the proposed sale in March 1980 of 150,000 shares of Preferred Stock,
Cumulative, $100 Par Value, at an assumed annual dividend rate of 15%.

Based on the above earnings coverage tests as of December 31,1979, and assuming the availability of
bondable property, AP&L, LP&L, MP&L and NOPSI could have issued first mertgage bonds or preferred
stock amounting to the following, at an assumed interest and dividend rate of 15%:

l'irst
Mortgage Preferred

Ho-ds Stock

AP&L. - $39,000,000. . . .

LP&L . . . . - -

M P&L . . . . . . . $60,000,000 38,000,000
NOPSI ,

. . 13,300,000 2,000,000

Total $73,300,000 $79,000,000.. . .

In addition to the above first mortgage bonds these System operating companies could issue additional first
mortgage bonds for refunding purposes.

The amounts of additional bonds and preferred stock which can be issued by the System operating
companies in the future are contingent upon earnings and may be contingent upon the ability of the System
operating companies to obtain adequate rate relief.

Certain of the System operating companies have arranged and are attempting, to the extent practicable,
to arrange in the future for the financing of certain of their estimated expenditures for pollution control
facilities through the issuance by local governmental units of pollution control revenue bonds.

MSE estimated at December 31,1979, that the total cost to MSE, assuming a 90% ownership interest,
for the Grand Gulf Plant, excluding nuclear fuel, will be approximately $2,792.3 million. Sce " Regulation
and Litigation-Atomic Energy Act of 1954 and Energy Reorganization Act of 1974" for further
information with respect to the pending acquisition of 107c of the Grand Gulf Plant by SMEPA and the
December 1979 revision in the scheduled completion dates of Unit No. I and Unit No. 2 of the Grand Gulf
Plant from 1981 and 1984 to 1982 and 1985, respectively. In connection with the Grand Gulf Plant, MSU
has undertaken, to the extent not obtained by MSE from other sources, to furnish or cause to be furnished to
MSE sufficient capital for construction and operatio . of the Grand Gulf Plant and related purposes. Through
December 31,1979, MSU had invested $385.7 muon in the common stock of MSE. At December 31,1979,
MSE had made interim. term bank borrowmgs of $547 million, which are due December 31,1982, under a
$565 million revolving loan agreement with a group of banks. In March 1980, MSE entered into an
amendment to the loan agreement to increase the total amount of borrowings permitted thereunder to $808
million and to extend the term of the borrowings thereunder to December 31,1985. At December 31,1979,
MSE had issued and sold $400 million ofits First Mortgage Bonds,9%% Series due 1989. In January 1980,
MSE entered into an agreement under which it has issued and sold $15 million and will issue and sell on or
prior to July 1,1980, an additional $83.5 million ofits First Mortgage Bonds,12%% Series due 2000. MSE is
obligated to make annual cash sinking fund payments with respect to the 9%% Bonds commencing July 1,
1982 designed to retire $328 million of those Bonds by maturity and with respect to the 12K% Bonds
commencing in January 1,1985 designed to retire about $93.5 million of those Bonds by maturity. Also,
MSE has covenanted with the bondholders and the banks that it will complete Unit No. I no later than
December 31,1982. MSE has also covenanted with the bondholders that Unit No. 2 will be completed no
later than December 31,1986. In the event either of these covenants is not fulfilled or MSE defaults in respect
of either the Bonds or the bank borrowings, the Bonds and the bank borrowings will become due and payable
unless extensions of time can be arranged. In these cases, MSU would be required to provide MSE with
sufficient funds, to the extent not obtained by MSE from other sources, to meet these payment obligations of
MSE with respect to any of the foregoing $498.5 million of Bonds and bank borrowings urder the $808
million revolving loan agreement, which are then outstanding.

10

- - - - _ _ _ _



,. .- - --

|

| MSE and the System operating companies hase entered into a series of agreements (collectively,
" Availability Agreement") whereby (i) MSE has agreed to complete the Grand Gulf Plant, to join in the
System Agreement (see " Property-interconnections" for information with respect to the System
Agreement) on or before the completion of the first unit of the Grand Gulf Plant and to sell to the System
operating companies power available from the Grand Gulf Plant under the terms of the System Agreement,'

(ii) the System operating companies have agreed to pay to MSE (on the apportionment bases provided for in;

the Availability Agreement) such amounts as (when added to any amounts received by MSE under the; -

System Agreement or otherwise) will be at least equal to MSE's operating expenses or an equivalent amount'

if either unit is not in operation (including such expenses as might be incurred by MSE for maintenance andi

surveillance in the event of shutdown of either or both ur.its), including MSE's interest charges and an
amount equal to an assumed depreciation rate for 27.4 years of 3.65% per annum applied to MSE's gross
investment in the Grand Gulf Plant (exclusive ofland and land rights), (iii) the System operating companies
have agreed to make subordinated advances under certain circumstances to MSE in amounts equal to
payments which would otherwise be owing under the payment formula of the Avat' Hlity Agreement
described in (ii) anc e and (iv) the System operating companies have agreed that their obligations to make

j
payments or advances to MSE are absolute and unconditional. The requirement to make payments under (ii)'

above commences on the date on which either unit of the Grand Gulf Plant is placed in commercial
operation; provided that if Unit No.1 is not placed in commercial operation prior to December 31,1982, the

|
commencement date is December 31, 1982; and provided, further, if Unit No.1 is placed in commercial

}
operation prior to December 31,1982 then, with respect to the assumed depreciation charge related to Unit

1 No. 2, the commencement date is the earlier of the date of commercial operation of Unit No. 2 or December
31,1986.

i Dividends of $1.52 per share were paid by MSU on its Common Stock in 1979. MSU's tax position in
1979 was such that 49.04% of the July 2 dividend payment and 61.75% of the October i dividend payment
m. d.timated to be nontaxable as dividend income to the stockholder. These percentages are subject to
verification and approval by the Internal Revenue Service at a future date. The portion of a dividend payment
which does not represent income is treated under the Federal income tax law as a return of the shareholder's
capital and necessitates a reduction in the tax basis of the shares on which these dividends were paid.

I

Dividends paid by AP&L on its preferred stock in recent years have been fully taxable as .sidend'

income to recipient shareholders. AP&L's tax position in 1979 was such that 100% of the preferred stock
dividend payments in 1979 are estimated to be nontaxable as dividend income. This estimate is subject to
verification and approval by the Internal Revenue Service at a future date. The portion of a dividend payment

i
which does not represent dividend income is treated under the Federal income tax law as a return of the
shareholder's capital and necessitates a reduction in the tax basis of the shares on which such dividends were
paid.

;

1

RATE MNITERS
:
t

General
i

i
,

As of March 1.1980, certain of the System operating companies had pending applications before their
,

! state or municipal regulatory authorities or the FERC or on appeal before the courts, for electric and gas rate
j increases. Lc:ain of the applications also request authorization to modify other provisions of rate schedules.

For details as to various electric and gas rate increase applications of the System operating companies,
see below under this heading.

i
1I'

i

I
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AP&L

AP&L, on April 30,1979, filed with the FERC an application for an increase in its wholesale rates. It is
estimated that based on a projected test year ended December 31,1979, the request would increase resenues
of AP&L approximately $6,700,000 per year. On hiarch 7,1980, AP&L placed these rates in effect, subject to
refund. Under the terms of a settlement agreement entered into in January 1980 between AP&L and its
intervening wholesale customers, subject to the required approval of the FERC, AP&L's proposed rate
increase would be changed to approximately $4,700,000. AP&L has agreed with its intervening wholesale
customers that in the esent that the incrcased retail rates authorized by the APSC's February 29,1980 order
(discussed in the next paragraph) have not been implemented by AP&L by April 7,1980, AP&L will refund
to its wholesale customers a portion of the increased rates implemented N1 arch 7,1980. In addition, AP&L

i has agreed to seek FERC approval of the use at wholesale of a fuel adjustment clause similar to whatever fuel
'

adjustment clause the APSC approves in AP&L's pending retail rate increase proceeding.

On October 23,1978, AP&L filed with the APSC an application for an increase in its retail electric rates
which would produce approximately $29,000,000 ofincreased revenues based on a June 30,1978 test year.,

The $29,000,000 was subsequently changed to approximately $27,000,000 primarily because of changes in the
Internal Revenue Code. The filing included: optional time-of-day rates for residential customers; a lower
residential rate for customers with low year-round usage; air-conditioning load control switch programs for
commercial customers; and stand-by service for customers who desire to generate their own electricity. The
application primarily involves rate structure changes for the commercial operation of ANO No. 2 which is
now estimated for the first quarter of 19E0 On September 12, 1979, AP&L and the Staff of the APSC
executed a written stipulation recommending t3 the APSC that AP&L's rates be increased to produce
additional annual revenues of $13,$ '8,000 on the test year basis; that decommissioning costs for nuclear
plants be determined and added to tl<e rates described above; and that an agreed fuel adjustment clause be
adopted and negative salvage value of nuclear fuel be recovered under that clause. The APSC has ruled that
no part of any increase in rates in tinis case will be placed in effect until ANO No. 2 is in commercial
operation. On February 29,1980 the APSC entered an order granting rate increases designed to produce
additional revenue of $14,695,000 on a test-year basis; requiring mandatory time-of-use rates for all
industrial, commercial and special class customers whose loads exceed 100 KW; permitting optional time-of-
use rates for residential customers; requiring AP&L to make the air-conditioning load control switch
program available on an optional basis to customers who elect time-of-use rates; requiring tariffs for charges
to qualified cogenerators to be the same as tariffs for payments to cogenerators; requiring the use of a three
base fuel adjustment clauw until one of the nuclear un;ts has been out of service for 30 consecutive days for a
reason other than refueling, after which AP&L will go to a single base fuel adjustment clause with 90'7c of the
added expense being passed to the customer and IC9c being absorbed by AP&L; permitting AP&L to add to
the rates amounts sufficient to pay the costs ci decommissioning the nuclear'nlact ar.d transporting and
storing spent nuclear fuel. The APSC four.si, in the order, that there was no eviden a support the difference
in risk as to classes of customm wmch AP&L has used, and ordered AP&L to cease using risk multipliers. If
this portion of the order is not changed, it will result in a substantial increase in rates for residential customers
and a nduction in rates for inductnal and commercial customers. On March 6,1980, the staff of APSC filed a
petition for rehearing requesting the APSC to modify this portion of the order. On March 7,1980, AP&L filed
a response requesting a similar modification, and the APSC entered an order directing AP&L and all
intersenors to file any responses they have to the staffs petition for rehearing by March 17,1980.

The Attorney General of Arkansas filed a complaint with the APSC on April 23,1979, in which he,

alleged that AP&L had erroneously applied the existing fuel adjustment clause to retail customers from April
1977 through March 1979 and thereby overcharged these customers a total of $17,297,124 and that such
overcharges would continue as long as AP&L continued to 2pply the fuel adjustment clause in the same
manner. The Staff of the APSC filed a Motion concurring :n the Attorney GeneraPs onclusion that AP&L
erroneously applied the fuel adjustment clause and alleging that the overcharges f om April 1977 through
March 1979 totaled $17,158,719. AP&L does not believe there was any erroneous application or overcharge.
On July 3,1979, the APSC issued an interim order directing AP&L to begin and continue in the future
applying its fuel adjustment c!ause according to the Attorney Generars inte pretation when the nuclear
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generating units are not down for refueling and in accordance with AP&L's interpretation when the nuclear
generating units are down for refueling. The July 3,1979 order stated it was not deciding the propriety and
legality of ordering refunds by AP&L for its administration of the fuel adjustment clause from May 21,1976
(which was the date of a fmal order of the APSC under which a new fuel adjustment clause similar to the
clause which was the subject of the Attorney General's complaint was placed in etrect) to the date of the July
3,1979 order and stated that decision nuld be made later. AP&L has appealed the decision to the Circuit
Court of Polaski County, Arkansas.

All of AP&L's present retail rate s.Sedules, with the exception of the large power supply contracts with
Reynolds, have a multiple base fuel aJjustment clause which provides for the recovery of the cost of nuclear
fuel in excess of 2.557 mills per KWII, fos,il fuel in excess of 15.246 mills per KWil and purchased power in
excess of 16.444 mills per KWII incurred in the second preceding month. In addition, the fuel adjustment
factor contains an amount for a nuclear reserve fund, estimated to cover the replacement cost of energy
which would have been generated by nu lear fuel when the nuclear plant is down for refueling. This fund
bears interest and is credited to the fuel md purchased power expenses incurred during the time the nuclear
plant is actually down for refueling. Tae February 29, 1980 order of the APSC in the retail rate case of
AP&L will change the fuel adjustment clause and collection thereunder. The actual effect of the order will
not be known until rate design discussions have been concluded with the APSC. Energy charges to Reynolds
on energy not supplied by SPA under a contract, dated January 29,1952, are based on the weighted average
cost of fuel and purchased power anj therefore do not contain a fuel adjustment factor. For information
concerning the power supply contracts with Reynolds, see "Husiness of System Operating Companies."

The wholesale rates to municipal and distribution cooperative customers contain a single base fuel
adjustment clause, which is based on the weighted average cost of fuel and purchased power in the second
preceding month in excess of a stated base. Reference is made to the first paragraph under " Rate Matters-
AP&L" for a proposed change in AP&L3 wholesale adjustment clause.

All rate schedules (including contracts fixing rates), except the large power supply contracts with
Reynolds, the service schedules under intercorinection agreements with other utiliaes and those applicable to
rural electric cooperatives, contain a tax adjustment clause to coser increases and decreases in taxes which is
operative only by approval of the APSC. A municipal tax adjustment rider is in effect whereby billings to
custemers of AP&L within a municipality will be increased by an amount equal to the excess of any charges
(other than special millage or general taxes applicable to all taxpayers) levied by that municipality upon
AP&L over the standard franchise tax. On February 7,1980 the APSC entered an order requiring that
AP&L, on or before December 31, 1980, eliminate from base rates an amount representing municipal
franchise taxes and collect from customers residing in each municipality all of the franchise tax levied by that

municipality on AP&L

Ark-Mo and Associated

On September 14, 1979, Associated filed with the APSC an application for an increase in its retail gas
rates which would have produced approximately $1,500,000 ofincreased resenues if the proposed rates had
been in effect during the twelve months ended May 31,1979. The application requested emergency interim
relief. The APSC held a hearing on the mat:er, and subsequent thereto, Associated receised authorization
from the APSC to put into effect rates which will result in $1,258,000 of additional revenues on gas consumed
after October 17, 1979. This increase is subject to refund with interest, pending final determination of the
matter.

Ark-Mo's Arkansas retail and resale fuel adjustment clauses allow fuel cost recovery on their respective
sales. On April 14, 1976, the PSCM issued an order effective June 1,1976 which continued automatic fuel
adjustment on all classifications of customers but excluded recovery of fuel costs related to oil-fired
generation and purchases. The Public Counsel appealed from the PSCM order. On June 29,1979, the
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Supreme Court of Missouri ruled that the PSCM did not have statutory authority to permit automatic fuel !
adjustment for residential and small commercial customers. In addition, the Court ruled that a surcharge I

'authorized by the PSCM in its 1976 order be refunded and remanded the case to the Circuit Court to
determine the amount of the refund and the persons entitled thereto. A motion for rehearing filed on behalf of
all Missouri electric utilities was denied on September 11,1979. The decision is now fmal and Ark-Mo will be
liable to refund $351,000 to its residential and small commercial customers and $949,000 to its large
industrial and commercial customers. The Circuit Court ordered the payment ofinterest on the refund at the
rate of six percent per annum from September 11,1979 until paid. The Public Counsel has appealed the
interest computation alleging that interest is due from the date the surcharge was collected.

As a consequence of the Missouri Supreme Court ruling, Ark-Mo on July 17, 1979 filed revised
permanent electric tariffs with the PSCM, which would increase revenues by $5,900,000 on an annual * sis.
Simultaneously with the filing for permanent rates, Ark-Mo requested an emergency interim rate increase of
$2,700,000 on an annual basis. The PSCM has suspended both the permanent rates and the interim rates
until June 14, 1980. However, on September 27,1979, the PSCM authorized Ark-Mo to increase its reta;l
electric rates $2,094,559 on an annual basis effectise October I,1979 after which automatic fuel adjustment
will no longe be applicable for any classification of customers. Of this amount, $1,260,671 is subject to
refund peneing further action by the PSCM. At the same time Ark-Mo agreed to withdraw the request for an
emergency interim rate increase for $2,700,000 upon final order from the PSCM approving the October I
rates. The Office of Public Counsel is seeking a refund of all revenues collected under the fuel adjustment
clause from the date of the Missouri Supreme Court decision on June 29,1979, to the date on which those
clauses were eliminated on October 1,1979. Such revenues totaled $1,257,776.

LP&L

In July 1977 LP&L filed with the FPC an application for an increase in LP&L's rates to rural electric
cooperatives, which would result in additional annual revenues of approximately $7,489,000. LP&L's
application also requested an increase in LP&L's rates to the four municipalities to which it serses firm
power, the effect of which would result in additional annual revenues of approximately $1,055,000 above the
resenues produced by rate schedules currently in effect as to these municipalities, based on a test year ending
December 31,1977. The application proposed, among other things, (a) the inclusion of all CWIP in the rate
base, based upon FPC Order No. 555 which permits such inclusion "where the utility is in severe financial
stress", and (b) the concurrent cessation of capitalization of AFDC on the CWIP so included. Decision on
the application is currently pending before the FERC.

In November 1976, LP&L filed with the LPSC a general rate increase application, asking authorization
to put into effect new retail rate schedules designed to provide additional revenues of approximately
$54,000,000 annually on the basis of pro forma 1976 test year data. The application proposed, among other
things, the inclusion of CWIP in the rate base and the concurrent cessation of capitalization of AFDC on the
CWIP so included. On November 23,1977, the LPSC issued its order thereon allowing LP&L rate increases
only to industrial customers designed to produce additional revenues of approximately $4,970,000 annually
on the basis of the test year and denying the proposed treatment of CWIP On appeal by LP&L to the 19th
Judicial District Court for the Parish of East Baton Rouge, Louisiana, that Court, on July 24,1978, signed a
judgment setting aside the LPSC order, permitting LP&L a rate increase of $13,790,000, allocated in the
manner which the LPSC, acting at the direction of the Court, had theretofore found to be in order, which
allocation included rate increases to industrial customers of approximately $4,970,000, and ordering LP&L
to render an accounting as to any refund or credit due the indestrial customers for amounts paid by them
pursuant to the LPSC order of November 23,1977, from the implementation thereof by LP&L to July 24,
1978, in excess of the amount which would have been allocable to them if the increase permitted by the LPSC
order had been allocated among all classes of customers in the proportions established by the Court's
judgment. On March r,1979, LP&L filed with the District Ccurt a motion for allocation, rendering an
accounting showing a refund or credit of approximately $2,880,0C0 to be due the industrial customers and
asking for an order authorizing such refund or credit and an offseiting surcharge in the same amount to be
allocated among and collected from LP&L's other classes of custorners. On May 11,1979, the District Court
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signed a judgment ordering such refund or credit and denying such offsetting surcharge. On appeal, this'

judgment was affirmed by the Louisiana Supreme Court on November 12,1979 and a rehearing was denied
by that Court on December 13,1979. In May 1979, LP&L recorded on its books a reduction in operating ,

lrevenues of 52,880,000, which amount has been refunded to customers.
.

On December 18,1978, LP&L filed with the LPSC a general rate increase application with respect to
customers under its jurisdiction, asking authorization to put into effect new retail rate schedules designed to -'

i provide additional revenues of approximately $114,700,000 annually on the basis of the test year ended
4 . August 31,1978. The application proposed, among other things, the inclusion of CWIP in the rate base and

the concurrent cessation of capitalization of AFDC on the CWIP so included. On December 18,1979,the
LPSC, by order, granted LP&L a $59.6 million increase in its electric service rates, but the LPSC did not,

| allow the inclusion of CWIP in the rate base as requested in LP&L's application. On March 11,1980, a group
i of industrial customers filed in the 19th Judicial District Court for the Parish of East Baton Rouge,

Louisiana, an appeal from the LPSC order of December 18,1979, asking that such order be annulled insofar
'

as it grants a rate increase allocated on a flat kilowatt hour basis and that the increase be allocated among
customer classes on a cost of service basis, and asking further that LP&L's industrial customers be given
credit or reimbursement for amounts paid under the LPSC order in the interim in excess of what they would
have pa.J had the increase been allocated among customer classes on the basis of cost of service. LP&Li

intends to seek expedited inandling of the appeal and affirmance of the LPSC order. The matter is pending.
i

The rates of LP&L's retail customers in the Fifteenth Ward of the City of New Orleans are regulated by
j the Council rather than by the LPSC. On March 6,1979, LP&L filed with the Council a rate increase

application with respect to such customers asking authorization to put into effect new retail rate schedules
designed to provide additional revenues of approximately $3,191,000 annually on the basis of the test year
ended August 31, 1978. On January 7,1980, LP&L filed an amended application asking authorization to
implement the same rates authorized by the LPSC on December 18.1979, which would provide additional
revenues of 31,298,000 annually on the basis of a test year ended December 31,1978. After holding hearings
on the matter, the Council, by resolution adopted on February 21,1980, authorized the implementation of
the rates requested in the amended application, and such rates have gone into effect.

;
~

All rate schedules include adjustments for changes in the cost of fuel (which generally results in a two
month lag between changes in fuel costs and billings therefor) and directly allocable taxes such as sales or
excise taxes. In January 1979, LP&L received authorization from the LPSC allowing and requidng LP&L to
reflect in future billings to customers through the fuel adjustment clause net over or under-collectwns of fuel
costs in excess of those included in base rates. Concurrently with this change in billing for fuel costs, LP&L

! commenced deferring on its books fuel costs in excess of base rates until such costs are reflected in billings to

| customers pursuant to the fuel adjustment clause. See Note (c) to Summaries of Operations for the effect of
! this deferral on net incorne.

'
!

'

.
MP&L

1

MP&L's electric rate schedules sales to ultimate customers include fuel adjustment clauses which

permit MP&L to recover from custom , each month any increase or decrease in the estimated cost of fuel
j and purchased energy applicable to sales to ultimate customers. The calculations of the monthly fuel

| adjustment rate involve the use of projected sales and energy costs for the month, adjusted for any oser or
under recoveries due to differences between the actint and estimated costs of energy and sales levels for the>

second prior month.;

MP&L's wholesale rate schedules for municipal and rural cooperatise distributors include a fuel
adjustment c!xm w|ih aha a!!aws the recovery from customers of any monthly increase or decrease in the'

cost of fuel and purchased energy. The calculation of the wholesale fuel adjustment reflects such increase or
decrease based upon the cecond prior month's cost of energy.
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NOPSI
'

NOPSI's electric rate schedules include fuel adjustment clauses which allow for the full recovery of
increased power plant and purchased power fuel costs above the fuel costs collected through the basic rates.
Similarly, NOPSPs gas rate schedules include a gas cost adjustment clause which allows for the full recovery
of increased purchased gas costs above the gas costs collected through the basic rates. Both adjustment
clauses allow for the monthly reconciliation of actual fuel or purchased gas costs incurred and billed. Any
difference is included in the determination of the adjustments to be billed in the second following month. Two
months' interest at the prime rate is paid on any resultant overcollections.

PROPERTY

Generating Stations

The net capability of the Middle South System's generating stations at December 31,1979 by location is
indicated below:

Net Capability MWill
*' '

Steam Turbine ad
Fonil Internal

Incation Total (2) Fueled Nuclear Combustion Ifidro
Arkansas . . . . . . 3,390 2,200 836 285(3) 69
Louisiana . . . . . . .. 5,649 5,614(4) - 35 -

Mississippi . . . . .. 2,763 2,752 - 11 -

Missouri. 35 35.. . .. .... . . _- _- __

Total I1,837 10,601 836(5) 331 69.. . ... .

_ _ _

(1) " Net Capability" as used herein is the present dependable load carrying ability of the station, as
demonstrated under actual operating conditions based on the primary fuel which each station was designed
to utilize.

(2) Ownership of capacity, by location, is as follows: Arkansas, all capacity is owned by AP&L except
for 188 MW of gas turbine capacity leased by Ark.Mo; Louisiana,4,373 MW of fossil fueled capacity and 19
MW of gas turbine capacity is owned by LP&L and 1,241 MW and 16 MW, respectively, by NOPSl;
Mississippi, all capacity is owned by MP&Lt and Missouri,35 MW is owned by Ark-Mo.

(3) Includes 188 MW of capacity leased through 1999.
(4) Includes 203 MW Combine Cycle (Gas / Oil. Fired).

(5) The Middle South System's second nuclear. fueled unit, ANO No. 2, with a net capability of 912
MW is expected to attain commercial operation in the first quarter of 1980.

Interconnections

The electric power supply facilities of the Middle South System consist principally of steam electric
production facilities strategically located with reference to availability of fuel, protection of local loads and
other controlling economic factors. These are interconnected by a transmission system operating at various
voltages of up to 500 KV. Witu the exception of MSE's Grand Gulf Plant, ownership of facilities is in each
instance in the System operating company located in the area in which the facilities are located. Under the

| terms of the System Agreement among the System operating companies, generating capacity and other power
resources are shared Amoag other things, the System Agreement provides that parties to the System
Agreement who have excess generating capacity will sell the available excess to those parties to the System
Agreement who have deficiencies in generating capacity and that for this entitlement the purchasers will pay
to the sellers a capability equalization charge sufficient to cover the sellers' related operating expenses, fixed:

! charges on debt and a fair rate of return on related equity investment. Generating facilities are operated with
'

a view to realizing the greatest economy. This operation seeks, among other things, the lowest cost sources of
power from hour to hour. The minimum ofinvestment and the most efficient use of plant are sought to be
achieved in part through the coordinated scheduling of maintenance, inspection and overhael. Where energy
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is supplied with respect to which capability equalization payments have been made, the purchaser is required
to pay only the cost of fuel consumed in generating such energy. For other energy generated and supplied
under the System Agreement, the purchasers are required to pay the cost of fuel consumed in generating such
energy plus a charge to cover other incremental costs.

The System operating companies have direct interconnections with neighboring utilities, including, in
individual cases, Gulf States Utilities Company, Mississippi Power Company, Southwestern Electric Power
Company, SPA, Central Louisiana Electric Company, Inc., Oklahoma Gas and Electric Company, Empire
District Electric Company, Union Electric Company, AECC, TVA and SMEPA.

The System operating companies are members of the Southwest Power Pool, which has 41 members.
The primary purpose of the Southwest Power Pool is to ensure the reliability and adequacy of the electric
bulk power supply in the Southwest Region of the United States. The Southwest Power Pool is a member of
the National Electric Reliability Council.

Arrangements have been made under which a group of eleven investor-owned utilities, including four of
the System operating companies, and TVA exchange capacity and energy w hich is available for such purpose
because of diversity in the periods of peak demands. The purpose of these exchange arrangements is to effect
economies for the benefit of each of the systems involved. From November 15,1979 through November 1980,
the investor-owned companies are supplying 1,100,000 KW to TVA during the winter exchange period,
November 15 through March 15, and TVA is supplying e like amount of power to the investor-owned
companies during the summer exchange period, June I through October 1. After November 1980, the
amount exchanged will be 700,000 KW unless changed or terminated by one of the parties after 4 years'
notice. Of the total amount to be exchanged, the Middle South System's share is approximately 30%. Each
participant in the arrangements is providing the necessary transmission lines and related faciStica in its
territory at voltages up to 500 KV. The annual costs of these lines and facilities are shared amoog 16
participants in the exchange substantially in proportion to their respective benefits.

The Middle South System peak demand of 10,687,000 KW occurred on August 6,1979. At the time of
the peak, net firm purchases available to the System operating companies amounted to 782,000 KW resulting
in a requirement for Middle South System generated output of 9.905,000 KW. System owned and leased
capability, adjusted to reflect curtailments of primary fuel (natural gas) and the use of alternate fuel, plus
$19,000 KW of available non-firm purchases, amounted to 11,637,000 KW. The reserve margin at the time of
peak was approximately 18%. Continuing capability evaluations by the Middle South System indicate that
during the 1979 peak load season its loss of generating capability due to natural gas curtailment and the
substitution of fuel oil was approximately 720,000 KW. (See " Fuel Supply".)

Representatives of the Middle South System regularly review load and capacity conditions in order to
coordinate and recommend the location and time of installation of additional generating capacity and of
interconnections in the light of the availability of power, the hication of new loads and maximum economy to
the Middle South System. The Middle South System presently is plaiming additional generating facilities
designed for a 16% reserve at the time of a Middle South System peak. The Middle S% h System anticipates
that it will have the ability to supply its presently forecasted load, subject to its ability to install presently
planned capacity, to the receipt of purchased power under various contracts, to the magnitude, duration and

|
timing of equipment forced outages, to the availability of fuel as required and to other facters.

Other Electric Property

At December 31, 1979, the System operating companies owned and operated iI,086 pole miles of
electric lines of 33 KV and over (including 993 pole miles of 500 KV) and 66,610 pole miles of electric lines
under 33 KV. These companies also owned and operated 797 substations.

!
'

Gas Property

At December 31,1979, NOPSI distributed and transmitted natural gas within the limits of the City of
New Orleans through a total of 1,422 miles of gas distribution mains and 39 miles of gas transmission lines.
Deliveries of natural gas for distribution purposes by NOPSI are received at eleven separate locations or
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" City Gates". Gas from United is received by NOPSI at six of the City Gates and intrastate gas from other I

. suppliers is received at the other gates. I

At December 31,1979, Associated ownel approximately $76 miles of gas transmission lines ranging in
size from 2 inch to 10 inch and approximate y 1,268 miles of gas distribution mains. In addition Associated
leases approximately 22 miles of gas transmission and 23 miles of distribution mains from four Arkansas
towns.

Transit Property

At December 31,1979, NOPSI owned or leased 493 motor coaches and 35 streetcars which operate over
488.5 miles of motor coach routes and 14.6 miles of single track equivalent of street railway track.

In 1973, the City of New Orleans, in cooperation with NOPSI, secured a Federal Urban Mass
Transportation Administration capital grant of approximately $3.3 million to pay two-thirds of the cost of
108 new transit motor coaches which replaced a like number of motor coaches owned by NOPSI. The City
owns the motor coaches and has leased them to NOPSI for a period of ten years. NOPSI tdvanced the City
one-third of the cost thereof,51,700,000, as prepaid rent. An application by the City for an additional grant
was approved in September 1978, which has resulted in the consummation of a second lease between the City
and NOPSI for an additional 185 replacement motor coaches. Eighty percent of the ;ost of these buses has

~ been provided by a capital grant cf $15.7 million from the Federal Urban Mass Transportation
Administration, with the remaining $3.9 million paid by NOPSI as prepaid rent for a ten year lease of the
vehicles. At Decem;er 31,1979, NOPSI had received the 185 buses.

Titles

The Middle South System's electric generating stations are generally located on lands owned in fee
simple. The greater portion of the transmission and distribution lines of System operating companies have
been constructed over lands of private owners pursuant to easements or on public highways and streets
pursuant to appropriate permits. The rights of each company in the realty on which its properties are located
are considered by it to be adequate for its use in the conduct of its business. Minor defects and irregularities
customarily found in properties oflike size and character exist, but such defects and irregularities do not -
materially impair the use of the properties affected thereby. The System operating companies generally have
the right of eminent domain whereby they may, if necessary, perfect or secure titles to privately-held lands
used or to be used in their utility operations.

Substantially all the properties of each System operating company and MSE arc subject to the lien of the
mortgage and deed of trust securing the first mortgage bonds of such company.

FUEL SUPPLY

The Middle South System traditionally burned gas as its primary fuel but has in recent years because of
curtailments generally burned increased amounts of oil. Fuel usage in 1979 did not conform to this recent
trend because of two basic factors: (1) the increased amounts of natural gas available for use in power plants
during 1979, and (2) the higher cost of fuel oil during 1979.
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The following tabulation shows the average cost of fuel and the percentage of natural gas, fuel oil and
nuclear fuel used during the past five years:

Natural Gas Oil Nuclear

Fuel Fuel Fuel

Percent of Cost Per Percent of Cost Per Percent of Cost Per

_ Year
Generation KWII Generation KWil Generation KWit'

1975" . . . 62 % .49e 24 % 1.87c 13 % .26c
.. ...

1976 ...... .. . .. .. 53 .57 37 1.87 10 .25

1977 . . 43 .66 46 1.97 11 .24
. .. ..

42 .74 47 1.94 11 .271978 .. . ....

1979 57 1.31 33 2.45 10 .37
. .. . ... .

* Credits for sale of spent fuel (including plutonium and uranium residuals) pursuant to an existing-

contract are taken in computing item costs and amounted to approximately .02c per KWH for the year 1975
and .0le per KWil for the years 1976 through 1979. The costs of reprocessing of spent fuel are not included
in computing item costs. For information with respect to the unavailability of reprocessing services, which
will not be required until 1985 at the earliest, see " Fuel Supply-Nuclear Fuel" and Note 12 to Financial
Statements.

i

"The balance of the Middle South System's total generation (approximately 1% during 1975) was
provided by hydroelectric power.

The Middle South System's percentages of generation by type of fuel were, during 1979, and are
estimated to be, in 1980, the following:

Natural Gas Oil Nuclear Coal

1979 1980' 1979 1980 1979 1980 1979 1980

Consolidated . . 57 % 44 % 33 % 29 % 10 % 20 % - 7%

AP&L".. 23 15 37 15 38 52 - 17
..

Ark.Mo . . 61 98 39 2 - - - -

..

LP&L. 82 84 18 16 - - - -

M P&L . 40 34 60 66 - - - -
. .

NOPSI . 75 75 25 25 - - - -'
.

* These percentages reflect the receipt by certain of the System operating companies of exemptions
<

from restrictions on the use of natural gas as boiler fuel prescribed in the Powerplant and Industrial Fuel Use
Act. That Act, among other things, prohibits the use of natural gas in an existing electric power plant in'

greater proportion than the average yearly proportion of natural gas which such power plant used as a
primary energy source in calendar years 1974 through 1976. In view of the recent increase in the availability
of natural gas supplies (including SFI gas), AP&L, LP&L, MP&L and NOPSI petitioned the DOE in April
1979 for exemptions from these natural gas use restrictions so as to allow these companies to burn increased
quantities of natural gas in replacement of fuel oil. AP&L, LP&L, MP&L and NOPSI were permitted by the

*

DOE during the pendency of their petitions to burn increased quantities of natural gas. In February 1980, the-

DOE granted the companies' petitions with respect to certain generating units requesting that they be
allowed to continue to burn, through October 1981, quantities of natural gas in excess of the restrictions
contained in the Powerplant and Industrial Fuel Use Act.

" The balance of AP&L's generation is provided by hydroelectric power.

Additional nuclear units under construction by LP&L and MSE, AP&L's coal-fueled units under
construction at the White Bluff and Independence Plants, commercial operation of AP&L's ANO No. 2 and
additional coal-fueled units now in the design phase are expected to alter these percentages substantially in,

future years. Factors which may also affect the percentages in future years include availability of supplies of
natural gas and oil, customer power demands, availability and price of purchased power, restrictions on coal
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mining, environmental protection requirements, requirements of the NRC, and the effect of the provisions of
Federal energy legislation enacted in 1978 restricting the use of natural gas as boiler fuel.

System Fuels,Inc.

SFI was organized to plan and implement programs for the procurement of fuel supplies for the Middle
South System. AP&L owns 35%, LP&L owns 33%, MP&L owns 19% and NOPSI owns 1.1% of the
(ommon stock of SFL SFI operates on a non-profit basis; its costs are recovered through charges for fuel
delivered. SFI supplies fuel for the Middle South System primarily through pc' chases from third parties.

SFI is also engaged in oil and gas exploration activities. As of March 1,1980, SFI had participated in the
drilling of 102 wells, of which 41 resulted in natural gas wells capable of commercial production. SFI's
investment in developed and undeveloped oil and gas properties, however, amounted to less than 1% of the
consolidated assets of the Middle South System at March 1,1980. During 1978, SFI initiated a program of
exploration for uranium ores suitable for potential future extraction and conversion into nuclear fuels.
Uranium exploration efforts are largely in the preliminary stages and results to date have not been significant.
At March 1,1980, SFI estimated gross expenditures in 1980 of approximately $36.2 million for oil and gas t

exploration and deselopment and for uranium exploration.

As of March 1,1980, SFI had chartered a number of towboats and barges for the transport of fuel oil.

For details of other fuel supply activities of SFI, reference is made to the subheadings, " Natural Gas",
" Fuel Oil", " Coal" and " Nuclear Fuel" under this heading.

To finance, in part, its fuel supply arrangements, SFI has entered into various borrowing arrangements
with its parent companies as follows:

Maximum
Borrowings Amount

Period in Term of loans Authorized Outstanding
Effect Outstanding At 3/l/80 At 3/1/R0

1.oan Agreement dated January 4,1972. 1/4/72-12/31/73 10 years from date of horrowing - $26,500.000
Loan Agreement dated January 5,197t

as amended . !/5/74-12/31/77 25 years from date of borrowing - 13,000,000
loan Agreement dated January 4,1978,

as amended . 1/4/78-12/31/80 due 12/31/2005 $173,500,000 56,500.000

$96.000.000

MSU and SFI's parent companies have certain commitments with respect to other borrowing
arrangements, contractual commitments and long-term leases of SFI, including the guaranty by MSU of
payment and performance by SFI under certain leasing and credit arrangements. For further information
with respect to SFI's other borrowing arrangements as well as its contractual commitments, including long-
term leases, and any related commitments by MSU or SFI's parent companies, see Notes 7 and 9 to the
Financial Statements and " Fuel Supply-Fuel Oil", " Fuel Supply-Coal" and " Fuel Supply-Nuclear Fuel"
herein.

Natural Gas

For 1979, approximately 68% of the natural gas used by the generating stations as boiler fuel was
obtained from intrastate sources and approximately 32% was obtained from interstate pipeline companies
which have been deemed to be subject to regulation under the Natural Gas Act. Deliveries of natural gas by
these interstate pipeline companies are subiect to curtailment programs in effect and in the process of
development under that Act. Under the proyuons of Federal energy legislation enacted in 1978, curtailments
of natural gas by intrastate suppliers may be made by the FERC in national emergency situations.
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During 1979, AP&L rece;ved less than 22%, and for the year 1980 estimated (at March 1,1980) that it
will receive less than 19% of requested quantities of gas from Arkansas Louisiana Gas Company, AP&L's
principal supplier of gas. United is the principal interstate supplier of natural gas to MP&L and NOPSI and
its contracts with LP&L provide for approximately 10% of LP&L's total maximum generating capability.
For 1979, LP&L and MP&L received approximately 22% and 32%, respectively, and, during 1980, LP&L
and MP&L, respectisely, estimated (at March 1,1980) that they will receive approximately 11% and 35%,
respectively, of contracted quantities from United. During 1979, NOPSI received approximately 38% and for
1980 it estimated (at March 1,1980) that it will receive approximately 20% ofits base requirements assigned
to it by United for power plant gas from United. Due to uncertainties of United's curtailment plan currently
before Federal regulatory authorities and the courts, it is impossible to predict with certainty anticipated
1980 deliveries from United.

In July 1973, MP&L executed an agreement with Mississippi Fuel Co., a non-affiliated company, under
which Mississippi Fuel Co. will transport gas purchased by MP&L to MP&L's Rex Brown Steam Electric
Generating Station. Mississippi Fuel Co. has financed construction of an approximately 203 mile pipeline
system by the private placement of $9,500,000 ofits notes (guaranteed by MP&L) to be amortized over a 20-
year period at 8% interest per annum, and by an advance of $1,069,000 from MP&L to cover the excess cost
of the pipeline above the amount provided by such notes. MP&L has installed approximately 123 miles and
SFI has installed approximately 16 miles of pipeline to bring additional intrastate natural gas to the
Mississippi Fuel Co. pipelme.

Natural gas produced and/or purchased by SFI in Mississippi is primarily being sold to MP&L and
energy generated by MP&L with such gas is shared among SFI's parent companies in proportion to their
respective investments in SFL

in large part, as a result of curtailments of natural gas, the System operating companies will be required
to supplement natural gas with oil during 1980. Ilowever, as a result of burning oil, the generating units
require greater maintenance and restoration work. The anticipated oil usage is expected to continue to reduce
the net generating capability of the oil-barning generating units. (See " Property-Interconnections".)

Fuel Oil

The System operating companies expect during 1980 to obtain an adequate supply of fuel oil. Such
supplies have been and will, during 1980, be supplied primarily by SFL As of March 1,1980, the fuel oil
requirements of the Middle South System for 1980 were estimated to be approximately 21.4 million barrels,
for all of which the Middle South System has contracted. At March 1,1980, the total fuel oilinventory of the

|
Middle South System was approximately 7.2 million barrels. The Middle South System's storage capacity at

,

,

March 1,1980 was 10.2 million barrels.
!

SFI is currently seeking authorization from the SEC to enter into a $150,000,000 borrowing,

arrangement to be used to finance its fuel oil inventory. In connection with this arrangement, SFI's parent!

companies would agree, severally,in accordance with their respective shares of ownership of SFI's common
stock, that they will take any and all action necessary to keep SFI in a sound financial condition and to place
SFI in a position to discharge, and to cause SFI to discharge, its obligations under this arrangement.

During 1976, SFI entered into a long-term oil supply agreement with Marathon Oil Company providing
for the sale of 50,000 barrels per day for a twenty-year period with the option of SFI, upon two years written

j. notice, to reduce the contract quantity to no less than 35,000 barrels per day. Deliveries of oil to SFI under

! this agreement commenced in January 1977. On February 21, 1979, SFI filed suit in the United States
District Court for the Eastern District of Louisiana charging that Marathon had breached the contract by
failing to meet the quality specifications of some of the oil delivered under the contract and refusing to make

i

appropriate adjustments to the price of the oil to reflect such quality deviations. SFI is seeking money
|

damages and specific enforcement of the contract. On April 9,1979, Marathon filed a counter-claim against!

SFI seeking dismissal of SFI's action and the reformation of certain parts of the contract. The counterclaim|
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alleges, among other things, that the refinery from which the oil is to be provided is not capable of producing
oil up to the specifications set out in the 1976 contract. Discovery has begun and trial has been set for |
September 8,1980. l

l

1
Coal '

AP&L estimates that each unit of the White BlufT Plant will require approximately 2.5 million tons of
coal annually. AP&L has made arrangements for coal for the White Bluir Plant. Thereunder, AP&L has
agreed to purchase, over a twenty-year period,100 milhon tons, and has the option to purchase, over a
further 10 year period, an additional 50 million tons. The coal to be purchased under this arranger..ent is to
be supplied by surface mining in the State of Wyoming from a mine which has been operational since January
1978. The weighted average sulfur content of the coal to be purchased under this agreement is estimated by
AP&L to be 0.48%. On September 26,1977, AP&L and SFI instituted proceedings before the Interstate
Commerce Commission to determine a fair rate to be paid to the railroads for transporting this coal from
Wyoming to the White BlufT Plant. Various issues arising out of these initial proceedings and SH's challenges
to tie applicability of subsequent general or specific tariff additions proposed by the railroads are either
pending before the Commission or on appeal to the Courts. Coal deliveries into the White Bluff Plant began
on December 22,1979. As of March 1, 1980, 269,449 tons of coal had been delivered.

On December 22,1976, SFI entered into a contract with a joint venture consisting of a subsidiary of
Peabody Coal Company ed a subsidiary of Panhandle Eastern Pipeline Company for the supply from a
mine to be deseloped in Wyc ning of an expected 150 to 210 million tons of coal over a period of from 26 to
42 years. Coal so supplied o expected to be used in the Independence Plant. AP&L, LP&L, MP&L and
NOPSI each eting in accordance with :ts present share of the ownership of SFI, joined in, ratified,,

confirmed and adopted the contract and the obligations of SFI thereunder and Peabody joined in, ratified,
confirmed and adopted the contract and the obligations of the joint venture thereunder. Under the contract,
investment in the mine for leases, plant and equipment is the responsibility of thejoint venture Ilowever in. ,

order to limit thejoint venture's investment rights and, hence, the amount to be [. aid to it as a component of
the price of coal, the contract provides that SFI invest 50"c of the funds for plant and equipment in excess of
$43,800,000 up to 549,000,000 and 100% of any funds required for such purposes in excess of the latter
amount. SFI also has, under the terms of the contract, the option of investing funds in certain rail facilities at
the mine and certain coal leases to be mined by the joint venture. Through 1979, SFI made such an
investment in the amount of 54.8 million, which was borrowed from its parent companies. In addition to this
amount, SFI anticipated, at March 1,1980, that its total additional investments would be approximately $15
to $20 million in current dollars over the 26 to 42 year life of the contract. Any funds supplied by SFI under
its options in the contract will be obtained either through borrowings from its parent companies or other
methods of financing. Thejoint venture management has recently advised SFI of difficulty experienced in its
initial attempts in obtaining permits for the mine. Should delay of the mine opening date result, it is SFPs
opinion that alternate coal supplies can be secured at reasonable cost.

On February 29,1980, SFI executed a contract with Shell Oil Company, subject to regulatory approval,
for the purchase of an estimated 247 million tons oflignite in Calhoun County, Arkansas oser a thirty-year
period. By separate agreement, AP&L guaranteed SFPs performance of the contract and agreed to purchase
the lignite from SFL The lignite is to be used at a planned lignite-fired power plant.

SFI is involved in negotiations with various non-affiliated parties with respect to possible arrangements
for the transportation of coal from Wyoming to the Middle South System, including transportation by a coal
slurry pipeline system and by rail cars. The transporting of coal through a slurry pipeline system is dependent
upon, among other things, the availability of adequate supplies of water and the ability to finance a project of

| this magnitude, to obtain necessary rights-of-way and the comparative economics of pipeline versus other
modes of transportation. On November 2,1979, SFl entered into an agreement for the lease of 600 coal
hopper cars (see Note 9 to Financial Statements) to be used initially to supply coal to the White Bluff Plant.
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Presently, SFI is contemplating the additional leasing of approximately 700 coal hopper cars to be received in
the third and fourth quarters of 1980.

On September 27,1974, SFI exercised its option to purchase a 3,840 acre ranch in the Powder River
Basin of Wyoming under which coal is beliesed to be located. The total purchase price for the ranch was
$1,920,000. The actual mining rights to the coal are owned by the Federal government and would have to be
bid on competitisely by SFl.

Nuelcar Fuel

Generally, the supply of fuel for nuclear generating units involves the mining and milling of uranium ore
to produce a concentrate, the conversion of uranium concentrate to uraninm hexafluoride, enrichment of that
gas, fabrication of the nuclear fuel assemblies and reprocessing of the spent fuel.

Beginning in 1978, SFI assumed the responsibility for contracting for the acquisition, conversion and
enrichment of those nuclear materials required for the fabrication of nuclear fuel which may be utilized for
any of the present or proposed Middle South System nuclear units and for establishing an inventory of such
materials during the various stages of processing. Each Middle South System company having nuclear
capacity is responsible for contracting for the fabrication of its own nuclear fuel and for purchasing the
required enriched uranium hexafluoride from SFl. When possible, SFI will arrange for reprocessing of spent
fuel and will purchase the uranium and plutonium residuals from the appropriate Middle South System
company, unless such company is contractually obligated to sell such residuals to a third party. To finance a
portion of this program, SFI is selling commercial paper backed by an insurance company bond ofindemnity
up to a maximum amount of $60,000,000 at any one time outstanding, of which $7,550,000 was outstanding
at March 1,1980. SFI's parent companies as sole stockholders of the common stock of SFI, have covenanted
and agreed, severally, in accordance with their respective shares of ownership of SFI's common stock, that
they will take any and all action necessary to keep SFl in a sound financial condition and to place SFI in a
position to discharge, and to cause SFl to discharge, its obligations under this arrangement.

Based upon the scheduled completion dates and planned fuel cycles for the Middle South System's
nuclear units (including the one in ser ice), the following tabulation shows the years through which existirg
contracts will provide materials and ser ices for the cont %ed operation of the respective units.

Acquisition
of or Scheduled

Uranium Conversion to Reprocessing Completion
Concentrate flesafluoride Farichment Fabrication 01 Date

ANO No.1 -(2) 1994 2001 1994 1974

ANO No. 2 . -(2) 1994 2001 1990 1978

1985 1983 2007 1991 1982Waterford No. 3 . . .

Grand Gulf No.1. 1983 1983 2008 1985 1982

Grand Gulf No. 2. 1984 1984 2010 1985 1985

(1) It is the C.,mpany's understanding that no contractor is presently available in the United States
who is able and willing to supply this service for the nuclear fuel involved. In the event reprocessing services

| do not become available at the time required, which is not earlier than 1985, additional arrangements will be

| necessary for the storage of spent fuel, the extent and cost of which cannot at this time be predicted. If the
capability of full core discharge is not retained, then reprocessing or disposal services or additional storage
capacity would not be needed until at least 1988. (See Note 12 to Financial Statements and " Rate Matters-

| A P& L".)
!
| (2) Under its existing contracts. AP&L acquires uranium converted to hexafluoride directly from the

, vendcr.
1
|

|
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Additional arrangements for segments of the nuclear fuel supply assembly process beyond the dates,

shown above will be required. At this time the Middle South System cannot predict the ultimate availability |
or cost thereof, which will probably be higher than existing costs.

_

!Natural Gas Purchased for Resale 1

Associated and NOPSI obtain deliveries of natural gas for resale from various natural gas pipeline
companies. Such deliveries of natural gas are subject to curtailments. As a result of shortages of natural gas
for resale, Associated has had some reduction of gas service to interruptible and certain industrial customers.

Associated and NOPSI have also experienced increases in the cost of gas purchased for resale. Gas rate
schedules for these companies include adjustment clauses for changes in the cost of gas purchased for resale.

During the year ended December 31, 1979, natural gas entitlements, subject to curtailment, of
Associated amounted to approximately 18.0 billion cubic feet. Actual curtailments during this period
amounted to approximately 2.8 billion cubic feet. it was estimated at March 1,1980. that curtailments for the
year ending December 31,1980 based on the same contract entitlements, will amount to 2.6 billion cubic feet.

NOPSI's principal supplier of natural gas for resale is United. On January 31,1975, NOPSI entered into
a service agreement with United extending its contract for the purchase of gas for resale from June 1,1975 to
June 1,1985. The annual base requirement for resale gas from United is approximately 37.2 billion cubic feet.
As a result of curtailment by United during the year ended December 31,1979, NOPSI was allocated 33.2
billion cubic feet of gas for resale.

NOPSI and Associated anticipate as of March 1,1980, that they will be able to obtain an adequate
supply of gas to meet the requirements of their _"Iluman Needs" customers. The ability of NOPSI and
Associated to serve their industrial customers in the future may be affected by Federal energy legislation
enacted in 1978, the severity of future winters and decisions by regulatory and judicial tulies. Because of
United's inability to serve NOPSI's entire requirements, NOPSI has contracted for supplementary supplies of
intrastate natural gas to lessen the possibility of having to curtail deliveries to its natural gas customers.

Research

The Middle South System is a member of the EPRI and is actively supporting this elTort. The Middle
South System and EPRI are working cooperatively with the Federal gevernment on, segments of the energy
research and development needs of the nation.

MSS is one of three companies selected rationwide by the ERDA to design an experimental energy
storage system. If proven economically practical, it would ultimately reduce energy costs and oil
consumption by storing compressed air in underground caverns for later use in producing electricity. The
compressed air energy storage system would use excess power available during times of low customer
demand, to pump air, under pressure, into a large underground cavity. During high demand periods the air
would be released, then heated by burning about one-third the amount of oil normally needed for driving a
turbine to generate a like amount of electricity. MSS * design will use as the storage facility one of the many
salt domes that underlie much of Louisiana and Mississippi. The design site 'ocation will depend on a number
of factors, including its proximity to existing electric transmission facilities. The design of the project began in
late 1977 with completion estimated by mid 1980. When the evaluation is finished, the technical, geological,
economic and environmental information will help MSS, EPRI. and the DOE determine whether the project
should be built.

For the years 1978,1979 and 1980, the Middle South System has contributed or has e commitment to
contribute approximately $7.1, $8.0 and $9.1 million, respectively, for the various research programs in
which the Middle South System is involved.
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REGULATION AND LITIGATION -'

Holding Company Act'

The Company is a registered public utility holding company, subject to the bread regulatory provisions
of the lloiding Company Act. Section ll(b)(1) of the lloiding Company Act limits the operations of a
registered holding company system to a single integrated public utility system, plus additional systems and
businesses as restricted by that Section. On March 20,1953, the SEC issued an order and an accompanying
opinion which, among other things, (i) found that the electric properties of the Midule South System
constitute an integrated electric utility system; (ii) ordered AP&L, LP&L and MP&L to dispose of their
non-electric utility properties; (iii) stated that, in view of the unified operations under which electric, gas and
transit properties are operated in New Orleans, and in view of the expressed strong desire of the City of New;

Orleans for continued unified operation, the SEC did not then propose to take any action regarding gas and
transit properties of NOPSI; and (iv) released thejurisdiction which had been reserved over problems under
Section ll(b)(1) of the Act. The disposition of non-electric utility properties required by such order was
completed in October 1960.

On May 5,1971, the SEC issued its findings and opinion, and an accomparying order under the lloiding
Company Act which, among other things, (i) approved the proposal of the Con.pany to acquire the common
stock of Ark-Mo from the holders thereof by offering in exchange therefor Common Stock of the Company
and (ii) ordered the Company to dispose of any direct or indirect interests in the gas properties of Ark-Mo
and its subsidiary, Associated.

On April 25, 1973, the SEC issued its Memorandum Opinion and Order approving Ark-Mo's
application for exemption from Rule 50 in connection with divestiture of its gas properties and denying a
request for a hearing. After unsuccessful efforts to sell its entire natural gas business, in September 1976, Ark-
Mo and Associated li!ed an application with the SEC under the llolding Company Act requesting authority
for a program to reorganize the natural gas business of the two companies whereby Ark-Mo would transfer
all ofits gas properties to Associated. Such a transfer would consolidate in one corporate entity gas properties
which, with the exception ofisolated operations of Associated, are already operated as an integrated system
and would enable Associated, as an expanded gas corporation, to establish an operating record which could

provide a basis for developing a plan for the eventual disposition of securities of Associated held by Ark-Mo.:
Ark-Mo received an order from the SEC on May 2,1978 permitting the reorganization ofits gas properties'

and Ark-Mo subsequently transferred its gas properties to Associated on May 12,1978.

On March 2,1979, it was announced that, in the interest ofincreased economic efficiency, Ark-Mo and
AP&L will jointly begin developing a plan to consolidate their electric operations. Under the proposed
arrangement, subject to the receipt of necessary regulatory approvals, Ark-Mo would become a division of
AP&L, while Ark-Mo's subsidiary, Associated, would become a subsidiary of AP&L. Applicaticns for
approval of this transaction have been filed with the APSC, the Tennessee Public Service Commission, the
PSCM and the SEC under the Holding Company Act.

Due to the continued financial burden placed on NOPSI and its electric and gas customers by its transit

operations, on July 15,1976, NOPSI filed with the SEC an application for approval of a plan for disestiture
ofits transit properties to enable it to comply with the standards prescribed by the IIolding Company Act.
The City of New Orleans filed with the SEC a memorardum of law in opposition to NOPSI's application,
and three citizens' groups requested that the SEC hold a hearing and that they be allowed to participate. The

|

! matter is pending before the SEC.

Ily letter dated July 15,1976, NOPSI notified the Council that (i) it was surrendering its Indeterminate
Transit Permits and Temporary Transit Franchise; (ii) it would discontinue transit operation at the earliest
practicable time but in no event later than midnight, December 31,1976; (iii) it was tendering its transit
properties to the City of New Orleans pursuant to the option to purchase contained in the Indeterminate
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Transit Permits and Temporary Transit Franchise and (iv) in the event the City of New Orleans did not, {
prior to midnight, December 31,1976, exercise its option and purchase NOPSI's transit properties or make '

other acceptable arrangements with NOPSI for the saic thereof to others, NOPSI would dispose of the transit
properties. NOPSI continued and continues to operate the transit system on an interim basis beyond
December 31,1976 under subsidy agreements with the City of New Orleans for 1977,1978,1979 and 1980.

Pursuant to the subsidy agreements, the City of New Orleans has agreed, subject to certain limitations,
to make monthly payments to NOPSI in such amounts as, when added to operating revenues from the transit
operation and any subsidy from the combined electric and gas operations, will provide NOPSI with an
annualized 8.33% rate of return on its transit rate base. To the extent combined electric and gas revenues for
any month exceed the amount required for NOPSI to earn an annualized 8.33% rate of return on the rate
base applicable to electric and gas operations, such excess is required to be applied by NOPSI to subsidire the
transit operation in reduction of the City's subsidy obligation. The subsidy agreements for 1978,1979 and
1980 also provide for a sharing as between NOPSI (70%) and the City (30%) of the fmancial burden of any
money damages, attorney fees, court costs and/or reduction in transit fares that may ultimately be assessed in
connection with the class action suit involving transit revenues collected pursuant to the transit fare increase,
effective November 14, 1975. See " Regulation and Litigation-Other Regulation and Litigation" and
"NOPSI Industry Segments"

State Regulation

AP&L is subject to regulation by the APSC and by the municipalities in which n operates. APSC
regulation includes the authority to fix rates, determine reasonab:e and adequate senice, fix the value of
property used and useful, require proper accounting, control leasing, acquisition or sale of any public utility
plant or property constituting an operating unit or svstem, fix rates of depreciation, issue certificates of
convenience and necessity and certificates of environmental compatabihty and public need, and control the
issuance and sale of securities. AP&L is also subject to regulation by the Tennessee Public Senice
Commission as to standards of service and rates for service to customers in Tennessee, accounting, issuance
of securities and certificates of convenience and necessity.

Ark:Mo is subject to regulation by the APSC and the PSCM as to rates and charges, services,
accounting, depreciation, property valuations, sale or acquisition of utility property, issuance and sale of
securities, reorganizations and in other respects. Associated is subject to regulation as a public utility by the
APSC and PSCM.

LP&L is subject to the jurisdiction of the LPSC as to rates and charges, standards of service,
depreciation, accounting and other matters, except in the City of New Orleans where it is regulated by the
Council, which has power of h> cal regulation. The LPSC does not exercise jurisdiction over the issuance of
securities by LP&L because these matters are subject to the jurisdiction of the SEC under the lloiding
Company Act.

| MP&L is subject to regulation as to senice, service areas, facilities and retail rates by the Mississippi
Public Service Commission.

NOPSI is subject to regulation by the Council. The ordinances under which NOPSI operates provide,
among other things, for the establishment and continuing determination of NOPSI's rate base, the rate of
return on the rate base and the rates and fares to produce such return; for the keeping of books of account;
for an option to the City of New Orleans to purchase the property and assets of NOPSI's electric and/or gas
and/or transit operations at respective rate base values; for the regulation of services rendered and for the
rcgulation of the issuance of securities having maturities longer than twelve months.
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Franchises

AP&L, LP&L and Ark-Mo hold franchises to provide electric senice in a total of 258,114 and 65
incorporated cities and towns, respectively. Associated holds franchises to proside gas senice in 72
incorporated cities and towns. NOPSI holds indeterminate permits and a temporary franchise to provide
electrie, gas and transit senice in the incorporated City of New Orleans.

In addition AP&L provides electric service in 7 communities in which franchises are not required.
LP&L supplies electric service in 403 unincorporated communities, all of which are located in parishes
(counties) from which LP&L holds franchises to serve the areas in which the respective unincorporated
communities are hicated. MP&L has receised from the Mississippi Public Service Commission certificates of

public convenience and necessity to provide electric service to the areas of Mississippi which MP&L senes.
Ark-Mo prosides electric service in 18 communities and Associated provides gas service in 19 communities in
which franchises are not required.

Federal Power Act

The System operating companies are subject to regulatory jurisdiction under the Federal Power Act,
administered by the FERC and the DOE, over, among other things, the licensing of certain hydroelectric
prcjects, the business of and facilities for the transmission and sale at wholesale of electric energy in interstate
commerce and certain other activities of the System operating companies as interstate electric utilities,
including accounting policies and practices.

AP&L held a license for two hydroelectrie projects (69 MW) which expired February o,1973. On
February 4,1970, AP&L filed with the FPC an application, which is still pending before the FERC, for a
new long-term license for the projects. Under FERC regulations, annual licenses are issued pending the
ultimate disposition of the application for the new long-term license.

Natural Gas Act
Associated is subject to provisions of the Natural Gas Act, as administered by the FERC and the DOE,

since certain of its transmission lines, sening various parts of its distribution system, cross the Arkansas-
Missouri state line. Regulatory jurisdiction under the Natural Gas Act relates to the construction and
operation of facilities used in the transportation of natural gas in interstate commerce, the sale of natural gas
in interstate commerce for resale for ultimate public consumption, and ' abandonment of either

transportation facilities or the sale of natural gas for resale.

Environmental Regulation

The System operating companies are subject to air and water regulation by various Federal and state
authorities. In meeting environmental protection standards the Middle South System is incurring increased
costs of construction and operation. Regulations on environmental matters are continuously subject to
change and it is impossible to know what their ultimate cost to the Middle South System will be in the future.
MSU, however, estimated as of March 1,1980, that the Middle South System will make capital openditures
for environmental control purposes during 1980,1981 and 1982 in the approximate amounts of $61.6 million,
$44.1 million and $47.1 million, respectively.

Air Quality: Under the Clean Air Act as amended through 1970, the EPA was required to establish
Ambient Air Standards for certain air pollutants and to establisa New Source Standards for all new facilities
emitting such air pollutants. It also provided a framework for the states to establish air emission standards for
existing sources in order to achieve the Ambient Air Standards.

The States of Arkansas, Louisiana, Mississippi and Missouri adopted State Plans, including regulations
to meet Ambient Air Standards, as applicable, which were approved, subject to certain exceptions, by the
EPA pursuant to the Clean Air Act, as amended through 1970. The States have submitted, in part, revisions
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to their State Plans as required by the 1977 Clean Air Act Amendments. It is not possible at this time to
determine what effect,if any, these revisions may base on the Middle South System mer and above the basie
effects of the Clean Air Act Amendments of 1977 and the EPA rulemaking actnity thereunder.

The Clean Air Act Amendments of 1977 require that the states resiew and resise, as appropriate, certain
elements of their State Plans; that the Administrator of the EPA promulgate resised New Source Standards;
and that State Plam contain emiwion limitations and such other measures as may be necewary to prevent
significant deterioration of air quality in accordance with maximum allowable increases of sulfur oxides and
particulates. On June 19, 1978, the EPA promulgated its regulations for the prevention of significant,

deterioration of air enality. A group of utilities, including the System operating companies, petitioned for
judicial resiew of ce,tain portions of the regulations to the United States Court of Appeals for the District of
Columbia Circuit. On December 14, 1979, the Court iwurd its decision requiring the EPA to propose and
promulgate revised regulations.

The EPA has aho promulgated final regulatiom on New Source Standards. The System operating
cornpanies, as members of the same group of utilities referred to above, have petitioned for judicial review of
these regulatiom to the United States Court of Appeah for the District of Columbia Circuit and have also
petitioned the EPA to recomider them. On January 30,1980, the petition for reconsideration was denied by
the EPA. At present a petition to resiew the EPA's denial has been consolidated with the petition for judicial
resiew pending before the Court. Given the complexities and the uncertainties of the litigation and
rulemaking stemming from the EPAN implementation of the 1977 Clean Air Act Amendments, the System
operating companies cannot at this time predict the final outcome thereof, although adverse decisions and/or
regulations could necewitate the expenditure of substantial additional funds for pailution control equipment.

Each of the System operating companies believes that the operation of its exhting plants is generally
meeting applicable enmsion regulations and amSient air quality standards and that such plants will continue
to do so. NOPSI has experienced some problerm s, o the opacity of its emiwions, and these hase been
reported to the appropriate state agency which has taken no formal action agaimt NOPSI. To assist in the
control of the problem of opacity, NOPSI is in the process of installing new opacity monitors on those
generating units using significant quantities of oil as a boiler fuel. These monitors should provide the
operational control necessary to keep the opacity seveh in compliance.

On March 21, 1979, the EPA published its proposal for " Assessment and Collection of Penalties for
Noncompliance" pursuant to the requirement of Section 120 of the 1977 Clear Air Act Amendments. The
S) stem operatmg companies are unable to awew, at this time, the full implications of this proposal without
specific knowledge concerning the EPA % thethod of determining unit or facilities ndncompliance. Ilowever,
the " Update of Power Plants Potentially Subject to Section 120 Noncompliance Penalties; Availability"
issued by the EPA under the date of July 27,1979 does not name any of the System operating companies.

Water Guality The FWPCA discontit.ued the discharge permit system of the Army Corps of Engineers
-

under the Refuse Act of March 3,1899 and established the NPDES. Pursuant to the FWPCA, in October ,

'

1974, the EPA promulgated ellluent limitations and guidelines for certain existing and future steam power
generating plants. A group of utilities, including the System operating companies, appealed certain portions |

of the regulations to appropriate United States Courts of Appeal. The appeak were consolidated in the
United States Court of Appeals for the Fourth Circuit, which rendered an opinion July 16,1976 remanding a
significant portion of the regulations to the EPA for further comideration. If, as a result of the EPA
limitatiom and guidelines the System operating companies should be required to install closed cycle cooling

j systems at certain existing steam electric generating stations, substantial additional expenditures would be
involved.

The System operating companies currently hase requisite NPDES permits for all major exhting
generating stations. Permits for these generating statiom have aho been iwued by the applicable state

; authorities. The System operating companies' NPDES permits are subject to renegotiation in accordance
| with Federal regulations. The System operating companies' NPDES permits will be subject to resision in late
'

1980 in eccordance with the Clean Water Act Amendments of 1977. These Amendments, in concert with
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ongoing programs institutcd under the FWPCA, have raised a variety of issues concerning toxic and
hazardous substances. At the time of permit renewal, substantial new requirs nents concerning these matters
could be incorporated into the NPDES permits under new NPDES regolations. Compliance with these
requirements could entail increases in expenditures for pollution control equipment and sampling or
monitoring procedures in amounts not presently determinable. A group of utilities, including the System
c.perating companies, have appealed certain portions of the new NPDES regulations to the United States
District Court for the Western District of Virginia and to appropriate United States Court of Appeals w here

the matter is pending.

LP&L, in common, it understands, with many other electric utilities, was not able to meet the July 1,
1977 deadline for applying the "best practicable control technology currently available" to ellluent discharges
from existing plants, but pollution control facilities necessary to meet these standards hase now been
constructed at all major generating stations and (although not yet accepted from the contractor as
completed) are operational and are substantially meeting these standards. These pollution control projects
have also required LP&L to obtain, and LP&L has obtained, amendments to its above-mentioned NPDES
permits. LP&L's inability to meet the above-mentioned July 1,1977 deadline could subject it to claims for
fines which, if imposed, might in the aggregate he substantial. On Nosember 17, 1978, LP&L filed
applications with the EPA for variances from, or alternatisely for extensions of the deadline for, the July 1,
1977 standards with respect to its four major generating stations. On June 7,1979, the EPA advised LP&L,
with respect to the applications relating to two of these stations, that it would be more appropriate for LP&L
to apply for an extension than for a variance. These two extensions were applied for by LP&L and granted by
the LPA for the period to April 1,1979, and LP&L believes that it effected timely compliance with such
extension orders. LP&L has heard nothing from the EPA with regard to its applications relating to the other
two stations. LP&L has made and filed with the EPA a study with respect to compliance under state and
Federal laws and regulations dealing with ensironmental matters of the generating facilities of four of the five
municipalities which LP&L is now operating, and has commenced such a study with regard to the fifth,
which LP&L has begun to operate more recently.

Facilities have been constructed at the System operating companies' steam electric stations which permit
treating water and bringing discharges from these stations into compliance with the NPI)ES regulations. In
accordance with permit conditions, the System operating companics have reported instances of non.
compliance to the EPA.

In March 1979, the National Wildlife Federation filed suit in the U.S. District Court for the District of
Columbia against the EPA to force the agency to require NPDES permits for spillway discharge from dams
and turbine discharges in the case of hydroelectric dams. The System operating companies, as members of a
utilities group, have intervened in the suit. The suit is presently at the discovery stage, and responses to the
plaintiffs first set of interrogatories have been filed by the System operating companies. AP&L is the only
System operating company that would be affected by a ruling finding for the National Wildlife Federation. It
is not known, at this time, what economic efTects, if any, would occur as the result of an NPDES permit
requirement being applied to AP&L's two hydroelectric facilities.

NOPSI has been experiencing certain water pollution control problems at its transit motor coach garage
and maintenance facilities relating to the discharge of oil and certain other wastes which could subject it to
claims for fines and penalties in amounts not presently determinable. Studies are being made to determine
what steps, including the effecting of revised operating procedures and capital expenditures, must be taken to
control the subject discharges beyond those measures which NOPSI has already implemented. The Sewerage

and Water Board of New Orlear sware of certain oil discharges at one facility and has directed that the
iis situation, revised operating procedures have been instituted at thissituation be corrected. To vrer

location.

Hazardous Materials ~ s polychlorinated biphenvi regulations recently promulgated under the

authority of the Tosic Substanc .ontrol Act will require additional expenditure of funds for the marking,
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handling, storage, transportation and disposal of this substance, which is characteristically found in some
presiously installed capacitors and transformers. Ilowever, the resultant costs are expected to be distributed
over a substantial period of time in the course of phasing out the use of polychlorinated biphenyls. In I

addition, the System operating companies were required to implement procedures for the handling,
transportation and disposal of polychlorinated biphenyls pursuant to these re3ulations. Conformance to these
procedures will effectively minimize the possibility of the inadvertent release of polychlorinated biphenyls to
the ensironment, which could result in substantial fmes. A group of utilities, including the System operating
companies, have inter ened on behalf of the EPA in a suit filed by the Environmental Defense Fund seeking
resi r of the fmal polychlorinated biphenyl regulations.

Pursuant to the Resource Conservation and Recovery Act, the EPA has proposed regulations for the
management of certain hazardous wastes. Estimates of costs associated with compliance must, hov,ever,
await promulgation of final regulations as the status of utility wastes as a special waste is still uncertain.

The State of Louisiana has implemented a hazardous waste program that is generally consistent with
that proposed by the EPA. Plans for compliance with state regulations have been formulated by LP&L and
NOPSI, but costs can not now be predicted.

The States of Arkansas and Mississippi are formulating hazardous waste programs that will be generally
consistent with that proposed by the EPA. Plans for compliance will be made once state regulations are
fmalized. Therefore, costs can not now be predicted.

Atomic Energy Act of 1954 and Energy Reorganization Act of 1974

The Atomic Energy Act of 1954, as amended, vested broad jurisdiction in the AEC over the
construction and operation of nuclear reactors, particularly with regard to public health and safety and
antitrust matters. Under the terms of the Energy Reorganization Act of 1974, elTective January 19,1975,the
AEC was abolished, its general licensing and regulatory jurisdiction was assumed by the NRC, and its
general research functions were assumed by the ERDA.

As the owner and operator of ANO, AP&L is subject to such jurisdiction. ANO No. I began
commercial operation December 19,1974. Its nuclear reactor was supplied by llabcock & Wilcox Company
and is similar to the Unit 2 reactor at the Three Mile Island nuclear power station. Pursuant to an agreement
with the NRC, AP&L has made certain modifications to the Unit and has agreed to make further
modificatbns, certain of which were made in January 1980. Additional modifications are expected to be
made during the refueling outage in early 1981. While the modifications were being made in January 1980
AP&L impected one of two low pressure turbine rotors of ANO No. L lt discovered cracks in two of the
disks which hold the blades on the rotor. These cracked disks were removed and ANO No. I is being
operated with a 13% reduction in capacity. The turbine rotor will be replaced during the early 1981 refueling
outage.

The construction permit for ANO No. 2 was issued on Decemb-r 6,1972. The engineering and
construction for ANO No. 2 is being performed by llechtel Power Corporation. The turbine-generator was
supplied by General Electric Company and the nuclear reactor was supplied by Combustion Engineering,
Inc. An operating license for ANO No. 2 authorizing fuel loading, testing and full operation was issued by
the NRC in the summer of 1978. Fuel loading was completed in July of 1978 and testing was started shortly
thereafter. Testing revealed various repairs, replacements and adjustments w hich would be necessary prior to
the Unit's acceptance for commercial operation. The time required for these repairs, replacements and
adjustments has been substantial. In February 1980, a shaft in one of the auxiliary power diesel generators
broke. A new shaft has been installed. Pursuant to an agreement with the NRC, AP&L has made certain
modifications to the Unit, and has agreed to make further modifications, some of which are expected to be
made at the end of 1980. The full extent f additional modifications, if any, which may be required at ANO
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and the cost thereof are not known at this time. Commercial operation of ANO No. 2 is expectui to occur in

the first quarter of 1980.

LP&L, as owner and prospective operator of Waterford No. 3, is subject to the jurisdiction of the NRC.
LP&L's application for the necessary permit and license to construct the Unit was filed with the AEC on
December 31,1970. Afler hearings aith respect to certain inter entions, and after LP&L,in connection with
the question whether its construction and operation of the Unit would create or maintain a situation
inconsistent with the antitrust laws, and for the purpose of maintaining competitive conditions, had accepted
liceming conditions relating principally to reserve-sharing coordination, bulk power supply, access to nuclear
generation and transmission service, the AEC issued a construction permit for the Unit on November 14,
1974. Construction of the Unit is proceeding under the permit. On September 29,1978, LP&L filed with the
NRC an application for the necessary operating license for the Unit which will permit the loading of fuel
scheduled to begin in September of 1981. Recent statements by NRC officials indicate that there may be
delays in licensing all nuclear reactors. Petitions for leave to intervene in the operating license proceeding
have been filed by Oystershell Alliance, Inc., Save Our Wetlands, Inc and by Louisiana Consumer's League,
Inc. In general, these petitions ask that LP&L's application be disapprosed or, if approved, that it be
approved subject to additional safeguards. LP&L has answered and intends to oppose these petitions. The
application is pending.

MSE, as owner, and MP&L as prospective operator, of the two units at the Grand Gulf Plant are
subject to thejurisdiction of the NRC. The application with the AEC for the requisite construction permits
was filed on November 17, 1972. The Department of Justice accepted MP&L's and MSE's commitments,
including those relating to interconnection, reserve-sharing and coordinated development with other systems;
transmission for other systems; and wholesale power sales or the sale of an undivided interest in the Grand
Gulf Plant to other systems, and recommended that no antitrust hearing would be necessary on MP&L's and
MSE's application if such commitments were imposed by the AEC as operating liceme conditions for the
Grand Gulf Plant. On September 4,1974, the AEC issued construction permits for the two units containing
such conditions. MP&L and MSEN joint application for operating licenses for Unit Nos. I and 2 was
docketed for resiew by the NRC on June 30,1978. The first unit was scheduled for commercial operation in
1981 and the second unit in 1984. Commercial operation of the two units is dependent, among other things,
upon the receipt of operating licenses 1 om the NRC. Recent statements by NRC officials indicate there may
be delays in licensing all ruclear rea tors. In view of this, MSE has resiewed its schedule for testing and
completion of the units and, as a resu's of the anticipated delays in licensing and by delaying expenditures on
the second unit, has changed the s4edu'ed commercial operation dates to 1982 and 1985 for the first unit
and the second unit, respectivel,.

Under antitrust conditions in the construction permits issued by the AEC for the Grand Gulf Plant,
MSE was obligated to offer an opportunity to participate in the Grand Gulf Plar to entities in a defined area
of Western Miv,issippi through ownership of a portion of the Plant or a contractual right to purchase a
portion of the output of the Plant. Seseral entities expressed an interest in participating in the ownership of
the Grand Gulf Plant, and MSE is currently conducting negotiations with SMEPA for the acquisition of a
10% undivided ownership interest in the Grand Gulf Plant by SMEPA. SMEPA would become responsible
for 10% of the cost of construction of the Grand Gulf Plant and upon completion of the Grand Gulf Plant,

,

SM EPA would be entitled to 10% of the energy from, and liable for 10% of the operating costs of, the Plant.

Another entity, MEAM, has asked, among other things, to be offered an ownership interest of at least'

2.48% in the Grand Gulf Plant. The request for participation was rejected on the grounas of not being timely
under the antitrust conditions referred to above. MEAM has asked the NRC to commence proceedings to
require MSE and MP&L to offer MEAM a participation in the Grand Gulf Plant and to require MP&L to

.
comply with the antitrust conditions relating to interconnection and coordination of reserves and wheeling of

j bulk power. The United States Department of Justice has advised the NRC that it supports MEAM's request
that a hearing be held to determine whether such antitrust conditions have been violated. The matter isi

i presently pending before the NRC.
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The Price-Anderson Act hmits the publie liability of a licensee of a nuclear power plant to $560,000,000
i

for a single nuclear incident, which amount is to be covered by private insurance and indemnity agreementa |
with the NRC. Insurance for this exposure for the Middle South System companies which are licensees has I
been or will be prosided by purchasing private insurance in the maximum available amount of $160,000,000
and 'he remainder is, or will be provided by a combination of retrospective assessments and, if necessary,
such indemnity agreements with the NRC, Effective August I,1977, as part of a program to phase out the
government indemnity, every licensee of a nuclear power plant became obligated in the event of a nuclear
incident involving any commercial nuclear facility in the United States that results in damages in excess of
the private insurance, to pay retrospective assessments of up to $5,000,000 for each licensed reactor operated
by it and, N the event of more than one such incident, up to $10,000,000 in any calendar year for such
reactor. The government indemnity will be reduced by the aggregate amount of all such assessments payable.

Wher Regulation and Litigation

To supply Reynolds' Patterson Reduction Plant with power and energy, Reynolds, the United States of
Ambrica, acting through the Secretary tf the Interior, and AP&L entered into an agreement dated January
29,1952. This agreement, as amended, extends to December 31, 1983, with Reynolds having the right to
cancel after 15 years from the date of commencement of service on one year's prior written notice, and
provides that the Department of the Interior will cause SPA to deliver to AP&L 150,000 KW and not less
than 360,000,000 KWil per year and AP&L will in turn deliver to Reynolds 110,000 KW and the equivalent
of the aforesaid 360,000,000 KWil annually. In April 1979, SPA notified AP&L of an increase in rates
higher than that prosided for in this agreement. On May 8,1979, AP&L and Reynolds filed an action b the
United States District Court in the District of Columbia for a declaiatory judgment that the proposed ite
increase is unlawful. DOE and SPA tikd an answer claiming the right to increase the rates and charges. In
addition, on May 16,1979, AP&L and Reynolds petitioned to intervene in the proceeding pending before the
FERC for final confirmation and approval by the FERC of the increased SPA rates.

On August 28,1979, a suit was filed against LP&L in the United States District Court for the Eastern
District of Louisiana by The Waldinger Corporation alleging that it had contracted to do the heating,
ventilating and air conditioning work on Waterford No. 3 and that during the course of the work LP&L had
breached the contract by terminating Waldinger's right to perform further work thereunder, and making
claim for $20,092,050.51, costs, interest, and such other relief as the Court might consider proper. The
$20.092,050.51 consists of a claim for punitive damages of not less than $10,000,000, damage to reputation
and loss of prospective business in the amount of $7,000,000, withneld amounts allegedly due under the
contract totalling $720,235.51, reimbursement allegedly due under the contract for certain home office
oserhead costs in the amount of $1,670,000, tools and equipment allegedly misappropriated allegedly having
a reasonable value of $351,815, and the cost of developing proprietary information and trade secrets
furnished to LP&L in the amount of oui 'ess than $350,000. LP&L intends to deny liability and defend the
suit vigorously. In the opinion of General Counsel for LP&L, (a) the claims for punitive damages of not less
than $10,000,000 and damage to reputation and loss of prospective business in the amount of $7,000,000 are
without merit and will be unsuccessful if and when proceeded with to fmal judgment, and (b) the other
claims are of such nature that it will be necessary for the litigation to progiass further before such General
Counsel will be in a position to reach an opinion with respect thereto. On the same date, August 28,1979,
LP&L filed suit against Waldinger in the same Court claiming $21,250,000 in liquidated damages plus an
unestimated additional amount of unliquidated clahs, interest, costs and attorneys' fees resulting from
Waldinger's failure to perform its commitments under the contract. The matters are pending.

On September 5,1974, LP&L filed suit in Civil District Court for the Parish of Orleans, State of
Louisiana, against United and Pennzoil Company, alleging breach of gas supply contracts, tortious conduct,
and violations of Louisiana antitrust laws, and seeking compensatory damages in the amount of $182,904,607
(of which $55,639,457 is for the increased cost for replacement fuel through June 8974), trebled to
$548,713,82L On the same date LP&L filed with the LPSC a petition for a declaratory order providing a
method whereby that part of the damages recovered from United in such suit attributable to increased cost of
fuel passed through to LP&L's customers under fuel adjustment clauses would be made available to
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customers who receive senice under the jurisdictio- A authority of the LPSC, less an appropriate portion of
the costs of recovery. Discosery procedure are under way and the suit is pending in the state court. |

LP&L has been named as one of the defendants in a class action which was filed in the United States
District Court for the Southern District of Texas on or about August 11,1975 against Petrofunds, Inc. and
numerous other defendants arising out of insestments by plaintiffs in certain oil and gas drilling funds. The j

alleged involvement of LP&L is based upon a long-term gas purchase contract or contracts entered into by
LP&L with one of the other defendants, Louisiana Gas Purchasing Corporation. me suit is based upon
alleged fraudulent siolations of the securities laws, common law actions of fraud, breach of contract and of
fiduciary 4 ties. tortious conspiracy, conversion and other matters; alleges, in connection with the contract or
contracts, that LP&L knowingly conspired with certain defendants to implement a fraudulent scherae to
deprive the plaintiffs of profits to which they were allegedly entitled; and, insofar as LP& L is concerned, seeks
judgment for damages against LP&L and certain other defendants, jointly and severally, in the sum of
$200,000,000 or such lesser or greater sum as may be found ui.on trial, or alternatisely, the setting aside of
the contract or contracts, together with actual damages for the "true excess" market value of gas so far
purchased by LP&L ("true excess" apparently meaning the difference between market value and either what |

I
the plaintiffs receised or what LP&L paid), and " exemplary damages in the sum of Ten Afillion Dol.'ars
($10,000,000) against all defendants involsed or participating in the fraudulent or tortious conduct" (Oich
would, under the allegations of the suit, include LP& L). LP&L moved to dismiss the suit as to it for fac.. of
jurisdiction. Following discosery on the question of the entitlement of the plaintiffs to hase the suit (e<.aied
by the Court as a class action, the Court, on June 12, 1978, rendered an order certifying the sui' at least
provisionally, as a class action and ordering that discovery on the merits be proceeded with. On June 25,
1979, the Court orally denied LP&L's motion to dismiss. In the opinion of General Counsel for LP&L, the
suit is without merit as against LP&L and will be unsuccessful as against LP&L if rmd when proceeded with
to final judgment.

On October 31,1978, a suit was filed against LP&L in the Cisil District Court for the Parish of Orleans,
State of Louisiana, by Sase Our Wetlands Inc., seeking a declaratory judgment decreeing LP&L's Waterford
No. 3 to be a nuisance, apparently on the basis that it will (allegedly) endanger the safety of tne public, and

17.1978,
an injunction to prevent LP&L from proceeding with the construction of such Unit. On Nmember
LP&L filed a declinatory exception directed at the insufficiency of service of process upon it. in addition, on
April 2,1979, a manaamus suit (to which LP&L is not a party) was filed in the same Court by Sase Our
Wetlands, Inc. against the Governor and the Attorney General of the State of Louisiana and the State itself,
asking that the Governor and the Attorney General be ordered to devise an adequate evacuation plan for
metropolitan New Orleans in case of a " plant accident" at " Vaterford No. 3 and if such an evacuation plan is
impossible (which plaintitT alleges it is), that these defendants be ordered to immediately enjoin the
construction of Water 0rd No. 3. Iloth matters are pending.

h1P&L filed suit on August 30,1974 against United and Pennioil Company in the United States District
Court for the Southern District of Mississippi, for damages for breach of contract and for misrepresentations
made to MP&L. The suit seeks the recovery of damages from United and Pennzoil in the amount of
$160,200,000 incurred as a result of breach of a Gas Sales Agreement between United and MP&L for the

- supply of up to 190,000 Mcf of gas per day for use as fuel in MP&L's Rex Ilrown and Ilaxter Wilson Steam
Electric Stations. The damages sought include: $50,000,000 ofincreased fuel and power costs which MP&L
incurred and passed on as fuel adjustment to its customers since United began curtailing gas deliseries and
through July 31,1974, which amount MP&L seeks to refund to its customers; $67,750,000 incurred or to be
incurred by MP&L in converting its power plant facilities to use fuel oil as a primary boiler fuel and

| $42,450,000 for the cost of replacing capacity lost as a result of modifying its power plant facilities to use fuel|

oil as a substitute fuel. A declaration of rights is also being sought covering damages accruing with respect to
increased fuel and power costs after July 31, 1974 and through the remaining term of the contract. On
motion of the defendants, the Court on April 4,1975 stayed these proceedings pending certain FPC actions;
and u April 21, 1977, the Court referred the matter to the FPC. The FERC (successor to the FPC)
accepted some of the referred issues, which are now pending before it.
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3 On August 9,1974, the United States fded suit agaii s. MP&L in the United States District Court for the
; Southern District of Mississippi seeking (1) a determination that MP&L is a government contractor as

defmed by Executive Order 11246 and subject to the equal employment opportunity clause and other
obligations imposed upon contractors with the Federal government pursuant to the Executive Order and (2)

i
an order enjoining MP&L from refusing to comply with the terms and conditions imposed by Executive
Order 11246 and implementing regulatio.3 issued thereunder. MP&L filed a motion for judgment on the
pleadings and the United States responded with a motion for partial summary judgment. On Apr i 23,1975,,

the District Court granted the government's motion and enjoined MP&L from refusing to comply with,

Executive Order 11246. On June 6,1977, the Court of Appeals for the Fifth Circuit affirmed the opinion but ;
;

, vacated the injunction and remanded the case to the General Services Administration for administrative !

! proceedings. On June 5,1978, the United States Supreme Court gruted MP&L's petition for writ of
certiorari, vacated the Fifth Circuit's decision, and remanded the case for further consideration. The Fifth ;

,

Circuit in turn remanded the case to the District Court. MP&L has tenewed its motion for summary
judgment, and the United States has renewed its motion for partial summary judgment. On May 30,1979,
the District Court ruled against MP&L From this order MP&L filed an appeal to the Court of Appeals for

j the Fifth Circuit. On July 16, 1979, the District Court stayed its judgment of May 30,1979 pending this
j appeal.

! On January 30, 1979, MSE filed suit in the United States District Court, Southern District of
Mississippi, against Zurn Industries, Inc. alleging breach of the contract between MSE and Zurn Industries,
Inc. for the design and construction of two nat"al draft cooling towers at the Grand Gulf Plant and seeking

i
judgment for damages of $6,000,000. On Maren 12,1979, Zurn Industries Inc. filed a counterclaim against
MSE, llechtel Power Corporation and, individually, forty-three insurance companies in the American
Nuclear Insurers property insurance pool, which insures the cooling towers at the Grand Gulf Plant, and a
third. party complaint agaiust the insurance companies. The counterclaim and third. party complaint allege
that MSE. Bechtel Power Corporation, and the insurance companies breached or caused to be breached the
contract between MSE and Zurn Industries, Inc. and committed other wrongful acts and seeks damages
against the counter-defendants in the amount of $37,130,000, including damages for breach of contract and
other wrongful acts. On March 14,1980, the District Court granted Zurn Industries, Inc.'s motion to amend,

j

its counterclaim against MSE and Bechtel Power Corporation to seek judgment for additional damages of
;

$5,000,000 punitive and $1,000,000 actual. The District Court further, on March 18, 1980, approved a
settlement reached between the insurance companies and Zurn Industries, Inc. and dismissed with prejudice
the counterclaim and third-party complaint against the insurance companies. The matter is pending.

I

On Augu*.t 4,1977, the Metropolitan New Orleans Chapter of the Louisiana Consumers' League, Inc.
i

and others filed a class action suit in the Civil District Court for the Parish of Orleans against NOPSI and the
{ Council. The plaintiffs are seeking to compel the defendants to refund the increase in transit fares collected
'

under authority of a resolution of the Council, which resolution became effective on November 14,1975; or,
! in the alternative, plaintiffs seek to compel a reduction of present transit fares for a sufficient period of time to'

allow transit riders to recoup the increase in fares collected under the resolution. The law suit results from
I

the fact that the transit fare increase, which became effective on November 14,1975 and, despite a judgment i

,

'

by the trial court that the increase was invalid, was permitted by the courts to continue in effect during the
pendency of appeals through November 7,1977, was finally held to be invalid on November 4,1977, whcn |
the Louisiana Supreme Court refused to review rulings oflower courts which had held that the Council had
failed to follow the prescribed statutory procedures in adopting the transit fare increase and hence the!

increase was null and void. (On December 1,1977, the Council adopted a resolution, effective December 4,
1977, increasing the transit fare by the amount it was reduced.) NOPSI has filed responsive pleadings in the

i

- proceeding and has taken the position that the increased transit fares so collected during the period
November 14,1975 through November 7,1977 were lawfully collected. On May 15,1979, the District Court
granted plaincffs' request for a Summary Judgment against defendants and awarded the plaintiffs 55,518,990

! (plusjudicial interest), which sum has been ordered to be paid through a reduction of NOPSI's transit fares
by live cents for a period of two years. The Court further ordered defendants to pay plaintiffs' attorney's fees

,

4 in the amount of $100,000. On June 20,1979, NOPSI and the Council filed a suspensive appeal from this
;
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l
Summary Judgment of the District Court to the Louisiana Fourth Circuit Court of Appeals. NOPS! and the|

! Council therein allege that the Summary Judgment was improperly granted by the District Court and request
that the matter be returned to the District Court for a trial. Under the subsidy agreements for 1978,1979 and
1980 with the City of New Orleans, the City would assume 30% of any ultimate liability resulting from this

,

|
litigation. See " Regulation and Litigation-lloiding Company Act."

On February 4,1975, the Metropolitan New Orleans Chapter of the Louisiana Consumers' League, Inc.
|

! and others filed a class action suit in the Civil District Court for the Parish of Orleans against NOPSI and the
Council alleging, among other things, that NOPSI's fuel adjustment clause in its electric rate schedulesi

allows it to pass increased costs of fuel on to its customers without required regulatory hearing. A<

preliminary injunction and damages in the amount of 526.2 million are being sought. On January 19,1979,

|
the District Court refused to grant plaintifPs motion for summary judgment. On December 19,1979, after
trial of the case, the District Court entered a judgment in favor of both NOPSI and the Council and against

;
the plaintiffs. On December 27,1979, the plaintiffs filed an appeal of the District Court judgment to the-

Louisiana Fourth Circuit Court of Appeals. It is the opinion of NOPSI that final disposition of this matter
will not have a material adverse effect upon NOPSI's financial position or results of operations.

.

On January 30,1979, a class action suit was filed in Civil District Court for the Parish of Orleans against

! NOPSI, the City of New Orleans and the Council by two individuals on behalf of all of NOPSI's electric and
gas customers alleging that the Council has allowed NOPSI to subsidize its transit operation with funds
which NOPSI has received and is continuing to receive from its electric and gas customers. Plaintiffs further'

allege that they have never consented to nor did they have knowledge of this arrangement. A refund of all
sums paid by plaintiffs to NOPSI for the subsidization of the transit operation and damages in the amount of

,

$1.0 billion are being sought. NOPSI filed exceptions on April 12,1979 and the matter is pending. NOPSI3
1

has been advised by counsel that based an its understanding of the facts and law, it is counsel's belief that
NOPSI has substantial and meritorious defenses which will ultimately prevail.!

:
NOPSI, the City of New Orleans and others filed suit on July 1,1974 (amended June 8,1978) against

United in the Civil District Coun for the Parish of Orleans, State of Louisiana, for damages for breach of

,

contract. Petitioners also inch.de representatives of a class consisting of all persons and organizations
i

! purchasing electricity from NOPSI within the City of New Orleans. The suit, as amended, seeks the recovery

! of damages from United in the amount of $105.187,681 incurred as a result of breach of a Gas Sales Contract
between United and NOPSI for the supply of ail NOPSI's natural gas requirements for the generation of'

|
electricity. Of the to:a1 amount of damages sought,543.2 million represents the increased amount of fuel

|
costs w hich NOPSI incurred and passed on to its consumers of electricity through June 1,1975, since United
began curtailing gas deliveries for power plant generation in April 1971. Of the remainder of the damages.!

sought, 562.0 million, $1.2 million represents increases in gross receipt and franchise taxes paid by NOPSI
| due to increases in gross revenues which resulted from the above mentioned $43.2 million increa. sed cost of

fuel being passed on to NOPSI's electric customers through the operation of the fuel adjustment clause in itsf

electric rate schedules; $8.0 million represents expenditures up to June 1,1975 for conversion of power plants
|
|

to burn oil for prolonged periods and $52.8 million represents the profits NOPSI would have realized from
the generation and sale of additional quantities of electricity had United not breached its contract with
NOPSI and delisered to it the volumes of gas which United had contracted with NOPSI to deliver, but did

not deliver. The defendant effected the removal of the suit from the state court to the United States District
I

Court for the Eastern District of Louisiana. Plaintiffs moved for the remand of the suit to the state court
which was granted by the United States District Court on November 20,1974. United then filed a motion to
dismiss on the grounds that the FPC had primary jutisdiction. On February 7,1975, the state court denied
the motion. On June 26,1979, the District Court denied defendants' motions for Referral of Issues to the
FERC and for stay of idal pending the outcome of such referral. The matter is pending.

In May 1973, the United States of America filed suit against NOPSI in the United States District Court
for the Eastern District of Louisiana seeking a determination that NOPSI is a " government contractor" as
defined by Executive Order i1246 and is subject to the equal employment opportunity clause and other
obligations imposed upon contractors with the Federal government pursuant to the Executive Order. The
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United States also sought an order requiring NOPSI to submit to a review of its records and employment
practices to determine whether .NOPSI meets the non-discrimination requirements prescribed by the
Executive Order and requiring NOPSI to comply with its provisions. The District Court rendered a decision
on Nosember 16,1979 holding NOPSI to be a government contractor and entered an order on December 17,
1979 permitting the United States to proceed by administrative action to enforce NOPSI's compliance with
the Executive Order and the rules an'i regulations thereunder. On December 21,1979, NOPSI filed notice of
appeal with the United States Fifth Circuit Court of Appeals where the matter is pending. ,'

NOPSI INDUSTRY SEGAfENTS
|

Selected Financial Information Relating to Industry Segments (l)

Year Ended December 31,
1979 1978 1977 1976 1975

(In Thousands)
Revenue from ules to unaffiliated

customers (2)(3):
Elect ric . . . $204,486 $181,418 $168,198 $153,169 $125,933. .... ... . . .

Natural gas 85,624 70,013 61,218 44,169 33,784.. . .. . .. ..

Transit . 36,996 36,399 31,828 18,873 13.176. .......
.

: Total . . . $327,106 $287,830 $261,244 5216.211 $172,893. . . . . ...
i

Operating income (loss)(3):
Electric . . . . . . . . . .... . . $ 16,238 5 15,521 $ 14,142 5 19,402 5 14,907
Natural gas . . . 1,046 2,269 2,951 4,142 1,495. . .....,

' Transit . 759 530 $19 (6,136) (4,949).. . . . ..... .

- Total . . . . $ 18,043 $ 18,320 $ 17,612 $ 17,408 $ ll.e531
.. .. . ... .

; Total utility plant:
Electric . . .. . . .... $318,377 $30R:935 $300,403 $293,646 $286,859.

) Natural gas . 69,771 61,239 18,615 $6,392 54,577...... ... .. ..

j Transit . . 19,049 21,081 19,623 19,781 19,841... .. . .. ...

|j
Construction work in progress:

Elect ric . . . . . . . . . . . . . . . 4,638 1,251 1,534 1,063 1,431
i Natural gas 117 1,989 107 14 26. ... . .. .

Transit . I 3 2 - -
... . . ... . ..

.. ... . $411,983 5394.m 5380.284'Total . . $370,896 $362,734

(1) Because it is impracticable to allocate interest charges and other income and deductions, the
; contribution to net income by type of business is not shown.
'

(2) NOPSI's intersegment sales are not material (less than 1% of sales to unaffiliated customers). See
} Note (b) to Summaries of Operations for sales to affiliates.

(3) includes adjustment for transit subsidy. See " Regulation and Litigation-flolding Company Act"
regarding the subsidy of NOPSI's transit operations by the City of New Orleans and Note (a) to Summaries4

'

of Operations concerning the reclassification of certain revenues in 1979,1978 and 1977.

,

Narrative Description of Industry Segments
!

Electrie Service. Electric service was supplied to 193,769 customers at December 31, 1979. During
1979, and before giving effect to the transit subsidy,30% of electric operating revenues was derived from

!

t
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residential sales, 31% from commercial sales,13% from industrial sales,10% from sales to governmental
and municipal customers,16% from sales to public utilities and from other sources.

Natural Gas Service. Natural gas service was supplied to 177,136 customers at December 31, 1979.
During 1979,43% of gas operating revenues was derived from residential sales,16% from commercial sales,
26% from industrial sales and 15% from sales to governmental and municipal customers. (See " Fuel
Supply-Natural Gas Purchased for Resafe".)

Transit Service. The transit service of NOPSI consists of motor coach and electric railway services.
During the year ended L)ecember .ll,1979, the company's transit vehicles traveled approximately 14 million
miles while carrying approximately 89.2 million passengers. During 1979, th; company consumed
approximately 4 million gallons of diesel fuel in its transit operations and was able to obtain a sufficient
supply thereof. NOPSI anticipates receiving an adequate supply of diesel fuel during 1980. The company's
average cost per gallon of diesel fuel increased from 29.70c in January 1974 to 75.70e in December 1979, an

increase of 155%.

For further information with respect to NOPSI's industry segments, see "llusiness of System Operating
Companies", " Property", " Regulation and Litigation-liolding Company Act" and Note 15 to Financial
Statements.

Employees by Segment

NOPSI's employees by industry segments are as follows:

December 31.1979

l'ull l' art
Time g Total

Electric . 622 1 623
.

Natural Gas . 221 - 221

1,253 - 1,:''lTransit . .
.

General . 849 43 892
.

Total . 2,945 4 2,989
. .

!

!
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ITEM .t. SUMMARIFS OF OPERATIGNS
I
1

CONSOLIDATEDu
,

1979 1978 1977 1976 1975
'

4 (In Thousando -

| Operating Resenues:
.

; Electric . . . $1,669,451 51,489,915 $1,327,319 $1,063,036 $ 868,100.....

| Gas 116,612 95.863 83,910 62.502 49,513... ........

j. Transit (a) . . . . 36,996 36,399 31,828 18.873 13,176. ...
~

Total . 1,823,059 1,622,177 1,443,057 1,144,411 930,789... . ..

Operating Expenses:
Fuel for Electric Genera-

<

tion and~ Purchased
'

Power . . . . . . . 955,983 757,331 655,077 483,643 329,557
Gas Purchased for Re-,

i sale 88,801 68,657 58,577 37,852 30,994... . .

; Other Operation Ex-
3 penses and Mainte-

nance. 311,658 299,347 253,595 204,183 190,437. .. . ..'

Depreciation . . . 119,304 112,805 106,748 101,045 92,770
Income Taxes Charged

to Operating Expen.
ses(d) . 51,266 86,004 98,091 68,795 55,560.. . .

t Taxes Other Than in- .

come Taxes . 77.849 69,771 67,306 61,561 56,481. . .

Total Operating Ex.
penses... 1.604,861 1,393,915 1,239,394 957,079 755,799.

*

Operating Income . . . . . . . 218,198 228,262 203,663 187,332 174,990i Allowance For Funds Used
; During Construction-To-
; tal(e)... . . . . 213,333 148,290 99,177 62,169 46,064
| Income Taxes Credited to

Ot her Income---cr.(d ) . . 76,232 50,105 29,393 18,287 14.175
.

j interest Charges . .. . (297,381) (221,981) (171,265) (148,290) (132,663)
Preferred Dividend Require.

: ments of Subsidiaries . (36,2M) (25,477) (23,109) (21,780) (16,660).

i Miscellaneous-Net . . .. 7,940 6,239 6.910 8,329 4.397
: Net income (f) . . . . $ lH2,058(c) $ 185,438 $ 144,969 5 106,047(c) $ 90,303.

!

Weighted Average Number
; of Shares of Comrnon

Stock Outstanding . . . . . 85,444,691 75,522,179 66,598,876 58,395,628 50,733,782
,

'

'
Earnings Per Common Share

on Weighted Average
Number of Shares Out-
standing $211 $2.46 $2.18 $ 1.82 $1.78

. .. ... ,

; Divider ds Declared Per
Ccamon !, hare. . . . . $1.535 $1.46 $1.395 $ 1.335 $1.275

,
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| AP&L
1979 1978 1977 1976 1975

(la Housands)

Operating Revenues (b) $583.826 $556,488 $537,408 $396.597 $316,831.. ........

| Operating Expenses:
Fuel for Electric Generation and Purchased

Power (b) . . . . . . . . . . . 346,092 288,485 284,115 215,196 132,344
. . ......

Other Operation Expenses and Mainte-
92,032 90,992 81,917 57,850 54,923

nance ........... . ... ..... ..

Depreciation . . . 39,708 38,365 36,768 35,025 33,790
. . .... . .. . . ..

Income Taxes Charged to Operating Ex-
penses(d) . . 11,213 33,813 43,937 17,164 20,363

....... ...... .....1

: Taxes Other Than Income Taxes . 25,032 23,436 20.154 18,858 17,989
.. ..

Total Operating Expenses. 514.077 475,091 466,891 344,093 259,409
. . .....

Operating income . . . . . . . 69,749 81,397 70,517 52,504 57,422
..... .... ..

,

Allowance for Funds Used During Construc-
tion-Total (e) . 65,903 50,262 36,666 26,445 18,978

, . . . . ..

Income Taxes Credited to Other income-
cr.(d) . . 16,753 12,403 6,660 7,014 5,111

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

(75,536) (61,025) (48,964) (45,855) (43,818)Interest Charges . ..... .... . . .. .

Miscellaneous-Net 6,873 4,583 5.806 3.314 3,020
.. ... . . . ...

Income Before Cumulative Effect of Accounting
Change . . . . . . . . 8?142 87,62n 70,tM5 43,422 40,713

. . .. .... .. .

Cumulative Effect to January 1,1976 of Change
,

in Accounting for Fuel Costs (c) . . . - - - 3,541 -

.. .

Net Income (f) . . . . . . 83,742 87,620 T'.6S5 46.963(c) 40,713'
.. .. . . ...

Preferred Dhidend Requirement . (17,474) (14.020) (14,0.70) (13,155) (8,035)
.. . .

Halance for Common Stock $ 66,268 $ 73,600 5 56,e'65 5 33,808 5 32,678
. . .

LP&L
1979 1978 1977 1976 1975

(In nousands)

Operating Revenues (b) $557,476 $456,375 $378.951 $331,277 $264,844.... . .. ..

Operating Expenses:
Fuel for Electric Generation and Purchased

Power (b) . . . 330,337 237,907 185,283 153,471 99,229 -
. . .... .

i

i Other Operation Expenses and Mainte-
73,688 76,744 59,713 52,483 47,868

,
nance . .... . ... ..

.. . .. . . 40,863 38,389 35,999 33,866 27,837
i Depreciation .

| Income Taxes Charged to Operating Ex-
penses(d) . . . 22,750 19,919 21,482 19,990 18,535

... .. . .. . .

Taxes Other Than inconie Taxes . . 15,977 14,106 13,918 12,414 11,746
j

. .

Total Operating Expenses. . 483.615 387,065 _3_16,395 272.224 205,215
. ..

73,861 69,310 6;,556 59,053 59,629Operating Income . . . . . . . . . . ... . .

Allowance for Funds Used During Construc-
tion-Total (e) 45,853 31,079 19,473 12,823 14,029

.. .... . ..

income Taxes Credited to Other Income-'

cr.(d) . 11,751 9,058 5,456 2,802 3,776
.. .. . . .. . . ... .

Interest Charges . (71,256) (58,125) (45,017) (38,991) (36,462).. ...... . . ...

' Miscellaneous-Net . . . 4,920 2,422 1,938 3,590 2,723
. .. . . ... .

Net income . . . . . 65,129(c) 53,744 44,406 39,277 43,695
.. . . . . .......

r

: Preferred Dividend Requirements . . . . . (15.441) (8,108) (5,740) (5,276) (5.276).

j Halance for Common Stock . . . . . $ 49,688 5 45,636 $ 38,666 5 34,001 $ 38,419
. ....
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AIP&I.

1979 1978 1977 1976 1975

(In Thouunde
Operating Revenues (b) . . 5436,524 5400,276 5365,346 5308,776 5240,057 |.

Operating Expenses:
Fuel for Electric Generation and Purchased

Power (b) . 286,255 248,210 223,639 177,292 128,720. ... .. . .

Other Operation Expenses and Mainte-
nance 62,137 49,099 43,708 38,316 33,064...

Depreciation ... . . . 21,974 20,528 19,728 18,151 17,532
Income Taxes Charged to Operating Ex-

penses(d ) . . . . . . , 9,995 20,492 20,964 16,759 11,560
Taxes Other Than income Taxes . 16,177 14,950 14,299 12,962 11,626,

Total Operating Expenses. 396,538 353,279 322.338 263,480 202,502
Operating income . . .... .. . 39,986 46,997 43,003 45,296 37,555
Allowance for Funds Useu During Construe-

tion-Total (e) .
Income Taxes Charged to Other .. .

1,077 1,172 1,601 - 1,853, ...

Income-
.

cr.(d ) , (1,145) (916) (113) (913) (919), .

Interest Charges . . (20,237) (20,694) (20,496) (20,342) (19,452)
Miscellaneous-Net . 2,900 2,286 1,027 1,704 1,766.

Net income . , . .. 22,581 28,845 25.027 25,745 20,803
Preferred Dividend Requirements , (2,384) (2,384) (2,384) (2,384) (2,384)
llalance for Common Stock 5 20,197 5 26.461 5 22.643 5 23,361 5 18,419

NOPSI

1979 1978 1977 1976 1975

(in Ihonunde
Operating Revenues (a)(b):

Elect ric . 5240,032 $ 191,845 5178,040 $157.135 5129,305.

Gas . 85,624 70,013 61,218 44,169 33,784Tra.isit 36,996 36,399 31,828 18,873 13,176
Total . 362,652 298,257 271,086 220,177 176,265.

Operating Expenses:
Fuel fm Eicetric Generation and Purchased

Power (b) , . . .
.. 161,349 117,089 111,:80 84,207 66,870

Gas Purchased for Resale . ... 68,291 52,439 43,101 26,730 21,547
Other Operation Expenses and Mainte-

nance 84,433 77,497 64, 85 58,552 50,970
Depreciation .. . . .. 13,379 12,290 11,:.71 11,133 10,985
Income Taxes Charged to Operating Ex-

penses(d) . . .. 1,379 7,817 7,694 8,270 2,052Taxes Other Than income Taxes , 15,778 12,805 15,143 _ 13,877 12,388
Total Operating Expenses. 344,609 279,937 253,474 J)2,769 164,812., .

Operating Income . .. . . .. 18,043 18.320 17,612 77,408 11,453
Allowance for Funds Used During Construc-

t tion-Total (e) . . . . ... . . 238 136 52 156 228
| Income Taxes Charged to Other Income-
| cr.(d) . (702) (706) (637) (741) (470)

.

Intere'.t Charges . .
Miwellaneous-Net

. (9,447) (8,640) (7,907) (8,094) (8.204)1,878 1,533 1.392 1,680 971
Net income 10,010 10,643 10,512 10,403 3,978.

Preferred Dividend Requirements . (965) (965) (965) (965) (965)
.

llalance for Common Stock . 5 9,045 5 9,678 5 9,547 5 9,438 5 3,013
,

|
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NOTES TO SUNtMARIES OF OPERATIOM
~

|
(a) Under transit subsidy agreements b-tween NOPSI and the City of New Orleans for 1979,1978 and

' 1977, transit operations recorded a subsidy amount sufficient to earn on the transit rate base a year-to-date
rate of return of 8.33% on a monthly basis. Such subsidy came first from electric and gas earnings in excess of
an annualized 8.33% rate of return on those combined operations, on a monthly basis, and the balance camei

from the City. During the years 1979,1978 and 1977, the transit operations recorded subsidy amounts of
approximately $19.1 million ($2.1 million from combined electric and gas operations and $17.0 million from

|
the City), $19.1 million ($7.1 million from combined electric and gas operations and $12.0 million from the<

City), and $14.8 million ($13.0 million from combined electric and gas operations and $1.8 million from the
City), respectively. See item 1 " Business-Regulation and Litigation-liolding Company Act" forj

information concerning the proposed divestiture of transit operations.'

(b) Electric operating resenues include sales to affiliates as follows:

1979 1978 1977 1976 1975 .

(In Thousands)
!

A P& L . . . . . . . . . $48,320 $35,680 $48,934 $14,948 $19,617*

LP&L 29,366 41,655 48,412 95,129 53,823'

. .. ...

MP&L. 90,959 82,899 74,186 56,117 39,268
...;

i NOPSI . . . 35,546 10,427 9,842 3,966 3,372

Oper"ing expenses include power purchased from affiliates as follows:

1979 1978 1977 1976 1975
j

(In Thousands)

4 AP&L... $88,483 $79,903 $84,295 $88,432 $46,792
..

! L P& L . . . . . 54,012 27,205 22,009 3,047 6,767
..

!
M P& L . . . . . 26,750 19,084 30,600 33,135 30,744

|
NOPSI . . . 28,694 33,342 32,000 35,090 25,385

.

Fuel for electric generation includes purchases from SFI as follows:

1979 1978 1977 1976 1975

(In Thousands)

AP&L.... $106,296 $141,486 $146,561 $85,675 $44,630'

LP&L........ 104,776 92,203 79,917 62,817 18,960

M P& L . . . . . . 133,233 143,842 125,247 92,992 60,186

NOPSI . 34,020 46,615 43,238 32,075 27,815
..

q ,

(c) Effective January 1,1976, AP&L adopted the accounting policy of deferring fuel costs in excess of
.

base levels allowed in rate schedules until these costs are reflected in billings to customers pursuant to the fueli

j adjustment clause. Deferral of the excess fuel costs for accounting purposes was adopted due to (1) the
continuing increase in the unit cost of fuel and (2) the significant .ncrease in unrecovered fuel costs during'

|
those periods when AP&L's nuclear plant is not operating.

*

;

This accounting change, net of deferre.: Mcome taxes of $4,175,000, resulted in an increase in net income
for 1976 of $3,992,000 (50.07 per share) of which, $3,541,000 ($0 06 per share) represents the cumulative

i effect of the change (net of taxes) as of January 1,1976 and is not shown separate'y in the Consolidated
Summaries of Operations.

in January 1979, LP&L received' authorization from the LPSC allowing and requiring LP&L to credit
t

or charge customers through the fuel adjustment clause in future billings for net over or undercollections of'

fuel costs in excess of those included in base rates. Concurrently with this change in billing for fuel costs,'

LP&L commenced deferring on its books fuel costs to be retlected in billings to cusMners pursuant to the

41
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|
fuel adjustment clause until such amounts ve billed. The effect of this deferral, net of deferred income taxes,
was to increase net income for the > car 197Y ' 57,765,000.

(d) Rcrerence is made to Notes 1(F) a' 3 6 to Financial Statements for information relating to income '

taxes and investment tax credits.
i

Beginning January 1,1975, AP&L, LP&L and MSE have included in Other Income an amount
representing the income tax effect of the debt portion of AFDC. During 1977, MP&L and NOPSI began:

following this same practice in their presentation of AFDC. Net income is not affected since the income tax
'

effect was previously credited to operating expenses.
.

The amount ofinsestment tax credit adjustments-net for each of the five years is as follows:

1979 1978 1977 1976 1975

(in Thousando
Consolidated. . . . . . . . . $(2,566) $(4,166) 59,634 $31,087 $20,040
AP&L...... (753) (1,435) I,333 8,127 5,839. . .

. L P& L . . . . . . . . . . . . . (1,019) (1,205) 2,595 6,411 7,822'

M P& L . . . . . . . . . . . 1,286 (907) 205 3,814 1,960
NOPSI 1,651 (312) 58 719 910.. ..... .

(e) Reference is made to Note 1(G) of the Financial Statements for information relating to AFDC.
The composite rates for AFDC for each of the five years is as follows:

1979 197N 1977 1976 1975

A P& L . . . . . . . . . . . . . 7.7% 7.6% 7.4 % 7.5% 7.5%
, .....

i L P& L . . . . . . . . . . . . . . . ... . 6.9 6.8 6.8 7.5 7.5
i M P& L . . 7.8 7.4 6.9 - 7.5. .... ...... .. .

j NOPSI . . . . . . 6.5 5.8 6.6 7.5 7.5.. .. . . .. .

Effective January 1,1977, in accordance with FPC Order No. 561, the System operating companies:

adopted the formula, which permits compounding, for determining the rate to be used in computing AFDC,
and adopted accounting and reporting requirements for AFDC. MSE determines its accrual rate for AFDC
based on an 1 L6% return on average common equity plus actual interest costs, net of related income taxes.

j (f) Reference is made to Note 10 to Financial Statements relating to AP&L's fuel adjustment clause.

J

1

!
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CONSOLIDATED

alANAGEAIENPS DISCUSSION AND ANALYSIS OF TIIE SUNINIARIES OF OPERATIONS

The following factors, which may not be indicative of future operations or earnings, have had a
significant effect upori the results of operations of the Middle South System during the years 1979 and 1978.

Operating Revenues

The principal components of the increases in electric operating revenues are shown in the following
tabulation:

1979 1978

Amount 4 of Amount 9 of

(In Thousands) Total (In Thousando Total

Sales of energy $(12,615) (7)% 5 63,553 39 %
. . .

Rate increases . .
2,084 1 28,034 17

.. .

Recovery of fuel cost' . 183,505 102 60,494 37
. . . . .

Miscellaneous" . 6,562 4 10,515 7
.

.

Total . $179.536 100 % $162,596 100 %
.. . .

_
_

* Includes the effect ofincreased fuel cost recovered through fuel adjustment clauses and increased fuel cost
included in the new lesels of base rates. See Note (c) to Summaries of Operations.

" Includes the effect of adjustments for transit subsMy See Note (a) to Summaries of Operations and item
1 "Husiness-Regulation and Litigation Holding Company Act" regarding the subsidy agreements for 1979
and 1978 with the City of New Orleans with respect to NOPSPs transit operations and the reclassification of
certain revenues in these years.

Electric operating revenues increased by $180 million or 12% in 1979 principally due to increased fuel
cost recoveries through fuel adjustment clauses and incrosed fuel cost included in the new levels of base
rates. In 1978, electric operating revenues increased by $163 million or 12% principally due to increased sales
of energy to other utilities as a result of a national coal miner's strike in the early part of 1978 and increased
fuel cost recoveries through fuel adjustment clauses and increased fuel cost included in the new levels of base

rates.

The increases in gas revenues for the years 1979 and J78 (521 million,22% and $12 million,14%,
respectisely) are principally due to the recovery ofincreased osts through purchased gas adjustment clauses.

Transit revenues increased in 1978 by $5 million (14%) primarily due to the operation of the transit
subsidy agreements, see Note (a) to Summaries of Operations

Fuel for Electric Generation and Purchased Power
The increase in fuel expense for 1979,574 million, is primarily due to higher average unit costs for gas

and oil fired generation. The increase in fuel expense for 1978,554 million, reflects additional generation to
meet increased energy requirements.

The increase in purchased power expense in 1979,5124 million, is primarily attributable to reduced
volumes of oil-fired generation and the outages of ANO No. I during the second quarter, half of the third
quarter and approximately one month in the fourth quarter of 1979. See item 1 " Business-Regulation and
Litigation-Atomic Energy Act of 1954 and Energy Reorganization of 1974". The increase in the cost of(

l

purchased power in 1978,548 million,is attributable to the escalating unit cost per KW of purchased power
in order to meet customer demands and to additional shut-downs of major generating units in the second

!
I quarter of 1978.
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It is the policy of the Middle Sou h System to buy available power from neighboring utilities w hen the
cost thereofis lew than theincremental cost of generating with the Middle South System's generating units.

Gas Purchased for Hesalc

Tl e increases in gas purchased for resale in 1979 and 1978 (520 millien and $10 million, respectively)
are attributable to the rising cost of purchased gat

Other Operation Enpenses and Maintenance

Other operation expenses increased 50.9 milhon in 1979 and 519 million in 1978. Excluding the efreef.s of
the nuclear fuel reserve and deferred fuel cost accounting policies, as described below, expenses increased $31
million or 15% for the year 1979 and $29 million or 17% for the year 1978. These increases are primarily
attributable to the Middle South System's growth and to inflationary pressures on wages, employee benefits,
services, and materials and supplies.

Other operation expenses reflect AP&I/s nuclear fuel reserve fund estimated to offset the effect of higher
cost of generation when the nuclear plant is out of sersice for refueling.

AP&L and 1.P&L defer fuel costs in excess of base levels allowed in rate schedules until these costs are
reflected in billings to customers (generally two months later) pursuant to the fuel adjustment clause. The
deferral results in a better matching of energy costs with related resenues. Thus, the deferred fuel cost
amount represents a net adjustment of energy costs. When there are wide fluctuations in the cost of energy
between periods, the adjustments necessary can be quite large. See Note (c) to Summaries of Operations.

The increase :n maintenance expense for the year 1979 ($11 million) is due primarily to a major
overhaul competed at a generating unit, the continuous usage of oil as a boiler-fuel and inflationary
pressures. T'ae increase in maintenance expense for the year 1978 (527 million) is due to more scheduled
maintear a on generating units required by a continuous and greater usage of oil as a generator fuel,
unscheduled maintenance and inflationary pressures.

AFDC

The increases in AFDC are due primarily to increased lesels of CWIP.

Income Taxes

Reference is made to Note 6 in Financial Statements for details of income taxes, including deferred
taxes, and a reconciliation of the statutory to the effective book income tax rates.

The fluctuations in total income tax expense included in operating expenses and in other income in the
years 1979 and 1978 are attributable primarily to changes in income before income taxes and to differences in
timing between deductions for tax and book purposes for which deferred taxes were not provided. In
addition, the 1979 change is partially attributable to a change in the Federal in ome tax rate.

Taxes Other than Income Taxes

The increase in taxes other than income taxes for the year 1979 (58 million or 12"o) is due primarily to
increased ad valorem taxes, local franchise taxes and Federal Insurance Contribution Act taxes.

Interest and Preferred Dividends

Interest expense and preferred dividend requirements increased during each year primarily .s a result of
additional issuances of debt and preferred stock in conjunction with the construction prograrr of the Middle
South System and rising interest and dividend rates.

44



e

Net Income and Earnings Per Sharc
Net income decreased $3 million or 2% for the year 1979 and increased $39 million or 24% for the year

1978. In each year the percentage change in earnings per share did not change proportionately to the change
in net income due primarily to common stock sales in January and November of 1979 (8.5 and 5 million
shares, respectively) and January 1978 (8.5 million shares).

AP&L

SIANAGE31ENT'S DISCUSSION AND ANALYSIS OF TIIE SU313f ARIES OF OPERATIONS
The following factors, which may not be indicatise of future operations or earnings, have had a

significant etrect upon the results of operations of AP&L during the years 1979 and 1978.

Operating Revenues
The principal components of the increases in electric operating revenues are shown in the following

tabulatiom 1979 1978

Amount G of Amount 9 of

tin Thouundo Total tin ihnuundu Total

Sales of energy . $ 1,911 7% $ 3,704 19 %
. .

Rate increases
- - 15,113 79

Recosery of fuel cost * . 26,652 97 470 3
.

Miscellaneous. (1.225) _(4) (212) _(1)
. . .. . ..

Total . , $27,338 100 % $ l9,080 100 %
. .. .

* Includes inmed fuel cost recovered through fuel adjustment clauses and increased fuel cost included
in the new levels of base rates. See Note (c) to Summaries of Operations.

Purchased Power
The increase in purchased power expense for the year 1979 of $51 million or 42% is due primarily to

additional amounts of purchased power being required to replace oil-fired generation and the outage of ANO
No. I during the second quarter, half of the third quarter and approximately one month of the fourth quarter
of 1979. In addition, higher unit costs for purchased power were incurred during the year 1979 as compared

to the previous year.

Other Operation Ewpenses and Staintenance
Other operation expenses decreased 50 3 million in 1979 and $2 million in 1978. Exclading the effects of

the nuclear fuel reserse and deferred fud cost accounting policies, as described below, expenses increased $14
million or 23% for the year 1979 ar.a $11 million or 20% for the year 1978. The increase in each period is
primarily attributable to inflation .ry pressures on wages, property insurance, employee benefits, services and
materials and supplies.

Other operation exper,es reflect AP&L's nuclear fuel reserve fund estimated to offset the effect of higher
cost of generation when the nuclear plant is out of service for refuehng.

AP&L adopted an accounting policy of deferring fuel costs in excess of base levels allowed in rate
schedules until tlwse costs are reflected in billings to customers (generally two months later) pursuant to the
fuel adjustment clause. The policy results in a better matching of energy costs with related revenues. Thus,
the deferred fuel cost amount represcnts a net adjustment of energy costs. When there are wide fluctuations in
the cost of energy between periods, the adjustments necessary can be quite large. See Note (c) to Summaries

of Operations.

Maintenance expense increased by $10 million or 60% in 1978 due to more scheduled maintenance on
generating units which was required by the continuous and greater usage of oil as a generator fuel during
1978 and inflationary pressures.

I
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Income Taxes
'

Reference is made to Note 6 to Financial Statements for details of income taxes, including deferred
taxes, and a reconciliation of the statutory to the effective book income tax rates.

The changes in total income tax expense included in operating expenses and in other income in 1979 and

1978 are attributable to changes in income before income taxes and to differences in timing between
deductions for tax and book purposes for which deferred taxes were not provided. The 1979 change is also i

partially attributable to a change in the Federal income tax rate. In addition, the fluctuation in income tax
expense included in other income for 1978 is also attributable to recording of taxes associated with the gain
on the sale of the White Illuff Plant in 1977..

q Taxes Other than income Taxes
R

'

The increase in 1978 is due to additional investment in facilities and to increases in the base tax rates.
AFDC

'
The increases in AFDC during each year are due primarily to continued capitalization of AFDC on

ANO No. 2, the White Illuff and independence Plants.

Interest and Preferred Dividends

Interest expense in 1979 and 1978 and preferred dividend requirements in 1979 increased primarily as a
result of additional issuances of debt and preferred stock in conjunction with the construction program and

; rising interest and disidend rates.

Sliscellaneous-Net

The increase for the year 1979 is primarily due to a $1.3 million gain on the sale of an interest in the
Independence Plant during the third quarter of 1979. The 1978 decrease in miscellaneous-net is due to the
absence of the net effect of the gain on the sale of the White Illuff Plant partially offset by an increase in
interest and disidend income.

LP&L

hlANAGENIENT'S DISCUSSION AND ANALYSIS OF TIIE SUNINIARIES OF OPERATIONS
The following factors, which may not be indicative of future operations or earnings, have had a

significant effect upon the results of operations of LP&L during the years 1979 and 1978.
,

Operating Revenues

: The principal components of the increases in electric operating revenues are shown in the following
tabulation:

1979 1978
Amount ". of Amount % of

1

On Thousando Total (In Thousando Total
Sales of energy. . . . . $ (3,008) (3)% $33,339 43 %

. .... .. ..

Rate increases . . .. . . . .. - - 11,419 15Recovery of fuel cost' 103,882 103 33,850 44
.... ....... ..

Miscellaneous . . . 227 - (1,184) (2)
. .. .. .. . ..

Total . . $101,101 100 % $77,424 100 %
. . ... .. ... ..

* Includes increased fuel cost recovered through fuel adjustment clauses and increased fuel cost included
in the new levels of base rates.

,

i
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Electric operating revenues increased $101 million or 22% for the yea 1979 primarily due to the
recovery ofincreased fuel costs and the fuel component of purchased power costs i.Y.'ric operating revenues '

j

for the year 1978 increased $77 million or 20% primarily due to increased energy sales to ultimate customers
and the recovery of increased fuel and the fuel component of purchased power costs. Also, during the first
quarter of 1978, LP&L was calle.J upon to supply large quantities of energy to other utilities as a result of a
national coal miners' strike and extremely cold weather.

l

Fuel for Electsic Generation and Purchased Power
'

The increase in fuel costs in the year 1979. 522 million or 13%, is primarily due to higher average unit
prices for natural gas and oil partially offset by a decline in oil-fired generation. Fuel costs increased by
approximately $27 million or 19% in 1978. The increase resulted from a higher demand for electric service,
higher unit prices for natural gas and oil and increased oil-fired generation.

<

Purchased power expense increased $70 million or 101% in 1979 due primarily to additional amounts of
purchased power needed to replace reductions in gas and oil-fired generation. Purchased power expense in
1978 increased $26 million or 58%. The change resulted from increased demand for electr,c. sersice and

higher unit prices.

Other Operation Expenses and Maintenance

For the year 1979 other operation expenses decreased 55 million or 11%. Excluding the effects of
deferred fuel cost accounting policies, as described below, expenses increased $10 million or 21%. The
increase is primarily attributable to inflationary pressures on wages, employee benefits, services and materials
and supplies. Other operation expenses such as costs of labor, materials and supplies and services increased1

by $9 million in 1978 primarily due to the effects of inflation.

LP&L commenced deferring fuel costs in excess of base levels allowed in rate schedules until these costs
are reflected in billings to customers (generally two months later) pursuant to the fuel adjustment clause.i

The deferral results in a better matching of energy costs with related revenues. Thus, the deferred fuel cost
amount represents a net adjustment of energy costs. When there are wide fluctuations in the cost of energy
between periods, the adjustments necessy can be quite large. See Note (c) to Summaries of Operations.

Mainter ance expense increased in 1978 by $8 million or 40%. This increase was due to increased
scheduled n aintenance on generating units, which is required by continuous usage of oil as a boiler fuel, '

unscheduled maintenance and inflationary pressures.

income Taxesi

Reference is made to Note 6 to Financial Statements for details of income taxes, including deferred taxes
and a reconci.iation of the statutory to the. effective took income tax rates.

The fluctuations in total income tax expense included in operating expenses and in other income in 1979
and 1978 are primarily attributable to changes in income before income taxes, and to differences in timing
between deductions for tax and book purposes for which deferred taxes were not provided. In addition, the
1979 change is partially attributable to a change in the Federal income tax rate.

| AFDC

The increases in AFDC are due primarily to increased levels of CWIP.
.
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1 Taxes Other than Income Tases |

The increaw in this item for the year 1979 is due primarily to increased Federal Insurance Contribution
Act taxes and local franchise taxes.

4

) Interest and Preferred Dividends

Interest expenw and preferred disidend requirements increased during each year primarily as a result of
i

additional issuances of debt and preferred stock in conjunction with financing the construction program and
rising interest and dividend rates.'

J

! N11scellaneous-Net

Additional investments in SFI, an affiliated company, and higher rates ofinterest on such investments
. are primarily responsible for a $2 million increase in miscellaneous-net in 1979.
,

MPAL,

l
NIANAGEMENTS DISCUSSION AND ANALYSIS OF TIIE SUhlNIARIES OF OPERATIONS

i

The following factors, which may not be indicative of future operations or earnings, hase had a
] significant effect upon the results of operations of Mp&L during the years 1979 and 1978.
i

1

'
Operating Revenues

'

TI e principal components of the increases in electric operating revenues are shown in the following
,

tabulation:
'

.

~

1979 1978
-

Amount 'Tr of Amount % of'
(in Thousando Total (In Thousandu Total

Sales of energy. . $(l1,559) (32%) 522,239 64 %
. .. . . .

j Recosery of fuel cost * 45,803 126 8,397 24.. . . ... .

| Miscellaneous . 2,003 6 4,294 12
.. .... .. ..

j Total . $ 36,247 100 % $34,930 100 %
. . .. .. ..

-
_

* Includes increased fuel costs recovered through fuel adjustment clauses,

j Fuel for Electric Generation and Purchased Power

Fuel costs increased by approximately $27 million or 15% in 1978. The increase resulted from a higher
; demand for electric service and increased oil-fired generation which increased by 14% in 1978.
4 ,

Purchased power expense increased $29 million or 73% in 1979 due primarily to larger volumes of
KWirs purchased to displace higher cost oil-fired generation.

4

; Other Operation Expenses and Staintenance
'

T'ie increase in other operation expenses in 1979, $7 million or 20%, is due primarily to increased.

apenses for fire and property insurance and inflationary pressures on the costs of labor, materials and,

supplie services and wages. Other operation expenses such as costs of labor, materials and supplies and
services incre sed by $4 miHion in 1978 primarily due to the effects ofinflation.

.

i
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1

Maintenance expenses increased by approximately $6 million in 1979 aue to increased scheduled
maintenance on generating units which is required by the continuous usage of oil as a boiler fuel and

,

inflationary pressures. Also, a major overhaul shut down MP&L's Gerald Andrus Steam Electric Generating
Station in the fourth quarter of 1979 resulting in additional maintenance expenses.

Maintenance expenses increased by approximately $2 million in 1978 due to increased scheduled
maintenance on generating units which is required by the greater uuge of oil as boiler fuel and inflationary
pressures. In addition MP&L's flaxter Wilson Steam Electric Generating Station Unit No. 2 was shut down
for scheduled maintenance for approximately five months in 1978.

Income Taxes
Reference is made to Note 6 to Financial Statements for details of income taxes, including deferred

taxes, and a reconciliation of the statutory to the effective book income tax rates.

The fluctuation in total income tax expense included in operating expenses in 1979 is primarily'

attributable to changes in income before income taxes, a change in the Federal income tax rate and to
differences in timing between deductions for tax and txx>k purposes for which deferred taxes were not
provided.

Siiscellanous-Net
Additional investments in SFI, an affiliated company, and higher rates of interest on such investments

are primarily responsible for the 50.6 million increase in miscellaneous-net in 1979. The $1.3 million
increase in 1978 resulted primarily from increased interest earned on a higher level of temporary cash
insestment balances during the year.

,

NOPSI

StANAGESfENT'S DISCUSSION AND ANALYSIS OF TIIE SUSISfARIES OF OPERATIONS

The following factors, which may not be indicative of future operations or earnings, have had a
significant effect upon the results of operations of NOPSI during the years 1979 and 1978.

Operating Revenues

The principal components of the increases in electric operating resenues are shown in the following
tabulation:

1979 1978

Amount c'e of Amount % of
tin Thousands) Total (In Thousands) Total

Sales of energy . . . . . . $12,471 26 % $ 5.156 37 %
..... ...........

Recovery of fuel cost * . . . . . . . . . . 29,816 62 3,112 23
. .. ..

M iscellaneous" . . . . . . . . . . . . . . . . . . . . . . . 5.900 12 5,537 40

Total . . . . . . . . . . . . . . $48,187 100 % $13,805 100 %
...... ..

__

,

* Includes increased fuel costs recovered through fuel adjustment clauses.

" includes the effect of adjustments for transit subsidy. See Note (a) to Summaries of Operations and
item l "13usiness-Regulation and Litigation-l!olding Company Act" regarding the subsidy agreements
for 1979 and 1978 with the City of New Orleans with respect to NOPSI's transit operations and the
reclassification of certain revenues in these years.
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Electric operating revenues increased by 548 million or 25% in 1979 principally due to the recovery of
increased fuel costs and to increased energy sales to affiliates under the System Agreement. The increase in4

energy sales to affiliates is attributable to an arrangement w hereby SFI was able to purchase natural gas from
d

intrastate sources at prices lower than the cost of available fuel oil and to sell that gas to NOPSI for use as
fuel for generation. Approximately 90% of the power generated by NOPSI from this SFI gas was sold to

1

other System operating companies. Additionally, increased fuel cost recoveries through fuel adjustment I

clauses and fuel cost recoveries through sales for resale contributed to the increase.

Gas revenues increased by $16 million (22C pd $9 million (14%) in the years 1979 and 1978,
respectively, principally due to the recovery of increased costs through purchased gas adjustment clauses.

Transit revenues increased in 1978 by $5 million (14%) primarily due to the operation of the transit
subsidy agreement, see Note (a) to Summaries of Operations.

Fuel for Electric Generation and Purchased Power

The increase in fuel expense for 1979,$38 million or 53%, reflects primarily higher average unit costs
for oil and gas and the substantial increase in energy generated (gas-fired) and sold to affiliates. See item I-,

1 "llusiness-Fuel Supply."
,

The increases in purchased power expenses in 1979 and 1978, approximately $6 million each year, are
due primarily to increased purchases and higher unit prices. The increase in purchases in 1979 resulted
primarily from a higher demand for electric service, higher unit prices for natural gas and oil and decreased

j
oil. fined generation. The increase in purchases in 1978 was a result of meeting customer demands during an
unscheduled outage at a generating station and increased scheduled maintenance on generating units.

Gas Purchased for Resale

| The increased costs in 1979 and 1978 of $16 million and $9 million, respectively, are primarily due to the
rising cost of purchased gas.

! Other Operation Expenses and Alaintenance

Other operation expenses such as costs of labor, materials and supplies and services increased by $7
million in 1978, primarily due to the effects ofinflation.

Increased maintenance expenses on generating units in 1978 was due to the greater usage of oil as a
boiler fuel. In addition, generator failure at one of NOPSI's generating stations was respor'sible, in part, for
the increase in 1978.

Income Taxes

Reference is made to Note 6 to Financial Statements for details of income taxes, including deferred
taxes, and a reconciliation of the statutory to the effective book income tax rates.

The fluctuation in total income tax expense included in operating expenses in 1979 is primarily
attributable to changes in income before income taxes, a change in the Federal income tax rate and to
differences in timing between deductions for tax and book purposes for which deferred taxes were not
provided.

Taxes Other than income Taxes,

The $3 million increase in taxes other than income taxes in 1979 is due primarily to increased ad
valorem taxes. A $2 million decrease in taxes other than income taxes in 1978 was due to decreases in ad
valorem taxes resulting from changes in the method of assessment.

I
Sliscellaneous-Net

The increase of 50.3 million or 23% in this item for the year 1979 is due primarily to higher interest1

i rates on short-term investments.

|

!
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ITEM 3. PROPERTIES
Reference is made to item I "Ilusiness-Property" for information regarding the properties of the

;

registrants.

ITEM 4. PARENTS AND SUBSIDIARIES
,

|
The five registrants, MSU, AP&I., LP&L, MP&L and NOPSI, and their active subsidiaries, are listed

below. All of the companies, with the exception of The Arklahoma Corporation, are included in thei

consolidated fmancial statements included I.erein. In addition, separate financial statements are included for

j cach of the registrants.
Percentage of'

Common Stod
; State of Owned by

Incorporation immediate Parent [s]ra)

Middle South Utilities, Inc. . . . . . . . . . Florida -
...

Arkansas Power & Light Company . . . . . . Arkansas 100 %

The Arklahoma Corporation . , . . . . Arkansas 34

Louisiana Power & Light Company . . . . . Louisiana 100

Mississippi Power & Light Company . . . Mississippi 100,

New Orleans Public Service Inc. Louisiana 100. . ...

System Fuels, Inc. Louisiana 100
. ... ..

Arkansas. Missouri Power Company . . . . Arkansas 100

Associated Natural Gas Company . . . Delaware 100

Middle South Energy, Inc. Arkansas 100..... ....

Middle South Services, Inc. . Delaware 100.. .

(a) MSU owns all of the Common Stock of AP&L LP&L, MP&L, NOPSI, Ark.Mo, MSE and
MSS. AP&L owns 34% of the Common Stock of The Arklahoma Corporation. The capital stock<

of SFI is own:d in proportions of 35%,33%,19% and 13% by AP&L, LP&L, MP&L and'

NOPSI, respectively. Ark.Mo owns all of the Common Stock of Associated.

ITEM 5. LEGAL PROCEEDINGS
Reference is made to item 1 " Business-Rate Matters" for details of registrants * pending rate-

| proceedings and to item 1 " Business-Industry and Company Problems-Federal Legislation". Item l-
"llusiness-Regulation and Litigation *', and item 1 " Business-Fuel Supply-Fuel Oil" and " Fuel
Supply-Coal" for information relating to the registrants' pending regulatory proceedings (other than rate
proceedings) and litigation.

|

|

|

|
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ITEM 6. INCREASES AND DECREASFS IN OUTSTANDING SECURITIES AND
INDEllTEDNFSS

(a) Increases and decreases in outstanding equity securities during 1979 were as follows:

flm Wmande
MSU

Common stock $5 par value:
Italance, January 1.1979 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $380,491
Sale of 8,500.000 shares on January 17,1979 through competitise bid-,

ding.................................................... 42,500*:
'

Sale of 5.000.000 shares on Nosember 20,1979 through competitive
bid d i n g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,000*........ ......

Sale of 12,452 shares under the Employee Stock Ownership Plan:
January 12,1979.......... .. . ........ .. .... $ 30.. .. ..

i April 5,1979 _ 32 62 ". ............ .... .... .. . .........

j Sale of 608.875 shares under the Dividend Reinvestment and Stock
Purchase Plan:,

January 3.1979 . . . . . . . . . . 464.
. ... .. .... . . .... . .

February 2.1979 . . . . . . . . . . . . 105.. .. ........ ..... ....

March 2.1979 . . . . . . . . . . . (4................ ........
April 2,1979 . . . 500......... .... .. ..... ....... .....
M ay 1. 19 79 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157.........

J u ne I , 19 7 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79..

J uly 1, 1979 . . . . . . . . . . . . . . . . . . . 596.. ........... . .. .
At.;ust I,1979. . . . . . . . . . . . 117. . ................. .....
September 4.1979 . 75.. .. . ............... .. . ....
October I,1979 . . 668... . .. ..... ..... .. . ..... ..
Novemoer I,1979 . 149

:
..... ... . . . . . ........

December 3.1979 . . . . . 75 3,045 "... ... . .......... ... . . ...

Sale of 214,433 shares under the System Savings Plan:
<

January 8.1979 . . . . . . 68
'

......... ....... .. ... .... ....January 29.1979.... ..... .... 70. .. .......... .......February 28,1979...... .. ... 67...... . ..... ........

March 20.1979 . . . . . . . . . . . . . 77. .. .. . ... .. .....
A pril 24,1979 . . 97... . ........ . .. .... ... ... .. ..
May 23,1979 . . . . . . . . . 74.... . . .. . ....... ... .
J u ne 21, 1979 . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . 77... .
J uly 24,1979 . . . . . . . . . . . . . . . . . . . . . 13... . ....... .
J uly 26.1979 . . . 76.... ... ... ....... ..... . . .......
August 23.1979.... ....................... . ... ....... 72September 26.1979............ 99..... .... .. .... ......

| October 1,1979 . . . . . . . . . . . . 70.. .. . ........ .... .-

October 19.1979....... 84... . ... ......... .. . ...November 16,1979........ ..... . .. ..... ........ 85..

December 18.1979. ......... ... ............. .... . 93 1,072 ".

Retirement of 994 shares of MSU stock on April 20,1979 . . (5)*".

Italance. December 31,1979. . . . .
$452.165... . ............ .... ...

1

* Proceeds from the January 17,1979 and November 20,1979 sales were $14.94 and $12.6199 per share
or $126.990,000 and $63.099,500. respectively. Excess over par value, $84,490.000 and $38,099,500,
respectively, was cre(lited to paid in surplus.

" Total proceeds from sales under the Employee Stock Ownership Plan, Dividend Reinvestment and
Stock Purchase Plan, and System Savings Plan were $187,801, 58,900,427 and $3.092.807, respectively;
excess over par value, $125.541, $5,865,052 and $2.020.642. respectively, credited to paid.in surplus.

"* Total proceeds from the retirement of 994 unclaimed shares at $10.95 per share pertaining to the
purchase of Ark.Mo in 1972 was $10.884; excess over par value $5.914, charged to paid.in surplus.

!
,
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tin Thousando

AP&L
Common stock,512.50 par value:

Italance, January 1,1979 . . 5397,960
.. ... .. .. . . . . .. .

Sale of 2,400,000 shares to MSU:
September 26,1979 .. ... 510,000.. .. . .. .. . . . .. ... .

October 26,1979 10,000. . . . ..... .. . .. . . ..

December 26,1979. . . . _10,000 30,000
... .. . . . .... ., ..

Ilalance. December 31,1979 . . 5427,960
. ... .. . .. .....

Preferred stock and premium; cumulative, 325 par value, without sinking
t'und:

5 10,051Italance, January 1,1979 . . . . . . . ..... . .. . ... . ..

Sale of 600,000 shares on February 1,1979,10.40% series through com.
petitise bidding . . 15,182

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

11alance, December 31,1979 . 5 25,233.. . .....

Preferred stock and premium; cumulative,525 par value, with sinking fund:
llalance, January 1,1979 . . . -

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

Sale of 1,600,000 shares on June 28,1979,9.92% series, tbrough compet.
itive bidding 5 40.454. .... ... .. . . . . .. .

Italance, December 31,1979 . . 5 40.454.. .. . . . .

__

LP&L
Common stock. no par value.

Italance, January 1,1979 . . . . . 5353,900
. . . .. . ..

Sale of 11,364,000 shares to MSU:
April 10,1979. . 550.000... ..... . .. .. .

October 10,1979 . 25,000 75,000
.. .. . . ... .

11alance, December 31,1979 . 5428.900.. . . . . . .

Preferred stock and premium; cumulative, $100 par value, without sinking
fund:

llalance, January 1,1979. . SI 10,809
. . . ... . . .

Sale of 350.000 shares on March 1,1979,11.48% series, through compet.
itive bidding . . . . 35,073

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

Italance, December 31,1979 . 5145,882
. . . ..

Preferred stock, premium and issuance expense; cumulative, $25 par value,
with sinking fund:

llalance, January 1,1979 . -

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

Sale of 2,400,000 shares on July 19, 1979, 10.72 % series, through com.
petitive bidding . . 5 57.070. . ..... . .. . .. . . .

Sale of 1,600.000 shares on October 17, 1979, 13.12 % series, through
competitive bidding . . . . 35,920

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

llalance, December 31,1979 . . 5 92,990
.. .... .. . ... .. ...

|
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(b) Increases and decreases in outstanding debt securities previously reported in reports on Form 10-Q
were as follows:

(In Thousandd
AP&L

First Mortgage Bonds:
Italance, January 1,1979. . 5715,200.. . .

Sale of 10%% Series due 2009 60,000*. .

Retiremer.ts (8,700). . . .

Balance, December 31,1979 . 5766.500.

LP&L
First Mortgage Bonds:

Balance, January 1,1979. $681,900..

Sale of 10%% Series due 1989 45.000 ".

Balance, September 30,1979. $726,900

' Net proceeds from the sale of $60,000,000 of First Mortgage Bonds were used for the reduction of
short-term indebtedness incurred for the AP&L construction program and the balance was used for AP&L's
construction program. A further description may be found in Form 10-Q dated March 31,1979.

" Net proceeds from sale of $45,000,000 of First Mortgage Bonds were used to reduce short-term debt,
to finance part of LP&L's construction program and for other corporate purposes. A further description may
be found in Form 10-Q dated June 30,1979.

(c) Details of the increase in debt securities during the fourth quarter of 1979 for LP&L were as follows:

(1) First Mortgage Bonds:
(In Thousandd

Balance, September 30,1979. $726,900.

Sale of 13%% Series due 2009 .
. 55.000

Balance, December 31,1979 . $781,900.

(2) On November 15,1979, LP&L issued and sold to the purchasers whose bid, in response to the
company's Public Invitation for Bids, provided LP&L with the lowest " cost of money" for said bonds,
$55,000,000 in principal amount of First Mortgage Bonds,13%% Series due November 1,2009, at a
price of 98.729% of the principal amount thereof pNs accrued interest from November 1,1979 to
November 15,1979.

(3) (i) The net proceeds to LP&L ;:% P .30EJ50 (before deducting expenses estimated at
$195,000 and exclusive of accrued inte 3. ,

' The representatives of the prt..qat p Te of said First Mortgage Bonds were: Salomon
Brotm.s Blyth Eastman Dillon & Co. ecorporated: The First Boston Corporation; Merrill Lynch,
Pierce, Fenner & Smith Incorporated: Smith Barney, if arns Upham & Co.; Dillon, Read & Co. Inc. and
Donaldson, Lufkin & Jenrette Securities Corporation.

(iii) The net proceeds from the issuance and sale of the $55,000,000 First Mortgage Bonds, were
used for the payment in part of outstanding short-term borrowings, for the f nancing in part of LP&L's
construction program and for other corporate purposes.

(iv) The First Mortgage Bonds were registered under the Securities Act of 1933 (File No. 2-
65673).
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ITEM 7. CIIANGES IN SECURITIES AND CIIANGES IN SECURITY FOR REGISTERED
SECURITIES

At a special meeting of stockholders of NOPSI he:d on February 12,1980 and an adjournment thereof
held on February 27,1980, the requisite majority of the stockholders of NOPSI voted to amend NOPSI's
Restated Articles of Incorporation to permit NOPSI to establish sinking fund requirements for the purchase
or redemption of new shares of NOPSI's $100 par value serial preferred stock. This amendment will permit
NOPSI to include a sinking fund provision for the purchase or redemption of shares of any new series ofits
$100 par value serial preferred stock to be issued at any time in the future. Prior to such amendment, NOPSI
was prohibited by its Restated Articles of Incorporation from issuing a series of preferred stock containing a
sinking fund. This amendment is applicable only to series of preferred stock issued after its adoption and does
not affect the terms of previously existing series of NOPSI's preferred stock. At the same special meeting and
adjournment, the stockholders of NOPSI voted to raise the ceiling on the amount of capital stock cf NOPSI
from $100,000,000 to $200.000,000. See item 10.

ITEN18. DEFAULTS UPON SENIOR SECURITIES

None.

ITE519. APPROXINIATE NUN 1BER OF EQUITY SECURITY IIOLDERS(1)

Approximate
Number or

Record IIolders
at December 31Name of

Registrant Title of Class 1979(2)

. . .. . 144,068MSU Common Stock, $5 Par Value

AP&L Preferred Stock, Cumulative, $100 Par Value:
1854.32% series . . .. .

4.72% series 2,092
.. . . .. ...

4.56% series 218
. . . . .. .

4.56% 1965 series . 180. . . . .. . .....

.. .. . .. 4816.08% series
7.32% series 521. ..

.

5457.80% series . .. . . .

1097.40% series . . ... ... . .

1467.88% series . ... . . . . .

28610.60% series . . . . .

978ll.04% series . .. . .. .

Total 5,741
... . . . .

Preferred Stock, Cumulative, $25 Par Value(3):
8.84% series 1,007

.. . .. . . . . . .

62010.40% series . .. . .. . . . .... .

. .. . ... .. . 1669.92% series .

Total . . .. . . 1,793

i
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Approximate
Number of

Hecord IIoldersName of at Detamber 31,j Negistrant Title of Class 1979th
! LP&L Preferred Stock, Cumulative,5100 Par Value:

4.96% series . . . . . . . ... ..... . ... .. . 1,018
4.16% series . . . . . . . 232... ...... . ..... . ... .

| 4'.44% series . . . . . . . 197... .. . .... . ....
i 5.16% series ... . . . . . .. . . . . .... . 399

5.40% series . . .. ... .. . . ... 135
6.447c series . . . . 352.... ....... .. ... . ...

9.52% series . . 555.... . ..... . . .. ..... . .... .

7.847c series 141. ..... . .. . . .... . . ....... .

7.367c series .,

213
!

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

8.567o series . I13. ... . .... . .. .. . ..
9.44% series 308.. .. ... . ... . .. . ..

! II.48% series . . 221i
.. .. .. .. . . ..

'

Total . . . . 3,884. .. . ...... . .. ..

Preferred Stock, Cumulative. 525 Par Value:
10.72% series . . . 1,395. .. .... .. . . .

13.12% series 9 19....... . .. . ... . . . . . ..

Total 2,344.. . .. . . . .....

M P&L Preferred Stock, Cumulative, $100 Par Value:
4.367c series . 214. . ... .... .. ...

4.567c series . .. . .... . . ... ... ... 972
4.92% series . ... .. 159. ..

0 .6% series . .. . . . .... . .. . 203
7.447o series . 53. . . .. . . ..

Total . . . .. . .. . . . 1,601

NOPSI Preferred Stock, Cumulative, $100 Par Value (4):
4.36% series 270.. . .... .. ... ..

4% % 541. . . .. . . . .. ..

5.56% series . .. .. .. . ... .. . . I14
Total . . 925.. . ... . .....

(1) The common stock of AP&L, LP&L, MP&L and NOPSI is 100% owned by MSU.

(2) The number of AP&L's record holders is as of December 15,1979, LP&I,'s record holders is as of
January 10,1980 and MP&L's record holders is as of October 15,1979.

(3) On January 30,1980, AP&L sold 2,000,000 shares of Preferred Stock, Cumulative, $25 Par Value.

(4) In March 1980, NOPSI plans to sell 150,000 shares of Preferred Stock, Cumulative, $100 Par
Value.

ITEM 10. SUHMISSION OF AfATTERS TO A VOTE OFSECURITY IIOLDERS
The information called for by this item, to the extent applicable, is omitted in accordance with the

instructions to this Item, because it has been provided in registrants * Form 10-Q for the quarter ended June
30, 1979 and additionally as to NOPSI only in Forms 10-Q for the quarters ended March 31,1979 and
September 30,1979.
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A special meeting of stockholders of NOPSI was held on February 12,1980 and an adjournment thereof
on February 27,1980. The stockholders entitled to vote at the meeting and the adjournment were the holders
of NOPSI's Common Stock, its 4%% Preferred Stock, its 4.36% Preferred Stock, and its 5.56% Preferred
Stock. These stockholders voted to approve amendments to NOPSI's Restated Articles of Incorporation
which: (1) raised the ceiling on the am:. ..: of capital stock of NOPSI from $100,000,000 to $200,000,000
and (2) permitted NOPSI to establish sinking fund requirements for the purchase or redemption of new
shares of NOPSI's $100 par value serial preferred stock. The voting for the amendment raising the ceiling on
capital stock was 5,935,900 shares of Common Stock voted for, no shares voted against and 64,430 shares of
4%% Preferred Stock for and 120 shares against such amendment. (Only the Common Stock and the 4%%
Preferred Stock were entitled to vote on this amendment). The voting for the amendment permitting the

shares of Common Stock for and no shares against, 56,662 shares of 4%%5,935,900sinking fund was
Preferred Stock for and 7,638 against, and 82,028 shares of 4.36% and 5.56% Preferred Stock voting
together as a class for and 10,885 shares against such amendment.

ITEN! 11. INDE31NIFICATION OF DIRECI' ORS AND OFFICERS
Information called for by item 11 of Form 10-K as to N1SU, AP&L, LP&L, h1P&L and NOPSI is

omitted in accordance with Instruction il to Form 10-K because the information called for by item II as to
such companies would be unchanged from that contained in the Annual Reports on Form 10-K of the
registrants for the years ended December 31,1977 and December 31,1978.

57

-

. _ .



i
!

ITEM 12. FINANCIAL STATENIENTS, EXillHITS FILED AND REPORTS ON FORN18-K
(a) L Financial statements:

Financial statements filed, including supporting schedules, are listed in the Index to Financial
Statements on page F-1.

II. Exhibits:

Incorporated IIerein
by Reference to

LP&L
a. Twenty-sixth Supplemental Indenture, dated as Exhibit C-1 to Rule 24 Certificate, dated May 3,

of May 1,1979 1979, in File No. 70-6278
b. Twenty seventh Supplemental Indenture, dated Exhibit C-1 to Rule 24 Certificate, dated November

as of November 1,1979 15,1979, in File No. 70-6355
c. Articles of Amendment to the Articles of Exhibit A-6(a) to Rule 24 Certificate, dated July

Incorporation executed on July 2,1979 12, 1979, in File No. 70-6316
NOPSI

Restated Articles ofIncorporation of NOPSI as Exhibit A-1 to Form U-l dated December 6,1979,a.

presently in effect together with By-Laws of in File No. 70-6392
NOPSI as presently in effect

,

b. Articles of Amendment of Restated Articles of Exhibit A-2(a) to Rule 24 Certificate, dated March
Incorporation of NOPSI raising the fixed 5,1980 in File No. 70-6392
ceiling on capital stock and permitting
sinking fund prosisions for new series of
Preferred Stock

(b) Reports on Form 8-K:

None of the registrants filed reports on Form 8-K for the three months ended December 31,1979.

.
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Certain of the information called for by Part 11 of Form 10-K as to MSU is omitted in accordance with Instruction 11 to Form 10-K because
MSU will fde with the SEC a definitive proxy statement pursuant to Regulation 14A not later than April 30,1980.

ITEM 13. SECURITY OWNERSIllP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

(a) MSU owns 100% of the outstanding common stock of the four other registrants, AP&L, LP&L,'MP&L and NOPSI. The registrants know
. of no contractual arrangements which may at a subsequent date result in a change in control of any of the registrants.

(b) The directors listed below and the directors and officers as a group for AP&L, LP&L, MP&L and NOPSI, respectively, beneficially owned
directly or indirectly the following cumulative preferred stock of their company and common stock of MSU:

As of January 31,1980
Preferred Stock,5100 Par Value Preferred Stock,525 Par Value MSU Common Stock

Amount and Nature Amount and Nature Amount and Nature
of Beneficial of Heneficial of Benencial
OwnershipW Ownership (Al Ownership (A)

Sole Vot- Sole Vot- Sole Vot- Other
ing and Other ing and Other ing and Heneficial

Investment Beneficial Percent Investment Beneficial Percent investment Ow ner. Percent
Name Power (H) Ownership of Class Power (H) Ow nership of Class Powert H) ship (CM D) of Class y

MAP&L
Lawrence filackwell - - - - - - 1,600 - .0018 %"

L C. Carter . - - - - - - 400 - .00tM~

Floyd W. Lewis . - - - - - - 2.581 2,162(F) .0052 E
Jerry L Maulden. - 100( E) .0062 % - - - - Sl3(G) .0006

Roy L Murphy . - - - 300 - .0065'7e 434 200(R) .0(X)7

James D. Philhps. 130 - .0081 - - - 1,965 346 .0026

Robert D. Pugh . - - - - - - 142 3,397(1) .0039

Reeses E. Ritchie 654 50(II) .fM36 - - - 2,815 - .0031

R. E. L Wdson . - - - - - - 1,145 335(S) .0016

All directors and of3cers . 794 265 .0656 300 40 .0074 14.918 8.694 .0261

LP&L
James M. Cain . - - - - - - - 344(G) .00fM

Charles J. Cassidy . - - - - - - 3.000 - .0033

Ilarry M. England. - - - - - - 100 800(G) .0010

Tex R. Kilpatrick - 100(K) .00t>9 - - - - 3.000( K) .0033

Floyd W. Lewis . - $5(L) .0038 - - - 2,581 2,1o2(F) .0052

E. A. Rodrigue 87 - .0060 - - - 3,247 - .0036

11. Duke Shackelford. - - - - - - 1,000 - .0011

Jack M. Wyatt . 5 - .0003 - - - 2.092 499 .0029

All directors and officers . 112 155 .0184 - - - 17.214 10,119 .0302

.
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As of January 31,1990l'
Preferred Stock. 5100 Par Value Preferred Stock, s25 Par Value MSU Common Stock|

~ Amount and Nature Amount and Nature Amount and Natureof Beneficial of &neficial of BencheialOwnershipe An Ownership (A) Ownership (A)
Sole Vot- Sole Vot- Sole Vot- Other; lag and Other ing and Other ing and Benencial-

Investment Beneficial Percent Investment Beneficial Percent Investment Owner. PercentName Powert H) Ownership of Gass Power (H) Ownership of Class Powert R) ship (CM Db of 0ams
i

MP&L
G. Lawrence Adams . - - - - - - 259 - .0003 %Robert M. IIcarin . - 1,275(J) .3366 % - - - 400 - .0004 iJ. IIerman times . - - - - - - 1,000 - .0011J. Ifarvey Johnston. Jr. - - - - - - 600 - .00071%yd W. Lewis . - - - - - .- 2.581 2.162(F) .0052Donald C Lutken 10 - .0026 - - - 2.815 1.384(M ) .0046Richard D. McRae . - - - - - - - 300(N) .0003LeRoy P. Percy . - - - - - - 1,380 - .0015Dr. Walter Washington - - - - - - - 131(G) .0001

.

All directors and officers . 14 1,287 .3434 - - - 12.797 8.210 .0232NOPSI
i James M. Cain . - - - - - - - 344(G) .0004

.,

'
Brooke 11. Duncan . - - - - - - - 142(Q) .0002Richard W. Freemen. - - - - - - 3.600 - .0040[ Sam Israel, Jr. - - - - - - 1.000 - .001iArthur L. Jung. Jr. - - - - - - 1,406 3,000( O ) .0N9Floyd W. Lewis . - - - - - - 2,581 2,162(F) .0052William C. Nelson . - - - - - - - 261 .0003John B. Smallpage . - - - - - -. 300 1,168(P) .0016Charles C Teamer. - - - - - - 60 - .0001

p

Jack M. Wyatt . - - - - - - 2,002 499 .0029All directors and officers . - - - - - - 15,329 10,015 .0280

(A) Based on information furnished by the respective indisiduals.

(B) Includes all shares which the individual has the sole power to vote and dispose of, or to direct the voting and disposition of.

(C) Includes, for the named persons, shares of MSU Common Stock held in the Employee Stock Ownership Plan of the registrants as follows:
Floyd W. Lewis,288 shares; Jerry L. Maulden,111 shares; James D. Phillips,162 shares; James M. Cain,140 shares; Jack M. Wyatt,177
shares; Donald C. Lutken,244 shares; William C. Nelson,102 shares.

(D) Includes, for the named persons, shares of MSU Common Stock held in the System Savings Plan as follows: Floyd W. Lewis,623 shares; Jerry*

L. Maulden,234 shares; James M. Cain,104 shares; Donald C. Lutken,331 shares; Jack M. Wyatt,322 shares; William C. Nelson,159 shares;
James D. Phillips,184 shares.

,

(E) Includes 100 shares held by Jerry L. . aulden for his minor child.M
i

i

:

_, _
_ _ _ _ _ _ _ _ _ _
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(F) includes 1,023 shares held by Floyd W. Lewis' children, and 228 sbres held in a trust of which he is a trustee. Floyd W. Lewis disclaims any

personal interest in these 1,251 shares.

(G) includes, for the named persons, shares of MSU Common Stock held jointly with their wives in which voting and insestment powers are
shared: James M. Cain,100 shares; llarry M. England,800 shares; Walter Washington,131 shares: Jerry L. Maulden,168 shares.

(H) Owned jointly with wife.

(I) Includes 1,840 shares over which Robert D. Pugh has power as attorney-in-fact and in which voting and investment powers are shared. Robert
D. Pugh disclaims any personal interest in these shares. Also includes 1,557 shares held by Robert D. Pugh's wife.

(J) Robert M. Hearin is a principal stockholder of VGS Corporation which owns beneficially approximately 807c of the outstanding voting stock
of Lamar Life Corporation, which owns the 1,275 shares of MP&L Preferred Stock.

(K) Tex R. Kilpatrick is President and 50% owner of Central American Life Insurance Company which owns 3,000 shares of MSU Common
Stock and 100 shares of LP&L 7.36% Preferred Stock.

(L) Floyd W. Lewis is the trustee of a trust, the assets of which include 30 shares of 9.52% Preferred Stock and 5 shares of 7.84% Preferred Stock
of LP&L. IIis daughter owns 20 shares of 9.52% Preferred Stock of LP&L. Floyd W. Lewis disclaims any personal interest in all these shares.

(M) Includes 200 shares held by Donald C. Lutken's wife in which he disclaims any personalinterest and 609 shares of which Donald C. Lutken is
custodian for family members.

(N) Includes 300 shares owned by wife of Richard D. McRae.
_

E (O) Arthur L. Jung, Jr. is President of Jung Realty Co., Inc., which owns 3,000 shares of MSU Common Stock.

(P) Reflects 240 shares held in trusts of which John B. Smallpage is the trustee,40 shares in which he has sole voting and investment power and
200 shares in which he has shared voting and investment power. Also includes 928 shares over which John B. Smallpage has power as
attorney-in-fact in which voting and investment powers are shared. John IL Smallpage disclaims any personal interest in these shares.

(Q) Includes 142 shares owned by wife of Brooke II. Duncan in which he disclaims any personal interest.

(R) Includes 200 shares held by Roy L. Murphy for his minor child.

(S) includes 335 shares owned by R. E. L. Wilson's wife.
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ITEM 14, DIRECTORS AND EXECUTIVE OFFICERS OFTilE REGIKTRANTS'

As of December 31,1979

|
Date OSicer Principal Occupations

Management Director Elected to During last 5 VearsName g Position Since' Present Position and Other Directorships'
MSU

0]]icen
floyd W. Lewin 54 Chairman of the floard and,

Chief Executive Cmccr 1968 1972 Chairman of the lloard and Chief Executise
Omcer since May 1979; Chairman of the
ik>ard, Chief Executive Omcer and Presi-
dent from 1972 to May 1979 :F. IL Autrey , $5 President - June 1979 President of MSU and MSS since June 1979;
Esecutive Vice President of Florida Power
& Light Co. smce 1975

Donald J. Wmheld . 64 Senior Vice President-Fi.
nance

- Oct.1977 Senior Vice President-Finance since October
1977, Vice President-Finsnee from 1974
to October 1977; Vice President since 1970

Edwin A. L,upberger . 43 Vice President-Finance - I'ch.1979 Vice President-Finance of MSU and MSS
since February 1979; Senior Viec President
of Fmance nf Indianapohn Power and Iight
Company from 1977 to January 1979; Vice
President and Treasurer of Gulf Power
Company from 1969 to 1977

Dan E, Stapp . 45 Secretary - Nov.1974 Secretary since November 1974; Vice Presi-
dent and Secretary of MSS since 1908Rainey J. Estrada . 42 Treasurer - Feb.1979 Treasurer of MSU and MSS since February
1979, Controller of MSS from 1970 to Feb-
ruary 1979APal

Dmvron
Lawrence Illackwell . 69 - 1958 - Attorney-at-Law, Pine filutT, AR.
L. C. Carter . 70 - 1960 - President of Riceland Foods to November

1977, Stuttgart, AR.Iloyd W. I.ewis . 54 - 1971 - Chairman of the Ikard and Chief Executive
Omcer of MSU since May 1979; Chairman
of the Ik>ard, Chief Executise Omcer and
President of MSU from 1972 to May 1979'Jerry L Maulden 43 President and Chief Execu- 1979 Apnl 1979 Preside a and Chief Executive O&cer oftive Othccr ATAL since Apnl 1979; Vice President and
T.easurer of MSU and MSS from May
1978 to February 1979; President of MSS
from February 1979 through Aptd 1979;
Vice President, Treasurer and Secretary of
AP&L from May 1975 to February 1979'Roy L Murphy . . 52 - 1977 - President, Chairman of the ikiard and Direc-
tor of Mid-South Engineering Co. (Con-
sulting Engineers), llot Springs, AR.Wilham C. Nolan. Jr. 40 - 1971 - Attorney-at Law, Nolan & Alderwn, Attor,
neys; Director of Murphy Od Corporation
and SubsidiariesJames D. Philhps 61 xnior Vice President, Sys- 1972 Aug.1977 Senior Vice President, System Engineeringtem Engineering and

Planning and Planmng since August 1977; Senior
Vice President, Production Transmission
and Enginecrmg from 1973 to August 1977Robert D Pugh. 50 - 1971 - President of Portland Gin Company (Agricul.
tural and Agri.Ilusiness), January 1,1977
to present; Partner, Pugh and Company
( Agricultural and Agri.11usiness),1972-
1976, Portland, AR.8

Reeses E. Ritchie . 65 - 1962 - Chairman of the floard from 1976 through
July 1979; President of AP&L from 1962 to
1976R.liL. Wilmn . 66

i
- 1967 -

Chairman of the Ikiard of Lee Wilson & Co.
(Agnculture and Agri-ilusiness) and the
flank of Wilson, AR.: President of Delta

; Products Company (Cottonseed Oil Mill),
Wilson, AR.8

II-4
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Date Omcer Principal Occupations

Management Director Elected to During last S Years

Name Ay Prmition Siisce' Present Position and Other Directorships'

Oficen*

Jerry L Maulden . 43 President and Chief Execu-
tive O#icer 1979 Apn! 1979 President and Chief Executive O$cer of

AP& L since April 1979; Vice President and
4 Treasurer of MSU and Mss from May

1978 to February 1979; Proident of MSS
from February 1979 through April 1979;
Vice President Treasurer and Secretary of
AP&L from May 1975 to February 1979'

James D. Phillips , 61 Semor Vice Proident, Sys-
tem Engmeering and
Planning 1972 Aug.1977 Senior Vice President. System Engmeering

and Planning since August 1977; Senior
,

Vice Prnident, Production. Transmmion
j and Engineering from 1973 to August 1977 -

William M. Murphey , M Senior Vice President Cus-
tomer Services - May 1976 Senior Vice President. Customer Services from

May 1976 to date: Senior Vice Proident.
Administrative Services from 1973 to May
1976

.

Charles L Steel . 55 Vice Proident-Assistant to
Proide :t - May 1979 Vice President-Assistant to President since.

May 1979; Vice Prnident Public Affairsa

from May 1975 to May 1979; Director of
j Public Affairs from 1970 to May 1975

William Cavanaugh Ill 40 Vice President, Generation
and Construction - Jan.1979 Vice President Generation and Construction

since January 1979; Executne Director of
( Generation and Construction from August

1977 to 1979; Assistant Director of Power
Production from June 1976 to 1977; Man-
ager of Nuclear Services from February
1974 to 1976

! Jack King. 40 Vice President, Divisions - Dec.1979 Vice President, Dnisions since December|
1979; Director of Divisional Servien from
August 1978 to December 1979; Division
Manager from August 1975 to August 1978

. . 38 Treasurer - May 1979 Treasurer since May 1979; Director of Corpo.
rate Planmng from 1974 to May 19791 John J. Ilarton.

Jerry D. Jackson . 35 Secretary - July 1979 Secretary smce July 1979, Attorney-at-law'

from Apnl 1969 to July 1979, Little Rock,.

A R.

LPdL

James M. Cam . . 46 - 1978 - Pres ent of NOPSI, April 1978 to date. Presi-Directon
dent of MSS November 1975 to Apnl. .,

i 1978; Vice President of NOPSI,1973 to
Apnl 19758

Charles J. Cassidy . 68 - 1966 - Chairman of the lloard and President of First
State flank & Trust Company, Bogalusa,
LA.

!
Ilarry M. England 66 - 1970 - President of Coastal Canning Enterprises, Inc.

and Coastal lleverages, Inc.; Chairman of
,

.

the lloards of First Commerce Corporation'

and brst National llank of Commerce
from 1975 to 1978. New Orleans I A.;

Tex R. Kilpatrick . 47 - 1972 - President of Central American 1.ife Insurancej

Company West Monroe, LA..

,

Floyd W. txwis. . 54 - 1967 - Chairman of the lloard and Chief Executne
Officer of MSU since May 1979; Chairman.

! of the lloard. Chief Executive Omccr and
President of MSU from 1972 to May 19793'

E. A. Rodrigue . . . 67 - 1967 - President of LP&l,1972 to 1976; President of4

Armelise Planting Co. from January 1975
|

to present

i

;
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{ Date Officer Principal Occupations-

Management Director Elected to During Last 5 YearsName Ay Position Since' Prewat Position and Other Directorships'
II. Duke shackelford . 53 -

,
1972 - Planter; President of Shackelford Co., Inc.,

! Shackelford Gm. Inc., Bonita Elevator Co., -,

Inc., Union Oil Mill, Inc. and leuisiana
Cotton Warehousc Co., Inc. ( All Agricul-

I
~ Jack M. Wyatt. tural and Agri Businesses), Bonita, LA

. . 61 President 1976 May 1976 President of LP&L,1976 to date; President of
SFI from June 1975 to May 1976; Senior

; Vice President of LP&L from 1970 to Juae
1975$Oficers

Jack M. Wyatt. . 61 President 1976 May 1976 President of LP&L,1976 to date; Pre <ident of
SFI from June 1975 to May 1976: Senior
Vice President of LP&L from 1970 to June
1975'

Gerald D. McLendon . 57 Senior Vice President--Opera-
tions

- May 1977 Senior Vice President-Operations since May'
1977; Vice President-Operations from
May 1975 to May 1977; Vice President of
Dmsion Operations and Assistant to Presi-
dent from January 1975 to May 1975; Cor.
porate Services Manager from 1968-1975John II. Erwin, Jr.. 57 Vice President and Treasurer - Jan.1974 Vice President since January 1974; Treasurer
since 1967W. Il Talbot . 49 Secretary and Controller - 1968 Secretary and ControllerDonald L Aswell . . 53 Vice President-Power Produc-

tion
- May 1977 Vice President-Power Production from May

1977 to present; Manager of Power Produc-
tion from 1965 to May 1977Kenneth M. Brumfield . 61 Vice President-Administration - May 1977 Vice President-Administration since May
1977; Corporate Services Manager from
January 1975; Algiers-Gretna District

*

Gus F. Delery . 52 Vice President-Consumer Ser-
Manager from 1967 to January 1975

uces
- May 1977 Vice President-Consumer Ser ices from May,

1977 to date; Manager of Marketing from
February 1974; General Lies Manager
from 1970 to 1974Joseph M. Mooney . 62 Vice President-Governmental

,

and Public APairs
- May 1977 Vice President-Governmental and Public Af-

,

fairs since May 1977; Vice President-Ad-
i ministration from May 1975 to May 1977;

Vice President of Public Affairs from 1968
to May 1975Jack Dasey 53 Vice President and Chief Engi-

neer
- May 1979 Vice President and Chief Engineer since May

1979; Chief Engineer from August 1976 to,

May 1979; System Planning Manager from
MPAL September 1965 to August 1976

. Directors
! G. Lawrence Adams. 66 - 1961 -

Attorney at. Law, AAms, Forman, Truly,'.
Ward, Smith and Dramlette, Attorneys,
Natchez, MS.Norman B. Gillis, Jr. 52 - 1968 - Attorney.at-Law, McComb, MS.Robert M. llearin . 63 - 1959 -

Chairman of the Board and Chief Executive|

Officer of First National Bank of Jackson;
Chairman of the Board of School Pictures,
Inc.; Director of Lamar Life Corp., Lamar
Life Insurance Co., South Central Bell Tel-

1 J. llerman ilmes . 65 -

1975 -

Chairman of the Board and Chief Executive
ephone Co. and Amerada liess Cmp.

!

Ofhcer of Deposit Guaranty National BankJ. Ilarvey Johnston, Jr. . 61 - 1956 - Surgeon

i
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| Date OAicer Principal Occupations
|

|
Masaaeanent Director Elected to During Last 5 Years

' Naane g Position Since' Present Position and Other Directorships *

R. E. Kennington II . 47 - 1974 - Chairman of the Baard and Chief Executive
Omcer of Grenada Hanking System, Grena-
da. MS.

Floyd W. Lewis , 54 - 1971 - Chairman of the Board and Chief Executive
Officer of MSU since May 1979; Chairman
of the Board, Chief Executive Offker and
President of MSU from 1972 to May 19798

Donald C. Lutken . 55 President / Chief Executive 1970 1971 President and Chief Executive Officer of
MP&L since 1971; Director of bmar Life
Corp., bmar Life Insurance Co. and Mag-
na Corp.8

Richard D. McRae . 58 - 1976 - President of McRae's. Inc. (Department
Stores), Jackson, MS.

LeRoy P. Percy . , 62 - 1959 - Cotton farmer; Chairman of the Boards of
Missiwippi Chemical Company and First
Mississippi Corporation ( Agncuhure and
Chemical Supphes and Gas Exploration),
Greenville, MS.; President of Greenville
Compress Co.8

Dr. Walter Washington . 56 - 1977 - President of Alcorn State University, Lorman,
MS.8

R. M. Williams, Jr. 43 - 1976 - Partner, Reeves-Williams Builders Southa-
ven, MS.

Ofcen
Donald C. Lutken . 55 President / Chief Executive 1970 1971 President and Chief Executive Officer of

MP&L since 1971; Director of Lamar Life
Corp., Lamar Life insurance Co. and Mag-

2
na Corp.*

Norris L Stampley . 59 Vice President Production and
Engineering - Dec.1977 Vice President, Production and Engineering

since December 1977; Vice President. Pro-
duction from 1972 to December 1977

Alex McKeigney . 62 Vice President Information
Senices - 1967 Vice President, Information Services

W. Donald Colmer . 61 Vice Presidant, Public Affa. s
snd Environmental Matters - 1971 Vice President Pubhc Affairs and Environ-

mental Matters

John D. Holland . 57 Vice President, Area Affairs - Jan.1976 Vice President. Area Affairs from January
1976 to present; Vice President and Central
Division Manager from 1971 to January
1976

J, Stewart Frame , 58 Vice President, Personnel and
Administrative Services - May 1978 Vice President, Personnel and Admmistrative

Senices since May 1978; Director of Per-
sonnel from Apnl 1977 to May 1978; Divi-
sion Manager trom 1962 to Apnl 1977

Donald E. Meiners . 44 Vice President, Customer Serv-
i ices - May 1978 Vice President, Customer Services from May

1978 to date; Manager of Customer Serv-
ices from June 1977 to May 1978, Maniger
of Division Operations from 1971 to June
1977

,

Frank S. York,Jr . 58 Vice President Finance and
Secretary - May 1978 Vice President, Finance since May 1978, Con-

troller from 1975 to May 1978; Secretary
since 1962

James R. Martin . 48 Treasurer - Dec.1977 Treasurer since December 1977; Assistant
Treasurer from 1968 ta December 1977

NOPSI
Directon

James M. Cain. , 46 President 1978 April 1978 President of NOPSI. Apn11978 to date; Presi-
dent of MSS. November 1975-Apnl 1978-..

5Vice President of NOPSI,1973-Apnl 1975
L

Brooke H. Duncan . 55 - 1967 - President and director of The Fo ter Compa-
ny, Inc. (Canvas Fabricator), New Or-
leans, LA.*

|
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Date Officer - Principal Occupations
Manesessent : Director Elected to During Last 5 Years

Nanne .g Position Since' Present Position and Other Directorships *

Laurance Eu3 tis. 66 1%9 - President of Laurance Eustis Mortgage Cor-
{

. , -

poration and Laurance Eustis insurance ;
Agency, Inc; Director of New Orleans i
Baneshares Inc Ne* Orleans, LA.

|
R chard W. Freeman . 66 - 1961 - Chairman of The Louisiana Coca-Cola Hot-

1
thng Company. Ltd.; Director of Delta |
Airhnes, Inc., New Orleans, LA.8 *

! Sam Israel.Jr. . 69 - 1969 - Vice-Chairman and Director of ACt : Inter--.

national, Inc. (Commodities Broker); Di.'

rector of 7.apata Od Company New Or-
leans, LA.i

.
Arthur L Jung, Jr. 64 - 1951 - President of Jung Realty Co., Inc * Director of

i the First Commerce Corporation and the
First National Bank of Commerce, New
Orleans, LA.

; Floyd W. Lewis . 54 - 1970 - Chairman of the Ibard and Chief Executive.

Officer of MSU since May 1979; Chairman
of the Board. Chief Executive Officer and
President of MSU from 1972 to May 19793

Wilham C. Nelson 57 Vice President, Administration
and Legal and Secretary 1979 May 1978 Vice President, Administration and legal

,

since May 1978; Vice President and Gener-
al Counsel from 1971 to May 1978; Secre-
tary since November 1976

John B. Smallpage. 54 - 1969 - President-Secretary and Chairman of the
Board of Donovan Ibat Supplies, Inc.,

4 New Orleans. LA.
| Charles C. Teamer, Sr. 46 - 1978 - Vice Preaident for Fiscal Affairs of Dillard
! University, New Orleans, LA.
'

Jack M. Wyatt. 61 - 1976 - President of I.P&L,1976 to date; Presidcnt of
SFI from June 1975 to May 1976; Senior
Vice President of LP& L from 1970 to June
19755

Oficers
James M. Cam. 46 President 19'8 April 1978 President of NOPSI. April 1978 to date; Pres -,

dent of MSS, No$ ember 1975-April 1978;
; Vice President of NOPSI,1973-April 1975'

A. J. Brodtmann . 64 Vice President, Finance - 1971 Vice President, Finance'

Sherwood A. Cuyler . 58 Vice President. Public and Reg-
ulatory Affairs

- Nov.1976 Vice President, Pubhc and Regulatory Affairs
since November 1976; Vice President..

! Community Relations from 1970 to No-
tember 1976*

William C. Nelson 57 Vice President, Administration
4

and Legal and Secretary g979 May 1978 Vice President. Admiristration and Legal
smce May 1978; Vice President and Gener-
al Counsel from 1971 to May 1978, Secre-

.

tary since November 1976
Malcolm L. Iturstell . 52 Vice President, Engmeering and

| Production
6

- May 1978 Vice Preddent, Enginamg and Production
! from 1%:y 1978.o present Vice President,

Engineering from April 1975 to May 1978;
Manager. Electric System Planning Divi-
sion from 1965 to April 1975

liero J. Edwards, Jr. . 46 Vice President, Operations May 1978 Vice President, Operations from May 1978 to-

present: Vice President, Admimstration
from May 1976 to May 197R; Director of

1
' Personnel from February 1975 to May
!

1976; Executne Assistant in the Commum-
,

ty Relations Department from 1969 to Feb-'

ruary 1975
|Dmald F. Schul r . 63 Vice President. Corporate Com-

mumcations
- Nov.1976 Vice President. Corporate Communications

since November 1976; Manager of Public
Relations from 1962 to November 1976I

i

:
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Date Officer Princips' decupations
# o ...ig Last 5 YearsManagement Director Elected to c'-

Name Ag Position Since* Present Position ap Other Directorships *

John II. Chavanne . 38 Controller - Nos.1976 Controller since Nosember 1976; Assistant to
Vice President. Finance from July 1974 to
Nosember 1976; Manager of the Audit,
liudget and Statistical Department from
1972 to July 1974

Ilarvey K. llawkins . 45 Treasurer - Nov.1976 Treasurer from Nosember 1976 to present;
Auistant Secretary and Amstant Treasur-
er from 1972 to November 1976

f 1. Each dir-ctor and o:licer is elected yearly to serve until the first Board Meeting after the Annual
Meeting of Shareholders of the appropriate company, which annual meetings are currently expected to be
held as follows:

MSU-May 16,1980 MP&L-May 21,1980
,

|
AP&L-May 22,1980 NOPSI-May 25,1980
LP&L-May 19,1980'

2. Directorships shown are limited to entities subject to Sections 12 or 15(d) of the Securities Exchange
,

Act of 1934 or to the Investment Company Act o.'1940.
3. Presently a director of MSU.
4. Also a director of liibernia Corporation and the Ilibernia National Bank in New Orleans.

ITEM 15. MANAGEMENT REMUNERATION AND TRANSACTIONS

REMUNERATION 0" OFFICERS AND DIRECTORS
The tables below set forth the aggregat. 2neration, in cash, cash-equivalent and contingent form,

paid by AP&L, LP&L,, MP&L and NOPSI . - g the year 1979 to the five most highly compensated
executive officers or directors of the respective companies whose compensation exceeded $50,000 during the
year. Also set forth are the respective totals of such remuneration paid to all officers and directors of the
respective companies during the year as a group.

AP&L
Cash and Cash-Fauivalent

Forms of Remuneration
Securities

or Property,
Insurance

Salaries, Benefits or Aggregate of
Fees, Di- Reimburse- Contingent

rectors' Fees ( D, ment, Forms of

Name of Individual or Capacities in Commissions Personal Remunera-

Number of Persons in Group Which Served and Bonuses llenefits tion (2)
r

Reeses E. Ritchie . Chairman of the Board (4) 5111,533 $6,271(3) -

..

Jerry L. Maulden . President and Director 77,771 3,234(3) 51,472(3)

James D. Phillips , Senior Vice President, Sys- 72,775 4,529(3) -

tem Engineering and Plan-

! ning and Director
William M. Murphey . Senior Vice President, Cus- 70,159 4,868(3) -

tomer Services
William Cavanaugh Ill Vice President, Generation 60,103 2,973(3) 225(3)

and Construction'

All directors and officers as a group consisting of ;3 per-
sons, including the above named 723,955 32,188(') 4,826(3)

. .

(1) The directors of AP&L are paid an attendance fee of $300 for attendance at mcetings of the Board
of Directors and $150 for meetings of the Executive Committee of the Board. In addition, directors who are
not employees of a Middle South System company are paid $250 per month.

11-9
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.

(2) This column dces not reflect the amount of contributions made by AP&L to its retirement income
plan (defined benefit plan), as such amount in respect of any individual is not, and cannot be, separately or
individually calculated. During 1979, aggregate contributions by AP&L to the plan were equivalent to 8.8%

{
of the 1979 remuneration of plan participants. Generally, compensation covered under the plan is average ji
annual earnings for the highest five consecutive years during the ten years immediately preceding retirement. '

(3) Reflects amounts paid pursuant to the Middle South Utilities System Savings Plan. The System
Savings Plan provides that eligible employees (who elect to participate in the Savings Plan), may contribute
through payroll deductions each payroll period from 1% to 6% of their base wages or salary. The employing
System company contributes to the Plan from its current or accumulated earnings and profits an emount
equal to 50% of each participant's contribution for each month Amounts allocable to company
contributions under the Plan are reflected as either a cuirent or co .angent form of remuneration depending
upon whether or not the recipient, or his estate, has a vesml, r.on-forfeitable right to the same.3

(4) Pursuant to an agreement dated June 21,1979, Reeves E. Ritchie has agreed to provide advisory
services, if and when requested, to the management of AP&L during the five-year period following his
retirement as Chairman of the Board (but not as a director) of AP&L, with compensation at the annual rate

. of $25,000. Such five year period commenced on July 31,1979, the date of his retirement from AP&L.
1
1

Under the Employee Stock Ownership Plan, MSU and its subsidiaries may contribute each year to a
j

trustee an amount equal to the additional 1% investment tax redit allowable under the Internal Revenue
Code of 1954, as amended. The trustee uses the contribution to purchase Common Stock of MSU, which is
allocated tc the account of each eligible employee. No contributions were made during 1979 because the
additional 1% investment tax credit claimed for the tax years 1977 and 1978 has not yet been utilized. For

i similar reawns, it is not anticipated that any contributions will be made during 1980 in respect of the tax year
1979.

The following tabulation shows estimated annual benefits upon retirement to persons in specified
i

compensation and years-of-service categories payable pursuant to the retirement income plans (see Note (2)
to the remuneration table):

'"'
j C er Years of Service

Compensation la 20 30 _ to' 5 20,000 $ 3,000 5 6,000 5 9,000 $:2,000
40,000 6,000 12,000 18,000 24,000
60,000 9,000 18,000 27,000 36,000
80,000 12,000 24,000 36,000 48,000

100,000 15,000 30,000 45,000 60,000

;

,

!
t

:
1

f

:
i
4
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LP&L
Caiah and Cash. Equivalent

Forms of Remuneration

Securities
or Property,

Salaries, Insurance
fees, tienefits or Aggregate of

Directors' Reimburse. Contingent
feed 1), ment, Forms of

Name of Individual or Comminions Personal Remunera-
Number of Perse ns in Group Capacities in Which Nerved and Honuses Benefits tionW

Jack M. Wyatt President and Director $120,675 $8,957(3) -
,

Gerald D. McLendon Senior Vice President- 68,000 5,268(3) -

Operations
John IL Erwin, Jr. Vice President and 61,433 4,341(3) -

.

Treasurer
Donald L. Aswell . Vice President-Power 53,100 2,970(3) $1,195(3)

Production
Joseph M. Mooney. Vice President-Govern- 52,550 3,336(3) -

.

mental and Public Affairs
All directors and officers as a group consisting of 22 per-

sons, including the above named 721,115 35,450(3) 6,831(3)

(1) The directors of LP&L are paid an attendance fee of $275 for attendance at meetings of the Board
of Directors and $275 for meetings of committees of the Board (except in the case of a committee meeting on
the same day as a Board meeting, in which case the fee for attendance at the commi' tee meeting is $125). In
addition, directors who are not employees of a Middle South System company are paid $250 per month.

(2) This column does not reflect the amount of contributions made by LP&L to its retirement income
plan (defined benefit plan), as such amount in respect of any individual is not, and cannot be, separately or
individually calculated. During 1979, aggregate contributions by LP&L to the plan were equivalent to 12.2%
of the 1979 remuneration of plan participants. Generally, compensation covered under the plan is average
annual earnings for the highest five consecutive years during thc ten years immediately preceding retirement.

(3) Reflects amounts paid pursuant to the Middle South Utilities System Savings Plan. The System
Savings Plan provides that eligible employees (who elect to participate in the Savings Plan), may contribute
through payroll deductions each payroll period from 1% to 6% of their base wages or salary. The employing
System company contributes to the Plan from its current or accumulated earnings and profits an amount
equal to 50% of each participant's contribution for each month. Amounts allocable to company
contributions under the Plan are reflected as either a current or contingent form of remuneration depending
upon whether or not the recipient, or his estate, has a vested, non-forfeitable right to the same.

Under the Employee Stock Ownership Plan, MSU and its subsidiaries may contribute each year to a
trustee an amount equal to the additional 1% investment tax credit allowable under the Internal Revenue
Code of 1954, as amended. The trustee uses the contribution to purchase Common Stock of MSU, which is
allocated to the mcount of ecch eligible employee. No contributions were made during 1979 because the

|
additional 1% i.westment tax credit claimed for the tax years 1977 and 1978 has not yet been utilized. For
similar reasons, it is not anticipated that any contributions will be made during 1980 in respect eithe tax yearl

1979.

l

|

!
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The following tabulation shows estimated annual benefits upon retirement to persons in specified
compensation and years-of-service categories payable pursuant to the retirement income plans (see Note (2) !

,

:to the remuneration table):
I

f,","," Years of Seriice
j- Compensatios . 10 20 30 4n
1 $ 20,000 $ 3,000 $ 6,000 .5 9,000 $12,000

40,000 6,000 12,000 18,000 24,000
60,000 9,000 18,000 .27,000 36,000t

80,000 12,000 24,000 36,000 48,000
100,000 15,000 30,000 45,000 60,000

Pursuant to a memorandum of understanding effective December 1,1977, E. A. Rodrigue was retained
as a consultant to the management of LP&L during the five-year period following the retirement of E. A.
Rodrigue as Chairman of the Board (but not as a director) of LP&L, with compensation at the annual rate
of $25,000. The arrangement also provides that during such five-year period E. A. Rodrigue will be provided
with an office and secretarial assistance, and will be annually re-elected as a mer.iber of the Board of!

,

Directors of LP&L, but that he will not stand for re-election at the first annual meeting following his 70th
birthday.

i

MP&L
Cash and Cash.Diuivalent
l'orms of Remuneration

,

Securities
Salaries, or Property,

l'ees, Insurance Aggregatc of,

Directors' Ilenefits or Contingent
l'ecsm. Reimbursement, l'orms of| Name of Individual or Comre wons Personal Remunera-*

Number of Persons in Group Capacities in % hich Served gT. onuses flertfits tion (2)
Donald C. Lutken . President and Director ? ~.30,444 $8,303(3).

-

Norris L. Stampley . . Vice President, 62.109 3,108(3) -
.

Production andt

Engineering
Frank S. York, Jr. . . . Vice President, Finance 53,389 3,696(3) -

! and Secretary'

Alex McKeigney. Vice President, 49,932 3,428(3) -
. . . . .

Information Services
| Donald E. Meiners . Vice President, 49,043 1,576(3) $ 534(3)

.

Customer Services,

'

All directors and officers as a group consisting of 24 per-
i sons, including the above named 607,084 30,426(3) 2,101(3).. . . . ..

(1) The directors of MP&L are paid, since May 1978, an attendance feet of $300 for attendance at
meetings of the Board of Directors and $300 for meetings of committees of the Hoard (except in the case of a
committee meeting on the same day as a Board meeting, in which case there is no fee for attendance at the
committee meeting). In addition, directors who are not employees of a Middle South System company are
paid $150 per month.

- (2) This column does not reflect the amount of contributions made by MP&L to its retirement income
plan (defined benefit plan), as such amount in respect of any individual is not, and cannot be, separately or
individually calculated. During 1979, aggregate contributions by MP&L to the plan were equivalent to
ll.6c/c of the 1979 remuneration cf plan participants. Generally, compensation covered under the plan is
average annual earnings for the highest five consecutive years during the ten years immediately preceding
retirement.
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I (3) Reflects amounts paid pursuant to the Middle South Utilities System Savings Plan. The System

Savir.gs Plan provides that eligible employees (who elect to participate in the Savings Plan), may contribute
through payroll deductions each payroll period from 1% to 6% of their base wages or salary. The employing
System company contributes to the Plan from its current or accumulated earnings and profits an amount
equal to 50% of each participant's contribution for each month. Amounts a!!ocable to company
contributions under the Plan are reflected as either a current or contingent form of remuneration depending
upon whether or not the recipient, or his estate, has a vested, non-forfeitable right to the same.

Under the Employee Stock Ownership Plan, MSU and its subsidiaries may contribute each year to a
trustee an amount equal to the additional 1% investment tax credit ahawable under the Internal Revenue
Code of 1954, as amended. The trustee uses the contribution to purchase Common Stock of MSU, which is
allocated to the secount of each eligible employee. No contributions were made during 1979 because the
additional 1% investment tax credit claimed for the tax years 1977 and 1978 has not yet been utilized. For
similar reasons, it is not anticipated that any contributions will be made during 1980 in respect of the tax year

1979.
.

The following tabitation shows estimated annual beneSts upon r.orement to persons in specified
compensation and years-of-service categories payable pursuant to the reti.ement income plans (see Note (2)
to the remuneration tab'e):

co,","" Years of Service"

Compensation 10 20 30 40

$ 20,000 $ 3.000 $ 6,000 $ 9,000 $12.000

40,000 6,000 12,000 18,000 24,000

60,000 9,000 18,000 27,000 36,000

80,000 12,000 24,000 36,000 48,000

100,000 15,000 30,000 45,000 60,000,

N OPSI Cash and Cash. Equivalent
Forms of Remuneration

Securities
Salaries, or Property,

Fees. Insurance Aggregate of
Directors' Benefits or Contingent
Fees (l), Reimbursement. Forms of

Nome of Individual or Commissions Personal Remunera-

Number of Persons in Group Capacities in % hich Served and Bonuses Renefits tion (21
i

James M. Cain . President and Director S 94,217 $2,909(b $ 895(3)
. .

Vice President, 59,667 5,731(3) -

William C. Nelson . .

|
Admin.stration and
Legal and Secretary

,

A. J. Brodtmann . . . Vice President, Finance 58,500 3,742(3) -

|
i liero J. Edwards, Jr. . Vice President, 52,167 3,734(3) 1,174(3)

.. .

| Operations
Sherwood A. Cuyler . . Vice President, Public 50,333 3,572(3) -

'

and Regulatory
Affairs

i

|
All directors and officers as a group consisting of 25 per-

| cons, including the above named 646,532 34,226(3) 5,749(3)
.

|
-

|
(1) The directors of NOPSI are paid an attendance fee of $225 for attendance at meetings of the Board

of Dirwors and $200 for meetings of the Audit Committee of the Board (except in the case of an AuditI

Committe' meeting on the same day as a Board meeting,in which case the fee for attendance at such meeting

!
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is $100). In addition, directors who are not employees of a Middle South System company are paid $250 per
month.

(2) This column does not reflect the amount of contributions made by NOPSI to its retirement income
plan (defined benefit plan), as such amount in respect of any individual is not, and cannot be, separately or
individually calculated. During 1979, aggregate contributions by NOPSI to the plan were equivalent to 9.7%
of the 1979 remuneration of plan participants. Generally, compensation covered under the plan is average
annual earnings for the highest five consecutive ye a during the ten years immediately preceding retirement.

(3) Reflects amounts paid pursuant to the Middle South Utilities System Savings Plan. The System
Savings Plan provides that eligible employees (who elect to participate in the Savings Plan), may contribute
through payroll deductions each payroll period from 1% to 6% of their base wages or salary. The employing
System company contributes to the Plan from its current or accumulated earnings and profits an amount
equal to 50% of each partic: pant's contribution for each month. Amounts allocable to company
contributions under the Plan are reflected as either a current or contingent form of remuneratic n depending
upon whether or not the recipient, or his estate, has a vested, non-forfeitable right to the same.

Under the Employee Stock Ownership Plan, MSU and its subsidiaries may contribute each year to a
trustee an amount equal to the additional 1% investment tax credit allowable under the Internal Revenue
Code of 1954, as amended. The trustee uses the contribution to purchase Common Stock of MSU, which is
allocated to the account of each eligible employee. No contributions were made during 1979 because the
additional 1% investment tax credit claimed for the tax years 1977 and 1978 has not yet been utilized. For
similar reasons, it is not anticipated that any contributions will be made during 1980 in respect of the tax year
1979

The following tabulation shows estimated annual benefits upon retirement to persons in specified
i compensation and yea s-of-service categories payable pursuant to the retirement income plans (see Note (2)
I

to the remuneration table):
Annual
Covered Yean obenice

Compensation 10 20 30 40i

$ 20,000 $ 3,000 $ 6,000 $ 9,000 $12,000
40,000 6,000 12,000 18,000 24,000

| 60,000 9,000 18,000 27,000 36,000
80,000 12,000 24,000 36,000 48,000,

100,000 15,000 30,000 45,000 60,000
!

OTilER TRANSACTIONS

LP&L and NOPSI have obtained short-term bank loans from time to time in the ordinary course of
business from First National Banle of Commerce ("FNBC"). The maximum amount of these loans
outstanding during 1979 for LPS L and NOPSI was $3,900,000 and $3,000,000, respectively. In additicn, SFI
borrowed a maximum amount of $5,000,000 from FNBC during 1979. Mr. Arthur L. Jung, Jr., a director of

| NOPSI, is a director of FNBC and First Commerce Corporation.

MSU and certain of its subsidiaries have had, and it is anticipated that they will continue to have,
relationships with liibernia National Bank in New Orleans ("Ilibernia"), through loan agreements, bank
accounts, transfer agent and registrar arrangements and through liibernia's position as trustee for the Middle
South Utilities System Savings Plan for employees. The maximum aggregate principa' amount of bank loans
to the companies outstanding at any one time during 1979 was $10,108,000, and the aggregate principal
amount of such loans outstanding at December 31,1979 was $5,828,000. In addition, cash received by
liibernia as trustee under the System Savings Plan has been, and may in the future be, invested for brief
periods of time in United States treasury securities purchased from liibernia, subject to repurchase
agreements of Ilibernia (commonly called "Repos"), pending distribution or investment in accordance with
the Plan. Mr. Richard W. Freeman, a director of MSU and NOPSI, and Messrs. Brooke II. Duncan and Sam
Israel, Jr., each directors of NOPSI, are also directors of liibernia and its parent, flibernia Corporation.

11-14
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Mid-South Engineering Co. provides engineering consulting services to AP&L. Roy L. Murphy, director
of AP&L,is the President and Chairman of the lloard of Mid-South Engineering Co. Total billings to AP&L

,

during 1979 amounted to approximately $40,000.'

,

LP&L also borrowed a maximum of $384,000 during 1979 from First State Bank & Trust Company in
llogatusa, Louisiana. Mr. Charles J. Cassidy, Chairman of the Board and President of that Bank,is a director
of LP&Li

Lamar Life Insurance Company ("Lamar Life") provides group hospi al and medical insurance fort

MP&L. Total premiums paid by MP&L to Lamar Life for 1979 aggregated <pproximately $906,000. Mr.
Donald C. Lutken, President and a director of MP&L and a director of MSU, e.ad Mr. Robert M. liearin, a
director of MP&L, are directors of Lamar Life and ofits parent, Lamar Life Corporation. In addition, Mr.

3
Lutken owns beneficially approximately l A'?c of the outstanding voting stock of Lamar Life Corporation,'

and VGS Corporation, of which Mr. Ilearia is a principal stockholder, owns beneficially approximately 80%i

j of the outstanding voting stock of Lamar Life Corporation.

,

!

.

i

i
i

!

I

i

|

|
\

|

h
|

|
|
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SIGNATURES

Pursuant to the requirements of Section 13 or IS(d) of the Securities Exchange Act of 1934, each
registrant has duly caused this rrport to be signed on its behalf by the undersigne.1, thereunto duly j
authorized. The signature of each undersigned company shall be deemed to relate only to matters having
reference to such company and an' eubsidiaries thereof.

MIDDLE SOUTil UTILITIES, INC.

ny E. A. LUPHERGER
(E. A. I.upberger, Vice President, Finance)

ARKANSAS POWER & LIGilT COMPANY

gy JOIIN 3. II ARTON
(John J. Ilarton, Treasurer and Assistant Secretas v)

LOUISIANA POWER & LIGilT COMPANY

By J.11. ERWIN, JR.
(J. II. Erwin, Jr., Vice President and Treasurer)

MISSISSIPPI POWER & LIGilT COMPANY

By 17. S. Y oRK.JR.
(F. S. York, Jr., Vice President and Necretar))

NEW ORLEANS PUllLIC SERVICE INC.

By A. J. BRonrMANN
(A.J. Brodtmann, Vice President, Finance)

Date: March 20,1980

!
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OPINION OF INDEPENDENT CERTIFIED PUllLIC ACCOUNTANTS

I

Midole South Utilities, Inc. and Subsidiaries:

We have examined the consolidated financial statements and supplemental schedules of Middle South
Utilities, Inc. and subsidiaries and the financial statements and supplemental schedules of Middle South
Utilities, Inc. and each of its subsidiaries, as listed in the accompanying indexes (pages F-1 and S-1). Our
examinations were made in accordance with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other auditing procedures as we considered necessary
in the circumstances.

As more fully discussed in Note 10, in April 1979, the Attorney General of Arkansas alleged that
Arkansas Power & Light Company had erroneously applied its fuel adjustment clause to retail customers and
thereby overcharged these customers $17,297,000. On July 3,1979 the Arkansas Public Service Commission
issued an interim order modifying the application of AP&L's fuel adjustment clause. The order stated it was
not deciding the propriety and legality of ordering refunds and stated that decision would be made later. In
our report dated February 16,19 79 our opinion on the 1978 financial statements was unqualified; however, in
view of such rate matter our present opinion as expressed herein is ditTerent from that expressed in our
presious report.

As explained in the second paragraph of Note 12, legal action is pending against New Orleans Public
Service Inc. concerning the return of, or future reductions to compensate for, increased transit fares
authorized by the Council of the City of New Orleans in 1975. In our report dated February 16,1979 our
opinion on the 1978 financial statements was qualified as being subject to the efTect of any loss which might
result from the final settlement of this matter. Management subsequently decided that any material
adjustments will be retroactisely applied to the operations of 1976 and 1977 when such fares were collected.
Accordingly, our opinion on the .978 financial statements, as expressed herein, is dilTerent from that
expressed in our presious report.

In our opinion, subject to the effects, if any, of the outcome of the matter discussed in the second
preceding paragraph on the consolidated financial statements of Middle South Utilities, Inc. and the financial
statements of AP&L, the above-mentioned financial statements present fairly the financial position and the
consolidated financial position of the companies at December 31,1979 and 1978 and the results of their
operations, source of funds for investment of the Company and source of funds for utility plant additions of
the Company and subsidiaries and each of its subsidiaries for the years then ended, in conformity with
generally accepted accounting principles applied on a consistent b.vis. Also, in our opinion, the
accompanying schedules, when considered in relation to the basic financial statements, present fairly in all
material respects the information shown therein.

DI:1.oirrI: IIASKINS & SI.1 t S I

New Orleans, Louisiana
February 15,1980
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i
iMIDDLE SOUTil UTIIITIFS, INC. AND SUBSIDIARIES !
l

I
CONSOI.IDATED HAI.ANCE SilEETS '

?

j December 31,1979 and 1978
f

j ASSETS '

i
1 1979 1978
s

(In Thousands)
, . Utility Plant (Notes 1(D),8,12 and Schedules V and VI):
! Elect ric . . . . . . . . . . . . . . . . . 53,597,923 $3,472,059.. ............. . . . . . .'~ Natural gas . 102,878 93,366. . . . . . . ....... . ..... . . . . . .

j Transit (Note 11) .. 19,049 21,081. . . . . .. . .. .. . .. . . . . . .~

Construction work in progress 3.282,202 2,465.517. . ... .. .. . . .. . . . .

Total . . . . . . . . . . . . .

j 1.ess accumulated depreciation .
. . . . . . . . . . 7,002,052 6,052,023

. .. ......... . . . . . 1.139,164 1.038,256
Utility plant-net . . .... ....... . . 5,862.888 5,013,767

Other Property and Investments:
Property of non-utility subsidiaries in service or under construction . . 89,694 82,583.

Notes receivable . . . . . . . ... . . . . . . . - 14,737
Other. 2,112 2.208

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

Total . . . 91,806 99,528. , . . ... .. .. . . .

Current Assets:
1 Cash (Note 7) . . . .. .. . . . . . . 52,038 51,321

Special deposits. . . .. . ... . . .. . . . . . 13.342 11.170i Certificates of deposit . 25 225. . .... .. . .. .

Temporary investments-at cost, which approximates market
. . . .

69,814 64,300 ;. . .

Notes receivable . . . . . .. .. . .. ...... . . .
, 17,706 2,509
!

Accounts receivable-(less allowance for doubtful customer accounts of
(in thousands) 51,800 in 1979 and $1,601 in 1978-Schedule XII):'

Customer 101,148 73,086. . . . . . . .. ... . . . .

Ot her . . 22,197 23,267... . . ... . . . .. . . . . .

i Deferred fuel cost . . . . ... . . . . . 28,929 5,714
Fuel oil-at average cost (Note 7) . . 137,058 72,478

,
. ...

Materials and supplies-at average cost . . . .
. . . . . .i

36,488 28,332. . . .. . . .

Other... . 21,743 32.303
. . . . . .... . .. .. . .

Total . . . .. .. . . . . . . . . 500,488 364,705i

!

Deferred Debits:
j Unamortized debt expense . . .. . .. . . . 6.552 6,577*

Unamortized abandoned project cost . . . . .. . - 4,1018

Other.. 41,334 12.349
. . .. ... . . . . . .

Total . . 47,886 23,027 f. .. . . ... .. . . .. . . .

To tAl. .,

$6.503,068 $5,501,027. .

i
. . .. . .

1

j See Notes to Financial Statements.

I
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MIDDLE EDUTH UTILITIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December' 31,1979 and 1978

LI A BILITIES

1979 1978

(In Thousands)

Capitalization:
Common stock, $5 par value, authorized 150,000,000 shares in 1979 and

100,000,000 shares in 1978; issued and outstanding 90,432,998 shares
in 1979 and 76,098,232 shares in 1978 (Note 4) . . . . . . . . . . . S 452,165 $ 380,491.. .

630,450 499,855
Paid.in surplus . . .. ...... . .... .... . ... .... .... ..

581,445 534,893_Retained earnings (Note 5) .... . ....... .... . ... .. ...
1,664,060 1,415,239Total common shareholders' equity . . . . ..... .........

Subsidiaries' preferred stock, without sinking fund (Note 3) . . . . . . . . 330,966 280,712

Subsioiaries' preferred stock, with sinking fund (Note 3) . . . . . 193,508 60,063
.

Subsidiaries' long-term debt and premium (Note 2) 3,017,816 2,629,711
.. .... .....

5,206,350 4,385.725Total capitalization . .. . . .. . . ...

Current Liabilities:
Notes payable-banks (Notes 7 and 9):

145,900 129,000
Company . . . . .. ... ..... .. . .. ... ......

Subsidiaries . I15,375 93,575
... . .. .. .. .... ..... ... ..

Commercial paper-subsidiaries (Note 7) 20,630 100,865
.... .. ..... . . ..

Currently maturing long-term debt . . 149,830 23,034
. .. . ...... . . ..

210,123 125,634
Accounts payable . .. . . .. . . .. ... ... . .

33,289 33,815Customer deposits . . . .. .. .. . .. .. . .... .
55,435 49,732

Taxes accrued . .. . ... . ............... .. . ..

Accumulated deferred income tax (Notes 1(F) and 6) . . . . . . . . 14,950 3,735

75,737 65,606
Interest accrued . ... . .. ...... . .. . ... . . ...

47,594 35,287
Dividends declared. . . ..... . ...... .... .. ..

_ 7,5,679 19,951
Other.. .. .. ..... .. ...... ..............

Total . . . . . . i97,542 680,234
. .. .. .... .... ..... ...

,

| Deferred Credits:
i Accumulated deferred income taxes (Notes 1(F) and 6) . . . . . . . . . . 257,599 299,532

| Accumulated deferred investment tax credits (Notes 1(F) and 6) .
104,835 ~ %380...

17,282 13,246
! Other.. . . .... .. . . .. ... ....... . ... .

( Total 379,716 422,158
. . . .... . .... ...... ..

Reserves (Note 1(H) and Schedule Xil):
13,338 7,947

! Property insurance . . .... . . .... . .. . ... . . . ....

.. .. ... . ... .. . .... . . 6,122 4,963
Injuries and damages . .

19,460 12,910
Total .. . .. ... .. .. . . ............ ...

! Commitments and Contingencies (Notes 8 through 12)
TOTAI.. 56,503,% 8 $5,501,027

... .. .. ......... ... . . .....
$

See Notes to Financial Statements.
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES

STATFMENTS OF CONSOLIDATED INCOME

For the Years Ended December 31,1979 and 1978

1979 1978

(In Thousands)
Operating Revenues (Note 11):

Electric . . .. .. ................ ........ $ 1,669,451 $ 1,489,915. ..

Natural gas . . 116,612 95,863.... .... ..... .. ... ... . .. ......

Transit . 36,996 36,399.. ....... ... ... ............ .. .........

Total . . 1,823,059 1,622,177. .. .... . . ..... ... ... ........ .
Operating Expenses:

Operation:
Fuel for electric generation . 697,607 623,402.. .... ..... .. ......
Purchased power 258,376 133,929. .. .. ...... .. . .. ... ...

Gas purchased for resale . ..... . .. .. . . 88,801 68,657
Ot h er . . . . . . . .... ... ... .......... .... . 200,264 199/06

Maintenance . . 111,394 99,941. . .. .. .. ..... . ... . . .....

Depreciation . . 119,304 112,805. . . . .... .. .. .....

Taxes other than income taxes 77,849 69,771. ... .. ..... . ... ...

income taxes (Note 6) 51,266 86,004.. ...... . .. ..... .. ..

Total 1,604,861 1,393,915.. . .. ...... .. .. . .... ... ..

Operating income 218,198 228,262.. . . ... .. ... . ... .. ... ..

Other income:

Allowance for equity funds used during construction (Note 1(G)) . . 124,086 93,573
Miscellaneous income and deductioni-net . . . 7,940 6,239... .. .. ... .. ..
Income taxes-cr. (Note 6) . . . . . 76,232 50,105.. .. ... .. ... .

Total . 208,258 149,917.. . . . . .... ... .. . ..... . .

Interest and Orier Charges:
Interest on long-term debt . . . ... ....... . .. . 255,242 199,212
Other interest-net . .... . .. . .. .. ... . .. . .. 42,139 22,''69
Allowance for borrowed funds used during construction-cr. (F te

1(G)) (89,247) (54,717). ... .. .... .. .. . ... . . ...

Preferred dividend requirements of subsidiaries (Note 3) . . . . 36,264 25,477...

Total . 244,398 192,741.. . .. . .. ....... .... ..

Net income (Note 10) . . . .. ...... ... ... . .. . $ 182.058 $ 185,438
Weighted Average Number of Shares of Common Stock Outstanding . . . . 85,444,691 75,522,179
Earnings Per Common Share on Weighted Average Number of Shares

Outstanding . .
$2.13 $2.46

. .... .. . . .. . . .... .. . ...
Dividends Declared Per Common Share . . . . . . . . . . . . . . . . . . $1.535 $1.46

l
See Notes to Financial Statements.
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES

STATEMENTS OF RETAINED EARNINGS AND PAID-IN SURPLtfS
(COMPANY ANDCONSOLIDATED)

For the Years Ended December 31,1979 and 1978

1979 1978

(In Thousands)

RETAINED EARNINGS
$534,893 5460,608Retained Earnings, January I . . . . . . . ........ ..... . . . .

Add-Net Income . . . . 182,058 185,438
. .. ... .. . .. ...... .......... ...

Tot al . . . . . . . . . . . . . . . . . . . . . . . . . . . 716,951 646,046. ... ..... ... .... ..

Deduct:
Dividends declared on common stock-51.535 and $1.46 a share for 1979

132,585 110,849and 1978, respectively . .. . ..... . . .... . .. ...........

2,921 304Capital stock expenses, etc. . .. ...... .. .... ..... . ....

Total . . . . . . 135,506 111,153
... ...... . .. .... .. ... ......

Retained Earnings, December 31 (Note 5) . . . . . . . . . . . . . 5581,445 5534,893... .. ......

PAID.IN SURPLUS
Paid-in Surplus, January 1. . $499,855 $401,156.. ..... . .. .. ... ... . . .......

Add excess of Proceeds over Par Value:
8,500,000 shares of common stock sold in January 1978 - 94,460.... ..... . .

8,500,000 shares of common stock sold in January 1979 84,490 -
... . . . .

5,000,000 shares of common stock sold in November 1979 38,099 -
. .... ....

Common stock issued in connection with dividend reinvestment and stock
5,865 4,053purchase plan . . . . .... . ..... ..... .. . ..... .. ....

Common stock issued in connection with employee stock ownership plan . . . 126 54

Common stock issued in connection with employee savings plan 2,021 132.....

Retirer: ent of 944 unclaimed shares of MSU stock . . . (6) -
. .... ....

Paid-in Surplus, December 31. . 5630,450 5499,855
.. . .. ...... .. . .

See Notes to Financial Statements.

.
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MIDDI.E SOUTil UTIIITIES, INC. AND SUBSIDIARIES

STATEM ENTS OF CONSOLIDATED SOUltCE OF FUNDS

l'Olt UTILITY Pl. ANT ADDITIONS

For the Years Ended December 31,1979 and 1978

1979 1978
'I(In Thousands)

Source of Funds:
From operations:

Net income . $182,058 $185,438. .. ... . ... .. . ......... ..

Deprecia tion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119,304 112,805
Amortiration of property loss . . . . 4,10. 4,101.. .. . .. .... ... .... . .

Deferred income taxes and investment tax credit adjustments-net . (24,856) 36,427
Allowance for funds used during construction . . . . (213,333) (148,290).... .. .

Total . . 67,274 190,481. . . .. ... .. . ... . ....

Dividends declared on common stock . . . ... ... .. ... (132,585) (110,849)
Funds retained in business. (65,311) 79,632.. . .. ..... ....... ..

(Increase) in working capital (excluding short. term securitics, current ma-
turities and deferred taxes included in current liabilities)* . . . . . . . . . . (12,637) ($2.754)

Decrease in deferred construction contracts payable. . .. .. . .. - (4,200)
Deferred costs on coal plant standardization study . (6,776) (1,781)... ... .. ..,

Developed and undeveloped oil and gas properties . (9,163) (3.962).. .. ... ...

Advance for non. utility property . . . . . 14,737 (14,737). ... .. ... .. .

Uranium exploration program (8,487) (2,232). .. . . .. .... ... . ....

Prepayment of rent for motor coaches leased from the City of New Orleans (3,696) 165
Miscellaneous-net (8.272) 8,770. . .. . .. . . ... .......

Total . . . (99,605) 8,901. . .. .. . . .. .. ..

From fmancing transaction,s:
Common stock . . . .. . ... . . ... 202,269 143,147
Preferred stock . . . 183,699.. . . . . . ....... .. -

First mortgage bonds:
Issues.. 160,000 242,000. . . . . . .. . ..

Retirements (19,802) (27,854). . . . . . ..... ..

Promissory notes and other long. term debt:
Issues and assumptions 378,863 235,623.... . . . ..... ... ... ..

Retirements . ... . . .. . .... .. (3,313) (2,177)
Sale and leaseback transactions (Note 8). . . 65,359 8,210. . ... . . .. .

lhiok value of utility plant sold . . 34,199 -. .. . . . ..

Short-term securities-net . (43,849) 135,575... . .. .. . .. .

Total . . . 957,425 734,524... . . . ..

Total $857,820 $743,425. . . . .. . ... .

Utility Plant Additions (excluds allowance for funds used during construction):
Construction expenditures. $812,735 $754,471. . ... .. .

Fabrication costs of nuclear core . 46,803 7,105. . . . .. ... .

Other-net (1,718) (18,151). .. . . ... .. . .. . ..

Total $857,820 $743,425... . ... .. . . . ..

* The 1979 increase in working capital is primarily due to increases in accounts receivable and fuel oil
inventory offset by an increase in accounts payable. The 1978 increase is primarily due to an increase in cash
and special deposits and a decrease in taxes accrued. ~

See Notes to Financial Statements.
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| MIDDLE SOUTH UTILITIES, INC.*

i
' RAIANCE SHEETS.

December 31,1979 and 1978

ASSETS
,

,

1979 1975
)

(la Thousands)

investments in Wholly. owned Subsidiaries-at equity (Schedule Ill) . . . . . 51,803,840 $1,533,638'

Current Assets:
Cash ( Not e 7 ) . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . 1,315 7,151

Notes receivable from subsidiary . . . . 2,100 2,100.. ............. . . .....

Temporary investments-at cost which approximates market . . . . . . . . 38,714 30,400.

Other....................... 103 25. . .. ...... ..............

Total . . . . 42,232 39,676. .. ..... ... ............. ...... .

Deferred Debits . . - 66..... ....... . .......... .. ......... ..

Total.................................... 51,846,072 51,573,380

LI A BILITIES
Capitalization:

Common stock,55 par value, authorized 150,000,000 shares in 1979 and4

100.000.000 shares in 1978; issued and outstanding 90,432,998 shares
in 1979 and 76,098,232 shares in 1978 (Note 4) . . . . . . . . . . . . . . . . 5 452,165 5 380,491

Paid-in surplus . . . . . 630,445 499,850.. ........ ... .. .. ......... ......

Retained earnings (Note 5) . . . . 581,445 534,893. ............ ..... .... .....

Total........................................ 1,664,055 1,415,234'

'

Current Liabilities:
Notes payable-banks (Notes 7 and 9) . . . . . 145,900 129,000'

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

Accounts payable:
Asscciated company 124 27...... . ....... . ........ . .. ..

Ot her . . . . . . . . . . 208 110. ........ .. . .... . ... .. ...

Interest and taxes accrued . . . 71 92.. .. .. . .......... ... ...

Dividends declared. 35,714 28,917.. . . . ... ...... . . ...... ... ....

Total 182,017 158,146.... ... . . ........... .. .... . ..

Commitments and Contingencies (Notes 9 and 12)
Total . . . 51,846,072 51,573,380. . ...... .......... ... . . ... .

See Notes to Financial Statements.
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MIDDI.E SOUTH UTILITil3, INC.

STATEMENTS OF INCOME

For the Years Ended December 31,1979 and 1978

1979 1978
; IIn nonsends)

Income:

Dividends from subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5141,793 5119,216
Undistributed earnings of subsidiaries (Note 5) . . . . . . . . . . . . . 53,942 75,357. ....

Interest on loans to subsidiaries . . 1,115 798.. ............... .... .... ..

Other interest . . . . . . 881 404.. ........ ................... .... ... .

I Total . . . . . . . . . . 197,731 195,775. ..... . ... . . ....... .. ..
*

Expenses and Other Deductions:
Administrative and general expenses . . . . . . . . . 2,919 2,247..... . ..... ..... .

Ta xes . . . . . . . . . . . 17 12...... . ... .... .............. .... . .

Interest .... 12.737 8,078... ........... ..... ........ ............ . .. .

Total . . . . 15,673 10.337........ .. ............... ... . ......

Net Income (Note 10) . . . . . . . 5182.058 5185,438...... ... .. ........ . ........

STATEMENTS OF SOURCE OF FUNDS FOR INVESTMENT

For the Years Ended December 31,1979 and 1978

1
1979 1978

(In Housands)
Funds From Operations:

Net income . . . . . . . . . $182.058 5185,438i ..... . . .... . ..... .. . ... .. ..
[ Undistributed earnings ofsubsidiaries . . . . . (53.942) (75,357).... . . . ... . .

Total . . . . . . 128,116 110.081. .... . . . . ..... .. ... .....

Dividends Declared On Common Stock . (132,585) (110.849). ... ..... . .... .. ...

Funds used in business . . . . ( t.469) (768).... ... ... . ..... ....

Funds From Financing:
Common stock . . . . . . . . . . . . . . . . . 202,269 143,147.. ..... .. . . . ..

Notes payable:
Issues . 209.000 111,000. . ............ . . .. ... . .. . .. .... .

N etirements . ..... ... .. . .... . ... .. . .... . . (192,100) (140,000)
Funds from financing-net . 219,169 114.147... .... .. . ... .. .. ...

Decreaw in Working Capital (excluding notes payable) 4,415 4.908. .... .... ..

i Miscellaneous-net (415) (287). ... . . .. ... . . .. ... . . . . . . ..

Investment in Subsidiaries . . . . . . . . . . . . . . 5218,700 $118,000... .......... .. . ..

See Notes to Financial Statements.

F-10

_ - . . - . - _ - - - . . . . - - - - _ - - - - - - . _ . . -



l

I

FINANCIAL STATESfENTS OF
' ARKANSAS POWER & LIGIIT CONIPANy

l

|

!

|

|
,

|

F il



AltKANSAS l'OWi:lt & l.IGIIT COMI'ANY

ll %l. ANO; SWfl N

1)cecmher 31,1979 and 1978

A S S I! I S

1979 197N

din 'l hesusandO
'

Utihty I'lant (Notes 1(I)), H.12 and Schedules V and VI):
lilectrie $1,231,H32 $ 1,17H,565. . . .. .. . .

Construction work in progiew 980.054 785,6H4. . .

Totat 2.211,886 1,964,249. . .

1.cw accumulated depreciation . 364,447 331,195... ..

Utihty plant - net . 1,H47,439 1,633,054.. . . .

Other l'ropesty and Insestinents:
Investment in amiciated cornpanies-at equity (Note 9) 32,002 19,384..

Other at cost (lew accumulated depreciation) . 467 523, .

Total 32.469 19,907. , . .

Current Assets:
Cash ( Note 7) 3,811 703. .

Special desmits. . 52 66. ... . .

Notes receivable . 1,801 1,442. . . .

Accounts receivable-(lew nilowance for doubtful accounts of (in thou-
sands) $924 in 1979 and 5744 in 1978-Schedule XII):

Customer 27,155 22.036.. . .

Other. 1,870 1,262. . . .

Awociated companies 697 77.. , . .. .

I)cferred fnel cost ( Note 1(C)) 13.192 4,779,.

Materials ami supplies-at average cost . 6,930 5,935... ..

Other. 2y03 3.120. . . . . .

Total 57,M i l 39,420. . . . .

I)efer red I) chits:
Unamortired debt expeme 2,313 2,261.. ..

Other. 2.024 (305). . . ..

Total 4,337 1,956

Torri $ 1,942.056 $ 1,694.337, ,

See Notes to l'inancial Statements.
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ARKANSAS POWER & LIGIIT CONIPANY

BA1.ANCE SIIEE TS

December 31,1979 and 1978

L I A IlI L I T I E S

1979 1978

(In Thousands)

Capitalitation:
Common stock,512.50 par value, authorized 50,000,000 shares; issued

and outstanding 34,236,773 shares in 1979 and 31,836,773 shares in

197 8 ( Not e 4 ) . . . . . . . . . . . . . . . . . . . . . . 5 427,960 $ 397,960... ...... ... ....
:

Retained earnings (Note 5) . . . . . . . . 90.657 81,448.......... .. .....

Total common shareholder's equity . . . . . . . . . . . . . . . . . . . . . 518,617 479,408

Preferred stock, without sinking fund (Note 3) 126,890 111,709. . . ...... .. ..

Preferred stock, with sinking fund (Note 3) . . . . . . . . . . . . . 100,518 60,063.... ..

Long-term debt and premium (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . 819,716 749,262

Total capitalization . . . . . 1,565,741 1,400,442..... .. ... . ..... . .

Current Liabilities:
Notes payable (Note 7):

i llanks . . . . . . . . . . . . 77,000 -
. . .... . .... .. . .. . ..

Commercial paper . . . . . . . . . . . . . 3,130 40,200.... . .. . ..... .

Currently maturing long term debt . . 6,000 8,700..... ... . ......... .

Accounts payable:<

Associated companies . 3,791 8,982'
.... ... .. . . .... ......

Other........ ... 46,839 19,326.. . ... . ...... .. .... . ... ....

i Customec deposits . 4,949 7,512.. ..... .. ..... .............. ... ...

Taxes accrued . . . . . . . . . . . . . . . . . . . . . 24,328 19,391... ...... ........

Accumulate:1 deferred income taxes (Notes 1(F) and 6) . . . . . . . . . 6,496 2,443

Interest accrued 22,730 16,763. ............ ... ... .. ..... ... . ...

Dividends declared . . . . . . . . . . . . 4,887 3,505. ..... ... . ..... . ...

Other...... ........ . .... . ....... ..... . 10,741 12,268... . ....

.... .... .. .. . 210,891 139,090' Tot a l . . . . . . . . . . . . . . . . . . . . .

Deferred Credits:
Accumulated deferred income taxes (Notes 1(F) and 6) 125,417 114,209.. .......

Accumulated deferred investment tax credits (Notes 1(F) and 6) . . . . . 32,211 32,963

Other. 7,192 6,724
. ... ... . .. ..... ....... .. .. .. .. .

Total . . . . 164.820 153,896.. . ...... .... .. .. . ......

Reserves (Note 1(11) and Schedule XII):
Protv.rty insurance . . . . . . . . . . - 239.... .. .... .. .. .

Injmies and damages . . . . . . 604 670... .. .. ... ... .. .

j Total . . . . . . . . . . . . . . . . . . . . 604 909..... .. .. . ...

Commitments and Contingencies (Notes 8,9,10 and 12)
To rat. . 51,942,056 $1,694,337. .. ..... .. . .. .... . .....

i
See Notes to Financial Statements.

I

F-13
i

._. __ _ _ _ _ _ ~-



ARKANSAS POWER & I.lGHT COMPANY
STATDf ENTS OF INCOME

For the Years Ended December 31,1979 and 1978

1979 1978

(In Thousands)
Operating Revenues (Note 14) . . . . . . . . . . . . . . . . . . . $583,826 5556,488..................

Operating Expenses:
Operation:

Fuel for electric generation (Note 14) . . . . . . . . . . . . . . . . . . 174,66'' 167,681.. .

Purchased power (Note 14) 171,425 120,8N. . .. ......... ..... .......

Ot her . . . . 61,850 62,136. .. ..... ... ... .. ...... . . .... ...

M ain t ena nce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,182 28,856
Depreciation . . . . . 39,708 38.365.... ...... . . . . ................. ..

Taxes other than income taxes . . 25.032 23,436.. . ...... ... ............

Income taxes (Note 6). . . . . . . . . . I1,213 33,813...... . .... .. . .... .

Total . . . . . . . . 514,077 475,091........ . ........ . ... ... ....

Operating Income . . . . . 69,749 81,397. .. . ..... .. . . ...... . . .. ..

Other Income:
Allowance for equity funds used during construction (Note 1(G)) . . . .. 45,N5 36,214
Miscellaneous income and deductions-net . 6,874 4,583. ....... .. . .. . .

Income taxes-cr. (Note 6) . 16,753 12,403. . .. ... . ... ... .... . ..... .

Tota: . . . . . 68,672 53,200.. .. . . . .... .. ... . .. .. ...

Interest and Other Charges:
Interest on long-term debt . 67,091 56,949.. ..... . . .. ... ... ........

Other interest-net . . . 8,446 4,076. .. . ... . ... .... . ........

Allowance for borrowed funds used during construction-cr. (Note 1(G)) (20.858) (14,048).

Total 54.679 46,977. ..... . . .. . . .. .. ...... . .

Net Income (Note 10) . . . . 83,742 87,620..... . ... ... . .. .. . .... ... .
Preferred Disidend Requirements (Note 3) 17,474 14,020. . . ... .. ..... . ..

; llalance for Common Stock . . . 5 66,268 $ 73,600...... .. ... .. .. . .......

,

,

| See Notes to Financial Statements.
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i ARKANSAS POWER & LIGHT COMPANY
i.

STATEMENTS OF RETAINED EARNINGS

For the Years Ended Decensber 31,1979 and 1978

1979 1978*

(In Thouunds)

Retained Earnings, Janua ry I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 581,448 $55,641

A dd - Ne t i n co m e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83,742 87,620

165,190 143.261Tot al . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .
Deduct-Dividends Declared:

Preferred stock-at prescribed rates for each series (Note 3) . . . . . . . . . . . . . . . 17,474 14,020
;

Common stock-51.77 and $1.555 a share for 1979 and 1978, respectively . . . 57.059 47,79 ~ !

Total............................................... 74,533 61.813 ,

590.657 $81,448Retained Earnings, Decen ber 31 (Note 5) .'
. . . ..... ......... . . .. . . . .

See Notes to Financial Statements.
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ARKANSAS POWER & LIGIIT COMPANY

STATEMENTS OF SOtJRCE OF FUNDS FOR UTILITY PLANT ADDITIONS

For the Years Ended December 31,1979 and 1978

1979 1978

(In Thousands)
Source of Funds:

From operations:
Net income . . . . . . . . . . . . . $83,742 $ 87,620.... .. .. .. ... ...........

Depreciation . . . . . . . 39,708 38,365. .... .. ... ... . ... ........

Deferred income taxes and investment tax credit adjustments-- net . . . 14,508 25,197
Allowance for funds used during construction . . . . . . . . (65,903) (50,262).. .....

Total . 72,055 100,920.. ..... .... .. ...... . . . . . ...

Dividends declared:
Preferred stock . . (17,474) (14,020).. ... .. .. . . .. ... . .. .

Common stock . . . . . . . . (57,059) (47,793).. . . ... .. ........ . ...

Total . . . . . . . (74,533) (61,813). ... . ..... . .. ....

Funds retained in business . . . . . . . . . . . . . . . (2,478) 39,107
Decrease (increase) in working capital (excluding short. term securities, .:ur-

rent maturities and deferred taxes included in current liabilities)* . 12,128 (48,367)....

(Decrease) in deferred construction contracts payable. - (4,200). . . .. .

(Increase) decrease in investment in associated company-net . (12,618) 1,643. .. .....

Miscellaneous-net (2,148) 550.. . .... . . . ..

Total (5.116) (11,267).. .. .. . ... . .. .... ..

From financing transactions:
Common stock . . . 30,000 15,000.. .. ... . .... . .. .

Preferred stock . . . . . . . . . 55,636 -.. . .. ... ... . .

First mortgage bonds:
Issues . 60,000 75,000..... .. .. . .. . ... . ...

Retirements (8,700) (7,500). . . ... .. . . .. . .... .

Other long. term debt . 16,406 15,317... . .. . .. . ..

Ikiok value of utility plant sold . . . 34,199 13,532. .. . .. ..... .. .

Sale and leaseback transactions . 20,314 -. . .. . .. . . . .

Short term securities-net. .... . . .. .. . 39,930 69,515
Total 247.785 180,864. . .. . ... ... .. ..

Total . . $242,669 5169,597. . .. ..... . .

Utility Plant Additions (excludes allowance for funds used during construction):
Construction expenditures. 5226,126 5213,055. .. ... .. .. . ...

, Fabrication costs of nuclear core . . .. ... . . ... . . 20,056 330'

Other-net (3,513) (43,788). . . . .. ...... .. . ..

i Total . . . . . . . .. .. . . . .. . 5242,669 $169,597

* The decrease in working capital for 1979 is primarily attributable to an increase in accounts payable;

and the 1978 increase is primarily due to decreases in accounts payable and taxes accrued.

See Notes to Financial Statements.
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LOUISIANA POWER & LIGIIT COMPANY

HAI.ASCE NilEETS

|

December 31,1979 and 1978
m

!

ASSETS

1979 197R

(In Thousando
Utility Plant (Note 1(D) and Schedules V and VI):

Elect ric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,237,269 $1,193,456.. .. .. ..

Construction work in progress . 831,837 599.496 '...... ... . ...... . .....

Total . . 2.069,106 1,792.952. .. . .. . . . . . . ..........

Less accumulated depreciation . . . 353,994 317,583. .......... .. .. ....

Utility plant-net . 1,715,112 1,475.369.... .... . . ... ... ...

Other Property and Investments:
Investment in anociated company-at equity (Note 9) . . 36,997 20.802..... ..

Other. ... 382 358. . ............. . .. ... . . .. .. . ..

Total 37,379 21,160.. . . . . . ... .. . ........ . .. ...

Current Assets:
Cash (Note 7) . . . . . . . I1,078 13,559... . ....... . .. . . . . . .

Special deposits. . . . . 10,289 10,015..... ..... . .. . .. . ... ...

Temporary investments, at cost which approximates market . 8,000 -.. .. .

Notes receivable . . . . 938 698...... . . ... . . .. .. . . .... .
Accounts receivable--(less allowance for doubtful accounts of $135

thousand-Schedule XII):
Customer 24,826 16,530.... .. . . . .... . .. . . .. .. ...

Other.. . 1,441 1,121. ..... . . ... . .. . .... .. .. ...

Associated companies . . . . .. .. . .. ..... 100 64
Deferred fuel cost (Note 1(C)) . . . 15.054 -. . .... . . . . ......... .
Materials and supplies-at average cost . . . . 10,795 8,043. .. ... .. . .. .

Other. 4.975 4,143.... .. .. . ... . .. ...... . .. . .. .

Total '87,496 54,173. . . . . . .. . ...... . .. . .. . .. ...

Deferred Debits:
Unamortized debt expense 2,378 2,354 !.... . ....... .... . .. .. .. .
Unaniortiicd abandoned project cost . . . . - 4,101..... . ... .......

Total . . . . . . . . 2,378 6,455..... .. .. ..... ... .. ... ...

To tA1. $1,842.365 $1,557,157.... . . ... .. . ... . .. ..

e

See Notes to Financial Statements.
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LOUISIANA POWER & LIGHT COMPANY

RAIANCE SHELTS

| December 31,1979 and 1978

L I A.H I L 1 T I E S

1979 1978

(In Thousands)
j

Capitalization:
Common stock, no par value, authorized 150,000.000 shares in 1979 and

'

100.000,000 shares in 1978; issued and outstanding 65,140,000 shares
I in 1979 and 53,776,000 shares in 1978 (Note 4) . . . . . . . . . . . . . . 5 428,900 5 353,900

58,541 63,292Retained earnings (Note 5) .. ... ..... . . .... . . .

Total con on shareholder's equity . . . 487,441 417,192.. . .....

Preferred stock, without sinking fund (Note 3) 145,882 110,809... . ........
,

Preferred stock, with sinking fund (Note 3) 92,990 -
... . .... .... .. .

Long-term debt and premium (Note 2) . . . 827,430 728,748... . ....... . . ..

Total capitalization . . . 1.553,743 1.256,749...... ... . .. .. . .....

Current Liabilities:
i Notes payable (Note 7):

Hanks . . . 32,375 59,675. .. . . ..... . . . ...

Commercial paper ... . . . . - 24,415.. . . ....... .. .

Currently maturing long-term debt I1,871 1,783. .. . . . . . . . . ..

Accounts payable:
22,902 7,757Associated companies . . .. . . .. ... . ..

.

Other.. .. 36.698 43,268
| . ..... ..... ... ... .. .. . ...

Customer deposits . . 13,159 11,837. . ..... . .. . ..... . .

; Taxes accrued . , . 3,459 1,485.. .. ... . . . .. . .

1 Accumulated deferred income taxes (Notes 1(F) and 6) 7,289 -
.. . . ..

19,825 17,727Interest accrued . . . . . ... ..... . .. .. . ...

Dividends declared. 6,156 2.027. .. . . .. . . ... ..

634 545Other.. .... .. . . . ... .. . .. . . ......

| Total . . . . . . . ... . . . . . .. . . ... . 154,368 170,519
I

Deferred Credits:
91,221 90,032Accumulated deferred income taxes (Notes 1(F) and 6) . . . .

Accumulated deferred investment tax credits (Notes 1(F) and 6) . . . 28,382 29,400

Other.... 7,729 5,602
. .. . .. . ... .... .. ... . ...

i Tot al . . . . . . 127 M 125,034. ..... .. . . ... . . ..

Reserves (Note 1(11) and Schedule XII):
5,792 3,661Preperty insurance . . . . .. . . . . ........ .. .. .

1,130
,

1,194
| Injuries and damages . . . . . . . . . ... . ..... .... .

Total . 6,922 4,855.. .. ... .. .. . .. . .

i Commitments and Contingencies (Notes 8,9 and 12)
... .. ... . .. .. .. 51,842,365 51,557,157To rA I. . . . . . . . . . . . . . .

|

|

See Notes to Financial Statements.
I
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LOUISIANA POWER & LIGIIT COMPANY '

STATEMENTS OF INCOME

For the Years Ended December 31,1979 and 1978
,

1979 197N

(In Thousande
Operating Revenues (Note 14) . . . . . . . . . . . . $557,476 $456.375..... ....... . ........

Operating Expenses:
Operation:

Fuel for elect rie generation (Note l4) . . . . . . . . . . . . . . . . . . . . . 190,226 168,177
Purchased power (Note l4) . . . . . . . . . . . . . . . . . 140,111 69,730....... .. ...

q Other. ..... ......................... .. ...... ........ .. 42,419 47,531
M a i n t en a n ce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,269 29,213
Depreciat ion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,863 38,389. ......

Taxes other than income taxes . . . . . . . . . . . 15,977 14,106.. .......... .. ..... . .

{income taxes ( Note 6) . . . . . . . . . . . . . . 22,750 19,919. . ........ .. . ......

Total . . . . . 483,615 387,0651 .. ..... .................. .. . .. . .. .

0;,erating income . . . . . . . . . . . . . . . 73.861 69,310. .... ... ..... .. .. ....
,

Other income:,

!- Allowance for equity funds used during construction (Note 1(G)) . 30,722 20,823.

Miscellaneous income and deductions-net 4,920 2,422...... .. ... . ...
*

Income taxes-cr. (Note 6) . . . . I1,751 9.058... . .... ...

Total . . 47,393 32,3033 .. .. . ...... .... ...... ....

; Interest and Other Charges:
| Interest on long-term debt . . 60,263 51,959. .. ... ........ ... . .. .. .......
'

Other interest-net 10,993 6,166.... .. . ..... .......... .. .... .... . . .

Allowance for borrowed funds used during construction--cr. (Note 1(G)) . (15,131) (10.256)
1 Total 56,125 47,869.... .. . . .... ... . ..... . . .....

N e t i n come . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65,129 53,744
Preferred Dividend Requirements (Note 3) . . . . . . 15,441 8,108 -.. ......... . .

i Balance for Common Stock . . . . . . . $ 49,688 $ 45,636.. .. ...... ... ... . ........

See Notes to Financial Statements.
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LOUISIANA POWER & LIGIIT COMPANY

STATEMESTS OF RETAINEI) FARNINGS

For the Years Ended December 31,1979 and 1978
,

l
1979 1978

(In Thouunda)

Retained Earnings. Janua ry 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 63.292 $ 59,863
i

Add-Net income . . . . . . . . . . . . . . . . . . . 65.129 53,744
.. .. ........ . ... .. ..

!

To t al . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 128,421 113,607'
...... .... . . .

Deduct:
Dividends declared:

Preferred stock-at prescribed rates for each series (Note 3) . . . . . . 16,749 8,108.

!. Common stock-50.872 and 50.86 a share for 1979 and 1978,

! respectively . . . . . . 52.673 42,194.. ..... .... . . .. . . . ..

j Capital stock expenses. etc. 458 13.. . .... ...... ....... .

! Total . . . . . . 69.880 50,315
..... ......... ...... . .

. Retained Earnings, December 31 ( Note 5) . . . . . . . . . . . . . . . $ 58.541 $ 63,292........... .

See Notes to Financial Statements.
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I.OUISIANA POWER & LIGHT COMPANY

STATEMENTS OF SOURCE OF FUNDS FOR UTII.ITY I'I. ANT ADDITIONS

For the Years Ended December 31,1979 and 1978

1979 1978 1

(In Thousands) {
Source of Funds:

From operations:
Net income . . 5 65,129 $ 53,744...... .... . . . . .. ........ ... ..

Depreciation . . . . . . . . . . . . 40,863 38,389.. . .. . . .. .

Amortization of property loss . 4,101 4,101.. .. .. . . .. . . ....

Deferred income taxes and investment tax credit adjustments-net 10,896 4,915.

Allowance for funds used during construction . . . . (45.853) (31,079).. .. ..

Total 75,136 70,070... ..... ... . .... . . .. ..

Dividends declared:
Preferred stock . . . . . . ............ .. . .. . ... . (16,749) (8,108)
Common stock . . . . . . (52,673) (42,194)... . . . .. . .... .

Total (69.422) (50,g).... .. . . . .. . .. ... .. .

Funds retained in business. . . . 5,714 19,768. .. .. . ....

(Increase) decrease in working capital (excluding short. term securities, cur-

rent maturities and deferred taxes included in current liabilities)* . . (7,136) 3,187
(Increase) decrease in investment in associated company-net . . . .. (16,195) 1,780
Miscellaneous--net . 979 2,366. .. . ... . ... ... .. . . .

Total . . . .... .... . ... .... . (16,638) 27,101..

From financing transacti^ns:
Common stock . . . . . . . . . . . .. .. ... . . 75,000 50,000
Preferred stock . . . . 128,063 -... .. . .. . .. .

First mortgage bonds:
Issues. . 100,000 135,000. . ... .. .. .. . . ..

Retirements . .. . . .. . .. . .. .. ... . - (10,000)
Other long-term debt:

Issues and assumptions . .. .. . ... . . . I1,458 29,531
Retirements (1,879) (514).. .. .... .. . . .... .

Sale and leaseback of nuclear fuel (Note 8) . . . . . .. - 13,044
Short. term securities-net . (59,715) 23,923.... . . . .. .. . ..

Total . 252,927 240,984...... .. ... . ... ...

Total $236,289 $268.085... . .. . . . . ... ... .

'
Utility Plant Additions (excludes allowance for funds used during construction):3

Construction expenditures. . . ... .. .. . . .. .... . $234,493 $242,269
| Fabrication costs of nuclear core . .... . . . ... ... - 131

Other-net . . . 1,796 25,685.... ... .. ... ... . .. .. . .. ..

Total $236,289 $268,085. ... ... . ... . . .. .. .

* The 1979 increase in working capital is prirt.arily due to an increase in accounts receivable and
deferred fuel costs offset by an increase in accounts payable.

See Notes to Financial Statements.
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MISSISSIPPI POWER & IIGIIT COMPANY i

H AI.ANG SilEt.TS,

1

December 31,1979 and 19711
, t

1 ASSETS
..

1979 1978
1 (In W ussede
r

j Utility Plant (Notes 1(D) and 8 and Schedules V and VI):
'

E lec t ric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5726.710 $710,805... . . . . . . . . . . . . . . . . .

, Construction work in progress . . . . . . 25,913 10,820. ... ............. ............
1

! To t a l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 752,623 721,625. . . . . . . . . . . . . .

; 1. css accumulated depreciation . . . . 218.476 197,299. . ............... . . . . . . . . .

; Utility plant-net . . . 534,147 $24,326. ..... ........... . . . . . . . . . .

1

Other Property and Imestments:.

} Investment in associated company-at equity (Note 9) . 16.984 10,269.. . . . . . . . . . . .

] Other. .. .... . ...... .... 905 930. . . . . ... . . . . . . . . . . . . . . . .

j Tot al . . . . . . . . . . . 17,8D 11,199. . . . . .. ........ . .. .... . . . . . .
;

i

7 Current Assets:
: Cash ...... . . . . . . . ....... . .... .... . . . . . . . . . . . . . 1,373 445

| Special depmi t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 736 891. .

: Temporary investments-at cost, which approximates market . . . 1,000 24,500
! Acccunts receivable-(less allowance for doubtful accounts of $154

. .

'
t

! thouund-Schedule XII):
) Customer . . . . . . . .. . . . . ... .. . . . . . . . . . . 20,196 15,185
] Other. 2,624 1,076. . . . . . . . .... .. ... . ... .. .... . . . . . . . .
i

Awociatej companies 8,014 4,724. . . ... . . . . .. . . . . . . . . . . . . . . .
j Fuel oil-at average cost . . . 6,238 5,439. . . . . ....... . . . . . . . . . . . . . . .

Materials and supplies-at average cost . . 9,805 7,185,
...... . . . . . . . . . . . . . . .

| Other.......... 2,189 6,683. . . ......... . .. . . . . . .. . . . .

l Tot a l . . . . . . . . . . . . 52.175 66.128. . ........ . . . . . . . . . . .

:

Deferred Debits:
; Unamortired debt expense. 1,092 I,149. . ... . .. .. . .... .., . ..... . . .

i Other...... .... .. ...... . ... 2,341 1,010. . .. . . . . . . . . . . . . . . . .

I Total . . 3,433 2,159. . . . ..... . ... ...... . . . . . . . . . . . . .
i To t Ai. $607.644 5603,812. . .. .. . . ... . , , . . . . . . . . .

.

;_ See Notes to Financial Statements.
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MISSISSIPPI POWER & LIGIIT COMPANY

SAI.ANCE SilDTS

i
' December 31,1979 and 1978

LIABILITIES

1979 1978

(In Thousands)'

Capitalization:
Common stock, no par value (stated value $23 per share), authorized

$!04,420 $1M,4205,000,000 shares; issued and outstanding 4,540,000 shares . . . ..

Paid in surplus . . . . . . . . . . . . . . . 5 5.... . .. .... .. . ... ... .

Retained earnings (Note 5) . . . . . . . . . . . . . . . . . . . . . . . . 65,383 64,618..

Total common shareholder's equity . . . . . . . . . . . . . . . . . . . . . . . 169,808 169,M3

Preferred stock, without sinking fund (Note 3) . . . . . . . . . . . . . . . . . 38,077 38,077.

Long-term debt and premium (Note 2) . . . . . . . . 263,380 271,374..... .. .. .....

Total capitalization . . . . . . . 471,265 478,494
. .... . .. . . .. .

Current Liabilities:
... ......... .. ..... .. . . 7,929 7,905Currently maturing long. term debt

Accounts payable:
Associated companies 10,566 6,776

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

...... ..... .... . ... .. . . . .. .. . 13,609 11,122Other... .
Customer deposits . . 9,085 8,303

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

Taxes accrued . . . . 12,841 15,528
..... .. . .... .. . .. . . ... ....

6,279 6,961Interest accrued . ..... ... .. . .. . . .. . .. . ..

I
Dividends declared . . . . . . . . 596 596.. .. . ...... .. . . ....

.. .. ... . . . . .. . 2,961 1,649Ot her . . . . . . . . . .

Total 63,866 58,840
. . .. . ... . .. . .. . ... . .... .. .. .

Deferred Credits:
Accumulated deferred income taxes (Notes 1(F) and 6) . . . . 51,803 47,369...

Accumulated deferred investment tax credits (Notes 1(F) and 6) . 17,763 16,478... ..

Ot her . . . . . . . . . . 507 344
. .. . . ..... ........... .......

Total . . . . . . . . . . . 70,073 64,191... ... .... .. .......

Reserves (Note 1(II) and Schedule Xil):
1,364 900Property insurance . . . . . .. . .. ... . . .. .. . ... . . ..
1,076 1,387Injuries and damages . .! . .. . ... .. . .. ... .. . .. .

Total 2,440 2,287
. . .., ... . ...... ... . .. .. . ..

g Commitments and Contingencies (Notes 8,9 and 12)
TOTAL. $607,644 $603,812

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

See Notes to Financial Statements.
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MISSISSIPPI POWER & LIGliT COMPANY

STATEMENTS OF INCOME

iFar the Years Ended December 31,1979 and 1978
|

1979 1974

(la Mousands)
Operating Revenues (Note 14) . . . . . . . . $436,524 $400.276... . ... ...... ..... . . . .

Operating Expenses:
Operation:

Fuel for electric generation (Note 14) . . . . . . 217,161 208,161 1.. .... . . . . .

Purchased power (Note 14) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69.094 40.049 ;
Other...... 38,637 32,102 '.. .......... . . ..... ....... . . . . . . .

Maintenance . . . . . . . . . . . . . . . 23,500 16.997.... ... .......... ..... .... ...

Deprecia tion . . . . . . . . . . . . . . . . . . . . . . . . 21,974 20,528... ...... . . . . . . . .
,

Taxes other than income taxes . . . . . . . . . 16,177 14,950............. . .... . .

Income taxes (Note 6) . 9,995 20,492........ ..... ......... .. . ...... .

To t al . . . . . . . . . . . . . . . . . . . . . . . . . 396.538 353.279. .. . . . .

Operating Income . . . . . . . . . . . . . . . . . . . . . . . . 39,986 46.997.. ...... . . .

Other Income:
Allowance for equity funds used during comtruction (Note 1(G)) . . . . . 747 826
Miscellaneous income and deductions-net . . . ... .... ... . . . . . . 2,900 2,286
Income taxes--cr. (Note 6) (1,145) (916).... .. .... . .. . .. . . . .

Total 2.502 2,196. . . . .............. . .. .. ... ...... . . . . . . . . .

Interest and Other Charges:
Interest on iong term debt . . . . . . . . . . . .... .... . .. ....

. . . . 19,587 19,842
Other interest-net . . 650 852.. ...... ...... ..... ...... . . . . . . . . . .

Allowance for borrowed funds used during construction-cr. (Note 1(G)) (330) (346)
Total 19,907 20,348. . . . ..... . ....... . . ... .... .. .. .

Net income . . . . . . . . . . . . . . . . . . . . 22,581 28,845..... ................ . ... .
Preferred Dividend Requirements (Note 3) . 2.384 2.384.. ... .... . .... .. .

11alance for Common Stock . . . . . . . . $ 20.197 $ 26,461...... . . ..... . ..... . . .

See Notes to Financial Statements.
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MISSISSIPPI POWER & LIGIIT COMPANY
,

STATDILNTS OF RETAINED EARNINGS AND PAID-IN SURPLUS
;

For the Years Ended December 31,1979 and 1978
!

j RETAINED EARNINGS

1979 1978

(In Thousands)

Retained Earnings, January 1. . . . . . . . . . . . . 564,618 $55,954. .................. . ....

; A dd -Net income . . . . . . . . . . . . . . . . 22.581 28,845...... ........ .... . ...........

j Total.................................................... 87,199 84,799

Deduct-Dividends Declared:,

4

: Preferred stock-at prescribed rates for each series (Note 3) . . . 2,384 2,384.........

j Common stock-54.28 and 53.92 a share for 1979 and 1978, respectisely . . . . . 19,432 17,797

; Total.......................................... 21.816 20,181

i Retained Earnings, December 31 (Note 5) . . . . . . . . . . . . . . . . . . . . . . . . . 565,383 564,618.. ....

i
PAID-IN SURPLUS

Paid-in Surplus, January I and December 31 . . . . . . . . . 5 5 5 5.......... .........

1

See Notes to Financial Statements-
J
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MISSISSIPPI POWER & I.IGIIT COMPANY

.VI ATF.MENIS OF M)URCE OF FUNDS H)R (JTII.ITY Pl. ANT ADDilIONS

For the Years Ended December 31,1979 and 197N

1979 1978

(in Thousands)
Source of Funds:

From operations:

N e t i n co m e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 522,581 528.845
Depreciation . . . . . . . . . . . . . . 21,974 20,528........ ........... . ..........

Deferred income taxes and investment tax credit adjustments-net . . . . 6,620 4,572
Allowance for funds used during construction . . . . . . . . . . . . . . . . . . . . (1,077) (1,172)

Total 50.098 52,773...... .. . ... . . .. ............ ....

Dividends declared:

Pre fer red s t oc k . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,384) (2,384)
Common stock . (19.432) (17,797).. ... .... ... . ............... .

Total . . . . . . (21,816) _ (20,181)..... . . .. . .... ...... ... ..

Funds retained in business. 28,282 32,592.... ......... ... ..

(Increase) decrease in working capital (excluding short. term securities and
current maturities)* . . . . (4,545) (11,986)... .. . ........... ..... . ..........

(Increaw) decrease in investment in associated company-net . (6,715) 1,070.. . .....

Miwellaneous--net . .. .. ..... . . ...... .... .... ... (476) 4.144
Total . . . . . . . . 16,546 25,820... . . . .... ... . .... . . .

From financing transactions:
First mortgage bond retirement (7,500) -.... .. ..... ........... ... .
Other long. term debt:

hsues . . . . . . . . ....... . ... . . ... ........ . ...... - 275
Retirements (405) (381)...... .... ..... ....... ...... ..... ..

Short. term securities-net . . . . . . . . . 23,500 (2,500).. .... ... ...... . .. ..

Total . . . . . . . . 15,595 (2,606).. . . .. ....... .. . . ...

Total . . . . 532.141 523.214.. . . ... ............... . ..

Utility Plant Additions:
Construction expenditures (excludes allowance for funds used during con.

struction) . . 532,141 5 23,214.... . . . . .... . .. ..... . ..........

* The 1979 increase in working capital is primarily due to an increase in accounts receivable and the
1978 increase is primarily due to a decrease in taxes accrued.

See Notes to Financial Statements.
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NEW ORLEANS PUBLIC SERVICE INC.

IIAI.ANCE SilEETS

December 31,1979 and 1978

ASSETS

1979 197ft

(In Thousando

Utility Plant (Note 1(D) and Schedules V and VI):
Electric....................................................... $318,377 $308.935
N a t u ral g as . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,771 61.239
Tra nsit ( Not e 1 1 ) . . . . . . . . . . . . . . . . . . . . . . 19,049 21,081 |........ ........... ..

Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,786 3,243 '

Total . . . . . . . . . . . . . . . . 411,983 394,498...............................

Less accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 162.293 ,155.018
Utility plant-net . . . . . . . . . . . . . . . 249,690 239,480.. ............... ....

Other Property and Investments:
Investment in associated company-at equity (Note 9) . . . . . . . . . . . . . . . 10.217 6,267
Other................................. ............... ... . 49 49.

To t a l . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,266 6,316..... ..... ........

Current Assets:
,

Cash.............................. 1,440 1,593
'

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

Special deposits . . . . . . . . . . . . . . . . . . 60 159........... ... .. ....... .

Temporary investments-at cost, which approximates market . . . . . . 2,500 9,400.. ..

Accounts and notes receivable---(less allowance for doubtful accounts of (in
thousands) $500 in 1979 and 5370 in 1978-Schedule Xil):

Cu st om er . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,177 14,365. ...............

Other. .............. ............ .......... .. .. ........ 4,564 12,351
Materials and supplies-at average cost . . 6,671 5,106................. ..........

Other.. ............ 1,683 2,342...... ........... ........ . ...........

Total......................................... 40,095 45,316.

Deferred Debits:
Prepayment of rent for motor coaches leased from City of New Orleans . . . . 4,684 988
Ot h er . . . . . . . . . . . . . . . . . 1,091 689......... .... .. ....... .... . ...

Tot al . . . . . . . . . . . . . . . . . . . 5,775 1,677.. . . ...... ..............

To rat. . . . . 5305,826 5292.789.. . ............... . ....... .. .. ..

See Notes to Financial Statements.

;
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NEW ORI.EANS PUHI.IC SERVICE INC.

Ii AI.ANCE .siiEETs

December 31,1979 and 1978

L I A II I I. I T I E S

1979 19738

(In 1housande

Capitalization:
Common s ock, $10 par value, authorized 6.000.000 shares; issued and out-

standing 5,935,900 shares . 5 59,359 5 59,359
. . . ... .. .. . .

Retained earnings (Note 5) 19,309 19,453
. . .. .

78,668 78,812Total common shareholder's equity . . .. ...

Preferred stock, without sinking fund (Note 3) 20,117 20,117
. .... . .

feng-term debt and premium and discount (Note 2). . . 126,541 126,563
...

225,326 225,492Total capitalization . . . . . . ..

Current I.iabilities:,

Accounts payable:
Awociated companies . 4,233 4,104

. . . . .

Other. 18,468 8,722
. .. . .. . .. . .. .

Customer deposits 4,930 4,080
.. . ... . .

Taxes accrued . 1,230 5,055
. ..

Interest accrued . . . . 2,711 2,666
. . . . . ..

Dividends declared . 241 241
. . .. . . . .

Other. 3.790 692
. . .. . .. .

Total . . . 35,603 25,560
. .. ..

Deferred Credits:
Accumulated deferred income taxes (Notes 1(F) and 6) 26,394 29,643. . .

Accumulated deferred investment tax credits (Notes 1(F) and 6) . 7,482 5,831

Other... 1,760 1,767
. . .. . . ... . .. . ..

35,636 37,241Total . . . . . . . . .. . . . .

Reserves (Note 1(II) and Schedule Xil):
property insurance . . . 6,181 3,021

. . ... . ... ..

Injuries and damages . 3,080 1,475
. . .. .

Total . . 9,261 4,496
. .. .... . ..

Commitments and Contingencies (Notes 9 and 12)
To rat. . 5305,826 5292,789

. . ... ..

See Notes to Financial Statements.
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NEW ORI.EANS PUHI.lC SERVICE INC.

STAT EMENTS OF INCOME

For the Years Ended December 31,1979 and 1978
,

Ii
1979 1978 |

'(la Thounende
4 Operating Revenues (Notes 11,14 and 15):

Elect ric . . . . . . . . $240,032 $191,845....... ......... .. .... .. .... ...... ..

Natural gas . . . . . . . . . . . . . 85.624 70,013.. .. .. . .. . .......... ..........

Transit . . 36.996 36.399......................... .............. .. ...........

Total............................................... 362,652 298,257
,

Operating Expenws:
Operation:

Fuel for electric generation (Note 14) . . . . . . . . . . . . Ii1,039 72,549...........

Purchawd power (Note 14) 50,310 44,540...... ....... .. .................

Gas purchased for resale . . . . . . 68,291 52,439.. ....... .. .. .. . .. ... ..

Other...... 60,504 55,060.... .... . . .. . ........... ..... ... ....

M aint enance . . . . . . . . . . . . . . . . . . . . . . . 23,929 22,437.. .. .. .... ..... ..

Depreciation . . . 13,379 12,290... ...................... ......... ...........
,

Taxes other than income taxes . 15,778 12,805.... ... ..... ...... . .... ... .

income taxes (Note 6) . . . . . 1,379 7,817. ............ . ...... . . .. ....

iTot al . . . . . . . . . . . . . . 344,609 279,937... .. .. . ....... ....... ..

Operating Income . . . . . . . 18,043 18,320.. ........ .......... ............ ........

Other Income:
Allowance for equity funds used during construction (Note 1(G)) . . . . . . . 54 100
Miscellaneous income and deductions-net . . . . . . . 1,878 1,5.13. ........... . .

Income taxes-cr. (Note 6) (702) (706). ... . .......... ... . .. . . ..

Total 1,230 927... . ........ . ... .. ... . .... . ....
,

Interest and Other Charges:
Interest on long term debt . 8,760 7,844..... . .. ....... . .. . .... ...

Other interest-net . . . 687 796... ... . .... .. ....... ........... ....

Allowance for borrowed funds used during constructionwr. (Note 1(G)) . (184) (36)

1,
Total . . . 9,263 8,604.. .. . .... . . . . .... ............ ....

Net Income . . 10,010 10,643, .. ... . ..... .... .... ... . .. ... ........

Preferred I)isidend Requirements (Note 3) 965 965...... .... ... . .. ..

llalance for Common Stock . . . . . . . 5 9,045 $ 9.678... ..... . .. ...... .. .. .

See Notes to Financial Statements.i

F.32

.

. _ _ -



._____ _______ _____ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

NI'W OHl.EANS !*UllI.IC SERVICE INC.

S TAT ESt ENTS Ol' RETAINED EARNIMN

For the Years Ended December 31,1979 and 1978

1979 197N

Un ihnusando

Retained Earnings January 1 $ 19,453 $ 18,204
.... ... .. . .. . . .. .

Add-Net income . 10.010 10.643.... . .. . . .. .

Total 29.463 28.847.. .. .. . .. ... .. . . . . .. . .,

Deduct-Dividends Declared-
l' referred stock--at prescribed rates for each series (Note 3) 965 965. .

Common stock-$1.548 and $1.42 a share for 1979 and 1978, resp (rtively 9,189 8.429..

Total 10.154 9.394. .. ... . ... .. . ..

$ 19.309 $19.453Re:ained Earnings, December 31 (Note 5) . . . . . . ..

See Notes to Financial Statements.
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NEW OHl.EANS l'Ulli.lO SERVICE INC. |

STATEM E.NIS OF Sul;RCE OF iUNDN l'Olt (M ll.ITY Pl. ANT ADDlilONS

For the Years Ended December 31,1979 and 1978

1979 197R

(la Thouunds)
Source of Fundt

From operations:
Net income $ 10.010 $ 10,643. .. . . .. . . .. .. .

Depreciation . 13,379 12,290. . . . . .... . . .

Deferred income taxes and insestment tax credit adjustments-net 2,494 1,718
Allowance for funds used dur;ng eonstruction . . (238) (136).

Total 25,645 24,515. . .. .. .. . ..

Disidends declared:
Preferred stock (965) (965).. ... . . .. . ....

Common stock (9,189) (8.429).. . . . . ..

Total . (10,154) (9,394).. . . .. .. . ... .

Funds retained in business . 15,491 15,121.. ..

Decreaw (increase) in working capital (excluding short. term securities and
current maturities)* . 8,365 (13,739).. . . . . .

* Increase) decreaw in investment in associated company-net . (3,950) 500. ...

Prnayment of rent for motor coaches lease d from ..e City of New Orleans (3,696) 165r

Miellaneous-net 333 254.. . . . .. ....

Total . 16,543 2,301..... .. . . ..

From financing transactiont
First mortgage bonds:

Issue. - 15,000.. . .. . . . .

Retirement - (10.000).. .. . . . . . ..

Short term securities-net . 6.900 10,388. .. .. . .. ..

Total .. .. . . . 6.900 15,388

Total $_23,4 43 $ 17,689. . . .. .. . .

Utility Plant Additions (excludes allowance for funds used during construction) $ 23,443 $ 17,689

* The deeres e in working capital for 1979 is primarily attributable to an increase in accounts payable
and the 1978 increase is primarily attributable to an increase in other accounts receivable and a decrease in
taxes accrued.

See Notes to Financial Statements.
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MIDDLE SOUTII UTILITIES, INC. AND SUllSIDIARIFS

NOII S 10 l'INANCI At.STA!DIENTS

1. Summary of Signifleant Accounting Policies

A. Principles of Consolidation

The accompanying consolidated unancial statements include the accounts of the Company and its
wholly-owned suinidiaries. All significant intercompany transactions have been eliminated.

I1. System ofitccounts

The accounts of the Company and its service subsidiary are maintained in accordance with the lloiding
Company Act which has adopted the systems of accounts prescribed by the FERC.

The accounts of the System operating companies and MSE are maintained in accordance with the
systems of accounts prescribed by the applicable regulatory bodies, which systems of accounts substantially
conform to those presenbed by the FERC. SFI capitalizes all costs related to its exploration activities. These
costs are amortised by the unit-of production method in the period in which revenue is recognized on oil and
gas reserves produced and sold.

NOPSI operates pursuant to ordinances and orders of the City of New Or! cans, relating to regulation,
supervision and control. Under these ordinances, the City has an option to purchase NOPSPs properties and
operations.

C. Revenues and Fuel Costs

'Ihe System operating companies record electris md gas resenues as billed to their customers on a cycle
billing basit Resenue is not accrued for energy dehmi al but not billed at the end of the fiwal period. The
rate schedules of the operating subsidiaries include adjustment clauses under which the cost of fuel used for
generation and gas purchased for resale abose or below specified base lesels is permitted to be billed or
required to be credited to customers. As described in Note (c) to Summaries of Operations, prior to 1979
AP&L had adopted an accounting po' icy of deferring fuel costs in excess of base levels until these costs are
reticcted in billings to customers pursuant to the fuel adjustmen clause. Effectise January 1,1979, pursuant
to an order by its regulatory commission, the LPSC, LP&L commenced deferring fuel costs in excess of base
rates until such costs are reflected in billings to customers pursuant to the furt adjustment clauses, the effect
of which was to increase act income in 1979 by $7,765,000, net of deferred income taxes.

The fuel adjus: ment factor for AP&L contains an amount for a nuclear reserse fund, estimated to cover
the costs of replacement energy when the nuclear plant is down for refueling. The fund bears interest and is
credited to fuel and purchased power expenses when the plant is down f or refueling.

D, Utility Plant and Depreciation

Utility plant is stated at original cost. The cost of additions to utility plant includes contracted work,
direct labor and materials, allocable os erheads and AFDC. The costs of units of property retired are removed
from utility plant and such costs, plus removal costs, less salvage, are charged to accumulated depreciation.
Maintenance and iepairs of property and replacement ofiiems determined to be less than units of property
are charged to operating expenses.

Depreciation is computed on the straight-line basis at rates based on the estimated service lives of the
various classes of property. Deprecia. ion rates for the nuclear plant include a provision for nuclear plant
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES

NO I ES T O FIN ANCI AI. ST ATE.%f ENTS-4 Continued)

decommissioning costs (see Note 12). Depreciation provided in 1979 and 1978 amounted to approximately
the following percentages on average depreciable property:

1979 1978

A P& L . . . . . . . . . . . . . . . . . . . . . . . . 3.4 % -3.4% |. .. ..

LP&L. 3.5 3.5 |.. .... . ......... ... ... ....

M P& L . . . . . . . . . . . . . . . . 3.3 3.3.. ............ .

NO PSI . . . . . . . . . 3.4 3.3. . ........ . .... .

Consolidated . . . . . . . . . . . 3.5 3.4.. . . .. .... .

i
Substantially all of the utility plant of the Company's operating subsidiaries and MSE is subject to the I

liens of their respective first mortgage bond indentures. !
i

E. Pension Plans

The Company and its subsidiaries have various pension plans covering substantially all of their
employees. The policy of the Middle South System is to fund pension costs accrued. Assets of the plans are in
excess of vested benefits.

The unfunded prior service liability as of December 31,1978 and the total pension costs, which include
amortization of unfunded prior service costs over periods of 10 to 30 years for 1979 and 1978 are as follows:

Unfunded

[[ ', Pension Costs
I. lability 1979 1978

(In Thousands)
Company. $ 212 5 55 5 55... .. . .. . .. . . .

AP&L..... 2,532 5,035 5,202. .. . .. .. .. .

LP&L 24,567 4,654 3,639... ..... . . .. . . ..

MP&L . .. ..... .... .. .. . .. . 7,712 2,712 2,402
NOPSI 18.405 4,761 4,269. ..... .. .. ... . .. .

Consolidated . . . . . . 60,243 18,605 16,843. .. . ...

F. Income Taxes

The Company and its subsidiaries file a consolidated Federal income tax return. Income taxes are
allocated to all subsidiaries based on their contributions to the consolidated tax liability.

Deferred income taxes are provided for differences between book and taxable income to the extent
permitted by the regulatory bodies for ratemaking purposes.

Investment tax credits utilized are deferred and amortized over the average useful life of the related
property.

G. Allowance For Funds Used During Construction

In accordance with the regulatory system of accounts. the Company's operating subsidiaries capitalize
AFDC as an appropriate cost of utility plant. This allowance (a non-cash item) represents the net costs of
funds used to finance construction. See Note (e) to Summaries of Operations as to rate determination.

The Company's operating subsidiaries continue to capitalize AFDC on projects during periods of
interrupted construction when such interruption is temporary and can bejustified as being reasonable under
the circumstances.

F.36

_.___-___- - _ . - ~ ,- . . . . . - , .



._

MIDDI,E SOUTII UTILITIES, INC. AND SUBSIDIARIES

NOTES TO FIN ANCI AL STAT ENtENTS-4Centinued)

II, Reserves

It is the policy of the Company's operating subsidiaries to provide reserves for uninsured property risks
and for claims for injuries and damages through charges to operating expense on an accrual basis. Accruals
for these reserves have been allowed for ratemaking purposes.

Effective in the first quarter of 1979, certain of the operating subsidiaries commenced recognizing
deferred income taxes on their property insurance reserves and on their injuries and damages reserves.

2. Iong Term Debt
Outstanding at
I)ecember 31,

1979 1978

(la Thousands)
I'ust Mortgage Ikmds:

APAL:
- $ 6,0002 % Senes due luMO . ,

3 % knes duc 1981, 5 8/(0 8,000

9 % Senes due 1981. 60,(1 0 ft),fXX)

3 % Series due 1982 . 15JY)0 15,(XD
,

7,500 7,5003 % Serkt due 1984 , . , ,

3 % Series due 1985 , 18,000 18,000
,

4 % Series due 1991. 12,0X) 12,000
,

45 % Senes due 1993 . 15,000 15,000

4 % Series due 1995 , 25,01) 25,0)0
5 % Series due 1996 , 25,000 25/J00.

5 % Series due 1997 . 30,000 30,0fX)
.

7 % Senes due 1998 . 15,000 15,000

% Senes due 1999 , 25,000 25,000

% Senes due 2000 25,000 25,000
, ,

7 % Senes due 2001, 30,000 30,000
,

R % Senes due 2001. 30,0t X) 30,0rX)
,

7K% Senes due 2002 .
35,0fD 35,000

7y,% Senes duc 2002 . 15,000 15/XO
8 % Senes duc 2003 . 40,000 40,0lX)

,

R % Series due 2003 . 40,000 40,000

10 % Senes due 2tXM . 40,000 40,0rX)

10 % Senes due 2005 . 40,000 40,000

9 % Senes duc 2007 . 75,000 75,0fX)

9 % Senes due 2008 . 75JYX) 75,000
.

10! % Senes due 2009 60,000 -
,, .

Total APaL 760,5G) 706,500

1 P& L:
3 % Series due 1980 . - 9,900

,

9 % Senes due 198i . 50/XX) 50,000
.

9 % Senesduc1983 . 50,000 50,000
i

3 % Senes due 1984 18,(XX) 18,GX)4

9 % Senes due 1986 75,000 75,01X)

4' % Senes due 1987 . 20,0X) 20,0fM)

10, % Senes due 1989 45,00f) -

5 % Series duc 1990 . 20JXX) 20,000.

4 % Series due 1994 . 25,(XX) 25,000
.

5 % Senes due 1996 . 35,(XX) 35,000
,

5 % Senes due 1997 . 16,000 16,0 0

6 % Senes due 1997 . 18,000 18,000

7 % Series duc 1998 . 35,0fD 35,000
, . 25,000 25,000% Senes due 1999 ,

9 % Series due 2000 , 20,(XX) 20,000
, ,

7 % Senes due 2001. 25J100 25,000
,

7 % Senes due 2002 , 25,000 25,000
. , ,

7, % Senes due 2002 . 25,000 25,000

8 % Series due 2003 . 45,0f 0 45,0f1)
,

, . 45,000 45,0008%% Series due 2004 ,
8%% Series due 2006 , 40,000 40,000

10 % Series due 2008 . 60,0fX) 60,000
,

13%% Senes due 2009 , 55,0fD -
,

,

Total LPAL 772,000 681,9fD
,

|
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MIDDI.E SOUTil UTII.ITIES, INC. AND SUBSIDIARIES

NOTES TO FIN ANCI AL STATEM ENTS4Coatiameds

Outstnading at
Deccamber 31,

1979 1978

(la Thousands)
MPA L:

2%% Senes due 1980 . . ~ $ 7,500
3%% Senes due 1983 . $ 12,000 12,000, , .

1
4%% Series due 1988 . . 15,000 15,000 ).

4%% Series due 1995 . 20,000 20,000. , ,

5%% Series due 1996 , 25,000 25,000, ,

6%% Series due 1996 . 10,000 10,000 |
9%% Series due 1999 . . . 20,000 20,000 i

9K% Senes due 2000 . . 17,500 17,500 '

7%% Series due 2002 . 15,000 15,000. ,

7%% Series due 2003 . . . 30,000 30,000
8%% Senes due 2003 . 20,000 20,000
9%% Series due 2004 . 25,000 25,000..

10%% Series due 2005 . 25,000 25,000.

Total MP&L 234,500 242,000

NOPSI:
4%% Senes due 1933 . 6,000 6,000.,

3%% Series due 1984 . 6,000 6,000
4%% Series due 1987 . 6,000 6,000

i 5 % Senes due 1991. 15,000 15.000.

4%% Senes due 1992 . 8,000 8,000
5%% Series due 1996 . 23,250 23,250
5%% Series duc 1997 . 12,000 12,000,

i 10 % Senes due 20N . 35,000 35,000

J 9%% Series due 2008 . 15,0n0 15,000.

; Total NOPSI .
. 126,250 126,250

Ark.Mo and Annaated:
$%% Senes due 1982 , 572 680
4%% Senes due 1983 . 1,202 1,232
5%% Senes due 1988 . 598 612
5%% Senes due IN , 1,400 1,430.

i 9%% Series due 1993 . 6.650 6,860,

5 6%% Senes due 1996 . 3,560 3,600.

8%% Senes due 1998 . 9,800 10,000
9%% Series due 2000 . 4,600 4.650

1

Total Ark.Mo and Auociated . 28,382 29,064

MSE.*

9%% Senes duc 1989 ($328 million redeemable beginning in 1982 through cash
sinking fund payments of from $32 million to 556 million annually from 1982;

j through 1988) . . . 400,000 400,000

Total First Mortgage flonds , 2,321,632 2,185.714

* In January 1980, MSE entered into an agreement under which it has issued and sold $15.0 million and
will issue and sell on or prior to July 1,1980, an additional 583.5 million ofits First Mortgage Bonds,12%%

4 Series due 2000.
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( MII)l)l.E SOLTril UTII,lTIES, INC. ANI) SUllSII)lARIES

NO I LS 10 l'IN ANCI A L ST AT EM l31 %-4 Continued)
4

Outstanding at
December 31,

1979 1978

(in Thousands)

Other:
Debenturer

Ark.Mo and Asniated
5 340 5 370

5%% duc 1983. 3,500 1,650
7% duc 1993

Total Debentures (cash unkmg fural requirements for hsues outstandmg amount
to $180 thouund annually for 1980 through 1982 and $150 thousand for

3,840 4,020
1983).

Pronumry Noter
51 I.

At 1(rFe of the prime rate duc 19x0 .
- 40,f X 0

Ae prirne rate due 19KO .
- 25,090

1.196 1,381
At pnme rate plus % of 1% duc 1982 .

- |5,0rx)
At i10"c of the pnme rate duc 1980 .

MSIL
110% of the sum of % of 1% plus the pnme rate duc 19N2, 547/X0 237.(M o

MW
At 110% of pnme raie due 19x0

- 1,500

331 710At pnme rate plus % of 1% duc 1982 .
548,527 320,681Total Promiwory Notes

1 rase:

MP& L:
Principal amount of capitahied leaw-8% due wnally through 1993 . 7,648 7,977

Municipal Revenue lland Obhgalionv
I P& L:

Mumcepal revenue bond obhgations due serially, 198120iM, IV."c.84 and other obbga-
39,473 39.681tions

Pollution Control and Industrial Desclopment Resenue Ilond Obbgations:
APAL

16,f/O 16,600
7%% duc 2(Xm.
6%% due 2007 (net of $13,150 thouund and 125,587 thouund held by trustee at Decem-

ber 31,1979 and 1978, respettnely) 33,850 21,413

7%% due 2008 (net of $5,046 thousand and $9,066 thouund held by trustee at December
31,1979 and 1978, respectively ) 7/04 3,034

I PA L:
6.4"c-8% due 1988 2009 (net of $1,333 thouund and $1,612 thousand cash held by

trusice at December 31,1979 and 1978, respettnely) , 14,967 5,368

MP&L:
9,400 9,4007%% due 20M,
8,575 8,575

8%% due 2(XM.
o%%-8%"c duc 1981 1995

2,100 2,200

Tota! Industrial Desetopinent and Pollution Control Revenue ihmd Obbgations . 92,496 66,590

4,200 5,(M8
Unamortired premium and discount on debt-net .

Total Ot her. 696,184 443,997

TotalIxmg-Term Debt . 53,017,816 12,629,71i

5 298,277 5 226.899Annualinterest requirements on long-Term Debt.
Average annual mterest rate on long-Term Debt (escluding unamortized premium and discount on

9.40 % 8 64 %debt-net) ,

i
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SilDDI,E SOUTII UIII.lTIES, INC. AND SUBSIDIARIES

NOI LS 10 H N ANCI AI. %T A D31)NIWContinuedt

't he following tabulation summarires the long term debt of the registrants:
1979 197R

A PA l, I.PA I. M PA I. NOPNI APal. l.P A I. M PA I, NOPSI
tin Thousands)

i irst Mortgage Ikinai 1760,500 5772,0 0 5234.501 5126,250 5706.5u) 5681,900 $242,0 0 5126,250
Other" . 59.216 5 5.4 WI 28,880 291 42,762 46,848 29,374 313

Total tung-Term ikht. 5N 19.716 5427.4 V) 526),3x0 5126,541 5749,262 5728,748 5271.374 1126,563.

Annual interest requirements on long.
.1 erm Debt . 5 66,064 5 68.644 5 20,082 5 8.760 5 59J42 5 56.131 f 20,239 5 8,76)

Average annual mte est rate on 1.ong-
Ierm Detit (cu,ludmg unsmortued
prennum and d wount on debt net) . 8044 8319 7 66 % 6 94 % 7.90 % 7.72 % 7 49 % 6.94 %

" Includes unamortued prennum and
discount on detn-net m the following
amounts . 5 1,762 5 990 5 1.157 5 291 5 1,715 5 1,799 5 I,222 5 313

Sinking fund requirements for the ensuing five years for first mortgage bonds and other long-term debt
instruments out<,tanding at December 31,'1979 are listed below:

19N0 19NI 1982 1983 1984

fin Thousands)
AP& L 5 6,973 5 6.893 5 6,143 5 6,143 5 6,068
I PA I., 6.720 7,720 7,220 7,220 6,540
MP& L 2,KM 2,304 2.364 2.148 2,148
N OPSI. 995 995 945 935 815

Total snLing fund requircracnts (m hkh may be met by certifica-
tion of property additions)"' . 16.992 17,912 16,662 16,446 15,571

Ark Mo and Awstate d . 861 861 M07 833 903
MSE, - - 32.010 40,0 0 4N,000.

Conwledatal . Sl7,H53 518,773 549,469 557,279 564,474

4

'

"* Sinking fund requirements of AP&L, l.P&L, MP&L and NOPSI may be met by certification of
property additions at the rate of 167% of the required amounts. The annual requirements of the other
subsidiaries must be met by cash sinking fund payments. No effect is given to the impact of the issuance of

i tirst mortgage bonds to refinance maturing first mortgage bonds.
. After gising clfect to sinking fund payments, maturities for long-term debt (including currently
j maturmg long-term debt) and sinking fund maturities outstanding as of December 31,1979 amount to:

19N0 1981 1942 1983 1944|
(In Thousands)

Regntrantv
,

i APaL 5 6,0n0 5 68.000 515,000 - 5 7,500
LPAL. II,871 52,032 2,127 5 52,205 20,312

! MP& L 7,929 456 484 12.515 548
j NOPSI . - - - 6,0u0 6,000
I Other Subsidianes:

Ark.Mo and Awwiated . 861 - 410 1,422 -

M Sli"" . - - 32,nno 40,0n0 48.000
>

St I , i18,790 - 1,196 - -
'

mss . 4,379 - 331 - -

Consolutated . 5149,M30 5120,488 551,548 $112,142 582,360
'

,

. "** Maturities for MSE are sinking fund maturities.

It is anticipated that long-term debt will be refmanced at maturity.
i
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At December 31,1979 no limitation was contained in the mortgages of AP&L, Ark-Mo and Associated
and MP&L on the maximum amount of txmds authoriied to be issued thereunder. The maximum amount
authorised by LP&L's mortgage is $100,000,000,000 and the maximum amount authorized by NOPSI's
mortgage is $250,000,000. The iwuance of txmds under all mortgages is subject to property and earnings
ratios and other provisions of the mortgages. NOPSI has reserved the right to increase the maximum amount
authorized to $1,000/00,000 without any consent or other action by the holders of 1996 and any subsequent
series bonds, and to $100,000,000,000 without any consent or other action by the holders of 2004 and any
subsequent series bonds. Arkansas law requires that stockholders approve the issuance of bonds and the;

I stockholders of AP&L have approved up to $1,000,000,000 of such bonds.

3. Preferred Stock
There were no sales of preferred stock in 1978. During 1979, the number of shares and the premium or

issuance expense on the preferred stock of the operating subsidiaries increased through the following sales:
Premium or

Shares (Issuance Fupensel

AP&L
10.40%, $25 par, without sinking fund . 600,000 $ 181,800

.

9.92%, $25 par, with sinking fund . 1,600,000 454,400
. . . . . . ..

LP&L
1148%, $100 par, without sinking fund . . . 350,000 73,500

. .

10.727c,525 par, with sinking fund . 2,400,000 (2,930,400).. .

13.12%, $25 par, with sinking fund . . . . . . . 1.600,000 (4,080,000). .. . . . .

Total . . . . 6,550.000 $(6,300,700). . . . ..... . . .

The number of preferred shares (cumulative) of the operating subsidiaries as of December 31,1979 and
1978 are as follows:

Current Call
SharnShares Price Per

Authorised at Ouutanding at Share At
Decembu 31. December 31,December 31,

1979 1979 1978 1979

$100 Par Value, Without Sinking Fund:
AP&L

4.327c Series . . 70.000 70,000 70,000 $103.647.

4.72% Series . . . 93,500 93,500 93,500 107.00
,

4.567c Series . . 75,000 75,000 75,000 102.83.. .. . ..

4.567c 1965 Series 75,000 75,000 75,000 102.50
. . .

100,000 100,000 100,000 102.836.087c Series . . .. ....

7.32% Series . 100,000 100,000 100,000 103.17
. .. . .

150,000 150,000 150,000 107.157.807c Series . . . .. .

. .. . 200,000 200,000 200,000 106 507.407c Series .
7.887c Series . 150,000 150,000 150,000 106.94.. . . . .

LP&L
4.96% Series . . 60,000 60,000 60,000 104.25

. .

4.167c Series . . 70,000 70,000 70,000 104.21
. . .

4.44% Series . 70,000 70,000 70,000 104.06
. .. . . . . .

5.16% Series . 75,000 75,000 75,000 104.18
.. . . . . .

80,000 80,000 80,000 103.005.40% Series . .. .. . ...

80,000 80,000 80,000 102.926.447c Series , , . .

9.52% Series . 70,000 70,000 70,000 108.96.. . .

. . . 100,000 100,000 100,000 107.707.84% Series .

F.41
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Shares Shares Cu,rrent Call
3 rice l'er

Authorized at Outstanding At
Share At

December 31 '"N' 3 I' December JI,.

1979 1979 1978 1979

5100 Par Value, Without Sinking Fund:
LP&L (Continued)

7.36% Series . . ... .. . 100.000 100,000 100,000 $ 107.04
8.567c Series . 100,000 100,000 100,000 107.42.. . .......

9.447c Series . . . . . . . . 300,000 300/XX) 300,000 111.44. .. .

11.487c Series . . . 350.000 350.000 - 113.98... .

MP&L
4.367c Series . . 60,000 59,920 59,920 103.86. . . ...

4.567c Series . . . . . 44,476 43,888 43,888 107.00... .. ..

4.927c Series . 100,000 100,000 100,000 102.88..... . ..

9.167c Series . 75.000 75,GX) 75,000 108.64. .

7.44% Series . . . . . 100,000 100,000 100,000 106.53.....

NOPSl(I)
4.36% Series . 60,000 60,000 60,000 104.58... .. . . .

5.56% Series . 60,000 60,000 60,000 102.59. . .

4%7c . . 77,798 77,798 77,798 105.00. .... . . . .

Total 5100 par value shares,
without sinking fund . . . 3,045,774 3,045,106 2,695,106

5100 Par Value, With Sinking Fund:
AP&L

10.60% Series .
11.04r/c Series .

. 200,000(2) 200,000 200,000 112.04.. . .

400,000(2) 400,000 400,000 112.54. . .. .

Total $100 par value shares,
with sinking fund 600,000 600,000 600,000. .

Unissued, $100 Par Value:
AP&L. 2.386,500. .. ... . ..

LP&L. 3,045,000. . . . . . . ... ..

MP&L . 325,000... . . . . .

Total . .. 9,402,274.

525 Par Value, Without Sinking Fund:
AP&L

8.84% Series . 400,000 400,000 400,000 28.21..

10.407c Series . 600.000 600,000 - 28.60. ... . ...

Total $25 par value shares,
without sinking fund. 1,000.000 1,000,000 400,000

$25 Par Value. With Sinking Fund:
AP&L(3)

9.927c Series . 1,600,000(2) 1,600,000 28.18... . .

LP&L
10.727c Series . . 2,400,000(2) 2,400,000 27.68. . .. .. .

; 13.127c Series . . 1,600,000(2) 1,600,000 28.28. . .

'
Total $25 par value shares,

with sinking fund 5,600,000 5,600,000......

Unissued. $25 Par Value:
A P& L . 7,400,000. .. . . ..

LP& L. 8.000,000. . . . .. ...

Total . . . 22,000,000.. . .. .
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The amounts of preferred stock of the operating subsidiaries as of December 31,1979 and 1978 are as
follows:

Conwhdated A P& I. I PAI. ftPAI. NOPSI

(In Thousando
December 31,1979

Without Sinking Fund:
Total amount at $100 par value. $304.511 $101,350 $145,500 $37,881 $19,780

Total amount at $25 par value . 25,000 25,000 - - -

Premium 1,455 540 382 196 337
,

Total $330,966 $126,890 $145,882 $38,077 $20,117

With Sinking Fund:
Total amount at $100 par 5alue . $ 60,000 $ 60,000 - - -

Total amount at $25 par value. 140,000 40,000 $ 100,000 - -

Premium $18 518 - - -

Issuance cxpense . (7,010) - (7,010) - -

. .

Total $193,508 $ 100,518 $ 92,990 - -

December 31.1978
Without Sinking Fund:

Total amount at $100 par value. $269.511 $ 101,350 $110,500 $37,881 $ 19,780

Total amount at $25 par value. 10,000 10,000 - - -

Premium 1,201 359 309 196 337

Total $280,712 $111,709 $ 110,809 $38,077 $20,117

With Sinking Fund:
Total amount at $100 par value . S 60,000 $ 60,000 - - -

Premium 63 63 - - -
.. .

Totat $ 60,063 $ 60,063 - - -

The annual preferred stock dividend requirements and the average annual preferred stock dividend rate
on par value for shares outstanding at December 31,1979 and 1978 ate as follows:

Requirement Rate ("a
1979 1978 1979 1978

(In Thousand4
Consolidated $46,703 $25,477 8.82 % 7.50 %.

AP&L 19,548 14,020 8.64 8.18
.

LP&L 23,806 8,108 9.70 7.34

MP&L 2,384 2,384 6.29 6.29,

NOPSI 965 965 4.88 4.88

As to the series of preferred shares issued and sold within the last 5 years, none of the shares of such
series may be redeemed for a specified period through refunding of such shares by the incurring of debt or the
iwuance of preferred stock where the cost of such debt or such preferred stock is less than the cost to the
particular company of such outstanding series.

|

! (1) In March 1980, NOPSI plans to sell 150,000 shares of Preferred Stock, Cumulative, $100 Par
Value, with sinking fund provisions.

(2) These Series are to be retired in full through the operation of sinking funds at a redemption price of
$100 per share on tbc 10.60% and ll.N% Series and $25 per share on the 9.92%,10.72% and 13.12%

;

| Series plus accumulated dividends to the date of such redemption. Ileginning J. y 1,1980, the 10.60% Series

( is to be redeemed at the rate of 10,000 shares each year, lleginning November 1,1980, the 11.04% Series is to

I be redeemed at the rate of 20,000 shares each year. Ileginning June 1,1984, the 9.92% Series is to be
redeemed at the rate of 80,000 shares each year. lleginning July 1,1984, the 10.72% Series is to be redeemed
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St the rate of 120,000 shares each year. Ilegmning October 1,1984, the 13.12r/c Series is to be redeemed at the
rate of 80,000 shares each year. In addition. AP&L and LP&L have the non-cumulative option to redeem an
additional like amount of said shares each year commencing in the first year of redemption in each respective
wries.

(3) In January 1980, AP&I. issued and sold 2,000,000 shares of its 13.28%, $25 Par Value Preferred
Stock, with sinking fund provisions.

4. Common Stock

The reasons for and the changes in the number of shares cf common stock outstanding ef the registrants
for the years ended December 31,1979 and la78 were as follows:

Number of Shares
Company A l*& l. I.l*& t.

Type of Transaction 1979 1978 1979 1978 1979 197N

Sales . 13,500,000 8.500.000 - - - -

Dnidend reinmtment and stmk purchase plan. 608.875 372.110 - - - -.

Employee stak ownership plan . 12.452 4,825 - - - -

F iployee sanngs plan , 214,433 12,687 - - - -

Company purchases from registrant subsiduries . - - 2.400.000 1.200.000 I I,364.000 7.576.000
Retirement of unclaimed shares . (994) - - - - -

14.334.766 8.889.622 2.400.000 1.200/100 11.364.000 7.576.(XV)

In January 1980, the Company issued 159,195 shares of its Common Stock under the Dividend
Reinvestment and Stock Purchase Plan and 25,919 shares under the Employee Savings Plan. The Company
is also seeking authorization from the SEC to issue and sell up to 7,000,000 shares ofits Common Stock in
the second quarter of 1980.

5. Retained Earnings

The indenture provisions relating to the operating subsidiaries' long. term debt and transfers by such
subsidiaries from retained earnings to the stated value of common stock and the provisions of the MSE bank
loan agreement (See Note 7) and indenture restrict the amount of consolidated retained earnings available
for cash dividends on common stock. As of December 31,1979 and 1978, retained earnings were free from
such restrictions in the following amounts:

1979 1978

tin Thousands)
Consolidated . . 5378.023 5258,307.... . .

AP&L 65,838 71,697.. . . . ...

LP&L.. . . . . . .. . . 44,419 49,170
MP&L 43,768 43,003.. .. .. . .... .

NOPSI . 10,019 10,164. . . .. .. ..

MSU follows the equity method of accounting for its investment in subsidiaries. At December 31,1979
and 1978, retained earnings included $500,749,000 and 5449,247,000, respectively, of undistributed earnings
of subsidiaries.
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6. Income Tax Expense

Income tax expense (credit) is composed of the following:
ConsoHdated A P&I. I PAI. MPA L NOPSI

(In Thousands)

1979
Current:

Federal . . . . . . . . . . . . . . . . . . . . . . 5 (1,475) $(20,593) $ 106 5 3,748 5 (413)
. . 1,365 545 (3) 772 -

State... .... ........... ..

Tot al . . . . . . . . . . . . . (!!0) (20,N8) 103 4,520 (413).

Deferred-net:
Liberalized depreciation . . . . . 40,639 25,134 7,674 4,617 1,860

. .

. . I1,215 4,052 7,289 - -Deferred fuel cost . . . . . . . . .
Taxes capitaliicd on books. . . . . 8,153 4,633 - - -

.

Exploration expenses 6,848 - - - -
..... . .. ..

Gain on fuel oil sales . . . . . . . . . . (5,848) - - - -

Interest capitalized on nuclear fuel . . . . 3,778 3,778 - - -

Differences between book and tax gains
and losses on sales and abandonment
of property. . . . . . . . . (3.527) (851) (1,986) - -

. . ....

Revenues collected in advance--nuclear
fuel reserve . . . . . 3,N I 3,041 - - -

... .. ..

.... . ... (651) (9) (l.074) 524 (434)Unbilled revenue.
Property insurance, injuries and dam-

298 398 81 210 (310)ages reserves .. . .

. 2,017 908 (69) (17) -Ot her . . . . . . ... . ... . ..

Reduction due to tax loss carryforwards (88,253) (25,824) - - (273)
Total . . (22,290) 15,260 11,915 5,334 843.. ....

Investment tax credit adjustments-net . (2.566) (752) (I,019) 1,286 1.651

Totalincome taxes . . . $(24,966) $ (5,540) $ 10,999 $ 11,140 $ 2,081...

Charged to operations . . . $ 51,266 $ 11,213 $ 22,750 $ 9,995 $ 1,379
.

Charged (credited) to other income . . . (76,232) (16,753) (11,751) 1,145 702

Totalincome taxes . $(24,966) $ (5,540) $ 10,999 $ 11,140 $ 2,081.. . .

1978,

| Current:
5 (3,275) $ (3,248) $ 5,149 $ 15,410 $ 6,129

i Federal. . . . . ..

| State... . .... 2,747 (540) 797 1,426 676.. .

.. . . . _ (528) (3,788) 5,946 16,836 6,805Total . . .
Deferred-net:

Liberalized depreciation . . . 34,411 17,626 8,494 5,139 1,979. . .

Taxes capitalized on books. 6,720 4,022 - - -
...... ..

Interest capitalized on nuclear fuel . . . 3,109 3,109 - - -

Amortization of abandoned project (1,986) - (1,986) - -
. .

Other....... ....... .. .... 4.826 1,876 (388) 340 51....

Reduction due to tax loss carryforwards - (6,487) - - - -

... .. . 40,593 26.633 6,120 5,479 2.030Total
Investment tax credit adjustments-net . . . . (4,166) (l,435) (1,205) (907) (312)

,

| Total income taxes .. . . $ 35,899 $ 21,410 $ 10,861 $ 21,408 $ 8,523..

Charged to operations . . . . . . $ 86.004 $ 33,813 $ 19,919 $ 20,492 5 7,817. . . ..

Charged (credited) to other income . . . . . . (50,105) (12,403) (9,058) 916 706

Total income taxes . . $ 35.899 5 21,410 $ 10,861 $ 21,408 5 8,523...
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4 Total income taxes ditTer from the amounts computed by applying the statutory Federal income tax rate
, to income before taxes. The reawns for the differences are as follows:
.

i

Conmtidated A l'A I. I I'A I. Nil'A t. N Ol'NI
.

19794

4 Federalincome tax statutory rates . 46.0 % 46.0% 46.07c 46.07c 46.07c. . .. ....

increaw (decrease) in income tax statutory rates resulting
from:
AFDC....... (50.8) (38.8) (27.7) (1.5) (0.9). . .. .. . . ....... ...

Difference betwecu book depreciation and tax straight-
line depreciation . (3.9) (11.5) 1.5 - 4.4.. .. .. .... ..... ..

Taxes capitalized on lxxiks and deducted on tax return . (l.5) (0.6) (2.4) (0.9) ' (3.2)
DitTerence between interest capitalized on nucclar fuel.

. combined with tax depreciation of nuclear fuel and
t

nuclear fuel expense . . . . (l.2) (3.1) - - -... . . ... . .

| Tax sasings due to filing a consolidated return . . . - 2.4 - (9.5) (13.9). .

Adjustments resulting principally from Internal Reve-
i nue Service examination . (0.4) 0.3 0.2 0.1 (9.7).. ..... . .. . .

Other miscellaneous items, none of which is individually.

j greater than 5% of computed tax expense . (1.1) (l.8) (3.2) .(1.2) (5.5). . .

j Effective income tax rates (12.9)% (7.1)% 14.4% 33.07c 17.2 %. . . .. ... . .

| 1973
'

Federal income tax statutory rates . 48.07c 48.07c 48.07c 48.0 % 48.0 %.. . . . .

{ increase (decrease) in income tax statutory rates resulting
from:

'
AFDC.. (28.9) (22.1) (23.1) (1.1) (0.3). . . . ... . ...

,| DitTerence between lxmk depreciation and tax straight-
line depreciation . . . . (1.3) (4.1) 1.6 0.1 2.1..... .. .. . .

j Taxes capitaliicd on books and deducted on tax return (l.0) - (2.8) (0.4) (l.7)
Tax sasings due to filing a consolidated return

'

.. . - (0.3) (1.5 ) (3.8) (2.9)
Adjustments resulting principally from Internal Rese-

) nuc Service examinations . . (0.7) 0.2 (2.6) (0.5) 0.5 '. . .. . .

1 Other miscellaneous items, none of which is individually
greater than 57c of computed tax expense . (1.6) (2.1) (2.8) 0.3 (l.2)..

Elfectise income tax rates . 14.5 % 19.6 % 16.8 % 42.6 % 44.5 %. . . .

i

j The tax etTects of the consolidated 1978 and 1979 Federal tax losses of $212,685,000 have been recorded
! as reductions of deferred income taxes. Unused investment tax credits at December 31,1979 amounted to
i 5231,731,000 of which $38,469,000 may be carried forward through 1984, 592,966.000 through 1985 and
j $10G,296.000 through 1986.
,

Prior to 1979 the investment tax credit utilized in the consolidated tax return was allocated to the1-
,

i respective System operating companies on the basis of such credit contributed. Effective in 1979 the method
'

of allocating investment tax credit was changed so that it is allocated on the basis of each company's portion
i of the consolidated tax liability; any additional credit utilized is allocated on the basis of the remaining tax
f creditt This change has no effect on consolidated investment tax credit recorded.
|
9

i
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i
1

'7. Lines of Credit and Itelated florrowings
'

The Company has a revolving credit agreement with a number of banks extending through June 27,
1980. At December 31,1979 MSE had a revolving credit agreement with a number of banks expiring at
December 31,1982, at which time all notes issued thereunder were to be due and payable. MSE's agreement

j and the maturity date of the notes was extended in March 1980 to Decembe< 31, 1985. Under these two
agreements, compensating balances are maintained which are not restricted as to withdrawal and
commitment fees are paid on the unused portions of the resolving credit agreements.

The operating subsidiaries have made rrangements, not requiring commitment fees, with various banks
providing for short-term borrowings llaough bank. loans and with commercial paper dealers for the sale of
commercial paper. AP&L, LP&L and MSE maintain compensating balances with certain of their lending
banks which are not restricted as to withdrawal.,

An SFI bank agreement allows for borrowings up to $50,000,000 subject to a limit equivalent to 607o of
the fair market value of SFI's fuel oil inventory. In addition, SFI may borrow up to $60,000,000 through the
sale of commercial paper. Ilorrowings under these agreements are restricted as to use and are secured by

;
SFI's fuel oil and nuclear fuel insentories and accounts receivable arising from the sales of these inventories.

'Ihe lines of credit, borrowings and compensating balances of the companies were as follows:

December 31,1979 December 31.1978
Compen. Compen.

l.ine of sating I.ine of sat 5g

f Credit Horrowing flalance Credit llarrowing flatance,

f (In Thousando

Short. term
Registtants:

. . . . $226,820 $145,900 - $174,800 $129,000 $ 6,088Company . .
125,000(1) 80,130 $ 7,263 125.000 40,200 5,813A P& L . . . . .

150,000 32,375 13,455 120,000 84,090 12,950LP&L. . . . . .

M P& L . 26,000(2) - - 22,000 - -

. ... . .

NOPSI . . . . . 20,000(3) - - 20,000 - -
. .

Other Subsidiaries:'

Ark-Mo and Associated . 11,000(4) 9,000 - 5,500 3,000 -
.

60,000 - 1,800 45,000 7,100 1,350MSE . . . . . .

SFI 110,000(5) 17,500 - 85.000 60,050 -

, . . . . .

Consolidated . . . . . . $728,820 $284,905 $22,518 $597,300 $323,440 $26,201
J

J

i

i

I

I

,

I
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'

December 31.1979 December 31.1978
Compen. Compen-

I ine of sating I.ine of sating
Credit Horrowing Balance Credit Horrowing Balance

(In Thousands)
Long. term

Other Subsidiaries:
MSE. $565,000(6) 5547,000 $27,350 5565,000 $237,000 $11,850.. . .

SFI . . . . . 115,000 103,590 - 65,090 65,090 -.. .... . .

MSS . . 10,000(7) 4,000 - 10,000 1,500 -..

Consolidated . . . . 5690.000 5654,590 527,350 5640.090 $303,590 511,850

'

(1) AP&L increased this amount to $150,000,000 in January 1980.
(2) MP&L has applied to the SEC for authority to make borrowings under a line of credit increased to

$34,000,000.
'

(3) NOPSI increased this amount to 522,000,000 in January 1980.
(4) Ark.Mo increased this amount to $16,000,000 in January 1980.
(5) SFI has applied to the SEC for authority to make borrowings under a proposed $150,000,000

"

borrowing arrangement.

(6) MSE increased this amount to 5808,000,000 in March 1980 and extended the term of borrowings
thereunder to December 31,1985.

(7) MSS has applied to the SEC to make borrowings of up to $30,000,000.
1

The short term borrowings and interest rates for the Middle South System companies were as follows:

Average Interest Rate
During Year At Year End

Horrowing'
Hank Commercial Bank Commercia.!

Average %f asimum Imans Paper leans Paper
(In Thousands)

Year Ended December 31,1979:
Registrants:

Company $ 86,135 $ 164,000 14.8 % - 17.1 % -
.

AP&L., 53,105 96,000 13.9 11.0 % 15.8 13.7 %. ..

LP&L
MP&L.

. 82,276 114,628 12.1 11.5 15.3 -
.

1,153 9,000 - 11.2 - -
.. .

N OPSI .. 2,662 14,000 11.5 - - -
.

Other Subsidiaries:
Ark-Mo and Associated 7,800 11,100 11.7 - 15.4 -

MSE. , 36,396 60,000 13.9 - - -

SFl .
. .

46,534 66,475 13.0 12.3 - 15.7. ..

Consolidated . $316,061 398,015 13.6 11.7 16.4 15.4.

Year Ended December 31,1978:
Registrants:

Company 5 73,953 129,000 10.9 - 12.7 -.

AP&L 39,151 87,100 - 8.1 - 10.4. .

LP&L.. 50,816 84,090 8.8 8.8 11.8 11.5. .

NOPSI 1,000 4,000 9.0 - - -.

Other Subsidiaries:
Ark-Mo and Associated 6.305 17,600 8.3 - 10.5 -

MSE . . . 58 7,100 12.6 - 12.6 -

SFl . .. . 28,490 60,050 8.9 11.2 12.4 12.0
Consolidated . $199,773 323,440 10.0 8.6 12.1 10.8..
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES
,

NOT ES TO FIN ANCIAL 5TATEM ENTS-4 Continued

'

8. Leases

' The Company's subsidiaries account for leases on the same basis as that used by their respective
regulatory authorities in the ratemaking process which determines the revenues utilized to recover the lease
costs. Application of criteria used to define a capital lease would permit recording the following assets and,

liabilities on the balance sheet:

Consolidated A Pal. M PAI,
1
- (In Thesande
'

December 31,1979:
Assets:

Utility plant . . . 561,319 538,982 5 8,584....... . .. . .......

Accumulated amortization . (16,493) (9.533) (3,934)..... ..... .

Net . . . $ 44,826 $29,449 5 4.650.. .. .. ..... ........
,

, Other property and investments-net . S 50,318 - -
.... .

'i
Liabilities:

Noncurrent obligations under capital leases . $104,357 530,730 5 4,113
.4

i Current obligations under capital leases . . . . . . S 4.565 5 2.431 5 826

December 31,1978:
Assets:

,

Utility plant . S 55,722 533,948 5 8,022.... ... .......... .. ..

Accumulated amortization . . . (12.9(M) (7,201) (3,228). . .. .
;

Net : $ 42.818 526,747 5 4,794. ... . .. . . ..... ..
;

| Other property and investments-net . . 5 52.751 - -
...

f Liabilities:

| Noncurrent obligations under capital leases . $102.293 $27,117 5 4.348..

| Current obligations under capital leases . . S 3,632 5 1,718 $ 705....

|

The recording of such leases would not materially affect the amounts reported as either expense or net
income.

At December 31,1979 there were noncancelable leases with minimum rental commitments as follows:

Consolidated APAL MPA1,

(In Thomsmads)

1980. S 25,261 5 8,230 $ 1,806. ... .. .. ..... . ............ .

1981 24,101 8,036 1,778. ..... .... .. . .. ............. .....

.. . ... . ........ .. . 24,320 8,851 1,6171982.. ...
20,989 6,637 1,4441983 . ... ... ..... ... ..... ........ .

17,160 5,067 1,4041984 . .. . .. ... . .. ... . . ........

For years thereafter. . . . . . . . . 249,526 100,228 4,269. ..... . ...

Total . . . . . . . . . . . . . . . . . . 5361,357 $137,049 $12,318.

;

l
|
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MIDDLE SOUTil UTII.lTIES, INC, AND SUllSIDIARIES i

NO T LN 'I O l'1 N ANCI AI, STAT EM EN~l W Contin ued) I

Prior to August 31,1978, AP&L was a party to two nuclear fuel leases aggregating 590,000,000. On
August 31,1978. AP&L terminated one of the seases and amended the remaining lease to permit AP&L to
lease r,uclear fuel up to a maximum of $100,000,000. On November 2,1979, AP&L's nuclear fuel lease was
increased from SKY),000,000 to $130,000,000. Lease payments which are not included in the tabulations
above are based on nuclear fuel use. Nuclear fuel expense of $14,998,000 and 513,279,000 was charged to
operations in 1979 and 1978, respectively. The lease, unless sooner terminated by one of the parties, will
continue through 2018. The unrecovered cost base of the lease at December 31,1979 and December 31,1978
was $111,NO,000 and $91,318,000, respectively.

On June 1,1978, LP&L sold its interest in nuclear fuel for $8,210.000 representing cost, and
simultaneously entered into a $60,000,000 nuclear fuel lease. Lease payments, based upon nuclear fuel used,
will be treated as cost of fuel. The lease, unless sooner terminated by one of the parties, will continue through
June 1, 2028. The unrecovered cost base of the lease at December 31,1979 and December 31,1978 was
$13,425,000 and $11,700,000, respectively.

On October 17,1979, MSE sold and leased back 544,943,000 of nuclear fuel for Unit No. I at the Grand
Gulf Plant under an $80,000,000 nuclear fuel lease. Lease payments, based upon nuclear fuel used, will be
treated as cost of fuel. The lease, unless sooner terminated by one of the parties, will corainue through
October 15,2029. The unrecovered cost base of the lease at December 31,1979 was $46,524,000.

Rental expense for the registrants in 1979 and 1978 is shown below:

Consolidated A P& l. I.P& t. %1PAI. NOPSI
(In Thousands)

1979 529,453 58,017 51 996 51,560 5464
1978 26.977 7,295 665 '.344 401

9, Commitments and Financing

See Item 1 "Ilusiness-Construction Program" for the Middle South System's construction program
for 1980.

See Item 1 "Ilusiness-Future Financing" regarding the Company's and the System operating
companies' obligations relating to MSE's Grand Gulf Plant.

See Item I "Ilusiness-Future Financing" concerning restrictions with respect to the issuance of
additional first mortgage bonds and preferred stock.

The Federal income tax returns for the years 1971 through 1976 have been examined by the Internal
Revenue Service and adjustments have been proposed. The principal issue is whether customer deposits are
includible in taxable income. A formal written protest has been filed and conferences are being held wi h ant

Appeals Officer of the Internal Revenue Service. Any final liability for taxes resulting from settlement with
the Internal Revenue Service would not have a material effect on net income. Income taxes on customer
deposits would be normalized. Most of the other issues hase been settled and adequate provisions have been
recorded.

|
|
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MIDDLE SOUTil UTILITIES, INC. AND SUBSIDIARIES

NOIES TO FINANCIAL STATEMENTS-4 Continued)

SFI has a long. term oil supply agreement with a major oil company providing for the sale to SFI of
50,000 barrels of oil per day for a twenty-year period with the option to reduce, upon two years written
notice, the contract quantity to no less than 35,000 barrels. See Item 1 "Ilusiness-Fuel Supply-Fuel Oil"-

AP&L has an agreement for the purchase of 100 million tons of coal over a twenty-year period. SFI has
4

contracted with a joint venture for a supply of coal from a mine to be developed in Wyoming which is.

i expected to provide 150 to 210 million tons oser a period of 26 to 42 years. Subsequent to year end, SFI
executed a contract, subject to regulatory approval, for the purchase of an estimated 247 million tons of
lignite over a thirty-year period. See item 1 "IlusinesrFuel Supply-Coal"

MSU is the unconditional guarantor of various loan agreements entered into by SFI with certain banks
to borrow up to $75,000,000 at December 31,1979, and $25,090,000 at December 31,1978. As of December

;

31,1979 and 1978, the principal amount outstanding was $63,590,000 and $25,090,000, respectively.

AP&L, LP&L, MP&L and NOPSI, as parent companies of SFI have made loans to SFI to further its
-

fuel supply business. As of December 31,1979, SFI had borrowed $56,500,000 under a loan agreement dated
'

January 4,1978. The loan agreement, as amended January 1,1980, provides for borrowings of up to
,

$173,500,000 through December 31,1980. Notes issued thereunder, will mature on December 31,2005.In
addition, as of December 31,1979 and 1978, SFI had borrowed $39,500,000 under previous loan agreements.
Loans mature in 10 and 25 years from the date of borrowing under the provisions of the loan agreements.i

In connection with certain bank borrowings by SFI,its parent companies, as sole holders of the common1

stock of SFI, have covenanted and agreed severally in accordance with their respective shares of ownership of
SFI's common stock, that they will take any and all action necessary to keep SFI in a sound financial
condition and to place SFI in a position to discharge, and to cause SFI to discharge, its obligations under the
borrowing arrangements. The total loan commitment of these banks amounted to $56,396,000, all of which
had been borrowed by SFI at December 31,1979. Similar covenants and agreements would be included in a
$150,000,000 borrowing arrangement, for which SEC approval is currently being sought, to be entered into

] by SFI for the financing ofits fuel oil in entory. Also, SFFs stockholders have made similar covenants and

| agreements in connection with a 25-year lease of certain oil storage and handling facilities located at MP&L's
Gerald Andrus Steam Electric Station near Greenville, Mississippi entered into by SFI with a discounted'

I value, as of December 31,1979, of $17,300,000 and in connection with the issuance and sale by SFI of up to
$60,000,000 at any one time outstanding of commercial paper, of which $17,500,000 was outstanding at
December 31,1979. A leasing transaction for 600 coal hopper cars with a discounted value of $22,800,000 at

| L)ecember 31,1979 entered into by SFl on November 2,1979, contains similar covenants and agreements by
SFI's parent companies. Presently, SFI is contemplating the additional leasing of approximately 700 coal
hopper cars at an estimated cost of approximately $28,000,000 to be received in the third and fourth quarteri

of 1980.

! finan al condit and t place Si a si ior o i h rge ts ob ig tio s n c nnect on i h 4,71 ,
|

of bank borrowings outstanding as of December 31,1979. MSU would guarantee a $30,000,r00 borrowing
arrangement for which SEC approval is currently being sought, to be entered ir.to by MSS foi the financing
of, among other things, its coal plant standardization study.+

!- MSU has guaranteed lease payments by SFI and MSS of $85,600,000 and $200,000, respectively. MSU

| is also the unconditional guarantor of the performance by MSE of its obligations under its $R0,000,000
| nuclear fuel lease.
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MIDDLE SOUTII UTILITIFS, INC. AND SUBSIDIARIES

SOI ES 10 FIN ANCI AI3 TAT DIFNIS-4 Continued)

l
10 Rate Matter I

The Attorney General of Arkansas filed a complaint with the APSC on April 23,1979, in which he
alleged that AP&L had erroneously applied the then existing fuel adjustment clause to retail customers from i

April 1977 through March 1979 and thereby overcharged these customers 52,205,000 in 1977,512,945.000 in
1978 and 52,147,000 in the three months ended March 31,1979. The complaint alleged that such overcharges
would continue as long as AP&L continued to apply the fuel adjustment clause in the same manner. The Staff

3 of the APSC has concurred with the Attorney Generars conclusion. AP&L does not believe that there was
'

any erroneous application or overcharge. On July 3,1979, the APSC issued an interim order directing AP&L
to begin and continue in the future applying its fuel adjustment clause according to the Attorney General s
interpretation when the nuclear generating units are not down for refueling and in accordance with AP&L's
interpretation when the nuclear generating units are down for refueling. The July 3,1979 order stated it was
not deciding the propriety and legality or orderir.g refunds by AP&L for its administration of the fuel
adjustment clause from May 21,1976 (which was the date of a final order of the APSC under which a new

;

fuel adjustment clause similar to the clause which was the subject of the Attorney General's complaint was
placed in effect) to the date of the July 3,1979 order and stated that decision would be mde later. A petition*

for rehearing of the issues in the July 3,1979 order filed by AP&L August 3,1979 was .y; ally deemed denied
when the APSC did not pass on the petition by September 2,1979. AP&L has appealed the decision to the;

' Circuit Court of Pulaski County.

I

11. Transit Operations

4 See item 1 " Business-Regulation and Litigation-liolding Company Act" for information with
respect to the proposed divestiture of NOPSPs transit properties and the transit subsidy agreements with the
City of New Orleans.

12. Litigation and Contingencies

AP&L, under the terms of its nucicar fuel lease, is responsible for storage or disposal of spent nuclear
fuel. The company has contracted to sell the first six batches of spent fuel upon discharge from ANO No.1;
however, the effectiveness of the contract is under question due to the government's policy disallowing
reprocessing of spent r uclear fuel. Accordingly, AP&L is reevaluating its policy regarding salvage value
(which has been previously accrued) as opposed to possible storage or disposal costs for spent nuclear fuel.
AP&L expects that all costs, determined to be its liability in connection with the use of nuclear fuel, are
proper components of nuclear fuel expense and provisions to recover such costs have been made in

. applications to regulatory commissions. Based upon a recent study performed by AP&L, nuclear plant
! decommissioning costs are projected to be in excess of amounts AP&L is presently recovering through

increased depreciation charges over the life ofits nuclear plant. AP&L is requesting and will request recovery
of estimated increased costs in applications to its regulatory commissions. Subsequent to year end, AP&L
received an order from the APSC regarding its then pending retail rate case. Included in that order was

4

approval of the collection of the additional costs associated with the storage or disposal of spent nuclear fuel
: and decommissioning the nuclear units at the end of their service lives.
,

In November 1975, the Council authorized a transit fare increase. In a suit contesting the imposition of
the fare increase, judgment was rendered that the Council did not give the required public notice. An appeal
was granted that permitted NOPSI to continue collecting the increased fare until November 1977. It is
estimated by NOPSI that the fare increase during that period generated approximately $5,000,000 additional
transit revenue. In a collateral suit petitioners are seeking a return of the fare increase, or as an alternative, a
reduction in the basic transit fare for a similar period of time. On May 15,1979, the District Court granted
plaintiffs' request for a Summary Judgment against defendants and awarded plaintiffs $5,518,990 (plus

i
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MIDDLE SOUTII UTILITIFS, INC. AND SUllSIDIARIES

NOTF.9 TO FIN ANCI A L STAT E31ENTS-.4 Continued)

judicial interest), which sum has been orrf: red to be paid through a reduction of NOPSI's transit fares by five
cents for a period of two years. The Court further ordered defendants to pay plaintitTs' attorney fees in the
amount of $100,000. On June 20,1979, NOPSI and the Council filed an appeal from this Summary Judgment
of the District Court to the Louisiana Fourth Circuit Court of Appeal. NOPSI and the Council therein allege
that the Summary Judgment was improperly granted by the District Court and request that the matter be
returned to the District Court for a trial. Under the subsidy agreements for 1978,1979 and 1980 with the
City of New Orleans, the City would assume 30% of any ultimate liability resulting from this litigation. Any
material adjustments will be retroactively applied to the operations of 1976 and 1977 when such fares were
collected.

See item 1 "Ilusi..ess-Regulation and Litigation-Other Regulation and Litigation" regarding legal
action pending against NOPSI relating to its fuel adjustment clause in its electric rate schedules.

See Item I "flusiness-Regulation and Litigation-Atomic Energy Act of 1954 and Energy
Reorganization Act of 1974" for information relating to liability of an operator of a nuclear fueled generator.

13. Supp.ementary Income Statement Information
in addition to the amounts of maintenance set out separately in the Statements of Income, the System

operating companies incurred sundry maintenance expenses of relatively minor amounts which have been
charged to other profit and loss accounts.

Provisions for depreciation and amortization of plant, other than those set out separately in the
Statements of Income, represent provisions for automobiles, trucks, aircraft and other assets charged to
clearing accounts and distributed from those accounts to appropriate operating and construction accounts or
charged directly to construction, plant acquisition adjustments and other appropriate accounts are as follows:

Conwlidated APAL LP&L 51 PAL N OPSI

(In Thousands)
Year ended December 31:

53,279 $ 64 $1,607 $ 1,364 $911979 . .. . . . . .

1978 4,917 287 1,790 2,167 62... ... . . .. ... . ..

Taxes other than income taxes include taxes charged to clearing accounts and distributed from those
accounts to appropriate operating and construction accounts or charged directly to construction and other
appropriate accounts and are net of severance tax credits, which credits are included in miscellaneous income
and deductions-net in the Statements of Income, are shown below:

Consolidated NfSU AP&L IPAL StPAL NOPSI

(In Thousands)
Year Ended December 31,1979:

$ 54,388 - $20,820 $ 9,732 $10,345 $ 4,671Ad Valorem . . . . .. . ..

State and city franchise . 25,639 - 8,901 4.368 3,707 7,560- ..

13,977 $14 4,288 2,882 2,115 3,416Payroll taxes . . .... .

... .. . 7,246 j 2,156 2,151 1,112 422Other... . . . .

Total . . . . . . . . . $101,250 g $36,165 $19,133 $17,279 $16,069.. .

Year Ended December 31,1978:
Ad Valorem . . . $48,139 - $19,045 $ 9,123 $ 9,768 $ 3,127... .. . . .. ..

22,853 - 8,161 3,643 3,406 6,737State and city franchise . ... . ..

10,799 $10 3,280 2,145 1,747 2,689Payroll taxes . . . . .
.

Other. . . . 7,527 _3 1,284 3,003 814 495.. . .. .. .

$89,318 $13 $31,770 $17,914 $15,735 $13,048Total . . . . . . . ., . .. . .

|

|
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SO I ES lO FIN ANCI AI. NTAl EM ENT S--4 Continued)

Technical services, consultation and assistance rendered at cost under contract with MSS (eliminated
for Statements of Conwlidated Income) are as follows:

Company A PA I. EPAI. M PAI, NOPSI
(In Thousands)

Year ended December 31:
1979 $762 $8,382 $8,534 $4,771 $2,994. ... . . . ... ... ... . . . ...

1978 ....... .. 544 5,358 4,825 2,978 1,907... ... . ... . . ..

14. Transactions with Affiliates
The System operating companies buy and sell electricity among themselves under rate schedules filed

with the FERC. In addition, the System operating companies purchase fuel from SFI.

Operating revenues include revenues from sales to affiliates and operating expenses include fuel costs and
purchased power charges from affiliates for 1979 and 1978 as follows:

Operating Revenues Operating Expenses
1979 1975 1979 1978

(In Thousands)
AP&L........ $48,320 $35,680 $197,864 $221,389. . ... .

LP&L... ... ... . .. 29,366 41,655 158,788 119,408
M P& L . . . . . . . 90,959 82,899 161,302 162,928. . . .

NOPSI . . . . . . 35,546 10,427 62,714 79,957.. . . . .

15. Segment Information

Segment information for NOPSI follows:

Electric Gas Transit Total
(In Thousands)

I' rg:

Operating revenues . $240,032 $85,624 $36,996 $362,652. . . ...

Operating income We income taxes 19,525 564 (667) 19,422. . .

Operating income 16,238 1,046 759 18,043. . .. .. .

Net utility plant . 196,301 46.073 7,316 249,690. .. .. .. . ..

Depreciation expense . . . . . . . . 10,139 2,128 1,112 13,379. ..

Capital expenditures (excluding AFDC) . . . . 14,569 7,085 1,789 23,443
1978:

Operating revenues . $191,845 $70,013 $36,399 $298,257. .. . . ... ...

Operating income before income taxes . . 21,729 2,721 1,687 26,137.. .

Operating income 15,521 2,269 530 13,320. . . ... .. . ..... ..

Net utility plant . 191,790 41,053 6,637 239,480.. .... . . ... . .. . . .

Depreciation expense . . . . 9,815 1,778 697 12,290.... ... .. . .. ... .

Capital expenditures (excluding AFDC) . I1,131 4,973 1,585 17,689. . . ..

Transit subsidy agreements for 1979 and 1978 between NOPSI and the City of New Orleans assured the
company a specified rate of return on transit operations. Under such agreements, transit operations received
subsidies sufficient to earn on the transit rate base a rate of return of 8.33% on a monthly basis. These
subsidies came first from electric and gas earnings in excess of an 8.33% rate of return on those operations,
oa a monthly basis, and the balance from the City of New Orleans. Transit subsidies included in operating
revenues for 1979 and 1978, respectively, totaled approximately $19 million (of which $17 million was billed
to the City of New Orleans and $2 million was provided by electric and gas operations) and $19 million (of
which $12 million was billed to the City of New Orleans and $7 million was provided by electric and gas
operations).
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16. Quarterly Results (Unaudited)
The business of the Middle South System is subject to seasonal fluctuations with the peak period-

occurring during the summer months. Accordingly, earnings information for any three-month period should
not be considered as a basis for estimating the results of operations for a full year.

Farnings Earnings

Operating Operating for Common Per Common

Qunrter Ended Revenues Income Stock Share (H

(In Thousands)

Consolidated:
March 31,1979 . . . . . 5401,579 558,899 550,247 $0.60

.. ..

407,257 43,556 34,131 0.40June 30,1979. . . . ... . ...

September 30,1979 . . . . 538,121 70,764 61,777 0.73
.

December 31,1979 . . 476,102 44,979 35,903 0.40
. ..

March 31,1978 . 415,339 52,740 41,814 0.56
. ... ...

345,896 32,043 21,972 0.29June 30,1978 . . . . . . . . ..

488,662 80,929 70,780 0.94September 30,1978 . . . ...
December 31.1978 372,280 62,550 50,872 0.67

... .. .

AP&L:
March 31,1979 . 131,017 18,127 17,146.. .. ..

June 30,1979. . . 129,486 13,386 11,992. . ..

September 30,1979.... ... . 172,838 24,334 24,269

.. . 150,485 13,902 12,862December 31,1979 .....

143,527 17,841 16,656March 31,1978 . .. . ...

J une 30,1978 . . . . . . . . . . 122,311 13,656 11,669

September 30,1978 . . 167,485 30,919 28,928
. ..

December 31,1978 123,165 18,981 16,347
. .. .

i LP&L:
109,885 20,973 14,664March 31,1979(2) . . . . . .

June 30,1979(2) . . . . . 121,435(3) 15,525(3) 9,531(3)...

September 30,1979(2). ..... 169,192 22,668 15,777

December 31,1979(2) . . 156,964 14,695 9,716
.

f

|
March 31,1978 . . . . . . . . 112.993 13,692 6,980'

88,757 4,195 (1,388)June 30,1978. . . ..

September 30,1978 . . 148,957 28,365 22,405
.......

December 31,1978... .... . 105,668 23,058 17,639(4)

l
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Farninas
Operating Operating for Common

Quarter Ended Revennes income Stock

(In Thousand0
MP& L:

March 31,1979 . . . . . . 5 99,000 $11,389 56,342..

June 30,1979. . . 97,145 7,219 2,285.... .

September 30,1979. I36,005 13,133 8,129. ......

December 31,1979 . . . . 104,374 8,245 3,441...

March 31,1978. 104,034 12,059 6,968... .

June 30,1978. . 81,894 7,629 2,231.. .. . ..

September 30,1978. . . I19,694 14,839 9,752
December 31,1978 . 94,654 12,470 7,510. . .

NOPSI:
March 31,1979. 82,372 4,472 2,246.... .

June 30,1979. . . 82,319 3,487 1,206.. ..

September 30,1979. . 103,047 5,734 3,367. .. . . .

December 31,1979(5) . 94,914 4,350 2,226. .

March 31,1978. . . . 74,557 4,651 2,453. . ..

June 30.1978. . . ... . 72,935 4,560 2,465
September 30,1978. 81,315 4,553 2,489. . .

December 31.1978. . 69,450 4,556 2,271..

11) Quarterly earnings per common share are based on the average number of common shares
outstanding during the quarter.

(2) See Note 1(11) regarding LP&L's deferral of fuel costs.

(3) LP&L refunded $2,880.000 to industrial customers in the second quarter of 1979 pursuant to a rate-
making proceeding. See Item 1 " Business-Rate Matters-LP&L".

(4) LP&L recorded a reduction in income tax expense of $1,730,000 in the fourth quarter of 1978 for
the excess taxes provided Ihr the years 1967 through 1970 over the settlement amount reached with the
Internal Revenue Service.

(5) NOPSI recorded a reduction in estimated tax liabilities for prior years amounting to $1,416,000 and
a revision of the estimated consolidated tax benefits of approximately $1,200,000 in the fourth quarter of
1979, both of which were substantially offset by the operation of the transit subsidy agreement. See Item I-
" Business-Regulation and Litigation-flolding Company Act" for information regarding the transit
subsidy agreement.

,
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MIDDI.E SOUTil UTILITIES, INC. AND SUBSIDIARIES
,

NO1 ES TO F IN ANCI A1. STAIDIENTS-4Continuee

17. Changing Prices (Unaudited) .

The following supplementary information about the effects of changing prices on the registrants is
provided in accordance with the requirements of Statement of Financial Accounting Standards No. 33,
" Financial Reporting and Changing Prices". It should be viewed as an estimate of the effect of changing

,

prices, rather than as a precise measure.

Constant dollar amaunts represent historical costs adjusted for the e Tects of general inflation. The effects
are determined by converting these costs into dollars of equal purchasing power using the CPI-U.

Current cost amounts reflect the changes in specific prices of property, plant and equipment from the ,

year of acquisition to the present. The current costs of property, plant and equipment, which represent the
estimated costs of replacing existing plant assets, are determined by applying the IIWI to the cost of the
surviving plant by year of acquisition. Land and certain other plant assets which are not included in the IIWI
were converted using the CPI-U.

The difference between current cost amounts and constant dollar amounts results from specific prices of<

property, plant and equipment (as measured by the IIWI) ci. mging at a rate different from the rate of
generalinflation (as measured by the CPI-U).

The current year's depreciation expense on the constant dollar and current cost amocnts of property,
plant and equipment were determined by applying the reported depreciation rate of each Middle South

,

j System company to the indexed amounts.

!

Fuel inventories, the cost of fuel used in generation and gas purchased for resale have not been restated
:

from their historical cost in nominal dollars. Regulation limits the recovery of fuel and purchased gas costs
through the operation of adjustment clauses or adjustments in basic rate schedules to actual costs. For this
reason fuel inventories are effectively monetary assets.

: As prescribed in Financial Accounting Standard No. 33, income taxes were not adjusted.

! The regulatory commissions to which the Middle South System is subject allow only the historical cost
of plant to be recovered in revenues as depreciation. Therefore the excess cost of plant stated in terms of

|
constant dollars or current cost over the historical cost of plant is not presently recoverable in rates. This

,

excess is reflected as a reduction to net recoverable cost. While the rate-making process gives no recognition
to the current cost of replacing property, plant and equipment, the Middle South System believes, based on'

past experiences, that it will be allowed to earn on the increased cost ofits net investment when replacement
,

of facilities actually occurs.!

To properly reflect the economics of rate regulation in the Statements of Income from OperationsI

presented below, the reduction of net property, plant and equipment to net recoverable cost is offset by the
I gain from the decline in purchasing power of net amounts owed. During a period of inflation, holders of

monetary assets suffer a loss of general purchasing power while holders of monetary liabilities experience ar

gain. The gain from the decline in purchasing power of net amounts owed is primarily attributable to the
substantial amount of debt which has been used to finance property, plant and equipment. Since the
depreciation on this plant is limited to the recovery of historical costs, the Middle South System does not
have the opportunity to realize a holding gain on debt and is limited to recovery only of the embedded cost of

debt capital.
-
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MIDDLE SOtRil UTILITIES, INC. AND SUBSIDIARIES
,

!

NOT ES 10 FIN ANCI AI. STATEM ENTS--4 Continued)

CONSOLIDATED STATEMENT OF INCOME FROM OPERATIONS AND OTilER >

FINANCIAL DATA ADJUSTED FOR EFFECTS OF CilANGING PRICES
FOR Tile YEAR ENDED DECEMBER 31, 1979

Adjusted For Adjusted For
As Reported In General Changes In
The ilmancial inflation Specific Prices

Statements tConstant Dollars) (Current Costs)
(In Thousande

Revenues . . . . . . . . . $1,823,059 $ 1,823.059 * $ 1.823,059'.. . .. ... . ........

Operating Expenses (Excluding Depreciation) . . (1,485,557) (1,485,557)* (1,485,557)*..

Depreciation . . . . . (119.304) (236.134) (264.803)... .. ...... . . ...

Total Operating Expense . (1,604,861) (1,721,691) (1,750,360).. .... . .. .

Operating Income . . . . . .... . . .... .... . 218,198 101,368 72,699
Ot her income . . . . . . . . . . . . . . . . 208,258 208.258* 208,258'... ..

Interest & Other Charges (244,398) (244,398)* (244,398)*.. . ...... ..

Income From Operations (Excluding reduction to net
recoverable cost) $ 182.G58 $ 65.228 " $ 36,559..... .. . . . . . . .

Increase in Specific Prices (Current Cost) Of Proper-
ty, Plant And Equipment Held During The Year . . $921,384"*

Reduction To Net Recoverable Cost $ (549,246) (283,434)... .. .

Effect Ofincrease In General Price Level (1,158,526). ...

Excess Of Increase In General Price Level Over In-
crease In Specific Prices After Reduction To Net
Recoverable Cost . (520,576). ...... . . ......

Gain From Decline in Purchasing Power Of Net
A mou n t s O wed . . . . . . . . . . . . . . . . . . . . . . . . 272,476 272,476

Net $ (276,770) $(248,100).... .. ... .. .. ..... . ...

* Assumed to be in " average for the year" dollars and thus are not restated.

" including the reduction to net recoverable cost, the loss from operations on a constant dollar basis
would have been $484,018 for 1979.

'" At December 31,1979, current cost of prcperty, plant and equipment, net of accumulated depreciation
was $9,574,218, while historical cost or net cost recoverable through depreciation was $5,862,888.

;

I

f
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NIIDDI.E SOUTil UTH.ITIES, INC. AND SUBSIDIARIES

NO I ES TO I'IN ANCI AI, MATENf EN1%Centir.seds
_

CONSOI.IDATED FIVE-YEAR CONIPARISON OF SELECTED SUPPLE 5tENTARY
FINANCIAL DATA ADJUSTED FOR EFFECTS OF CilANGING PRICES>

1

Years Ended I)ecember 31,

1979 1974 1977 1976 1975

(la Thousands of Average 19791)ollars)

Operating Revenues. . . . $1,823.059 $1,804,817 $1,728,488 $ 1,459,208 $1,255,295
... ....

Historical cost informati<m adjusted
for generalinflation

Income from operations (ex-
cluding reduction to net re-
coverable cost) . $ 65,228. .. ..

income per common share (af-
ter dividend requirements on
preferred stock and excluding

-

reduction to net recoverable
cost) . 5 0.76. ..... .. ... .

Net aswts at year-end at net re-
coverable cost . $1,577,012.... ..

Current cost information
income from operations (ex-

cluding reduction to net re-
coverable cost) . . . $ 36,559. .. .

income per common share (af-
ter dividend requirements on
preferred stock) . $ 0.43... .

Excess of increase in general
price level over increase in
specific prices after reduction
to net recoverable cost . $ 520,576.

Net assets at year-end at net re-
coverable cost . $1,577,012

. . .

| Generalinformation
Gain from decline in purchasing

power of net amounts owed. $ 272.476
Cash dividends declared per

common share $1.535 $1.62 $1.67 $1.70 $1.72
.. . ..

Market price per common share
at year-end $12% $16% $19% $21 $19%

,

'
. ... .

Average consumer price index 217.4 195.4 181.5 170.5 161.2
;

| Note: The statement requires that historical cost information adjusted for general inflation and current
cost information be provided for 1979 and subsequent years. Comparable information is not readily available'

for the years prior to 1979 and thus is not provided.

|
;

!
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MIDDLE SOUTII UTILITIES, INC. AND SUllSIDIARIES

NO I L5s IO I INANCI AI. SiTAT Bt ENTWContinmed)

APAL
.

J

STATEMENT OF INCOME FROM OPERATIONS AND OTIIER FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CilANGING PRICES

FOR TIIE YEAR ENDED DECEMilER 31, 1979

Adjusted I or Adjusted for
As Reported in General Changes in
'Ihc Hnancist Intlation Spesihe l' rices

$tatements (Constant Dollars) (Current Custo
(In Thousando

Revenues. 5 583.826 5 583,826* $ 583,826'. . ,, .. . . . .

Operating Expenses (Excluding Depreciation) . . . . . (474,369) (474,369)* (474,369)*
Depreciation . . . _ (39,708) (75,610) (88,789)... .. . .. ..

Total Operating Expense . . . 1 514,077) (549.979) (563.158). . ... .

Operating income 69,749 33,847 20,668... . . .. .. ..

Other income . . 68,672 68,672* 68,672*.. ... . .. . , ,

Interest & Other Charges . . . (54,679) (54,679)* (54,679)*.

Income From Operations (Excluding reduction to net
recoserable cost) . . . . 5 83,742 5 47,840 " 5 34.661. . . . .

Increase in Specific Prices (Current Cost) Of Proper-
ty, Plant and Equipment IIeld During The Year 5271.808 " *.

Reduction To Net Recoserable Cost 5(177,462) (71,141)... .

Effect Ofincrease in General Price Level (364,950).. .

Excess Of Increase in General Price Level Over In-
crease In Specific Prices After Reduction To Net
Recoverable Cost . (164,283). . . . . ..

Gain From Decline In Purchasing Power Of Net
Amounts Owed . . ... . .. . 151,975 151,975

Net 5(25,487) 5(12,308). . . ... . . . . . .

* Assumed to be in " average for the year" dollars and thus are not restated.

" including the reduction to net recoverable cost, the loss from operations on a constant dollar basis
would have been 5129,622 for 1979.

"* At December 31,1979, current cost of property, plant and equipment, net of accumulated depreciation
was 53,200,897, while historical cost or net cost recoverable through depreciation was $1,h47,603.
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MIDDI.E SOUTII UTILITIF4 INC. AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENIS-4 Continued)

AP&L

FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CIIANGING PRICES

.

Years Ends 4 December 31,

1979 1979 1977 1976 1975

(In 1housands of Aversae 1979 Dollars)

Operating Revenues $ 583,826 5619,143 5643,705 $505,690 5427,289
............ ..

ilistorical cost information adjusted for gen-

eralinflation
Income from operations (Excluding re-

duction to net recoverable cost) . . . . 5 47,840

Net assets at year-end at net recoverable
cost . . . . $ 491,488..... ... . ... . ..

Current cost information
Income from operations (Excluding re-

duction to net recoverable cost) . $ 34,661..

Excess of increase in general price Icvel
over incicase in specific prices after
reduction to net recoverable cost . . $ 164,283.

Net assets at year-end at net recoverable
cost . . $ 491,A88, . ... .. .... .. .

Generalinformation
Gain from decline in purchasing power

of net amounts owed . $ 151,975... ..

Average consumer price index . . 217.4 195.4 181.5 170.5 161.2.

No'rn: The statement requires that historical cost information adjusted for general inflation and current
cost information be provided for 1979 and subsequent years. Comparable information is not readily available

; for the years prior to 1979 and thus is not provided.

,
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AllDDI.E SOUTil UTILITIES, INC. AND SUBSIDIARIES

NOTES TO l'IN ANCI AI, STAI EM ESNContinued)

LP&I,

STATESfENT OF INCO,\fE FROSI OPERATIONS AND OTIIER FINANCIAL DATA
AI) JUSTED FOR EFFECTS OF CIIANGING PRICFS

FOR Tile YEAR ENDED DECENIHER 31, 1979

Adjusted For Adjusted For
As Reported in General Changes la
The Financial Inflation Specific l* rices

Natements (Constant Dnitars) ICurrent Costs)
(In Thousands) .

Revenues. 5 557,476 5 557,476* $ 557,476*.. . . . .

Operating Expenses (Excluding Depreciation) . . (442,752) (442,752)* (442,752)*
Depreciation . . . . (40,863) (84,144) (85,095)

Total Operating. Expense . (483,615) (526,896) (527,847). . . .

Operating Income . . 73,861 30,580 29,629. . .

Other Income . . 47,393 47,393* 47,393*. . .. . . . . .

Interest & Other Charges (56,125) (56,125)* (56,125)*. . .. .

Income From Operations (Excluding reduction to net
recoverable cost) $ 65,129 $ 21,848 " $ 20,897. . . .

Increase in Specific Prices (Current Cost) Of Proper-
ty, Plant And Equipment IIeld During The Year . . $ 201,029'"

Reduction To Net Recoverable Cost $(151,872) (21,094). . . .

Effect Of increase In General Price Level (330.856)
Excess Of Increase in General Price Level Over In-

crease In Specific Prices After Reduction To Net
Recoverable Cost . (150,921). . .

Gain From Decline in Purchasing Power Of Net
Amounts Owed . . . 139,841 139,841. . . . .

Net $(12,031) $ (11,080). . . .. ...

* Assumed to be in "aserage for the year" dollars and thus are not restated.

" including the reduction to r.et recoverable cost, the loss from operations on a constant dollar basis
would have been $146,773 for 1979

'" At December 31,1979, current cost of property, plant and equipment, net of accumulated depreciation
was $2,902,015, while historical cost or net cost recoverable through depreciation was $1,715,112.
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MIDDI.E SOUlil UTil.ITIES, INC. AND SUllSIDIARIES

SOI L's To l'IN A NCI AI. hT AT DI ENTS-4Continuedi

I.l'A I,

I FIVE. YEAR COMPARISON OF SEl.ECTED SUPPI.EMENTARY FINANCIAI. DATA

ADJUhTED FOR EITECTS OF CHANGING PRICFS

Years Iaded December J1

1979 1974 1977 1976 1975 _
(la Thovunds or Average 1979 Dollars)

Operating Revenues . $ 557,476 $507,758 $453,906 $422,402 $357,178.. . .. . .. ... .. .

flistorical cmt information adjustedJhr general in-

flation
Income from operations (excluding reduction

to net recoverable cost) $ 5.099.... . .....

Net assets at year-end at net recoverable cost . $ 461,943

Current cost information
Income from operations (excluding reduction

to net recoverable cost) . $ 4,148..... . .

Excess of increase in general price level over
increase in specific prices after reduction to

;

net recoverable cost . $ 150,921... . . . . .

Net assets at year-end at net recoverable cost . $ 461,943

Generalinformation
Gain from decline in purchasing power of net

amounts owed . $ 139,841..... ... ..

Average consumer price index . 217.4 195.4 181.5 170.5 161.2... .. .

Noti;: The statement requires that historical cost information adjusted for general inflation and current
cost information be provided for 1979 and subsequent years. Comparable information is not readily available
for the years prior to 1979 and thus is not provided.
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MIDDLE SOUTl! UTILITIES, INC. AND SUBSIDIARIES
j
1

NOTES 7011N ANCI AL STATDIENTS-(Continued) i

!

MP&L

STATEMENT OF INCOME FROM OPERATIONS AND OTIIER FINANCIAL DATA'

ADJUSTED TOR EFFECTS OF CIIANGING PRICES

FOR TIIE YEAR ENDED DECEMBER 31, 1979

Adjusted For Adjusted For
As Reported In General Ganges In
The Financial Inflation Specific Prices

Statements (Constant Ibtlars) (Current Costs)
(In Thousands;

Revenues . S 436,524 5 436,524* $ 436,524*..... .... . .... ... . . ........

Operating Expenses (Excluding Depreciation) (374,564) (374,564)* (374,564)*...

Depreciation. . . . . . . . . . (21,974) (40,397) (47,172)..... . .... .... .

Total Operating Expense. . . . (396.538) (414,961) (421,736)..... . .. ..

Operating Income . . . . . . . 39,986 21,563 14,788.. ... . ..

Other Income . . . . . . . .. . . ..... . 2,502 2,502* 2,502*
Interest & Other Charges . (19,907) (19,907)* (19,907)*. ... . ....

Income From Operations (Excluding reduction to net
recoverable cost) $ 22,581 5 4,158 " $ (2,617). . ... .. .. ...... .

Increase In Specific Prices (Current Cost) Of Property,
Plant And Equipment IIeld During The Year . . . . . 5 262,692 " *

Reduction To Net Recoverable Cost . $ (46,794) (110,103)... ...

Effect OfIncrease In General Price Level . (192,607).. . ..

Excess Of Increase In General Price Level Over Increase
In Specific Prices After Reduction To Net Recoverable
Cost . . (40,018). . ....... . .. . ..... .....

Oain From Decline In Purchasing Power Of Net
Amounts Owed . . 44,253 44,253. .. ... . . ... ....

Net 5 (2,541) $ 4,235... .. ... . .. ... . .. . ...

* Assumed to be in " average for the year" dollars and thus are not rstated.

Including the reduction to net recoverable cost, the loss from operations on a constant dollar basis"

would have been 542,636 for 1979.

"* At December 31, 1970, current cost of property, plant and equipment, net of accumulated
depreciation was $1,194,994, while historical cost or net cost recoverable through depreciation was $532,574.
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SIIDDI.E SOUTII UTil.ITIFS, INC. AND SUllSIDI ARIES'

SUI lN IO FIN ANCI Al. NTAI DI ENTS-4 Continued)

s

SIP &I.

FIVE-YEAR CONIPARISON OF SEI.ECTED SUPPLESIENTARY FINANCIAI. DATA

ADJUSTED FOR EFFECTS OF CIIANGING PHICFS
' Years Fnded December 31.

1979 197R 1977 1976 1975

(in Thousands of Average 1979 Dollars)

Operating Revenues 5436.524 5445,343 5437.610 5393,712 5323,749
.. . ...... .... .

llistorical cmt information adjustedfor gener-,
'

alinflation
income from operations (excluding re-

duction to net reemerable cost) . . . . . . 5 4.158
~i

Net assets at ye r-end at net recoverable
cost . . 5160,925........ . .......

Current cost infbrmation
income from operations (excluding re-

*i
duction to net recoverable cost) . . 5 (2,617).

|
Excess of increase in general price level

mer increase in specific prices after re-
duction to net recoverab;e cost. 5 40,018.....

Net assets at year-end at net recoverable
cost $160.925

|
. . ... .. . . ... ..

} Generalinfbrmation
'

Gain from decline in purchasing power
; of net amounts owed . . . . . . . 5 44,253.

As erage consumer pricc index . . . . 217.4 195.4 181.5 170.5 161.2

Note: The statement requires that historical cost information adjusted for general inflation and current'

cost information be provided for 1979 and subsequent years. Comparable information is not readily available
for the years prior to 1979 and thus is not provided.

f
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AllDDLE SOUTil UTILITIES, INC. AND SUBSIDIARIES
|

NO I FS TO FINANCI AI. STAI LM ENTWContinued

NOPSI |

STATEAIENT OF INCONtE FRONI OPERATIONS AND OTIIER FINANCIAL DATA |
ADJUSTED FOR EFFECTS OF CIIANGING PRICES

FOR TIIE YEAR ENDED DECESlHER 31, 1979

Adjusted For Adjusted For
As Reported la Generai Changes la
The Financial Innation Specific l' rices

Statements (Constant Dollars) (Current Costs)
(In Thousands)

Revenues . . . 5362,652 5362.652* $362.652'... .... ... ... ....

Operating Expenses (Excluding Depreciation) . . . (331,230) (331,230)* (331,230)*. ,

Depreciation . . . . . . . (13,379) (25,973) (32,419).. .... . . . .

Total Operating Expense . . (344,609) (357,203) (363,649). .. ..

Operating Income . . . . . . . .. .. .. .. . 18,043 5,449 (997)
Other Income . . . . . . . 1,230 1,230* 1,230*..... .. .. ... . . .

Interest & Other Charges (9,263) (9,263) * (9,263) *....... . ..........

Income From Operations (Excluding reduction to net
recoverable cost) . . . . . . . . . . . 5 10,010 $ (2,584)" $ (9.030). .. . .

Increase In Specific Prices (Current Cost) Of Proper.
ty, Plant And Equipment IIeld During The Year . . 5 65.045 " *

Recuction To Net Recoverable Cost . 5(17,581) (633). . .... .. .

Etreet Of increase In General Price Level (75,547)... ..

Excess Of Increase In General Price Level Over In.
crease In Specific Prices After Reduction To Net
Recoverable Cost . (11,135). .. .... . . .. . .....

Gain From Decline In Purchasing Power Of Net
Amounts Owed . . . 20,428 20,428.......... ... . ...

Net 5 2,847 5 9,293
!. .. .... ..... .. .... ... .

* Assumed to be in " average for the year'' dollars and thus are not restated.

" Including the reduction to net recoverable cost, the loss from operations on a constant dollar basis
would have been 520,166 for 1979.

'" At December 31,1979, current cost of property, plant and equipment, net of accumulated depreciation
was $642,825, while historical cost or net cost recoverable through depreciation was $249,690.

i
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: MIDDI.E SOUTH UTILITIES, INC. AND SUBSIDIARIES
!
1

SO1 FN TO F IN ANCI AI, STATEM ENTS-4Concladed)
:

NOPSI

FIVE YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA

ADJUSTED FOR EFFECTS OF CIIANGING PRICES

Years Fnded December 31.

1979 1978 1977 1975 1975 I

(In Thousands ot Averase 1979 Dollars)
5362,652 5331,838 5324,706 5280,742 5237,717Operating Revenues ........ ... .... .......

Historical cost information adjusted for general in-

flation
income from operations (excluding reduction

to net recoverable cost) . . . . . . . . . 5 (2.584)....

Net assets at year.end at net recoverable cost . . 5 74,553

Current cost information
income from operations (excluding reduction

to net recoverable cost) 5 (9,030)........ .. ...
,

Excess of increase in general price level over
increase in specific prices after reduction to
net rece rable cost . $ 11,135... ... ...... ...

Net assets at year-end at net recover:ble cost . . 5 74.553'

Generalinformation
Gain from decline in purchasing power of net

amounts owed . . . . . 5 20,428.. . .. ..... ....

Average consumer price index . . . . . . . . . . . . 217.4 195.4 181.5 170.5 161.2

Nort: The statement requires that historical cost information adjusted for general in!!ation and current
cost information be provided for 1979 and subsequent years. Comparable information is not readily available
for the years prior to 1979 and thus is not provided.

!
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INDEX TO SUPPL.EMENTAL SCilEDULES AND ADDITIONAL INFORMATION
REQUIRED BY TIIE SECURITIFS AND EXCIIANGE COMMISSION

m.w pg
i Ill Investments in, Equity in Earnings of, and Dividends Received
| From Affiliates and Other Persons

1979 and 1978:
Middle South Utilities, Inc. S-2...... .......... . ...

,

V Utility Plant
1979 and 1978:

I Middle South Utilities, Inc. and Subsidiaries . . . . S-3-5-4. . . . .

5-5Arkanus Power & Light Company . . . . . . . . . . . . .

Louisiana Power & Light Company . . . . . . . . . . . . . S-6

S-7Mississippi Power & Light Company . . . . . . . . . . . . .
1

New Orleans Public Service Inc. . . . . . . . . . . . . . S-8. . .

VI Accumulated Depreciation and Amortization
1979 and 1978:

Middle South Utilities. Inc. and Subsidiaries . . . . . . . S-9 & S-10
.<

Arkansas Power & Light Company . . S-l1. . . . . . . . . .
1

S-123 Louisiana Power & Light Company . . . . . . . . . .

;

Mississippi Power & Light Company S-13. . . . . . . . . . ..

New Orleans Public Service Inc. S-14'
.. . . . . .

Xil Reserves
! 1979 and 1978:
' Middle South Utilities, Inc. and Subsidiaries . S-15. . . . .

S-16Arkansas Power & Light Company . . . . . .

S-17Louisiana Power & Light Company . . . . . . . . . . .
,

Mississippi Power & Light Company . . . S-18' . . .

S-19New Orleans Public Service Inc. . . . . . . . . . .

Schedules other than those listed above are omitted because they are either not required. not applicable

or the required information is shown in the financial statements .ir notes thereto.

Columns omitted from schedules filed have been omitted because the information is not applicable.

Separate financial statements of The Arklahoma Corporation (AP&L owns 34% of the capital stock and;

uses the equity method of accounting) have been omitted since it does not constitute a significant subsidiary.
,

i

i
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MIDDLE SOUTil UTILITIES, INC.
SCliFDULE III-INVESTMENTS IN, EQUITY IN EARNISGS OF, AND DIVIDENDS

NECEIVED FRO %f AFFILIATES AND OTilER PERSONS

Years Ended December 31,1979 and 1978

fin Thousands Encept Share As ounts)
|

Column A Column R Column C Column D Column E
Halance at Heginning Balance at End

of Perind Additions Deductions of Period
Equity Distribution

Number of Taken Up of Earninas Number of
Shares or in Earnings by Persons Shares or
Units- (Immes)of in % hich Units-

Principal Afhliates Earninas Principal
Amount Amount and Other (Imsses) Amount

Name ofInsmer and of Bonds in Dollars Persons for Other Were Other of Honds Amount inDescription of Investment and Notes (a) the Period (b) Taken Up (c) and Notes lh>llars
Year Ended December 31,1979:

A P&l, Common Stak , 31,836,773 5 479,408 5 66.268 5 30,0(n 5 57,060 - 34,236,773 5 518,617
LP&I, Common Stock . 53,776,000 417,192 49.688 75,000 52,673 51,765 65,140,000 487,441, ,

M P& L, Common Stock 4,540,000 169,038 20,197 - 19,432 - 4,540,000 169,8M
NOPSI, Common $tak , 5,935,900 78,812 9,N S - 9,189 - 5,935,900 78,668
Ark-Mo, Common Stock , 4.691,988 28,810 3,020 - 3,440 675 4,691,988 27,715
MSE. Common Stock . 272,000 353,732 47,517 113,700 - - 385,700 514,949
MSS:.

Common Stock 2,000 20 - - - - 2,000 20
Notes .- 5 6,626 6.626 - - - - 5 6,626 6.626

Total . 51,533.638 5195,735 5218,700 5141,794 5 2.440 $1.803,840, ,

Year Ended December 31, 1978:
A Pal, Common Stock , 30,636,773 5 438,602 5 73,600 5 15,000 5 47,793 - 31,836,773 5 479,408
LPAL. Common Stock , 46,200,000 363,763 45,636 50,000 42,194 513 53,776,000 417,192
M P& L. Common Stock 4,540,000 160,374 26,461 - 17,797 - 4,540,000 169,038
NOPSI, Common Stock . 5.935,900 77,562 9,678 - 8,429 - 5,935,900 78,812,

Ark.Mo, Common Stock 4,691.988 28.226 3,587 - 3,003 - 4,691,988 28,810
MSE, Common Stock , 219,000 265,121 35,611 53,000 - - 272,000 353,732
MSS:

Common Stock 2,000 20 - - - - 2,000 20
Notes . 5 6,626 6,626 - - - - 5 6,626 6,626,

Total . 51,340.294 5194,573 5118.000 5119,216 513 51,533,638.

(a) Represents 100% ownership interest.
(b) Investment in common stock of subsidiaries by MSU,
(c) Charges to subsidiaries' retained earnings not recognized by MSU,

e S-2
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MIDDLE SOUTil UTII.ITIES, INC. AND SUBSIDIARIFS
!
,

SC11LDUI.E V-trill.ITY Pl. ANT

Year Ended December 31, 1979

(InThousandst
i

Column A Column Il Onlumn C Column D Column E Column F

Other
Changes-

IIslance at Debits llalance

(.laulfication Heginning Additions itetirements (Creditsi at End

(Note ll of Period at Cost or Sales (Note 21 of Perk >d

Electric Utility Plant:
Intangible. . . 5 424 $ 16 - - 5 440

.... .. .. ...
1,439,807 25,872 $ 4,429 $ (6) 1,461,244

Production . . . . . . . . . . ...

Transmission . . . . . $89,394 16,313 994 (14) 604.699

Distribution . . . . . . . . . . . . . . . . 1,300,165 94,603 13,964 14 1,380,818........ .

General . . . . . . . . . . 97,537 8,715 2,636 3 103,619

Leased to others 5,144 - -- - 5,144.....

Plant held for future use . . . . . . . . I1,296 514 10 - 11,800... .. . . .
,
i

Plant in process of reclassification . - 317 - - 317

Plant purchased or sold . . 23,685 1,796 - 87 25,568>

.. ..

Natural Gas: 2972

Intangible . . . . . . 280 17 - -'
... .. .

4.669 1 - - 4,670
Storage.... . . . ......... .

Transmision . 9.202 5,652 2 - 14,852
- .. . . .... ..

! Distribution . . . . . . . 72,625 3,587 270 - 75,942
.. ..

i General . . . . . . . . 6,280 792 269 6 6,809
.... .. .

Transit:
Land....... . 135 - - - 135

. .... . .. ...
4,109 139 3 - 4,245Way and structures . . . . . . . 11,817

Revenue equipment . 14,206 1,252 3,641 -
.. . .

General 2,631 417 193 (3) 2,852
....... ... . ...

Construction Work in Progress . . 2,465,517 916,241* 99,556 " - 3,282,202
..

Plant Acquisition Adjustments 4,917 1 - (336) 4,582
...

Total Utility Plant . 56,052,023 51,076,245 5125,967 $(249) 57,002,052
. .. ..

,

I No r t.s:
(1) All intangibles identifiable in the accounts are set forth above, and Schedule VII is omitted.

5 26,'
(2) Transfers among functional groups of accounts . . . ... . .. . . .. .... . ..

( $ 87
i Represents accumulated expenses associated with Ark.Mo/AP&L merger . . . . ... .

| Amortization of plant acqmsition adjustments . (336).. .. . . . .. ... ... .

5 (249)'

Total . . . ... . .. . . .... .. . .... .... . .. .. . .. ..

546,804
* Includes cost of nuclear core . . .. . .. . .. . .... . .... . . ..

i " Sales included the following:
565,357

) Sale and leaseback transactions . . . ....... ..... ....... .. . .

34,199Ikmk valuc of utility plant sold . . . . . . . . . . . . . . . .. .. .. .. . ..

599,'>56
Total . . . . . . .. . .. .... . . . ... ...... . . . .. . . ... ..

l
l

S.3
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MIDDLE SOUTil UTILl'IIES, INC. AND SUBSIDIARIES
i

2

scifEnUIJ: v-tntu rY PLAN T |

Year Ended December 31, 1978

(In Housands) I
'

;

Column A Column H Column C Column D Column E Colman F
Other

Changes-
Debits

Malance at (Credits) RelanceClassification Heminning Additions Retirements (Notes 2 at Fad(Note D of Period at Cost or Sales and3) of Period
,

Electric Utility Plant:
Intangible . . . . . . . . . . . 5 257 5 236 - 5 (69) $ 424 i. ...

Production . . . . . 1,405,360 34,803 5 2,169 1,813 1,439,807.. ......

Transmission 570,407 20,310 1,328 5 589,394.... .. .. ..

Distribution 1,221,760 89,079 12,176 1,502 1,300.165..... .........

General . 95,811 4,485 2,784 25 97,537. .... ....

Leased to others . 5,144 - - - 5,144.... . .....

Plant held for future use . . . I1,315 58 39 (48) I1,296.

Plant purchased or sold . . . . . - 25,736 (2,051) 23,685-

Natural Gas:
Intangible . . 53 227 - - 280. ... . .. .

Production 1 - - (1) -
.... .. . ....

Storage . . . . . . . . . . . . . 4,668 1.. - - 4,669
Transmission 8,231 865 II i17 9,202.... ..

'

Distribution 70,804 2,119 183 (115) 72,625... ... . .

General . . . . . . . . . . . . . . . . 5,917 794 426 (5) 6,280
4

Transit:
Land .. .. 135 - - - 135

*

.. . .. ... .

Way and structures . . . . . . . . . . 3,961 150 2 - 4,109
Revenue equipment . . . . . 13,131 1,075 - - 14,206...

General . . 2,396 387 152. . ... .. .. . 2,631-

Construction Work in Progress. . . 1,759,440 714,287* 8,210 " - 2,465,517
; Plant Acquisition Adjustments .. 4,493 744 - (320) 4,917..

Total Utility Plant . . . . 55,183,284 5895,366 527,480 $ 853 56.052,023

] Ncn t s:
'

(1) All intangibles identifiable in the accounts are set forth above, and Schedule VII is omitted.
(2) Transfer of gross assets from plant purchased or sold to other functional groups of accounts $3,347

(3) Transfers among functional groups of accounts . 5 192.. .. .. ... . ...... ..... ...

Transfer of the balance in plant purchased or sold to appropriate accounts. . . . . 51,296. . . .

Adjustment to capitalized lease .
(54)... .... .. ... .. ... . ... . , .... .

Represents a direct charge for costs associated with computer software . . . . . . . . . . . . . . (69)
Amortization of plant acquisition adjustments . . . . . .

(320). . .. . .... ..... ... ..

Total . . . . . . . . . 5 853... ....... ... ..... .... . ... ... .

* lncludes cost of nuclear core . . . . 58,910...... .. . .... . .. .. ... .... .......
' "

Includes cost of nuclear core sold to non-affiliates. . 58,210.. . . . .. .. .... . .. .. ..

S-4
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ARKANSAS POWER & LIGIIT COMPANY
SCilEDUI.E V-UTILITY Pl. ANT

Years Ended December 31,1979 and 1978
IIn1housands)

Column A Column 11 Column C Column Il Column E Column F

Other
Changes-

Italance at Additions Debits Italance
lleginning at Cost Retirements (Creditse at End

Classification of I'eriod (Note 31 or Sales (Notes I-4) ofl'eriod

Year ended December 31,1979
Electric Utility Plant:

$ 86Intangible . . . . . . S 86 - - -
..

Production . 472,151 $ 16,683 $ 1,866 - 486,968
. .. ....

Transmission 220,951 7,161 380 - 227,732
..... .

; Distribution 464,849 31,274 4,678 - 491,445
. .. .

General . . . . . . . . . . . . . 17,241 4,858 674 - 21,425

Plant purchased or sold . . - - - $ 87 87

Plant in process ofreelassi-
fication . . . . . - 317 - - 317

. . ..

Plant held for future use . 2,968 514 10 - 3,472
980,054Construction Workin Progress. 785,684 248,883* 54,513 " * -

Plant Acquisition Adjustments 319 - - (19) 300

Total Utility Plant . $1,964.249 $309,690 $62,121 5 68 $2,211.886

Year ended December 31,1978
Electric Utility Plant:

Intangible . . . . . $ 155 - - 5 (69) $ 86
... .

Production . 464,741 5 8,034 5 624 - 472,151
.. . ....

Transmission . . . . . . . . 218,859 2,310 218 - 220,951

Distribution . . 435,774 32,876 4,231 430 464,849
. ...

General . . . . . . . 16,721 1,565 1,045 - 17,241
.. .

Plant held for future use . 3,119 (l12) 39 - 2,968

Plant purchased or sold . . - 430 - (430) -

: Construction Workin Progress. 623,304 175,912' 13,532 " - 785,684

Plant Acquisition Adjustments 126 213 - (20) 319

Total Utility Plant . $1,762.799 $221,228 $19,689 $ (89) 51,964,249

1979 1978

Notes:
(1) Representsadirectchargeforcostsassociatedwithcomputersoftware. - $ (69)

(2) Amortization of plant acquisition adjustment . $ (19) $ (20). . .... .

(3) Represents purchase of Citizens Light & Power Company distribu-
- $ 430tion system . ... . ..... . ... . .... .. .

(4) Represents accumulated expenses associated with Ark.Mo/AP&L
$ 87 -

merger . . .. ..... .. .. .. .. . . .
-

520,314 $ 785Includes cost of nuclear core . . . .. .. .. .. ..*

" Includes cost of nuclear core (sold in 1978 to SFI) . . . . - $13,532.. .

'" Sales included the following:
$20,314 -

Sale and leaseback transactions . . . . . . . . . . . .. .. ....

llook value of utility plant sold . . . . . . . . 34,199 -
. ...... ..

Total . $54,513 -

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

S-5
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LOUISIANA POWER & LIGilT COMPANY t

SCllEDUI E V-UTII.ITY PLANT

Years Ended December 31,1979 and 1978

(In Thousands)

Column A Column H Column C Column D Column E Column F
Other

Changes-
Debits

Halance at tCredits) HolanceBeginning Additions Hetirements (Notes I, at EndOassification of Period at Cost or Saks 2 & 3) of Period
Year ended December 31,1979

Electric Utility Plant:
Intangible . . . . . . . . . . . $ 63 -- - - 5 63
Production . . . . . . . . 479,987 $ 5,100 $1,907 - 483,180.

Transmission 159,967 3,891 138 5 (8) 163,712. .... .

Distribution . . . . . . . . . . 475,478 41,351 5,766 8 511,071
General . . . . . . . . . . . . . 42,912 786 1,175 - 42,523
Leased to others . . 5,144 - - - 5,144..

Plant held for future use 4,599 - - - 4,599
Plant purchased or sold . . 23,685 1,796 - - 25,48i

Construction Work in Progress $99,496 232,341 - - 831,837
Plant Acquisition Adjustments 1,621 - - (125) 1,496

Total Utility Plant $1,792,952 $285,265 _ $8.986 $(125) 52,069,106
Year ended December 31,1978

Electric Utility Plant:
Intangible . . . . . . . . . 5 63 - - - S 63Production . . . . .. . 457,645 $ 21,208 5 736 $1,870 479,987
Transmission 159,314 808 174 19 159,967.. .. .

Distribution . . . . . . . 445,766 32,837 4,130 1,005 475,478
General . . 42,775 675 561 23 42,912. ...... .

Leased to others . . . . . 5,144 - - - 5,144.

Plant held for future use . 4,599 - - - 4,599
Plant purchased or sold . - 25,306 - (1,621) 23,685

Construction Work in Progress 393,189 219,351* 13,044 " - 599,496
Plant Acquisition Adjustment. 1,290 433 - (102) 1,( *

Total Utility Plant 51,509,785 $300,618 $18,645 51,194 51,79.

1979 1978
Notes:

(1) Transfer of gross assets from plant purchased or sold to other functional groups
of accounts . . . . . . .

- $ 2,917. .. . . .... . . . . ......... .... .

(2) Transfers among functional groups of accounts . . $ 8 -... ....... ......

(3) Transfer of the balance in plant purchased or sold to appropriate accounts. . - 5 1,296
Amortization of plant acquisition adjustments . . . . . . . . . . $(125) (102).. .. ..

Total . . . . . . .
5(125) $ 1,194. .. .. ..... .... ........... .. . .

* Includes cost of nuclear core
.... .. .. - 5 568. ........... ... . .....

" Ineludes cost of nuclear core ($4,834 sold to SFIin 1978) ......... . .. . - $13,044

S-6

_ . _ _ _



MISSISSIPPI POWER & LIGifT CO. fPANYT

SCIIEDUI.E V-UTII.ITY l'LANT

Years Ended December 31,1979 and 1978

(In 1housands)
i

Column A Column il Column C Column D Column E Column l'

Other
G anges

llalance at Additions Debits flalance at
lleginning at Cet Retirements (Credits) End of

Clawification of Period (Note D or Sales (Notes 2-4) Period

Year ended December 31,1979
Electric Utility Plant:

- 5 34
Intangible . . 5 34 - -

,

Production . . 351,646 5 1,232 5 214 5 (6) 352,658
..

Transmission . . 146,227 3,930 266 (4) 149,887

Distribution . 190,820 12,406 1,869 4 201,361
.

General . 16,220 999 131 6 17,094
..

Plant held for future use . 3,270 - - - 3,270

Construction Work in Progress 10,820 15,093 - - 25,913

Plant Acquisition Adjustments 2,588 - - (182) 2,406

Total Utility Plant . 5721,625 533,660 52,480 5(l82) 5752,623

Year ended December 31,1978
Electrie Utility Plant:

Intangible . 5 34 - - - 5 34

Production . 349,195 5 2,756 5 248 5 (57) 351,646

Transmission . 132,966 13,454 196 3 146,227
.

Distribution . 180,035 13,063 2,278 - 190,820

General. 16,120 295 195 - 16,220

Plant held for future use . 3,270 - - - 3,270

Construction Work in Progress 15,660 (4,840) - - 10,820
.

Plant Acquisition Adjustments 2,769 - - (181) 2,588

Total Utility Plant . 5700.049 524,728 $2,917 5(235) 5721,625

1979 1978

Notes:
(1) Represents increase of $33,660 and $24,728 less transfers to plant in service of

$18,567 and $29,567 in 1979 and 1978, respectively 515,093 5(4,840)
., ,

5 10 5 3(2) Transfer among functional groups of accounts . ..

(3) Amortization of plant acquisition adjustments 5 (182) 3 (181)'
.. . .

$ (54)(4) Adjustment to capitalIcase . . .
_

S.7
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NEW ORI.EANS PUlll.IC SERVICE INC.

SCIIEDt'I.E NUTIIITY Pl. ANT

Years Ended December 31,1979 and 1978
|
i

(In Thouunde |

Column A Column Il Column C Column D Column E Column F
Other |Changes-

illalance at Debits Italance at !Reginning Addition Retirements (Credito End of IClanification of Period at Cost or Sales (Note D l'eriod
Year ended December 31,1979

Electric Utility Plant:
Production . . 5128,886 5 2,846 5 442 - $131,290
Transmission 33,644 71 36 - 33,679
Distribution . . 129,495 7,016 1,265 - 135,246.

General . . . . . . 16,631 1,736 481 5 (3) 17,883..

Plant held for future use . 279 - - - 279Natural Gas:
Transmission 688 5,607 - - 6,295Distribution . 55,224 2,889 213 - 57,900..

General . 5,327 447 203 6 5,577. .

Transit:
Land. . 135 - - - 135Way and structures . 4,109 139 3 - 4,245.

Res enue equipment . 14,206 1,252 3,641 - 11,817.

General . . . .. ... 2,631 417 193 (3) 2,852
, Construction Work in Progress 3,243 1,542 - - 4,785

Total Utility Plant . 5394,493 523,962 56,477 - 5411.983
Year ended December 31,1978

Electric Utility Plant:
Production . 5126,663 5 2,783 5 560 - $128,886. .

Transmission 34,175 24 555 - 33,644.

Distribution . . 123,300 6,994 847 5 48 129,495.

General . . . . . . .. 15,938 1,549 856 - 16,631
Plant held for future use . 327 - - (48) 279Natural Gas:
Transmission - 688 - - 688.

Distribution 53,616 1,744 139 3 55,224. . .

General . 4,999 710 379 (3) 5,327. .

Transit:
1.and . 135 - - - 135Way and structures . 3,961 150 2 - 4,109. .

Revenue e 13,131 1,075 - - 14,206General . quipment . .

2,396 387 152 - 2,631...... . .

Construction Work in Progress . . 1.643 1,600 - - 3.243.

Total Utility Plant . 5380.284 517,704 53,490 - $394,498

1979 197ft
Note:

(1) Transfers among functional groups of accounts . 56 551..

- _ _ .
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MIDDLE SOUTil UTILITIES, INC. AND SUBSIDIARIES

SCilEDUI.E VI-ACCUSIUt.ATED DI:PRECI ATION AND A%f 0RTIZA1 ION OF PROPERTY

Year Ended December 31, 1979

tin Thousands)

Column A Column H Column C Column D Column E Column F

Other
Additions Deductions Changes

Charged
Balance at Charged to to Other Retirements. Add Balance at;

Heginning income Accounts Renewals, and (Deduco End of

Desc'iption of Period (Note D (Note 2) Replacements (Note J7 Period

i Accumulated depreciation of
utility plant:

Electric:
Intangible . . . . . . . S 58 5 63 - - - $ 121

Production . . 414,204 50,333 $1,096 53,037 - 462,596
..

Transmission . . . . 150,946 14,390 - 663 5114 164,787 !

Distribution . . . . . . 384,177 46.707 - 11,035 (58) 419,791

L General . . . . . . . . . . 38,582 3,258 1,761 2,259 26 41,367

Leased to others . . . 2,232 346 - - - 2,578

Natural Gas:
Intangible 87 68 - - - 155'

.. ..

Production . . . . . . . (11) 6 - - - (5)
Storage ...... 1,161 212 - - - 1,373

.

Transmission 3,436 540 - 2 20 3,994,

...

Distribution . . . . . . 26,266 2,061 - 394 (7) 27,926

2.671 209 86 242 23 2,747General . . ..

Transit:
Way and structures . 1,395 91 - 11 - 1,475

,
Revenue equipment 12,367 872 - 3,640 - 9,599

General . . . . . . . . . . 685 149 - 174 - 660'

Total . . . 51,038,256 $119.305 $2,943 521,457 $118 $1,139,164
...

Accumulated depreciation of
non-utility property . . . . . . $ 124 % 30 - - - $ 154

Notes:
(1) Accumulated amortization of utility plant acquisition adjustments classified as depreciation.
(2) Provision on basis of usage or estimated life of transportation equipment (automobiles,

trucks and aircraft) charged to clearing accounts and allocated on the basis of the use of such
$1,847equipment . . . .. .. .... . . . . .. ... . .. .. ..

1.096Amortization of pipelines charged to fuel expense . . .. . . .*

Total . . . . . $2.943
.. . .. .. . . .. . . . .. .. .

. . ..... . . .. . S 50(3) Transfer of reserve from plant purchased or sold .
Transfer of reserve applicable to property transferred between departments and subsidiary I.

Accumulated depreciation on equipment purchased under a lease-purchase agreement . 59
!

8Accumulated depreciation on property acquired . .. .. . . ... . .. ..
,

Total . . . . . $ 118
... . .... .... .. .. . . ... . . .. ... . ....

,

| S-9
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1

MIDDI.E SOUTII UTII.ITIES INC AND SUBSIDIARIES
M'lIFDUI.E 1,I-ACCOM UI.A1EI) DI:l'HECl A IION AND AMON II/.ATION OF l'ROl'ERTT

Year Ended December 31, 1978

(In 1 housands)
_

Column A Column il Column C Calumn D Colmnn E Column F
Other

Additions Deductions Changes
Charged

Balance at Charged to to other Hetirements. Add flatance at
fleginning income Accounts Nenewals and t Deduct) EndefDescription of l'eriod tNote D (Note 2) Replacements tNote 3) l'eriod

Accumulated depreciation of
utility plant:

Electric:
Intangible . . . . . . . 5 3 $ $5 - - - 5 58
Production . . . 366,086 46.804 51,890 $ 1,434 5 856 414,204..

'Iransmission . I37,696 14,198 102 1,110 60 150,946.

Distnbution . . . . . 348,541 44,829 183 10,306 93G 384.177.

General . . . 35.431 3.159 2,215 2,246 22 38,582... .

Leased to others. . 1,886 346 - - - 2,232
Natural Gas:

Intangible . 24 63 - - - 87. .

Production . . . . . . (16) 5 - - - (II)
Storage. 949 212 - - - 1,161. .

Transmission . . . . . 3,096 241 110 11 - 3,436
Distribution . 24,466 1,985 30 235 20 26.266.

General . . 2,773 209 66 378 1 2.671. .

Transit:
Way and structures . 1,938 87 - 630 - 1,395
Revenue equipment . . I1,878 477 - (12) - 12,367
General . . . . 951 133 - 399 - 685...

Total . . . . . $935,702 5112,803 54,596 516.737 51,889 $1,038,256.

Accumulated depreciation of
non-utility property. . 5 93 5 31 - - - 5 124

Notes:

(1) Accumulated amortization of utility plant acquisition adjustments classified as depreciation.
(2) Provision on basis of usage or estimated life cf transportation equipment (automobiles,

trucks and aircraft) charged to clearing accounts and allocated on the basis of the use of such
equipment . .. ...... ......... . . . .. ... . . .. . ... ...... 52,706
Amortization of pipelines charged to fuel expense . _1,890.. .. ... . .... .. ...... . ...

Tot al . . . . . . . . . . . . . . 54,596. .... . . . .. . .. . .. .....

(3) Accrued depreciation on acquisition of Citizens Light & Power Company . . . . . . 5 282.. .

Transfer of reserve from plant purchased or sold . . . . . . . 1,349.. . . .... ... . ...

Reserve applicab!: to property transferred between departments and subsidiary 146.. . ...

Accumulated depreciation on equipment purchased under a lease. purchase agreement. . 89...

Adjustment for depreciation recorded on buildings sold in 1976 . 23
"

.. . .. .. .. .

Total . 51,889. ... . ... .. . .. ... . .. . .. .... .

S.10
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ARKANSAS POWER & I.IGIIT COMPANY

SCllEDUI.E VI-ACCUMUI.ATED DEPHECI ATION AND AMONTI7.ATION OF PHOPEN TY

Years Ended December 31,1979 and 1978

(In Thou*sads)

Column A Column H Cof umn C Column D Column E Column F

Other
Additions Deductions Changes

Charged
llalance at to Other Hetirements. Add llalance
Heginning Charged to Accounts Henewals and (Deduct) at End

Description of Period Income (Note I) Replacements (Notes 2 and 31 or Period

Year ended December 31,1979
Accumulated deprec.'ation of

utility plant:
Electric:

Production . . . . $133,973 $17,006 - $1,526 - $149,453

Transmission . 53,619 5,518 - 359 - 58,778
..

Distribution . 136,163 16,598 - 4,104 - 148.657
..

General . . . . 7,440 586 5 45 512 - 7,559

Total . . . . . . . $331,195 $39,708 5 45 $6,501 - $364.447

Accumulated depreciation of
non-utility property . . . . . $ 28 $ 1 - - - $ 29

Year ended December 31,1978
Accumulated depreciation of

utility plant:
Electric:

Production . . . . $117,726 $16,840 - 5 593 - $133,973

Transmission 48,490 5,310 - 181 - 53,619
.

. . 123,850 15,699 - 3,668 $282 136,163Distribution
General . . . 7,382 516 5267 748 23 7,440

.

Total $297,448 $38,365 $267 $5.190 $305 $331,195
. ...

Accumulated depreciation of
non utility property . . . . . $ 25 5 3 - - - $ 28

1979 1978

Notes:
(1) Provision on basis of usage of transportation equipment (automobiles, trucks and

aircraft) charged to clearing accounts and allocated on the basis of the use of such
$ 45 $267equipment . .... . . . . . . .. .. . . ... . .. .. . ... .
___.

(2) Accrued depreciation on acquisition of Citizens Light & Power Company. . . -- $282. .

$ 23(3) Adjustment for depreciation recorded on buildings sold in 1976 . . . . . . . . . . _ - -...

S-Il
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LOUISIANA POWER & LIGHT COMPANY

SCIIEDt11.E VI-ACC11%f tJI.ATED DEPHECI ATION AND ANIORTIZATION OF PROPERTY

Years Ended December 31,1979 and 1978

(In Thousands)

Column A Column H Column C Column D Column E Column F
Other

Additions Deductions G anges
Charged

Halance at to Other Hetirements, Add Halance
Heginning Garged to Accounts Renewals and (Deduct) at End

Description of Period Income (Note D Replacements (Note 2) of Period

Year ended December 31,1979
Accumulated depreciation of

utility plant:,

1 Electric:
Production . . . $117,756 $15,045 S 986 - $131,815... . . -

Transmission 46,457 4,473 - 189 5 1 50,742.. . . .

Distribution . . 132,942 19,397 - 3,636 (72) 148,631.. . .

General . . . . . 18,196 1,602 $1,482 1,052 - 20,228.. ... .

i
Leased to others . . 2,232 346 - - - 2,578. ..

Total . $317,583 $40,863 51,482 $5,863 $ (71) $353,994. ... ... .

Year ended December 31,1978
Accumulated depreciation of

utility plant:
Electric:

Production . 5103,361 514,258 S 720 $ 857 5117,756.. . . -

Transmission 42,202 4,342 - 57 (30) 46,457. .. .. .
'

Distribution . . I17,506 17,874 - 2,961 523 132,942.. . . ...

General . . . 15,404 1,569 $1,688 464 (1) 18,196... .. . .

Leased to others . . 1,886 346 - - - 2,232...

Total . 5280,359 538,389 $1,688 54.202 $1,349 $317,583......

Notes: 397' I'78

(I) Provision on basis of estimated life of transportation equipment (automobiles and
trucks) charged to a clearing account and allocated on the basis of the use of such

i equipment . . 51,482 $1,688... .. . .. . . . . .... . .. ..... .

(2) Transfer of reserve from plant purchased or sold 5 (79) 51,349. ... ... .. .......

Accumulated depreciation on property acquired. 8 -.. ...... . ... ..

Total . 5 (71) 51,349.. . .. . .. . .. . . ... . ....

S.12
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SilSSISSIPPI POWER & I.IGIIT CONIPANY

SCIIEDUI.E VI-ACCUSICI.A1ED DEPHECI ATION AND A%10RTIZATION OF PHOPER1Y

Years Ended December 31,1979 and 1978

(in Thousands)
_ _ _ _

Column A Column Il Column C Column D Column f Column F
Other

Additions Deductions Changes

Charged
Italance at to Other Hetirements. Add llalance
lleginning Charged ta Accounts Renew als and (Deduct) at fnd

I)escription of Period Income (Note 1) Replacements (Note 2) of Period

Year Ended December 31,1979
Accumulated depreciation of

utility plant:
Electric:

Production . $99,752 513,859 51,096 5 189 - $114,518
.. .

Transmission 32,430 2,690 - 112 559 35,067

Distribution . 59,294 5,120 - 1,624 - 62,790
. ..

General . . 5,823 305 86 113 - 6,101
.

Total . $197,299 $21,974 51,182 52,038 $$9 5218,476

Accumulated depreciation of
non-utility property . 5 75 5 25 - - - 5 100

Year ended December 31,1978
Accumulated depreciation of

utility plant:
Electric:

Production . . 5 86,793 511,337 51,890 5 268 - 5 99,752

Transmission 29,620 2,873 - 152 589 32,430
.

Distribution 55,393 5,941 - 2,040 - 59.294
.

General . 5,518 377 96 168 - 5,823
..

Total . 5177,324 520,528 51,986 52,628 $89 5197.299
.

Accumulated depreciation of
non-utility property . 5 50 5 25 - - - 5 75

'"' 8"8
Notes:
(1) Provision on basis of estimated life of transportation equipment (automobiles,

trucks and aircraft) charged to a clearing account and alkicated on the basis of
5 86 5 96the use of such equipment . . . .

Amortization of pipelines charged to fuel expense 1,096 1,890
.

Total 51.182 51,986
. . .

(2) Accumulated depreciation on equipment purchased under a lease-purchase
5 59 5 89agreement . .. ...

i
,

S-13
|

!

!
i

I



_

|

|NEW ORI.EANS PUBI.lC SERVICE INC. '

$,CilEDUI.E VI-ACCUMUI.ATED DEPRECIATION AND AMORTIZATON OF PROPERTY

Years Ended December 31,1979 and 1978
,

(In Thousands)

Column A CMumn Il Column C Column D Column E Column F
Other

Additions Deductions Changes

Charged
Italance at to Other Retirements, Helance
flesinning Charged to Accounts Renewalsand Add at EndDescription of Period Income (Note) Replacements (Deduct) of Period I

Year ended December 31,1979
'

Accumulated depreciation of
utility plant:

Electric:
Production . . . . S $8,117 5 4,157 - $ 336 - 5 61,938.....

Transmission . . . . . 11,625 1,051 - (171) - 12,847..

Distribution . . . 42,959 4,264 - 1,285 - 45,938. ..

General . . . . . 5,696 667 $35 407 - 5.991..

Natural Gas:
Transmission . . . . . . . . . 51 343 - - - 394
Distribution . . 20,003 1,616 - 337 - 21,282.. .

General . . . . . . . . . . . 2,120 169 56 176 - 2,169.

Transit:
Way and structures . 1,395 91 - 11 - 1,475..

Revenue equipment . . . . 12,367 872 - 3,640 - 9,599.

General . . . . . 685 149 - 174 - 660. ......

Total . . . . . . . . . 5155,018 513.379 $91 56.195 - $162.293
'

.

Year ended December 31,1978
Accumulated depreciation of

utility plant:
Electric:

Production . . 5 53,885 5 4,084 - 5(148) - S 58,117. ... ..

Transmission . . . . I1,100 1,060 - 535 - 11,625. ..

Distribution . . . . . . . . . 39,839 4,068 - 948 - 42,959
General . 5,795 603 535 737 - 5,696.... . . .

Natural Gas:
Transmission . - 51...... - - - 51 '

Distribution . . 18,643 1,551 - 191 - 20,003....

General . . . . . . . . 7.248 176 27 331 - 2,120....

Transit:
Way and structures . . . . 1,938 87 - 630 1,395-

Revenue equipment . I1,878 477 - (12) - 12,367...

General . . . . . . . . . . . . . . 951 133 - 399 685
,

-

Total . . . . . . 5146.277 512.290 $62 53,611 - $155,018....

Note. Im im

Provision on basis of estimated life of transportation equipment (automobiles and
trucks) charged to a clearing account and allocated on the basis of the use of such . 591 562

_ _

S.14,
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MIDDLE SOUTil UTILITIES, INC. AND SUBSIDIARIES
:
t

SCllEDUI.E XII-RFSERVEN

Years Ended December 31,1979 and 1978

(In n ousands)

Column A Columa H Column C Column D Column E

Additions
Charged Deductions

. Halance at to other from Halance
Beginning Charged to Accounts Reserves at Endi

Description of Period Income (Note il (Note 21 of Period

Year ended December 31,1979

Accumulated Provisions Deducted from Assets-
$ 1,601 $3.904 - $ 3,705 $ 1,800

Doubtful Accounts. . . . . . ...... ... ........

Reserves Not Deducted from Assets:
Property insurance (Note 4) . . . . $ 7,947 $5,221 $7,478 $ 8,788 $11,858'

. . . ..

Injuries and damages (Notes 3 and 4) 4,963 4,531 2,065 5,438 6.122
.. . ..

Total . . $12.910 $9,752 $9,543 $14,226 $17,980
...... ... ... . .

Year ended December 31,1978

Accumulated Provisions Deducted from Assets-
Doubtful Accounts. . . . . . . . $ 1,046 $3,895 - $ 3,340 $ 1,6015 .. .... ... .

i
'

Reserves Not Deducted from Assets:
Property insurance . . . . . $ 8,269 $2,839 - $ 3,161 5 7,947

... .. .

Injuries and damages (Note 3) . . . 4.037 5,513 $ 412 4,999 4,963
. ... .

Total $12,306 $8,352 5 412 5 8,160 $12.910
..... ........ .. . ..

:

Notes:

(1) Charged to clearing and other accounts.

(2) Deductions from reserves represent losses or expenses for which the respective reserves were created. In
,

i

the case of the reserve for doubtful accounts, such deductions are reduced by recoveries of amounte

previously written off.'

(3) Injuries and damages reserve is provided to absorb all current expenses appropriate thereto and for the;

estimated cost of settling claims for injuries and damages.

(4) Effective during the first quarter of 1979, weain of the System operating companies commenced
recognizing deferred income taxes on reserves which resulted in no effect on net income.

* Reclassification of the property insurance reserve balances for two subsidiaries have been made to'

deferred debits for financial statement presentation.
'

;

,

.

I

l

1

l
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ARKANSAS POWER & I.IGIIT COMPANY
SCllEDULE XII-RESERV13

Years Ended December 31,1979 and 1978

(la 1housands)

Column A Column H Column C Column D Column E
AFtions

Deductions'

Halance at Charged from Ha!ance
Heginning Charged to to Other Reserves at End

Description of Period Income Accounts (Note 1) of Period
Year ended December 31,1979

Accumulated Provisions Deducted from Assets-
Doubtful Accounts. . .. $ 744 $1,171 - $ 991 $ 924... .... . ... .

Reserves Not Deducted from Assets:;

Property insurance (Note 3) . . $ 239 $2,311 - $3,963 $(1,413) *..... .. .. ...

Injuries and damages (Notes 2 and 3) . . . 670 1,776 - 1,842 604.. .
,

To tal . . . . . . . . . . . . . . . $ 909 $4.087 - $5,805 $ (809)....,

Year ended December 31,1978

Accumulated Provisions Deducted from Assets-
Doubtful Accounts. . . . . $ 410 $ 1,704 - $1,370 $ 744. . .. . .

Reserves Not Deducted from Assets:
Property insurance . . . . . . . . . . . . . . . . $ 565 $ 772 - $1,098 $ 239
Injuries and damages (Note 2) . 570 1,856 - 1,756 670... . . ...

Tot al . . . . . . . . . . . .... .. $1,135 $2,628 - $2,854 $ 909

Notes:

(1) Deductions from reserves represent losses or expense:, for which the respective reserves were
created. In the case of the reserve for doubtful accounts, such deductions are reduced by recoveries of
amounts previously written off.

(2) Injuries and damages reserve is provided to absorb all current expenses appropriate thereto and for
i

the estimated cost of settling claims for injuries and damages.

(3) Effective during the first quarter of 1979, AP&L commenced recognizing deferred income taxes on'

reserves which resulted in no effect on net income.

* Reclassified to deferred debits for the purpose of financial statement presentation.

I
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LOUISIANA POWER & LIGIIT CO. IPANY%

SCllEDUI.E XII-RESEltVES

{ Years Ended December 31,1979 and 1978
!

(In Thousands)

Column A Coloma Il Column C Column D Column E
Auditions

j
O araed Deductions

j flatsace at to Other from flalance
flesinning Charged to Accounts Rewrves at End

i Description of l'eriod Income (Note D (Note 2) of I'eriod

Year ended December 31,1979

Accumulated Provisions Deducted from Assets-
Doubtful Accounts. . . . . . . . . . . $ 135 5 655 - $ 655 $ 135,

........ .

Reserves Not Deducted from Assets:
Property insurance (Note 4) . . . . . . . 53,661 5 600 $3.436 $1,905 $5,792

...

Injuries and damages (Notes 3 and 4) . . . 1,194 454 586 1,104 1,130

Total . . . . $4,855 51,054 $4.022 $3,009 $6.922...... . ..... . ....

' Year ended December 31,1978
Accumulated Dovisions Deducted from Assets-

Doubtful Accounts. . . $ 135 5 468 - $ 468 $ 135'
... .... .....

Reerves Not Deducted from Assets:
Property insurance . . . . . . . . . $3,691 5 634 - $ 664 $3,661

.... .

injuries and damages (Note 3) . . . . 874 1.035 5 343 1,058 1,194
....

$4.565 $1,669 $ 343 51,722 $4,855s

Total . . . . . ......... ...... ..

Notes:
(1) Charged to clearing and other accounts.
(2) Deductions from reserves represent losses or expenses for which the respective reserves were

created. In the case of the reserve for doubtful accounts, such deductions are reduced by recoveries of
amounts previously written off.

(3) Injuries and damages reserve is provided to absorb all current expenses appropriate thereto and for
the estimated cost of settling claims for injuries and damages.

(4) Effective during the first quarter of 1979, LP&L commenced recognizing deferred income taxes on
'

its property insurance reserves and on its injuries and damages reserves.

:

t-
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SilSSISSII'I'I l'OWER & I.IGIIT CONil'ANY
|

SCill.l>UI.I. Xil-RI SI.RVI 5 '

Year Ended December 31,1979 and 1978 I

tin 1housands) I

- !Column A Column il Column C Column 1) Column E
Additions

I) eductions
llatence at ( harged frmn llalance
lleginning Charged to to Other Reserves atl'ndDescription of l'etimi income Accinants t. Note 11 saf l'eti,xt

Year ended December 31,1979

Accumulated Provisions Deducted from Assets-
Doubtful Accounts. $ 154 $ 448, - $ 448 $ IM. .

Reserses Not Deducted from Assets:
_ _ . _ _ _ _. _

Property insurance (Note 3) . 5 900 $1.848 $899 $2,283 $1,364.

Injuries and damages (Notes 2 and 3) . . 1,387 636 --_ 947 1,076
Total $2,287 $2.484 5899 $3.230 $2,440.

Year ended December 31,1978

Accumulated Provisions Deducted from Assets-
Doubtful Accounts. $ 154 5 440

$J_O $ 154,

Reserses Not Deducted from Assets:
_ _ . _ _

_--
_

Property insurance . $ 570 $ 380 - 's 50 $ 900
Injuries and damages (Note 2) . 1 291 629 - 533 1,387

Total $ 1,861 $ 1,009 - $ 583 $2,287
_ . _ _ -

Notes:

(1) Deductions from reserves represent losses or espenses for which the respective reserves were
created, in the case of the reserse for doubtful accounts, such deductions are reduced by recoveries of
amounts presiously written off.

(2) Injuries an<! damages reserve is provided to absorb all ctarent expenses appropriate thereto and for
the estimated cost of settling clairns for injuries and damages.

(3) liffective during the first quarter of 1979, MP&I. commenced recognizing deferred income taxes on
reserses which resulted in no effect on net income.

S 18
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NEW ORI.EANS PUBI.lC SERVICE INC.
.

scister)t:1.E Xil-Rl3ERVIS
1

1
; Years Ended December 31,1979 and 1978

tin thousands) -

Column A Column H Column C Column il Column E
! Additions'

Charged
to ()ther Deductions

1

llalance at Accounts from Balance
Heginning Charged to (Notes 1 Reserves at End

Description of l'eriod Income and 41 tNote 21 of l'eriod

Year ended December 31,1979

Accumulated Provisions Deducted from Assets-
Doubtful Accounts. . . . . . $ 370 $1,309 - $1,179 $ 500

. .. .. . .. ..

Reserses Not Deducted from Aswts:
Property insurance (Note 4) . . . . . . $3,021 $ 360 $3,143 $ 343 $6,181

4 .. ...

Injuries and damages (Notes 3 and 4) . 1,475 1.602 1,479 1,476 3,080
. .

Total . . . . . . 54,496 $1,962 $4,622 $1,819 $9,261'
. .. . .......

Year ended December 31,1978

Accumulated Prosisions Deducted from Assets-
2 Doubtful Accounts. 5 270 $1.086 - $ 986 $ 370

.. .. . ... . .

; Reserses Not Deducted from Assets:
Property insurance . , $3,329 $1,034 - $1,342 $3,021

.. .. .. .. ...

| Injuries and damages (Note 3) . . . . 1,075 1,925 5 70 1,595 1.475...

: Total 54,404 $2,959 $ 70 $2,937 $4,496
.. . ... . .. .

4

: Notes:
t

| (1) Charged to clearing and other accounts.

(2) Deductions from reserves represent kisses or expenses for which the respective reserves were
created. Iti the case of the reserse for doubtful accounts, such deductions are reduced by recoveries of

!

amounts presiously written off.

| (3) Injuries and damages reserve is provided to absorb all current expenses appropriate thereto and for

j the estimated cost of settling claims for injuries and damages.

! (4) Etrectise during the first quarter of 1979, NOPSI commenced recognizing deferred income taxes on
! reserves which resulted in no effect on net income.
.

4
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FORM 10-Q

SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d)
0F THE SECURITIES EXCHANGE ACT OF 1934

For Quarter Ended September 30, 1980

"ommission I .R.S . Employe r
File Number Company Identification No.

1-3517 FEDDLE SOUTH UTILITIES, INC. 13-5550175
( A Florida Corporation)
225 Baronne Street
New Orleans, Louisiana 70112
Telephone (504) 529-5262

0-375 ARKANSAS POWER 6 LIGHT COMPANY 71-0005900
(An Arkansas Corporation)
P.O. Box 551
Little Rock, Arkansas 72203
Telephone (501) 371-4000

*
0-1236 LOUISIANA POWER 6 LIGHT COMPANY 72-0245590

(A Louisiana Corporation)
142 Delaronde Street,

New Orleans, Louisiana 70174
Telephone (504) 366-2345

0-320 FHSSISSIPPI POWER 6 LIGHT COMPANY 64-0205830
(A Mississippi Corporation)
P.O. Box 1640
Jackson, Mississippi 39205
Telephone (601) 969-2311

1-1319 NEW ORLEANS PUBLIC SERVICE INC. 72-0273040
(A Louisiana Corporation)
317 Baronne Street
New Orleans, Louisicna 70112
Telephone (504) 586-2121

Common Stock Outstanding outstanding at September 30, 1980
Middle South Utilities, Inc. ($5 par value) 9 8,610,686

Indicate by check mark whether the registrants (1) have filed all reports
required to be filed by Section 13 or 15 (d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such short er period that the
registrants were required to file such reports), and (2) have been subject to
such filing requirements for the past 90 days.
Yes X No
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This combined Form 10-Q is separately filed by Middle South Utilities,*

Inc., Arkansas Power & Light Company, Louisiana Power & Light Company,
Mississippi Power & Light Company and New Orleans Public Service Inc.
Information contained herein relating to any individual company is filed
by such company on its own behalf. Each company makes no representation
as to information relating to the other companies.

DEFINITIONS

The following abbreviations or acronyms used in the text and notes
are defined below:

Abbreviation
or

Acronym Term

AECC........................... Arkansas Electric Cooperative Corporation
AFDC........................... Allowance for funds used during construction
AP&L........................... Arkansas Power & Light Company
APSC........................... Arkansas Public Service Commission
Ark-Mo......................... Arkansas-Missouri Power Company
Citibank....................... Citibank, N.A.
CWIP........................... Construction Work In Progress
ERA............................ Economic Regulatory Administration
FERC........................... Federal Energy Regulatory Commission
H( ! ding Company Act............ Public Utility Holding Company Act of 1935.

Ir. iependence Plant . . . . . . . . . . . . . AP&L's Independence Steam Electric
Generating Station (coal)

LP&L........................... Louisiana Power & Light Company.

MEAM........................... Municipal Energy Agency of Mississippi
Middle South System............ MSU and its various direct and indirect

subsidiaries
MP&L........................... Mississippi Power & Light Company
MPSC........................... Mississippi Public Service Commission
MSE............................ Middle South Energy, Inc.
N0 PSI.......................... New Orleans Public Service Inc.
NRC............................ Nuclear Regulatory Commission
Reynolds....................... Reynolds Metals Company
SFI............................ System Fuels, Inc.
Shell.......................... Shell 011 Company
SMEPA.......................... South Mississippi Electric Power Association
SPA............................ Southwest Power Administration
System operating companies..... AP&L, Ark-Mo, LP&L, MP&L and NDPSI
Wh i t e B lu f f P la n t . . . . . . . . . . . . . . AP&L's White Bluf f Steam Electric

Generating Station (coal)

-1-
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39th Floor
one Shell Square
New orleans, Louisiana 70139
(504)581 2727
Cable DEH ANDS

REVIEW REPORT OF IIIEP_ELIDETIT_ CERTIFIED PUBIlC ACCOUNTANTS

Middle South Utilities, Inc. ,
Its Directors and Stock!mlders:

We have made a review of the consolidated financial statements
of Middle South Utilities, Inc. and subsidiaries and the
financial statements of certain of its subsidiaries, as listed
in the accompanying index, as of September 30, 1980 and 1979
and for tha three-month and nine-month periods then ended, in
accordance with standards established by the American Institute
of Certified Public Accountants.

- A review of interim financial information consists principally
of obtaining an unders tanding of the system for the preparation

~
of inte~1m financial information, applying analytical review
procedures to financial data, and making inquiries of persons
responsible for financial and accounting matters. It is
substantially less in scope than an examination in accordance
with generally accepted auditing standards, the objective of

: which is the expression of an opinion mgarding the financial
statements taken as a whole. Accordingly, we do not express

1such an opinion.

Based on our myiew, we am not aware of any material modifi-
cations that should be made to the acccmpanying financial

' statements for them to be in confornity with generally accepted
accounting principles.

DEIDITTE HASKINS & SELLS

November 10, 1980

!

.
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idDDLE SOUTil UTILITIES, INC. AND SUBSIDI ARIES-

CONSOLIDATED BALANCE SilEETS
Septembe r 30, 1980 and 1979

(Unaudited)-

1980 1979
(In Thousands)

ASSETS

Utility Plant........................................... $7,666,244 $6,777,545
Le ss a cc umu la te d dep re ci a t ion . . . . . . . . . . . . . . . . . . . . . . . . . 1,232,446 _1,118,126

U t i li ty P la n t - Ne t . . . . . . . . . . . . . . . . . . . . . . . . . 6,433,798 5,659.419
O the r P rop e r ty and Inves tmen ts . . . . . . . . . . . . . . . . . . . . . . . . . . 90,599 89,642
Current Assets:

Cash and special deposits............................. 95,972 66,635
Temporary inves tmen ts - at cos t , which approximates

market.............................................. 69,090 51,477
Accounts and notes receivable (less allowance for

doubtful accounts and notes of $1,958 thousand in
1980 and $1,513 thousand in 1979)................... 197,085 157,896

De f e r r e d f u e l c o s t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78,081 41,884
Fue l i nve n t o ry - a t a ve ra ge c os t . . . . . . . . . . . . . . . . . . . . . . 138,727 113,597
Ma te rials and supplies - at ave rage cos t. . . . . . . . . . . . . . 34,128 32,707
0ther................................................. 29,720 25,940

Tota 1....................................... 642,803 490,136
De f e r r e d De b i t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66,441 30,715

TOTAL..................................... S7,233,641 $6,269,912

LLABILITIES,

Capitalization:
Common utock, $5 par value, autho rized 150,000,000

shares; issued and outstanding 98,610,686 shares in
1980 and 85,199,144 s ha re s i n 19 7 9 . . . . . . . . . . . . . . . . . . $ 493,054 $ 425,996

Paid-in capita 1....................................... 690,413 590,312
Re t a i ne d e a rn i n gs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620,403 583,788

To t a l c o mmon e q ui ty . . . . . . . . . . . . . . . . . . . . . . . . . 1,803,870 1,600,096
Subsidiaries' p referred s tock, without sinking f mid. . . 330,967 330,967
S ubs idia ries ' preferred stock, with sinking fund...... 255,562 157,587
Lo ng- te rm de b t a n d p re m1 um . . . . . . . . . . . . . . . . . . . . . . . . . . . . _3,421,602 2,905,233

To ta l ca pi ta liza tio n. . . . . . . . . . . . . . . . . . . . . . . . 5,812,001_ 4,993,883
,

Current 1.1 abilities: |

Notes payable:
Company............................................. 129,000....

S ub s i d i a r i e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 438,717 269,015
Currently maturing lon g- te rm d eb t . . . . . . . . . . . . . . . . . . . . . 40,456 85,093
Accounts payable...................................... 228,520 138,938
Taxes accrued......................................... 71,373 48,466
Accumulated deferted income taxes op de fe rred f uel . . . . 38,680 21,309
I n t e re s t a c c r ue d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72,275 63,116 '

0ther................................................. 132,404 94,971 |
Tota 1....................................... __1 022,425 849,9081

Ik f e r re d C re d i t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 376.963 407,168
Reserves................................................ 22,252 18,953

T0TAL..................................... $7,233 q41 j6,269,9122

See Notes to Financial Statements.
|

|

| |
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME

September 30, 1980 and 1979
(Unaudited) P1

==!Operating Revenues: Il
Electric.................................................

I
Natural gas..............................................

}Transit..................................................
Total..............................................

,

o

Operating Expenses:
Operation: ji

.

Fuel for electric generation...........................

Purchased power........................................
Deferred fuel cost..................................... :>

Gas purchased for resale............................... ,

0ther..................................................
-

4'
Maintenance.............................................. i

Depreciation............................................. ;.

Taxes other than income taxes............................ |-
ILCome taxes.............................................

Total.............................................. 4

;

i
Operating Income........................................... ,

Other Income:
!

f
Allowance for equity funds used during construction......

!Miscellaneous income and deductions-net..................
i

Income taxes-cr..........................................
' Total.............................................. ;

i
.

Interest and Other Charges:
!

| Interest on long-term debt...............................
-

Other interest-net.......................................
Allowance for borrowed funds used during I

construction-cr........................................
!Preferred dividend requirements of subsidiar.ies..........
t

Total..............................................
i,

Net Income.................................................

r1
Weighted Average Number of Shares of Common Stock

Outstanding..............................................

Consolidated Earnings Per Share of Common Stock............

Dividends Declared Per Share of Common Stock...............
-

1

|
\

See Notes to Financial Statements. 4
i

\
i
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Three Months Ended Nine Months Ended

1980 1979 1980 1979

(In Thousands) (In Thousands)
i

--

S 731,250 $ 508,751 $ 1,629,595 $ 1,235,184
19,533 20,124 88,313 83,526
11,091 9,246 32,163 28,247

761,874 538,121 1,750,071 1,346,957

353,004 224,495 737,055 538,910
92,812 71,675 239,301 179,970

(31,909) (2,912) (49,153) (36,167)
15,518 16,417 67,423 62,016
73,804 50,786 195,903 153,516
26,085 26,533 78,434 80,134
36,910 29,547 104,170 88,690
19,293 20,386 63,533 59,177
64,389 30,430 88,618 47,492

649,906 467,357 1,525,284 1,173,738

111,968 70,764 224,787 173,219

28,762 32,948 90,199 89,359
1,134 2,569 4,320 5,668

21,964 19,736 74,936 53,003

51,860 55,253 169,455 148,030

78,624 65,396 237,978 183,613
13,642 11,253 50,266 28,054

(26,087) (23,348) (87,294) (62,265)
13,833 10,939 40,494 25,692
80,012 64,240 241,444 175,094

$ 83,816 $ 61,777 $ 152,798 $ 146,155
r

a

98,506,715 85,149,215 94,766,235 84,696,190

$0.85 $0.73 $1.61 $1.73
"

$0.395 $0.38 $1.185 $1.14 ,_

!
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES*

STATEMENTS OF CONSOLIDATED SOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS
For the Nine Months Ended September 30, 1980 and 1979

(Unaudited)*

1

l

1980 1979
(In Thousands)

Source of Funds:
From operations:

Net income......................................... $ 152,798 $ 146,155
Depreciation....................................... 104,170 88,690
Amortization of property 1oss...................... 3,076....

Deferred income taxes and investment tax credit
adjustments - net................................ 12,491 1,710

Allowance for funds used during construction....... (177,493) (151,624)
Tota 1.................................... 91,966 88,007

Dividends declared on common stock................... (113,502) (96,871)

Funds (used) in business................. (21,536) (8,864)
(Increase) in working capital (excluding short-term
securities, current maturities and deferred taxes
included in current liabilities)................... (86,349) (116,526)

Miscellaneous - net.................................. (4,628),
(123,763)

1,627
Tota 1.................................... (112.513)

From financing transactions:
Common stock....................................... 100,382 135,962
Preferred stock:

Issues........................................... 65,058 147,779
Retirements...................................... (3,003) ....

First mortgage bonds:
Issues........................................... 98,500 105,000
Retirements...................................... (14,127) (11,048)

*

Promissory notes and other long-term debt:
Issues and assumptions........................... 317,362 246,630
Retirements...................................... (106,457) (2,919)

' Sale and Icaseback transactions.................... 34,700 ....

Book value of utility plant sold................... 19,599 ....

Short-term securities - net........................ 154,561 87,623
Tota1.................................... 666,575 709,027

Tota1.............................. $ 554,062 S 585,264
Utility Plant Additions (excludes allowance for funds
used during construction):
Construction expenditures.......................... S 506,908 $ 557,040
Fabrication costs of nuclear core.................. 42,864 37,574
Other - net........................................ 4,290 (9,350)

Tota 1.............................. S 554,062 S 585,264

(Increase) in Working Capital (excluding short-term
securities, current maturities and deferred taxes in-
cluded in current liabilitics):

Cash & special deposits............................ $ (30,592) $ (4,144)
Accounts and notes receivable...................... (56,034) (59,034)
Deferred fuel cost................................. (49,152) (36,170)
Fuel inventory..................................... (1,669) (41,119)
Materials & supplies............................... 2,360 (4,375)
Other current assets............................... (7,977) 6,363
Accounts payable................................... 18,397 13,304
Taxes accrued...................................... 15,938 5,221
Interest accrued................................... (3,462) (2,490)

.

Other current liabilities.......................... 25,842 5,918
- Tota1.............................. S (86,349) S(116,5Z6)

See Notes to Financial Statements. -5-
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS

.

1. Rate Matter

Refer to Part II, Item 1. " Legal Proceedings" in connection
with the Attorney General of Arkansas' suit against AP&L for alleged
erroneous application of the existing fuel adjustment clause to retail
customers from April 1977 through March 1979 and MP&L's application
filed with the MPSC on May 28, 1980 for an increase in electric rates
to retail customers which were put into effect subject to refund on
J u ly 1, 1980.

2. Commitments and Financing

AP&L

As was stated on page 6 of Form 10-Q for the qucrter ended June 30,
1980, AP&L notified the other joint owners of Unit No. 2 of the White
Bluff Plant and of Unit No. I and Unit No. 2 of the Independence Plant
that AP&L would exercise its contractual right to cease making contributions
to the construction of those units June 1, 19 80. AP&L has ceased to make
such contributions, and the AECC has been paying AP&L's share of such
construction costs since that date. AP&L has a contractual right to
repay to AECC the money advanced for AP&L's share of construction costs
at any time before June 1, 1982, and thereby retain its ownership of
its share of the plants. A"&L and AECC have executed a written agreement
for the purpose of facilita 7g the transfer to AECC of any portion*

of AP&L's share of either plant for which AP&L does not reimburse AECC
by June 1,1982, for the construction costs advanced for it.

.

AP&L and MP&L have initiated negotiations for the sale by AP&L to
MP&L of 25% of the Independence Plant frsm AP&L's 56.5% interest in
the Plant and 50% of its interest in the coal handling equipment.
The consummation of such sale will be dependent upon the successful
conclusion of these negotiations and various regulatory approvals.

LP&L

on October 30, 1980, LP&L received approximately $23,500,000 through
the sale and leaseback by LP&L of certain of fice buildings and related
real properties.

MSE

MSE has under construction a two-unit nuclear plant, the Grand Gulf
Plant, having an expected aggregate capability of approximately 2,500 MW,
on the Mississippi River near Grand Culf, Mississippi. The first unit
had been scheduled for commercial operation in 1981 and the second unit
in 1984. Commercial operation of the two units is dependent, among other
things, upon the receipt of operating licenses from the NRC. Actions

[
taken by the NRC over recent months indicate there will be delays in
licensing all nuclear reactors. In view of this, MSE has reviewed its
schedule for testing and completion of the units and, as a result of

; .

the anticipated delays in licensing and by delaying expenditures on the
second unit, has changed its scheduled commercial operation dates to
1982 and 1986 for the fir st unit and second unit, respectively. MSE has

.

entered into an agreement. for the acquisition by SMEPA of a 10% undivided
ownership interest in the Grand Gulf Plant and is negotiating with MEAM

.

-6-
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* MIDDLE S01EH 1RILITIES, INC. AND SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS (continued)

.

for the possible acquisition of up to a 2.48% undivided ownership interest
in the Grand Gulf Plant . Giving effect to the acquistion by SMEPA of
the 10% undivided ownership interest and to the possible acquisition
by ME/04 of a 2.48% undivided ownership interest, MSE'c share of the
aggregate capability will be approximately 2,188 MW and the total
cost to MSE, (exclusive of nuclear fuel) is currently estimated to be
approximately $2,860.0 million. At Septembe r 30, 1980, construction
of Unit Nos. I and 2 of the Grand Gulf Plant was approximately 87%
and 2 37. completed, respect ively, and engineerine was approximately
88Z and 4 3% complet ed, respect ive ly.

On October 31, 1980 SMEPA advanced the sum of $42 million for
its initial share of construction costs of the Grand Gulf Plant. Its

agreement with MSE requires SMEPA to continue advancing 100% of
construction costs each month until such payments (plus SMEPA's AFDC)
equals 10% of the total cost of the Grand Gulf Plant (including

both SMEPA's and MSE's AFDC). It is presently estimated that SMEPA's
interest will equal 10%, computed on such basis, by July, 1981, at
which time MSE and SMEPA will commence sharing const ruction costs
on a 90% - 10% hasis, respectively.

Middle South has undertaken to furnish or cause to be furnished
to MSE sufficient capital for construction and centinued operation at
the Grand Gulf Plant and rt lated purposes to the extent not obtained
by MSE f rom othe r sources. In addition, MSE and the System operating
companies have entered into a series of agreements (collectively,

*
Availability Agreement) whereby (i) MSE has agreed to complete the
Grand Gulf Plant, to join f u the System Agreement on or bo f ore the
completion of the first unit of the Grand Gulf Plant and to sell

* to the System operating companies power available to MSE f rom its
share of the Grand Gulf Plant under the t e rms o f the System Agreement,
(11) the System operating corpanies have agreed to pay to MSE (on the
appo rt ionmen t bases provided for in the Availability Agreement) such
amounts as (when added to any amounts received by MSE under the System
Agreement or otherwise) will be at least equal to MSE's operating

expenses related to the interests in the Grand Gu11 Plant which it continues
to own or an equivalent amount if either unit is not in operation
(including such expenses as might he incurred by MSE f or maintenance
and surveillance in the event of shutdown of either or both units),
including MSE's interest charges and an amount equal to an assumed
depreciation rate for 27.4 years of 3.65*' per annum applied to MSE's
gross investment in its share of the Grand Gulf Plant (exclusive of
land and land rights), (ifi) the System operating companies have agreed
to make subordinated advances under certain circunstances to MSE in
amounts equal to payments which would otherwise he owing under the payment
formula of the Availability Agreement described in (ii) above, and (iv)
the Syaten operating companies have agreed that their obligations to make
payments or advances to MSE are absolute and unconditional. The require-
ment to make payments under (ii) above commences on the date on which
either unit of the Grand Gulf Plant is placed in commercial operation;
provided that if Unit No. 1 is not placed in commercial operation
prior to December 31, 19 82, the commencement date in respect of both
units is December 31, 1982; and provided, f u rthe r , that '.f Unit No. 1
is placed in commercial operation prior to December 31, 19 82 then ,
with respect to the assumed depreciation charge related to Unit No. 2,
the commencement date for Unit No. 2 is the earlier of the date of-

commercial operation of Unit No. 2 or December 31, 1986.

-7- j*
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MIDDLE S0tTfH IffILITIES, INC. AND SUBSIDIARIES
*

NOTES TO FINANCIAL STATEMENTS (concluded)

*
The System operating companies have executed a Memorandum of

Understanding by which it is ngreed that the capability of the portion
of Grand Gulf Unit No. 1 and Grand Gulf Unit No. 2 owned by MSE will
be allocated among LP&L, MP&L and NOPSI on a fixed percentage basis,
subj ect to change by mutual agreement of such companies. The proposed
percentages of allocated capability of FLSE's share of Unit No. 1 and
Unit No. 2 would be LP&L, 38.57% and 26.33%, MP&L, 31.6 3% and 4 3.97%
and NOPSI, 29.80% and 29.80%, respectively, LP6L, MP&L and NOPSI have
agreed to assume all of the responsibilities and obligations of AP&L
and Ark- Mo with respect to these Units and, in consideration thereof,
AP&L and Ark-Mo have agreed to relinquish their rights in the Units.
The Memorandum of Understanding and the conauamation of the transactions
contemplated thereby is subj ect to the receipt of the approval of all
regulatory agencies having jurisidiction of the matters and of all other
necessary approvals.

SF1

SFI was organized to plan and implement programs for the procurement
of fuel supplies for the Middle South System. AP&L owns 35%, LP&L owns
33%, FT&L owns 19% and NOPSI owns 13% of the common sotck of SFI. SFI
has filed for authority under the Holding Company Act to enter into a
Loan Agreement with Citibank for the purpose of financing a portion of
SFI's fuel oil inventory and of financing certain of its other activities.
Under the proposed Loan Agreement, SFI will be entitled to borrow and
reborrow through December 31, 1982 an aggregate principal amount not
to exceed at any one time outstanding the lesser of $60,000,000 or 85,

percent of the net book value of the assets owned by SFI from time to
time and reflected on SF1's balance sheet under the caption " Property
Plant and Equipment-At Cos t" , exclusive of leasehold improvements and.

construction work in progress (the " Collateral"). If requested by
Citibank during the te rm of the Loan Agreement , SFI would grant
Citibank a security interest in the Collateral to secure the performance
of its obligations under the Loan Agreement. In addition, AP'L, LP&L,
FT&L and NOPSI will be parties to the Loan Agreement and will convenant
th at they will take any and all action as, from time to time, may be
necessary to keep SFI in a sound financial condition and to place SFI
in a position to discharge, and to cause SFI to discharge, its obli-
gations to Citibank.

In addition, to finance, in part, its fuel supply arrangements,
SFI has filed for authority under the Holding Company Act to further
amend its $173,500,000 Loan Agreement, dated June 4, 19 78, with AP&L,
LP&L, MP&L and NOPSI to provide for maximum borrowings thereunder of
$261,500,000. Such borrowings would include S83,870,000 from AP&L,
$111,145,000 from LP&L, S42,385,000 from MP&L and $24,100,000 from
NOPSI, would be authorized through December 31, 19 81 and would mature
Decemb e r 31, 2006.

|

!
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. MIDDLE SOUTH LTfILITIES, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS OF

THE STATEMENTS OF CONSOLIDATED INCOME

The following factors, which may not be indicative of future operations
or carnings,-have had a significant effect upon the consolidated results of
operations of MSU and its subsidiaries for the third quarter of 1980
compared with the second quarter of 1980 and the third quarter of 1979 and
the nine months ended September 1980 compared with the corresponding
prior year period.

The business of Middle South System operating companies is subject to
seasonal fluctuations with the peak periods occurring during the summer
months for electric and during the winter months for gas operations.
Accordingly, earnings information for any interim period should not be
considered as a basis for estimating the results of operations for a full
year.

operating Revenues

Electric operating revenues increased $280 million or 62%, $222 million
or 44% and $394 million or 32% as compared to the quarter ended June 1980
and the three and nine-month periods ended September 1979, respectively.
The increases are due primarily to the recovery of increased fuel costs
through fuel adjustment clauses, increases in energy sales and rate increases

'

which were granted to certain subsidiaries, some of which are subject to
refund.

! ~ Gas operating revenues decreased $5 million or 21% compared to the
quarter ended June 1980 due primarily to a decline in the recovery of

1 purchased gas costs and a reduction in gas sales brought about by warmer
weather.

Transit revenues increased $3.9 million or 14% compared to the nine-
,

| month period ended September 1979 due primarily f.a a transit fare increase
ef fective January 1980.'

Fuel for Electric Generation

Fuel costs increased $148 million or 72%, $129 million or 57% and
$198 million or 37% as compared to the quarter ended June 1980 and the
three and nine-month periods ended September 1979, respectively. The
increase over the previous quarter is due primarily to increased oil-fired
generation and higher average unit prices for natural gas. The increcscs,

over the three and nine-month periods ended September 1979 are due primarily
to higher average unit prices for natural gas and oil. In addition, the
increase over the prior year nine-month period was partially offset by a
decline in oil-fired generation.

Purchased Power

Purchased power expenses increased $19 million or 25%, $21 million
,

or 29% and $59 million or 33% as compared to the quarter ended June 1980
and the three and nine-month periods ended September 1979, respectively.-

-9-
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Purchased Power (Continued)

These increases are due primarily to higher average unit prices on KWH's
(Kilowatt Hours) purchased. Additionally,'the increase over the nine-month
period ended September 1979 is due to larger volumes of KWH's purchased to
displace higher cost oil-fired generation.

Deferred Fuel Cost

AP&L and LP&L defer fuel costs in excess of base icvels allowed in
rate schedules until these costs are reflected in billings to customers
(generally two months later) pursuant to the fuel adjustment clause.
The deferral results in a better matching of energy costs with related
revenues. Thus, the deferred fuel cost amount represents a net adjustment
of energy costs. When there are wide fluctuations in the cost of energy
between periods, the adjustments necessary can be quite large. The
effect of this adjustment in the second and third quarter of 1980, the
third quarter of 1979, and the nine-month periods ended September 1980
and September 1979 was to reduce operating expenses by $16 million, $32
million, $3 million, $49 million and $36 million, respectively.

Other Operation Expenses

Other operatt expenses increased $11 million or 17%, $23 million
or 45% and $42 mi. or 28% as compared to the previous quarter and the
three and nine-mon ~iods ended September 1979, respectively. Excluding,

the effects of the tr fuel reserve accounting policy, as described
below, other operatic 7enses increased $10 million or 16%, $14 million
or 24% and $26 milliot or 16% compared to the previous quarter and the three.

and nine-month periods ended September 1979, respectively. The increases
are due primarily to inflationary pressures on wages, benefits, materials
and supplies and services.

Other operation expenses of AP&L reflect the inclusion of a deferral
provision in amounts equivalent to nuclear fuel surcharges reflected in
operating revenues. This provision is designed to offset the effects of
higher cost of generation when the nuclear units are out of service for
refueling. At such time, amounts previously deferred will be used to
reduce expenses, thus the accounting policy more properly matches revenue
with expenses. This deferral provision partially accounts for the increases
in expenses over the three and nine-month periods ended September 1979.

; Deprecia t ion

I

j Depreciation expenses increased $7 million or 25% and $15 million or
17% as compared to the three and nine-month periods ended September 1979,
respectively. The increases are due primarily to the additional depreciation
expense recorded as a result of Unit No. 2 at ANO and Unit No. 1 at the
White Bluff Plant being placed into commercial operation in March of 1980
and August of 1980, respectively.

Income Taxes

The fluctuations in total income tax expense included in operating
i expenses and other income for all comparable periods are primarily-

-10-,
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Income Taxes (Continued)
,

attributable to changes in income before income taxes and to differences
in timing between deductions for tax and book purposes for which deferred
taxes were not provided.

AFDC

The increase in AFDC as compared to the nine-month period ended
September 1979 is due primarily to increased levels of CWIP.

Interest Expense

The $16 million and $77 million increases in interest expense compared
to the three and nine-month periods ended September 1979, respectively, are
due primarily to additional issuances of debt in conjunction with financin3
the construction program of the Middle South Syste

Preferred Dividends

The increases in this item compared to the nine-month period ended
September 1979 are due to additional issuances of preferred stock in
conjunction with financing the construction program of the Middle South
System.

Net Income and Earnings Per Share

Net income increased $63 million or 3027 and $22 million or 367, as

compared to the quarter ended June 1980 and the quarter ended September
1979, respectively. The percentage change in earnings per share for the

- comparable periods did not change proportionately to the change in net
income due primarily to the sales of common stock of 5 million shares in
November 1979 and 7 million shares in May 1980.

OTHER FINANCIAL INFORMATION

In the opinion of MSU, the accompanying unaudited consolidated condensed
financial statements contain all adjustments (consisting of only normal recurring
accruals) necessary to present fairly the finaacial position of MSU and its
subsidiaries as of September 30, 1980 and 1979, and the results of operations
for the three and nine-month periods then ended and source of funds for utility
plant additions for the nine-month periods then ended.

The financial statements required by instruction 4 have been reviewed
by independent public accountants and all adjustments or additional disclosures
proposed by such accountants have been made.

|

1 -
1
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ARKANSAS POWER & LIGHT COMPANY
BALANCE SHEETS

,

September 30, 1980 and 1979
(Unaudited)

1980 1979
(In Thousands)

ASSETS

U t i li t y 1 1 a n t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,349,639 $2,146,416
Less ac.umulated depreciation...................... 400,850 356,067

Utility Plant - Net........................ 1,948,789 1,790,349

Other Property and Investments:
Investment in associated companies - at equity..... 28,902 32,028
0ther.............................................. 320 479

Total...................................... 29,222 32,507
Current Assets:

Cash and special deposits.......................... 16,785 6,445
Accounts and notes receivable (less allowance for

doubtful accounts and notes of $939 thousand in
1980 and $759 thousand in 1979).................. 57,967 34,604

Deferred fuel cost................................. 27,743 15,253
Fuel inventory - at average cost................... 25,413 ....

Materials and supplies - at average cost........... 6,256 6,408

0ther.............................................. 4,163 2,429

Total...................................... 138,327 65,139
- Deferred Debits...................................... 6,082 4,349

T0TAL.................................... $2,122,420 $1,892,344

- LIABILITIES

Capitalization:
Common stock, $12.50 par value, authorized
50,000,000 shares; issued and outstanding
35,836,773 shares in 1980 and 32,636,773
shares in 1979................................... $ 447,960 $ 407,960

Paid-in capital.................................... 471 ....

92,592Re t a ine d e a rn i ng s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76,070
.

500,552Total common equity........................ 524,501
Preferred stock, without sinking fund.............. 126,890 126,890
Preferred stock, with sinking fund . . . . . . . . . . . . . . . . . 147,853 100,518
Long-term debt and premium......................... 835,560 814,469

Total capitalization....................... 1,634,804 1,542,429

Current Liabilities:
Notes payable...................................... 108,950 63,600
Currently maturing long-term debt.................. 14,700....

Accounts payable................................... 70,053 32,874
Taxes accrued...................................... 34,706 16,892
Accumulated deferred incame taxes on deferred fuel. 13,660 7,511
Interest accrued................................... 26,436 21,979
0ther.............................................. 59,419 22,110

Total...................................... 313,224 179,666
Deferred Credits..................................... 173,425 169,777
R e s e rv e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 967 472

. -
T0TAL.................................... $2,122,420 $1,892,344

1

- See Notes to Financial Statements.
-12 .
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ARKANSAS POWER & LIGHT COMPANY t

STATEMENIS OF INCOME
September 30, 1980 and 1979

(Unaudited).

.

.

Operating Revenues......................................
,

Operating Expenses:
'

Operation:
Fuel for electric generation........................
Purchased power.....................................
Deferred fuel cost..................................
0ther................................................

Maintenance...........................................'

Depreciation..........................................
Taxes other than income taxes.........................

4 Income taxes.......................................... ;
.

Total............................................. *

.

Operating Income........................................
.

Other Income:
Allowance for equity funds used during construction...,

Miscellaneous income and deductions-net...............
Income taxes-CT.......................................

j Total............................................. ,

Interest and Other Charges:
Interest on long-term debt............................
Other interest-net....................................
Allowance for borrowed funds used during

Construction-Cr.....................................
Total.............................................

,

1

* Net Income..............................................
Preferred Dividend Requirements.........................

! Balance for Common Stock................................

,

See Notes to Financial Statements.
1

4
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Three Months Ended Nine Months Ended
1980 1979 1980 1979

! (In Thousands) (In Thousands)

$245,852 $172,838 $555,514 $433,341

81,059 49,004 189,276 136,973
58,569 47,954 130,142 125,663

| (13,955) 3,623 (14,551) (10,473)
| 30,016 12,644 77,719 44,563

6,822 6,905 18,271 22,916
16,315 9,950 42,300 29,687
4,267 6,460- 19,295 19,119
22,002 11,964 22,387 9,046

205,095 148,504 484,839 377,494

40,757 24,334 70,675 55,847

3,382 11,769 19,400 32,544
792 2,654 4,124 5,241

1,273 3,878 10,405 11,912
__ 5,447 18,301 33,929 49,697

16,811 16,916 49,970 50,237
3,970 1,927 11,110 4,593t

(2,195) (5,390) (12,968) (15,780)
18,586 13,453 48,112 39,550

27,618 29,182 56,492 65,994
6,465 4,913 18,937 12,587

$ 21,153 $ 24,269 $ 37,555 $ 53,407

|

|

%

5



-

ARKANSAS POWER 6 LIGHT COMPANY.

STATEMENTS OF SOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS
For the Nine Months Ended September 30, 1980 and 1979

- (Unaudited)
1980 1979

(In Thousands)
Source of Funds:

From operations:
Net income.......................................... $ 56,492 $ 65,994
Depreciation........................................ 42,300 29,687

Deferred income taxes and investment tax credit
adjustments - net................................. 11,980 20,866

Allowance for funds used during construction........ (32,368) (47,824)

Tota1........................................... 78,404 68,723

Dividends declared:
Preferred stock..................................... (18,937) (12,587)
Common stock........................................ (52,143) (42,263)

Tota1........................................... (71,080) (54,850)

Funds retained in business.................... 7.324 13,873
(Increase) in working capital (excluding short-term
securities, current maturities and deferred taxes
included in current liabilities).................... (8,167) (19,611)

Decrease (Increase) in investment in associated
companies - net..................................... 3,100 (12,640)

Miscellaneous - net................................... 2,957 (2,572)

Total........................................... 5,214 (20,950)

From financing transactions:
Common stock........................................ 20,000 10,000

Preferred stock:
Issues............................................ 50,338 55,636

Retirements....................................... (3,003)*
....

First mortgage bonds:
Issues............................................ 60,000....

- Retirements....................................... (6,000) ....

Issues of other long-term debt...................... 15,929 11,131

Book value of utility plant sold.................... 19,599 ....

Short-term securities - net......................... 28,820 23,400

Tota1........................................... 125,683 160,167
Total................................. $130,897 $139,217

Utility Plant Additions (excludes allowance for funds
used during construction):

Construction expenditures........................... $127,472 $138,312
Fabrication costs of nuclear core................... 3,262 12,030
Other - net......................................... 163 (11,125)

Tota1................................. S130,897 $139,217

(Increase) in Working Capitcl (excluding short-
term securities, current maturities and deferred
taxes included in current liabilities):

Cash and special deposits......................... $(12,922) $ (5,676)

Accounts and notes receivable..................... (26,443) (9,787)

Deferred fuel cost................................ (14,551) (10,474)

Fuel inventory.................................... (25,413) ....

Other current assets.............................. (1,187) 218
Accounts payable.................................. 19,423 4,566
Taxes accrued..................................... 10,378 (2,498)
Interest accrued.................................. 3,706 5,216

- Dividends declared................................ 17,193 1,430

Other current liabilities......................... 21,649 (2,606)
Total................................. $ (8,167) $(19,611)

.

See Notes to Financial Statements. -14-
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ARKANSAS POWER & LIGHT COMPANY.

NOTES TO FINANCIAL STATEMENTS

1. Rate Matter

Refer to Part II, Item 1. " Legal Proceedings" in connection
with the Attorney General of Arkansas' suit against AP&L for a11 edged
erroneous application of the existing fuel adjustment clause to retail
customers from April 1977 through March 1979.

2. Commitments and Financing

Refer to Middle South Utilities, Inc. and Subsidiaries Notes to
Financial Statements for information regarding certain commitments and
financing obligations of the Middle South System including AP&L.

.

W
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ARKANSAS POWER & LIGirr COMPANY
MANAGDENT'S DISCUSSION AND ANALYSIS OF

THE STATDENTS OF INCOME

The following factors, which may not be indicative of future operations
or earnings, have had a significant effect upon the rer alts of operations of
AP&L for the third quarter of 1980 compared with the second quarter of 1980
and the third quarter of 1979 and the nine months ended September 1980
conipared with the corresponding prior year period.

The business of AP&L is subject to seasonal fluctuations with the peak
period occurring during the summer months. Accordingly, earnings information
for any interim period should not be considered as a basis for estimating the
results of operations for a full year.

Operating Revenues

Operating revenues increased $91 million or 59%, $73 million or 42%
and $122 million or 28% as compared to the quarter ended June 1980 and the
three and nine-month periods ended September 1979, respectively. The
increases are due primarily to increased energy sales to ultimate customers
and a rate increase to ultimate customers. Additionally, the increase over
the nine-month period ended September 1979 was also due to recovery of
increased fuel costs through fuel adjustment clauses.

I
'

Fuel for Electric Generation

* Fuel costs increased $25 million or 45% as compared to the quarter
| ended June 1980 primarily due to increased volumes of high cost oil-fired

generation.'

Fuel costs increased $32 million or 65% as compared to the quarter
ended September 1979 primarily due to increased oil-fired generation and
higher average unit prices for natural gas and nuclear fuel.

Fuel costs increased $52 million or 38% as compared to the nine-month
. period ended September 1979 due primarily to increased gas-fired and nuclear

generation at higher average unit prices. In addition, the increase was
partially of fset by a decline in higher priced oil-fired generation.

; Purchased Power

Purchased power expenses increased $30 million or 106% and $11 million
or 22% as compared to the quarters ended June 1980 and September 1979,
respectively. The increases for each period are primarily due to higher,

' average unit prices on KWH's purchased.

Deferred Fuel Cost

AP&L's policy is to defer fuel costs in excess of base levels allowed
in rate schedules until their recovery (generally two months later) pursuant
to the fuel adjustment clause. The deferral results in a better matching of

.

-16-
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Deferred Fuel Cost (Continued)
-

energy costs with related revenues. Thus, the deferred fuct cost amount
represents a net adjustment of energy costs. When there are wide fluctuations
in the cost of energy between periods, the adjustments necessary can be quite
large. The effect of this adjustment was to decrease operating expenses by

.$14 million for the quarter ended September 1980 and to increase operating
expenses by $2.4 million and $3.6 million for the quarters ended June 1980
and September 1979, respectively.

In addition, this adjustment for deferred fuel reduced operating
expenses by $15 million and $10 million during the nine-month periods
ended September 1980 and September 1979, respectively.

Other Operation Expenses

Other operation expenses increased $4 million or 14%, $17 million or
137% and $33 million or 74% over the quarter ended June 1980 and the three
and nine-month periods ended September 1979, respectively. Excluding the
effects of the nuclear fuel reserve accounting policy, as described below,
other operation expenses increased $3 million or 13% over the quarter ended
June 1980 primarily as a result of inflationary pressures on wages and
materials and supplies and services. Other operation expenses increased,

$8 million or 43% and $17 million or 32% over the three and nine-month
periods ended September 1979. The increases are primarily attributable
to increased wages, special services, insurance expense and inflationary.

pressures.

Other operation expenses reflect the inclusion of a deferral provision
in amounts equivalent to nuclear fuel surcharges reflected in operating

This provision is designed to offset the effects of higher costrevenues.
of generation when the nuclear units are out of service for refueling. At
such time, amounts previously deferred will be used to reduce expenses,_
thus the accounting policy more properly matches revenue with expenses.
This deferral provision accounts for increases of $9 million and $16 million
over the three and nine-month periods ended September 1979, respectively.

Fbintenance

!

) Maintenance expense decreased $4.6 million or 20% as compared to the
' nine-month period ended September 1979 as a result of lesser volumes of

oil-fired generation, thereby requiring less maintenance.

Depreciation

Depreciation expenses increased $6 million or 64% and $13 million ori

42% as compared to the three and nine-month periods ended September 1979,
respectively. The increases are due primarily to the additional depreciation

I expense recorded as a result of Unit No. 2 at ANO and Unit No. 1 at the
White Bluff plant being placed into commercial operation in March of 1980

| and August of 1980, respectively.
,

*
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Taxes Other Than Income Taxes

Taxes other than income taxes decreased $3.4 million or 457, and $2.2
million or 347. as compared to the quarters ended June 1980 and September
1979, respectively. The decreases are primarily due to a reclassification
related to an alternate treatment of franchise taxes as required by an
APSC rate order in July 1980.

Income Taxes

The fluctuations in total income tax expense included in operating
expenses and in other income for all comparabic periods are primarily
attributable to changes in income before income taxes and to differences
in timing between deductions for tax nnd book purposes for which deferred
taxes were not provided.

AFDC

The decrease in this item compared to the quarter ended June 1980 is
due to the decrease of AFDC in the quarter ended September 1980 on
Unit No. 1 of the White Bluff Plant which went into commercial operation

in August of 1980.

The decreases in this item for all other comparable periods are due
to the decrease of AFDC in the quarter ended September 1980 on the above
mentioned White Bluff Plant and Unit No. 2 of ANO, which went into commercial=

operation in March of 1980.

Miscellaneous Income and Deductions - Net*

The $1.9 million or 707, decrease in this item compared to the quarter
ended September 1979 is due primarily to the 1979 gain on disposition of
property.

.

Interest Expense

The $19 million and $10 million increases in interest expense compared
to the three and nine-month periods ended September 1979, respectively, are
due primarily to additional issuances of debt in conjunction with financing
the construction program and increased reliance on short-term financing
at high interest rates.

Preferred Dividends

The increases in this item compared to the three and nine-month periods
ended September 1979 are due to additional issuances of preferred stock in
conjunction with financing the construction program.

OTIER FINANCIAL INFORMATION

In the opinion of AP&L, the accompanying unaudited condensed financial
statements contain all adjustments (consisting of only normal recurring
accruals) necessary to present fairly the financial position of AP&L as of

.
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OTHER FINANCIAL INFORMATION (Continued)

September 30, 1980 and 1979, and the results of operations for the three and;

nine-month periods then ended and source of funds for utility plant additionsa

for the nine-month periods then ended.

The financial statements required by instruction 4 have been reviewed by
independent public accountants and all adjustments or additional disclosures
proposed by such accountants have been made.

.

.
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LOUISIANA POWER 6 LIGHT COMPANi
BALANCE SHEETS

- September 30, 1980 and 1979
(Unaudited)

1980 1979
(In Thousands)

ASSETS

Utility P1ant........................................ $2,264,696 $1,985,118
Less accumulated depreciation...................... 385,595 346,219

Utility Plant - Net......................... 1,879,101 1,638,899
Other Property and Investments:

Investment in associated company................... 32,697 36,997
0ther.............................................. 401 376

Total....................................... 33,098 37,373
Current Assets:

Cash and special deposits.......................... 30,930 21,418
Temporary cash investments - at cost , which

ap pr ox ima t e s ma r ke t. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,3004

....

Accounts and notes receivable (less allowance for
doubtful accounts of $135 thousand).............. 49,448 38,717

D e f e r re d f ue l c o s t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49,266 25,830
Materials and supplies - at average cost........... 9,070 8,389
0ther.............................................. 2,893 4,796

Total....................................... 158,907 99,150
Deferred Debits...................................... 2,635 3,337.

T0TAL..................................... $2,073,741 $1,778,759

LIABILITIES-

Capitalization:
Common stock, no par value, authorized 150,000,000
shares; issued and outstanding 74,988,800
shares in 1980 and 61,352,000 shares in 1979..... $ 493,900 $ 403,900

Re t a i n ed e a rn i n gs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64,330 64,652
Total common equity......................... 558,230 468,552

Pre ferred s tock, without sinking fund. . . . . . . . . . . . . . 145,882 145,882
Pre ferred s tock, with sinking f und. . . . . . . . . . . . . . . . . 92,990 57,070
Long-term debt and premium......................... 829,213 774,302

Total capitalization........................ 1,626,315 1,445,806
Current Liabilities:

Notes payable...................................... 130,650 106,615
,

Cur rent ly ma turing long-t e rm deb t . . . . . . . . . . . . . . . . . . 12,059 1,957'

i Accounts payable................................... 59,964 42,557
Taxes accrued...................................... 18,933 4,855
Accumulated deferred income taxes on deferred fuel 23,855 12,507
In t e re s t a c c rue d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,593 17,113
0ther.............................................. 37,934 lo,523

Tota1....................................... 303,988 204,127
Deferred Credits..................................... 136,1_57 121,557
Reserves............................................. 7,281 7,269

T0TAL..................................... $2,073,741 $1,778,759

.

See Note to Financial Statements.
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IDUISIANA POWER & LIGHT COMPANY !
STATEMENTS OF INCOME

September 30, 1980 and 1979
(Unaudited) F7

Operating Revenues.........................................
""

Operating Expenses:
Operation:

Fuel for electric generation...........................
Purchased power........................................

De fe rre d fuel co s t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
0ther..................................................

MaintenanCO..............................................
Depreciation.............................................
Taxes other than income taxes............................
Income taxes.............................................

Total................................................

Operating Income...........................................

Other Income:
Allowance for equity f unds used during construction. . . . . .
Miscellaneous income and deductions-net..................
Income taxes-CT..........................................

Total................................................

Interest and Other Charges:
Interest on long-term debt...............................
Other interest-net.......................................
Allowance for borrowed funds used during

Construction-Cr........................................
'

Total................................................

Net Income.................................................
Preferred Dividend Requirements............................ '

Ba lan c e f o r C ommon S t o ck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

See Note to Financial Statements.
n
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Three Months Ended Nine Months Ended1980 1979 1980 1979

s

(In Thousands) (In Thousands)
.

;

$273,716 $169,192 $607,948 $400,512 4|

115,765 61,566 222,692 148,762 4575,622 46,590 182,665 94,419 '5f(17,768) (7,111) (34,212) (25,830) ' id14,898 14,500 45,091 40,3286,558 7,260 21,669 22,350 ,

10,604 10,167 31,813 30,500 &

y .

4,437 4,281 13,676 12,487
h23,550 9,270 37,711 18,330
t i233,666 146,523 521,105 341,346 [# 1
py - . !40,050 _ 22,669 86,843 59,166

t.g.

b E8,142 8,067 23,003 22,122 4 '
i

1,437 1,191 5,143 3,149 3

f^j h
'

3,583 3,135 9,593 8,648 f13,162 12,393 37,739 33,919 "

I;

Pd17,327 15,246 51,832 44,024 jhh4,101 2,825 11,857 9,392 h5
7(4,579) (3,974) (12,939) (10,896) #16,849 __ ;22197 50,750 42,520
_/
sa,36,363 20,965 73,832 50,565 hk5,952 5,188 17,855 10,593 V;

$ 30,411 $ 15,777 $ 55,977 $ 39,972 I'
|
,.

ps.
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LOUIS LANA POWER 6 LIGilT COMPANY
STATEMENTS OF SOURCE OF FUNDS FOR UTII.ITY PLANT ADDITIONS

.
Far the Nine Months Ended September 30, 1980 and 1979

(Unaudited)

1980 1979
Source of Funds: (In Thousands)

From operations:
Net income.................... $ 73,832 $ 50,565....................

Depreciation....................................... 31,813 30,500
Amortization of property loss...................... 3,076....

Deferred income taxes and investment tax credit
adjustments - net................................ 20,955 10,134

Allowance for funds used during construction....... (35,942) (33,018)
Tota1.......................................... 90,658 61,257

Dividends declared:
Preferred stock.............................. (17,855) (10,593).....

Common stock....................................... (50,174) (38,473)
Total.......................................... (68,029) (49,066)

Funds retained in business................... 22,629 12,191
(Increase) in working capital (excluding short-term
securities, current maturities and deferred taxes
included in current liabilities)................... (27,520) (46,575)

Decrease (Increase) in investment in associated
company - net...................................... 4,300 (16,195)

Miscellaneous - net.................................. 4,788 2,348
Tota 1.......................................... 4,197 (48,231)

From financing transactions:
Common stock....................................... 65,000 50,000

. Preferred stock.................................... 92,143....

First mortgage bonds:
Issues............ 45,000..... ...................... ....

Other long-term debt:.

issues and assumptions......................... 4,573 2,499
Re t i r c o e n t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,885) (1,678)

Short-term securities - net........................ 88,975 __22,525
Total.... 156,663 210,489................. ...................

Tota 1................................... $160,860 $162,258
Utility Plant Additions (excludes allowance for funds

used during construction):
Construction expenditures......... $156,725 $160,483................

Other - net....... 4,135 1,775................................

Tota 1................................... $160,860 $162,258

(increase) in Workin); Capital (excluding short-term
securities, current maturities and deferred taxes

included in current liabilities):
Cash and special deposits.......................... $ (9,563) $ 2,156
Accounts and notes receivable...................... (22,143) (20,304)
Deferred fuel cost................................. (34,212) (25,830) |
Materials and supplies............................. 1,725 (346)
Accounts payable................................... 364 (8,468)
Taxes accrued...................................... 15,474 3,370
Dividends declared................................. 15,273 2,827
Other - net........................................ 5,562 20

% Total................................... $(27,520) $(46,575)

'

See Note to Financial Statements.
-22-
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LOUISIANA POWER & LICllT COMPANY
NOTE TO FINANCIAL STATEMENTS

.

1. Cormitments and Financing

Refer to Middle South Utilitics, Inc. and Subsidiaries Notes
to Financial Statements for information regarding certain conimitments
and financing obligations of the Middle South System including LP&L.

.

m
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'LOUISIANA POWER & LlGIT COMPANY,

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
THE STATEMENTS OF INCOME

i

The followir.g factors, which may not be indicative of future operations
or earnings, have had a significant effect upon the results of operations of
LP&L for the third quarter of 1980 compared with the second quarter of 1980
and the third quarter of 1979 and the nine months ended September 1980
compared with the corresponding prior year period.

The business of LP&L is subject to seasonal fluctuations with the peak
period occurring during the summer months. Accordingly, earnings information

i for any interim period should not be considered as a basis for estimating the
'

results of operations for a full year.

Operating Revenues

The $104 million or 62% increase over the second quarter of 1980 is
primarily due to increased recovery of increased fuel costs through fuel
adjustment clauses and larger volumes of electric energy sales. Electric
operating revenues increased $105 million or 62% and $207 million or 52% over
the three and rdne-month periods ended September 1979 primarily due to the
recovery of increased fuel costs through fuel adjustment clauses and a rate
locrease to ultimate customers.

Fuel for Electric Generation
.

Fuel costs increased $56 million or 94% as compared to the quarter
ended June 1980 primarily due to increased oil-fired generation and a

"

higher average unit price for natural gas.

The increases in fuel costs compared to the three and nine-month periods
ended September 1979 of $54 million or 88% and $74 million or 50%, respectively,
are primarily due to higher average unit prices for natural gas and oil
partially offset by a decline in gas-fired generation as a result of reduced
availability of natural gas.

Purchased Power

Purchased power expenses increased $13 million or 21%, $29 million or
62% and $88 million or 94% as compared to the quarter ended June 1980
and the three and nine-month periods ended September 1979, respectively.
The increases for each period are primarily due to larger volumes of KWH's
purchased at higher average unit prices to partially of fset the reduced
availability of natural gas and to displace higher cost oil-fired generation.

!

Deferred Fuel Cost
i

! LP&L defers fuel costs in excess of base levels allowed in rate schedules
until these costs are reflected in billings to customers (generally two months
later) pursuant to the fuel adjustme .t clause. The deferral results in a
better matching of energy costs with related revenues. Thus, the deferred
fuel cost amount represents a net adjustment of energy costs. When there
are wide fluctuations in the cost of energy between periods, the adjustments
necessary can be quite large. The effect of this adjustment for the quarters,

ended September 1980 and September 1979 and the nine-month periods ended
Geptember 1980 and September 1979 was to reduce operating expenses by $18
million, $7 million, $34 million and $26 million, respectively.i,
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Other Operation Expenses*

Other operation expenses increased $5 million or 12% as ' compared to
the nina-month period ended September 1979 primarily due to inflationary
pressures on wages, materials and supplies and services.

Maintenance

Maintenance expense decreased $2.1 million or 24% as compared to the
; - quarter ended June 1980 due primarily to a greater demand for energy

necessitating the performance of only the minimum amount of maintenanca
I during the quarter ended September 1980.

i
! Income Taxes

The fluctuations in total income tax expense included in operating
expenses for all comparable periods are primarily attributable to changes

i in income before income taxes and to differences in timing between deductions
for tax and book purposes for which deferred taxes were not provided.

i AFDC

!

| The increase in AFDC over the quarter ended June 1980 is due primarily
i to increased levels of CWIP.
i
!, Miscellaneous Income and Deductions - Net
,

Higher. rates of interest on investments in SFI, an affiliated ,

company, and temporary cash investments are primarily responsible for
the $2 million increase in this item over the nine-month period ended
September 1979.

Interest Expense
s

; The $3 million and $10 million increases in interest expense compared to
j the three and nine-month periods ended September 1979, respectively, are due
'

primarily to additional issuances of debt in conjunction with financing the

| construction program and increased reliance on short-term financing at high
interest rates.

Preferred Dividends

The increase in this item compared to the nine-month period ended
September 1979 is due to additional issuances of preferred stock in
conjunction with financing the construction program.

OTHER FINANCIAL INFORNATION

In the opinion of LP&L, the accompanying unaudited condensed financial

statements contain all adjustments (consisting of only normal recurring
accruals) necessary to present fairly the financial position of LP&L as of*

-25-,
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OTHER FINANCIAL INFORMATION (Continued)

September 30, 1980 and 1979, and the results of operations for the three
and nine-month periods then ended and source of funds for utility plant
additions for the nine-month periods then ended.

The financial statements required by instruction 4 have been reviewed
by independent public accountants and all adjustments or additional
disclosures proposed by such accountants have been made.

.
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MISSISSIPPI POWER 6 LIGHT COMPAHY
BALANCE SHEETS

September 30, 1980 and 1979.

(Unaudited)

1980 1979
(I. Thousands) I

)
ASSETS |

U ti l i t y P 1a n t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $773,705 $750,285
,

Les s acc umula ted dep re cia tion . . . . . . . . . . . . . . . . . . . . . . 234,863 212,753 i

Utility Plant - Net......................... 538,842 537,532
Other Property and Investments:

Inves tmen t in associa ted company. . . . . . . . . . . . . . . . . . . 15,284 16,984
0ther.............................................. 885 911

Tota1....................................... 16,169 17,895
Current Assets:

Cash and special deposits.......................... 6,455 2,666
Temporary investments - at cost, which approximates

market........................................... 1,500 2,500
Accounts receivable (less allowance for doubtful

ac coun ts o f $154 tho usand) . . . . . . . . . . . . . . . . . . . . . . . 49,709 27,763
Fuel inventory - a t average cost. . . . . . . . . . . . . . . . . . . 5,861 3,809
Ma terials and supplies - at average cos t. . . . . . . . . . . 9,659 9,571
0ther.............................................. 6,701 5,360 -

Total....................................... 79,885 51,669
De f e r re d De b i t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,148 1,774

-

T0TAL...................................... $638,044 $608,870

LIABI LITIES
.

Capitalization:

Common stock, no par value (stated value $23 per
share) authorized 5,000,000 shares; issued and
outs tanding 4,540,000 shares..................... $104,420 $104,420

Paid-in capital.................................... 5 5
Retained earnings.................................. 73,550 66,801

To t a l commo n e q ui ty . . . . . . . . . . . . . . . . . . . . . . . . . 177,975 171,226
Preferred s tock, without sinking f und. . . . . . . . . . . . . . 38,077 38,077
Long- te rm deb t an d p re mium. . . . . . . . . . . . . . . . . . . . . . . . . 262,876 263,396

Total capitalization........................ 478,928 472,699

Current Liabilities:
Notes payable...................................... ) 9,000....

Curren tly ma t uring long- te rm deb t . . . . . . . . . . . . . . . . . . 456 7,929
Accounts payable................................... 32,369 17,243
Ta xe s a c c r ue d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,849 14,989
I n te r e s t a c c r ue d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,358 4,969
0ther.............................................. 16,831 12,325,

Tota 1....................................... 80,863 66,455

| De f e r re d C re di ts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74,254 67,894
! Reserves............................................. 3,999 1,822

| T0TAL...................................... ---$638,044 $608,870

1

I
,

| See Notes to Financial Statements.
.
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MISSISSIPPI POWER & LIGHT COMPANY "

STATEMENTS OF INCOME <

-September 30, 1950 and 1979 e

f (Unaudited) y!
'

1

Operating Revenues......................................
t

Operating Expenses:
,Operation:

Fuel for electric generation........................
Purchased power.....................................

,

, 0ther............................................... ',.

' Maintenance........................................... '

Depreciation..........................................
Taxes other than income taxes.........................
Income taxes..........................................

Total.............................................

#Operating Income........................................ I,

i !.Other Income: 4
Allowance for equity funds used during construction... I

4

Miscellaneous income and deductions-net............... A
Income taxes-cr....................................... 4

| g
Total............................................. 4

Interest and Other Charges:,

Interest on long-term debt............................ $;Other interest-net....................................
Allowance for borrowed funds used during -{{

}| construction-cr..................................... {|>
>

Total.............................................
.

. .
, *

t'Net Income..............................................
Preferred Dividend Requirements......................... {

1 g
! ,.

Balance for Common Stock................................ I
L *

.

A

.

*
'

L \

t

See Notes to Financial Statements.
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Three Months Ended Nine Months Ended
1980 1979 1980 1979

(In Thousands) (In Thousands) m
-.

$191,202 $136,005 $410,720 $332,150

97,614 77,275 208,710 166,909
29,373 13,272 64,605 50,759
10,795 10,053 30,194 27,396
5,728 6,725 18,045 15,482
5,68S 5,275 17,055 15,824
4,710 4,313 13,251 12,238

15,032 5,959 19,763 11,801
168,937 122,872 371,623 300,409

22,265 13,133 39,097 31,741

156 183 394 382
402 508 2,127 1,746

16 (100) (502) (514)
574 591 2,019 1,614

4,841 4,895 14,615 14,690
241 270 701 468

(252) (166) (634) (347)
4,830 4,999 14,682 14,811

18,009 8,725 26,434 18,544
596 596 1,788 1,788

$ 17,413 $ 8,129 $ 24,646 $ 16,756

r'
Ime

me.
w

I

a
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MISSISSIPPI POWER 6 LIGHT COMPANY '

STATDiENTS OF SOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS
For the Nine Months Ended September 30, 1980 and 1979*

(Unaudited)

1980 1979
(In Thousands)

Source of Funds:
From operations:

Net income..................................... $ 26,434 $ 18,544
Depreciation................................... 17,055 15,824
Deferred income taxes and investment tax credit

adjustments - net........ ................... 4,239 4,589
Allowance for funds used during construction... (1,028) (729)

Total...................................... 46,700 38,228

Dividends declared:
Preferred stock................................ (1,788) (1,788)

Common stock................................... (16,480) (14,574)
_ 16,362)(Tota1...................................... (18,268)

Funds retaincd in business............... 28,432 21,866

(Increase) in working capital (excluding
short-tern securities and current maturities) (2,740) (8,950)

Decrease (Increase) in investment in associated
company - net.................................. 1,700 (6,715)

Misec11aneous - net.............................. 2,707 65
Tota 1...................................... 30,099 6,266

From financing transactions:
Retirement of first mortgage bonds............. (7,500) (7,500)
Other long-term debt:

Retirements.................................. (429) (405)*

Short-term securities - net.................... (300) 31,000
Tota 1...................................... (8,429) ___23,095

Tota1............................... S 21,670 S 29,361_

Utility Plant Additions:
Construction expenditures (excluded allowance for

funds used during construction)................ $ 21,670 S 29,361

(Increase) in Working Capital (excluding
short-term securities and current maturities):
Cash and special deposits...................... $ (4,346) $ (1,330)

Accounts receivable............................ (18,875) (6,778)
Fuel inventory................................. 377 1,630

Materials and supplies......................... 146 (2,386)
Other current assets........................... (4,512) 1,323
Accounts payable............................... 8,194 (655)
Taxes accrued.................................. 13,008 (539)
Interest accrued............................... (921) (1,992)

Other current liabilities...................... 4,189 1,777
Total................................. S (2,740) S (8,950)

J
i See Notes to Financial Statements.
|

*
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MISSISSIPPI POWER & LICHT COMPANY
NOTES TO FINANCIAL STATEMENTS

1. Rate Matter

Refer to Part II, Item 1 " Legal Proceedings" in connection
with MP&L's application filed with the MPSC on May 28,1980 for an
increase in elect ric rates to retail customers which were put into
ef fect subject to refund on July 1,1980.

2. Commitments and Financing

I Refer to Middle South Utilities, Inc. and Subsidiaries Notes
to Financial Statements for information regarding certain commitments
and financing obligations of the Middle South System including FT&L.

.

O

.
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MISSISSIPPI POWER & LIGHT COMPANY j

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
| TIIE STATEMENTS OF UCOME'

The following factors, which may not be indicative of future operations
or earnings, have had a significant effect upon the results of operations;

of MP&L for the third quarter of 1980 compared with the second quarter of
1980 and the third quarter of 1979 and the nine months ended September 1980
compared with the corresponding prior year period.

The business of MP&L is subject to seasonal fluctuations with the peaki

period occurring during the summer months. Accordingly, earnings information,

for any interim period should not be considered as a basis for estimating the
results of operations for a full year.

]

]
Operating Revenues

Electric operating revenues increased $85 million or 80%, $55 million or
41% and $79 million or 24% as compared to the quarter ended June 1980 and the
three and nine-month periods ended September 1979, respectively. These increases
are due primarily to the recovery of increased fuel costs through fuel adjustment
clauses, to increased energy sales and to a rate increase placed into effect,
subject to refund, to ultimate customers.

Fuel for Electric Generation

Fuel costs increased $40 million or 69% over the quarter ended June 1980
due primarily to increased oil-fired and gas-fired generation at higher average

: unit prices required to meet increased customer demand brought about by
| unusually hot weather.

Fuel costs increased $20 million or 26% and $42 million or 25% as compared
to the three and nine-months periods ended September 1979, respectively, due
primarily to increased gas-fired generation at higher average unit prices which
were partially offset by reduced volumes of higher cost oil-fired generation.

Purchased Power

Purchased power expenses increased $14 million or 90%, $16 million or
121% and $14 million or 27% as compared to the quarter ended June 1980 and the

; three and nine-month periods ended September 1979, respectively. These
increases are due to larger volumes of higher priced KWH's purchased in order'

to meet increased customer demand brought about by unusually hot weather.
|

| Other Operation Expenses

Other operation expenses increased $1.8 million or 20% compared to the
previous quarter due primarily to other operation expenses being lower in the
previous quarter because of a reclassification made in the second quarter of
1980 (retroactive from January 1, 1980) of certain items previously credited
to miscellaneous income.,

.-

.
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Other Operation Expenses (continued)

Other operation expenses for the nine-month period ended September
1980 increased $2.8 million or 107 compared to the corresponding period
in 1979 due to inflationary pressures on wages and on materials and
supplies.

,

;
'

Maintenance

Maintenance expense decreased $0.7 million or 117. and $1.0 million
or 157. as compared to the quarter ended June 1980 and the three month
period ended September 1979, respectively. The decreases are primarily due
to reduced scheduled pcwer plant maintenance in order to meet the greater
demand for energy in the quarter ended September 1980.

Maintenance expense for the nine-month period ended September 1980
increased $2.6 million or 17% compared to the correspondiag period in 19794

due primarily to increased scheduled maintenance on generating units which
is required by the continuous usage of oil as a boiler-fuel and due to'

inflationary pressures.!

!

Taxes Other Than Income Taxes

The $0.6 million or 14% increase in taxes other than income taxes
. compared to the previous quarter is due primarily to increased city franchise

taxes.

! Income Taxes-

The fluctuations in total income tax expense included in operating
expenses compared to the quarter ended June 1980 and the three and nine-
month periods ended September 1979 are primarily attributable to changes
in income before income taxes and to differences in timing bctween deductions
for tax and book purposes for which deferred taxes were not provided.

OTIER FINANCIAL INFORMATION

In the opinion of MP&L, the accompanying unaudited condensed financial
statements contain all adjustments (consisting cf only normal recurring
accruals) necessary to present fairly the financial position of MP&L as

i of September 30,1980 and 1979, ar.d the results of operations for the three
and nine-month periods then ended and source of funds for utility plant

I additions for the nine-month periods then ended.

The financial statements required by instruction 4 have been reviewed
by independent public accountants and all adjustments or additional

[ disclosures proposed by such accountants have been made.

's
-32-
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NEW ORLEANS PUBLIC SERVICE INC.
BALANCE SHEETS

September 30, 1980 and 1979
(Unaudited)

1980 1979
(In Thousands)

ASSETS

Utility P1ant.......................................... $421,514 $410,250
Less accumulated depreciation........................ 168,677 163,458

Utility Plant - Net........................... 252,837 246,792
Other Property and Investments:

Investment in associated company..................... 9,317 10,217
0ther................................................ 49 49

Tota1.......................................... 9,366 10,266
Current Assets:

Cash and special deposits............................ 4,619 3,889
Temporary investments-at cost, which approximates
market............................................. 23,200 2,100

Accounts and notes receivable (less allowance for
doubtful accounts of $500 thousand in 1980 and
$370 thousand in 1979):
Customer......................................... 27,144 27,646
0ther............................................ 6,843 3,504.

Materials and supplies - at average cost............. 6,768 6,116
0ther................................................ 7,643 4,466

Tota1....................................... 76,217 47,721-

Deferred Debits........................................ 5,841 1,980

T0TAL....................................... $344,261 $306,759

LIABILITIES

Capitalization:
Common stock, $10 par value, authorized 7,000,000

shares in 1980 and 6,000,000 shares in 1979;
issued and outstanding 5,935,900 shares............ $ 59,359 $ 59,359

Retained earnings.................................... 16,516 19,381
Total common equity........................... 75,875 78,740

Preferred ctock, without sinking fund................ 20,117 20,117
Preferred stock, with sinking fund................... 14,720 ....

Long-term debt and premium........................... 126,525 126,546
Total capitalization.......................... 237,237 225,403

Current Liabilities:

( Accounts payable..................................... 37,381 20,178
- Taxes accrued............ 7,057 5,343...........................

| Interest accrued..................................... 4,956 4,872
| 0ther................................................ 11,030 7,476
| Tota1.......................................... 60,424 37,869

Deferred Credits....................................... 36,851 34,489
| Reserves............................................... 9,749 8,998

T0TAL....................................... S344,261 $306,759

.'

See Note to Financial Statements.
.
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NEW ORLEANS PUBLIC SERVICE INC.
STATEMENTS OF INCOME i

SEPTEMBER 30, 1980 and 1979
(Unaudited) !

W
um
1

Operating Revenues: 8
Electric......................... ,,

Natural gas......................
.................. ;

Trens1t................................ ............ {
.....

Total........................ ...........
3...........
}

Operating Expenses: o,
t

Operation: |
Fuel for electric generation...... $

Purchased power................................... /<................Gas purchased for resale.. (0ther............................................. <

........................Maintenance..................... |
Depreciation.................... ................... J,

...................Taxes other than income taxes....................... I;

Income taxes........................................ '

Total.................................... ,

,

Operating Income......................................
)
4

t

Other Income: e

Allowance for equity funds used during construction.
.

Miscellaneous income and deduction-net..............Income taxes-Cr.................s ...................
Total............... ....................

Interest and Other Charges:
Interest on long-term debt...................Other interest-net........................... ......

Allowance for borrowed funds used during
......

construction-cr...................................
Total....................................

Net Income............................................Preferred Dividend Requirements.......................
Balance for Common Stock..............................

pp
en

See Note to Financial Statements.

,
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_Three Months Ended
__1980 __1979 __Nine Months Ended

.

1980 1979(In Thousands) _

(In Thousands)
um

$ 97,265 $ 77,630 --

$213,224 $179,299 i14,859 16,171
__11,091 59,733 60,1929,246 __ 32,163 __ 28,247123,215_ _103,047 e

_305 120 _267,738t
.

54,769 35,470 111,413 82,644 i15,155 19,360 38,642 38,02212,463 13,696 47,544 46,63817,886 14,967
'

50,095 43,6046,341 4,995 18,525 17,5263,415 3,322 i

10,332 10,1084,542 4,124
2,605 12,674 11,688

_117,176
_

1,379
_

3,196 3,815_ 97,313_ __292,421 _254,045
6,039

_
5,734 '

_ 12,699 _ 13,693
<

24 38
111692 564 1432,394 1,315(256) (228)

(996) (547)460 374
_ 1,509 911__

__

2,190 2,190 .

6,570 6,570187 325
921 551

(25)
2,352

_ (16)
2,499 __ (116)

_ (60) ,

7,375 7,061
4,147 3,609

6,833 7,543820 242 1,914 724
$ 3,327 $ 3,367

$ 4,919
_$ 6,819

c r:
W

w
mm\



i

.

.

NEW ORLEANS PUBLIC SERVICE INC.
STATEMENTS OF SOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS

*

For the Nine Months Ended September 30, 1980 and 1979
(Unaudited)

1980 1979
(In Thousands)

i

; Source <f Funds:
From uperations:

Net income........................................ $ 6,833 $ 7,543
De p re c i a t i o n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,332 10,108
Deferred income taxes and investment tax credit

a dj us tme n ts - ne t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 976 1,279
Allowance for funds used during construction. . . . . . (227) (203)

Total........................................... 17,914 18,727
Dividends declared:

Preferred stock................................... (1,914) (723)
Com mo n s t o ck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,539) (6,892)

Total........................................... (9,453) (7,615)
Funds re tained in b usiness . . . . . . . . . . . . . . . . . . . . 8,461 11,112

Decrease in working capital (excluding short-,

term securities and current maturities)........... 9,399 2,604i

Decrease (Increase) in investment in associated
company - net..................................... 900 (3,950)

,
Miscellaneous - net................................. 563

, 9,988
222

Tota 1........................................... 19,323
From financing transactions:

Preferred stock................................... 14,720 ....

Short-term securities - net....................... (20,700) 7,300
Tota 1........................................... (5,980) 7,300

Tota 1................................ S 13,343 117,288
Utility Plant Additions (excludes allowance for

funds used during construction):
Co ns t ruc tion e xpendi tures . . . . . . . . . . . . . . . . . . . . . . . . . $ 13,348 $ 17,288
o th e r - ne t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) ....

Tota1................................ S 13,343 $17,288

Decrease in Working Capital (excluding short-term
securities and current maturities):
Cash and special deposits......................... $ (3,119) $(2,137)
Accounts and notes receivable..................... (6,246) (4,434)
Ma te rials and s upplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . (97) (1,010)
O the r cu r ren t ass e ts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,960) (2,124)
Accounts payable.................................. 14,680 ?,352
Taxes accrued..................................... 5,827 288
Interest accrued.................................. 2,245 2,206
O ther curre nt 11 abilities . . . . . . . . . . . . . . . . . . . . . . . . . 2,069 2,463

Total................................ j[ 9,399 $ 2,604

See Note to Financial Statements.
.
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NEW ORLEANS PUBLIC SERVICE INC.
NOTE TO FINANCIAL STATEMENTS

1. Commitments and Financing

Refer to Middle South Utilities, Inc. and Subsidiaries Notes
to Financial Statements for information regarding certain commitments
and financing obligations of the Middle South System including NOPSI.

.
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NEWORLEANSPUBLICSERVICEINb.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF.

THE STATEMENTS OF INCOME

The following factors, which may not be indicative of future operations
or earnings, have had a significant effect upon the results of operations of
NOPSI for the third quarter of 1980 compared with the second quarter of 1980
and the third quarter of 1979 and the nine months ended September 1980
compared with the corresponding prior year period.

The business of NOPSI is subject to seasonal fluctuations with the peak
periods occurring during the swumer months for electric and du-ing the winter
months for gas operations. Accordingly, earnings information for any interim
period should not be considered ss a basis for estimating the results of
operations for a full year.

,

Operating Revenues

Electric operating revenues increased $36 million or 59%, $20 million or
25% and $34 million or 197 as compared to the quarter ended June 1980 and the
three and nine-month periods ended September 1979, respectively. The increases
are due primarily to increased fuel cost recoveries through fuel adjustment
clauses. Additionally, the increase over the previous quarter is also due to
increased energy sales to ultimate customers and affiliates.

Transit revenues increased $1.8 million or 20% and $3.9 million or 147.
~

compared to the three and nine-month periods ended September 1979, respectively.
The increases are due primarily to a transit fare increase effective January
1980.,

Fuel for Electric Generation

Fuel costs increased $25 million or 82%, $19 million or 54% and $29
million or 35% as compared to the quarter ended June 1980 and the three
and nine-month periods ended September 1979, respectively. The increases
are primarily due to increased gas-fired generation at higher average unit
prices. Additionally, the increases over the previous quarter of 1980 and
the nine-months ended September 1979 were partially offset by reduced
volumes of higher cost oil-fired generation.

Purchased Power

Purchased power expenses increased $2.5 million or 20% compared to the
previous quarter of 1980 due primarily to KWH's purchased at higher average
unit prices. -

The decrease in purchased power of $4.2 million or 22% over the quarter
ended September 1979 is due primarily to lesser volumes of KWH's purchased.

Other Operation Expenses

Other operation expenses increased $1.8 million or 11%, $2.9 million
or 20% and $6 million or 15% compared to the quarter ended June 1980 and the
three and nine-month periods ended September 1979, respectively. The*

!

|

|, -37-

I
'

-- __ . - - . - . _ . _ -, , -___ . . , _ . _ _ _ _ _ _ _ _ _ _.- --_..- _ . _



.-. . - . -. .

)

i*
.

, .

Other Operation Expenses (Continued)

increases over each comparable period are due primarily to inflationary
pressures on the costs of wages, employee benefits, materials and supplies
and services.

Maintenance

Maintenance expense increased $1.3 million or 27% compared to the
quarter ended September 1979 due primarily to increased wages and inflationary
pressures.

Taxes Other Than Income Taxes

i The increase of $0.7 million or 18% over the previous quarter is due
: primarily to increases in street use franchise taxes.

The increase of $0.4 aillion or 10% over the quarter ended September
1979 is due primarily to the increases in street use franchise taxes and
FICA taxes.

' Income Taxes

The fluctuations in total income tax expense included in operating
expenses compared to the quarter ended June 1980 and the quarter ended
September 1979 are primarily attributable to changes in income before income
taxes and to differences in timing between deductions for tax and book
purposes for which deferred taxes were not provided.

Miscellaneous Income and Deductions - Net

The decrease in this item compared to the quarter ended June 1980 is
primarily due to a decline in interest on decreased investments in SFI,

,

an affiliated company.4

The increase in this item compared to the nine-month period ended
September 1979 is primarily due to increased amounts of temporary cash

! investments at higher interest rates.

I
Preferred Dividends

The increases in this item compared to the three and nine-month periods
! ended September 1979 are due to the issuance of additional preferred stock

in March 1980 in conjunction with financing the construction program.

. OTHER FINANCIAL INFORMATION
!

In the opinion of NOPSI, the accompanying unaudited condensed financial

| statements contain all adjustments (consisting of only normal recurring

( accruals) necessary to present fairly the financial position of NOPSI as of

I september 30, 1980 and 1979, and the results of operations for the three and
nine-month periods then ended and source of funds for utility plant additions

.

for the nine-month periods then ended.
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;* OT11ER FINANCIAL INFORMATION (Continued)

The financial statements required by instruction 4 have been reviewed
by independent public accountants and all adjustments or additional
disclosures proposed by such accountant s have been made.

,.

4

0

-39-
.

s

k



.- . _ . . _.

.

MIDDLE SolTrH UTILITIES, INC. AND SUBSIDIARIES
PART II. OTHER INFORMATION

e

Item 1. Legal Proceedings

Middle South Utilities, Inc. ano Subsidiaries

AP&L

(a) As previously discussed on page 12 of Form 10-K for the year
ended December 31, 1979, and page 38 of Form 10-Q for the
quarter ended June 30, 1980, the Attorney General of Arkansas
filed a complaint with the APSC on April 23, 1979, in which
he alleged that AP&L had erroneously applied the existing
fuel adjustment clause. On July 7, 1980, the APSC entered an
order which found that AP&L had, prior to July 1,1979,

'

collected fuel adjustment overcharges totaling $1,308,000
and directed it to refund to its customers the overcharges

by credits to September bills. Both the Attorney General
and AP&L filed petitions for rehearing. By an order entered
October 27, 1980, the APSC found AP&L had over-collected from
its customers in 1977, 1978 and 1979 a net of approximately
$6,200,000 and ordered AP&L to repay this amount plus interest
(aggregating approximately $1,580,000 to the date of the
order) to its customers by crediting the fuel adjustment
charges over six months beginning with November, 1980. On
November 3,1980, AP&L appealed the APSC decision to the Circuit

.

Court of Pulaski County, Arkansas and obtained a temporary
stay of the obligation to credit the refund.

.

(b) As previously discussed on page 39 of Form 10-Q for the
quarter ended June 30, 1980, AP&L filed with the APSC on
May 29, 1980, an application for a new retail rate increase
of approximately $130,100,000, with a request that
$86,700,000 of the increase be placed in effect now and the
balance of $43,400,000 be placed in effect June 1, 1981. AP&L
placed the first phase cf the rate increase into effect subject to
refund to be applied to electric consumption af ter October
27, 1980.

(c) On August 28, 1980, AP&L filed with the FERC an application
for an increase in its wholesale rates designed to produce

approximately $9,970,000 additional annual revenues, based on
billing determinants for the twelve months ended August 31,
1979. In its filing, AP&L stated that, pursuant to the terms
of a settlement agreement entered into between AP&L and its
wholesale customers, it proposed to implement the proposed
increase as follows: increases designed to produce approximately
$6,996,000 of the total proposed $9,970,000 increase would be
placed into effect following implementation of increased retail
rates on file with the APSC in AP&L's currently pending retail

rate proceeding (as described in paragraph (b)) either under
bond or pursuant to an interim or final order of the APSC; and
increases designed to produce the remainder of the total proposed
$9,970,000 increase would be placed into effect on June 1,
1981, on which date a corresponding phase of AP&L's retail rate*

- increase is proposed to become ef fective. The wholesale
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* Item 1. ' Legsl Proceedings (continued)

AP&L.

(c) customers have agreed to increases in their rates up to the
estimated amounts set out above, with some possible reductions
therein if the APSC should not allow the full amount of retail
rate increases requested by AP&L in its currently peading retail
rate increase application. By order issued October 21, 1980,
the FERC accepted the proposed rates, suspended them for one
day and permitted them to become effective thereafter, subject
to refund, pursuant to the terms of the settlement agreement.
AP&L placed the first phase of the new rates into effect,
subject to refund, to be applied to electric consumption from
November 2, 1980.

(d) On September 15, 1980, AP&L filed with the APSC an application
; seeking modification, as of October 1,1980, of its retail fuel

adjustment clause so as to eliminate from the computation of
its fuel adjustment the cost of coal used as fuel at the White
Bluff Plant. The modification was requested because the cost of
constructing the unit is not yet included in the rate base, but
AP&L is required to factor the lower cost of coal into its fuel
adjustment computations. The cost of constructing the unit will
not be included in the rate base until the effective date of
the final order in the pending proceeding for retail rate
increases. The amount of increased revenue from the allowance
of this modification would vary from month to month, but it is
estimated that it would be approximately $750,000 per month. The
APSC in an order entered October 27, 1980 denied the relief

' ' requested by AP&L.
~

(e) As previously reported on page 32 of Fonm 10-K for the year
ended December 31, 1979, AP&L and Reynolds had filed an action
in the United States District Court in the District of Columbia
against the Secretary of the Interior and SPA alleging that an
SPA proposed increase in rates for power and energy to be
supplied by SPA for the Reynolds Patterson Reduction Plant'

pursuant to an agreement dated January 29, 1952, was higher than
the increases allowed by the agreement. AP&L and Reynolds4

asked for a declaratory judgment that the proposed rate was1

unlawful. On October 20, 1980, the District Court entered an
Order finding the proposed rate increase unlawful and enjoining
SPA and the Secretary of the Interior from imposing any rate
higher than those permitted by the agreement.

MP&L

(s.) As previously discussed on page 41 of Form 10-Q for the
quarter ended June 30, 1980, MP&L filed an application
with the MPSC on May 28, 1980, for an increase in its
electric rates to its Mississippi retail customers designed to

produce annually approximately $68,768,000 in increased
revenues, based on a projected test year ended June 30,
1981. The new rates were put into effect, subject to refund,

-41-*
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Item 1. Legal Proceedings (concluded)
g

MP&L

(a) on July 1, 1980. As of September 30, 1980, MP&L nad collected
$17,966,475 in additional revenues which are subject to refund.
Hearings have been held, and, as is required under Mississippi
law, the MPSC will render a decision by November 28, 1980.
There have been interventions filed in the rate proceeding.
The matter is pending.

(b) On October 8, 1980, Shell filed suit against MP&L in the
United States District Court for the Southern District of
Mississippi, alleging breach of a contract under which MP&L
agreed to purchase and Shell agreed to sell natural gas.
The suit seeks an injunction against MP&L to compel compliance
with the terms of the contract and damages during the pendancy
of the breach, or in the alternative, judgment for damages of
$17,964,000. MP&L believes that it has meritorious defenses
to the suit. The matter is pending.

Other

(a) The System operating companies have filed petitions for temporary
exemptions from the restrictions on the use of natural gas for
boiler fuel prescribed by the Powerplant and Industrial Fuel Use
Act. Other than for three power plants for which petitions are
currently pending, the ERA has granted all petitions filed by the System

- operating companies. The temporary exemptions allow specified
power plants to exceed the restrictions. Most of the exemptions
granted to the System operating companies expire on October 31,-

1981 but are subject to extension for additional periods for a
maximum exemption tena of five years, including the initial
period. It has been the policy of the ERA to take no action with
respect to any natural gas used by generating units for which
temporary exemptions are pending. The granting of exemptions by
the ERA to various utilities, including those granted to the
System operating companies, are the subject of suits and
administrative proceedings filed or instituted by various,

industrial groups seeking to challenge such action by the ERA.
The System operating companies have intervened in these suits,
which are pending in the United States Court of Appeals for the
District of Columbia Circuit, and are participants in the
administrative proceedings before the ERA.

|

.
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Item 9. Exhibits and Reports on Form 8-K

No reports on Form 8-K have been filed by any of the registrants
for the quarter for which this report is filed.

.

O

C
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Q SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, each
registrant has duly caused this report to be signed on its behalf by the under-
signed thereunto duly authorized. The signatures for each undersigned company
shall be deemed to relate only to matters having reference to such a company
or its subsidiaries.

MIDDLE SOUTH LTIILITIES, INC.

/s/ Edwin Lupberger /s/ R. J. Estrada
Edwin Lupberger, Vice President - R. J. Estrada, Treasurer

Chief Financial Officer

ARKANSAS POWER & LIGHT COMPANY

/s/ Jerry D. Jackson /s/ John J. Harton
Jerry D. Jackson, Vice President John J. Harton, Treasurer

and Secretary
.

..

*
LOUISIANA POWER & LIGHT COMPANY

W

/s/ J. H. Erwin, Jr. /s/ W. H. Talbot
J. H. Erwin, Jr., Vice President W. H. Talbot, Secretary and

and Treasurer Controller

MISSISSIPPI POWER & LIGHT COMPANY

/s/ F. S. York, Jr. /s/ J. R. Martin
j F. S. York, Jr., Vice President, J. R. Martin, Treasurer

Finance and Secretary'

I NEW ORLEANS PUBLIC SERVICE INC.
|

I

/s/ J. H. Chavanne /s/ H. K. Hawkins
J. H. Chavanne, Vice President - H. K. Hawkins, Treasurer

Finance

.

|

|c Date: November 12, 198G
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