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Updated Information to Reflect the'

Proposed LP&L - New Orleans Public Service
Consolidation

Dear Mr. Tedesco:

As has been discussed with your staf f, a consolidation b -t'ieen Louisiana
Powcr & Light Company and New Orleans Public Service Inc. (NOPSI) is presently
being considered. This consolidation would yield a new corporation, entitled
Louisiana Power & Light Company, of which the present LP&L would form 80%.

Enclosed is the latest available information which reflects the organizational
'

structure, financial qualifications, and need for power of the proposed corpora-
tien.Upon approval of the consolidation by the appropriate agencies, this
information will be fully incorporated into the applicable documents.

| If you have any questions or comments, please advise.
|

Yours very truly,

N
P. L. Aswell

DLA/RMF/pjl
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cc: E. L. Blake, W. c'. Stevenson, S. Black
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FOR IMMEDIATE RELEASE

New Orleans, La., July 31, 1981---Louisiana Power & Light

Company and New Orleans Public Service Inc. have jointly begun

development ol a plan to consolidate their operations which
.

could become effective by early 1982.

The announcement was made today by Jack Wyatt and Jim Cain,

presidents, respectively, of LP&L and NOPSI. LP&L presently

serves about 524,000 electric customers in 44 Louisiana parishes,

including the 15th Ward of the city of New Orleans on the West

Bank of the Mississippi River. NOPSI serves about 196,000

electric customers in the city of New Orleans (excluding the

15th Ward) and also provides natural gas and transit service

to the entire city of New Orleans.

| The new company to emerge from the consolidation will be
!

called Louisiana Power & Light Company (LP&L) and the area now

served electricity by NOPSI will become a fourth operating

| division of LP&L in addition to the three present LP&L operating

| divisions. Because the electric systems of the two companies

| have long operated on an interconnected, integrated basis as

member companies of Middle South Utilities, the consolidation

of electric operations involves little or no significant change

in procedures.

i
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to work with the Mayor's Office of Transit Administration to expedite
this transition in an orderly fashion and to protect transit employees'
interests.

7. Detailed plans are being developed to seek necessary state and
federal regulatory approvals and to identify any other legal or
corporate issues which must be resolved.

8. The present Louisiana Power & Light Company would represent about
80% of the combined company in customer electric energy use and peak
requirements and New Orleans Public Service Inc. would represent
about 20%. LP&L is regulated by the Louisiana Public Service Com-
mission in all parishes except the 15th Ward, city of New Orleans,
and NOPSI is regulated by the New Orleans City Council. Transfer
of regulatory jurisdiction over NOPSI elactric and gas operations
from the City Council to the Louisiana Public Service Commission
will be submitted to New Orleans voters on November 28, 1981, if
an ordinance now pending before the New Orleans City Council is
adopted.

|

|

|
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l July 31, 1981
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SOME FACTS ABOUT
THE PLANNED CONSOLIDATION OF

* NEW ORLEANS PUBLIC SERVICE INC.
AND

LOUISIANA POWER & LIGHT COMPANY

1. Louisiana Power & Light Company and New Orleans Public
Service Inc. have jointly begun development of a plan to
consolidare their operations which could become effective
by early 1i32. The two companies will be consolidated into
a new company to be called Louisiana Power & Light Company
(LP&L). The choice of the name for the combined company as
LP&L is consistent with names used throughout the Middle South
System; i. e., Arkansas Power & Light Company (AP&L) and
Mississippi Power & Light Company (MP&L).

2. Customers of both companies will be benefited by the
operating economies and efficiencies to be achieved through
pooling talent and the consolidation of various functions.
Studies by the management and accounting firm of Drees Dunn
Lubow & Company, Kansas City, Mo., have identified numerous
areas in which savings could be expected, and have quantified
in excess of $6,500,000 of annual savings through consolidation.

3. lhe consolidation will provide increased opportunities for
employees of both companies. While detailed staffing has not
been finalized, plans for such staffing will be expedited in
order that employees can be informed as soon as possible. While
a reduction in total employment would be anticipated following
consolidation, such reduction will be achieved through normal
attrition and no one will be terminated because of the con-
solidation. Employees' benefit programs likewise will not be
adversely affected by the consolidation.

4. Jack Wyatt will serve as chairman and chief executive officer
of the new company and Jim Cain will serve as president and chief
operating officer. Both companies are presently headquartered in
New Orleans end the new company will be headquartered there. The
specific location of the consolidated general office has not been
decided.

5. The consolidated company will be organized into four divisions,
a newly-created Orleans division and the three existing LP&L
divisions; i. e., Northern, Southeastern and West Bank. The gas
operationa of NOPSI will continue to be part of the consolidated
company's Orleans division.

6. Since the transit operation requires subsidization from govern-
ment sources, it is still the continued policy of the companies that
the responsibility of providing this service should be transferred
to the appropriate government agency. The new company will continue

.
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i acceptable conclusion to this effort in the months ahead." ,an
1

Consummation of the consolidation will require state and'

f federal regulatory approvals which the companies will seek in
>

due course.
;
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Council. Transfer of regulatory jurisdiction over NOPSI electric

and gas operations from the City Council to the Louisiana Public

Service Commission will be submitted to New Orleans voters on

November 28, 1981, if an ordinance now pending before the New

Orleans City Council is adopted.

Louisiana Power & Light Company has 2416 employees and 'ew

Orleans Public Service Inc. has 1566 in electric and gas ope:ations.

a part of"We anticipate that gas operations will be continued as

the new company," Cain said.

Officials of both companies will be working together in the

months ahead to achieve an efficient consolidation of personnel,

administration and operations. A reduction in total employment

would be anticipated following the consolidation. Employees have

been informed that such reduction will be achieved through normal

attrition and no one will be terminated because of the consolidation.
Employees' benefit programs likewise will not be adversely affected

by the consolidation, both chief executive officers said.

i NOPSI transit operations employ 1340 persons. "Our position
t

| with reference to transit continues to be that transit service,
I

which in every major metropolitan area requires subsidy from

governmental sources to support it, should be operated either by

a municipality or a regional a u t ho r i t'y , " Cain added. "As we have

consistently stated, we wish to effect an orderly transfer of the

N0 PSI transit operation to regional or municipal control and

operation and have been working toward that end with the Mayor's
I
l Office of Transit Administration. We hope to be able to reach ;

|

i
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Upon consolidation of the companie. Wyatt will serve as chairman

and chief executive officer of the new ,ompany, with Cain serving as
1

president and chief operating officer. Both companies are presently
s

company will also be head-headquartered in New Orleans and the new

! quartered there. O the r ope ra ting compa''ie s of the Middle South

system are Arkansas Power & Light Compa.y, with its general office

in Little Rock, and Mississippi Power & Light Cocpany, with its

general office in Jackson.

The two utility executives cited iiicreased economic efficiency

as a principal reason for the consolidat ion, pointing to rising'

i costs and inflation as major factors intensifying the need for

utilities to effect efficiencies whenev r possible. A study of

| the operations of the two companies con,tucted by the management

and accounting firm of Drees Dunn Lubow & Company, Kansas City,

Mo., iadicates numerous areas of s a v in g ., through consolidation of
.,

which expense reductions of more than Sr.,500,000 annually have
I been quantified. Most savings would be achieved in administrative

and operational costs through eliminatien of duplication of effort

and economies achieved by consolidation of various functions such

as engineering, planning, accounting, p.,cchasing and others. Such ,

| operating economics and efficiencies wo..td benefit customers of

,

both compantes.
!

| The present Louisiana Power & Ligh, Company would represent

about 80% of the combined company in cu<tomer electric energy use

and peak requirements and New Orleans Piatic Service Inc. would

r e p r.-s en t about 20%. LP&L is regulated by the Louisiana Public
.

Service Commission in all parishes excert the 15th Ward, city

of New Orleans, and NOPSI is regulated iy the New Orleans City
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ORGANIZATIONAL STRUCTURE

Figure 1 (attached) shows the organization chart for the proposed consoli-
dr.ted company. The implementation of the new organization is contingent
upon ultimate approval of the plan for consolidation and the accomplish-
ment of the legal actions required to create the new Louisiana Power &
Light Company as a corporate entity.

In regards to the proposed Nuclear Division, the present organization will
not be changed at this time other than the reporting structure as depicted
on Figure 1.

!
>

|
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Need for Power
.

The Impact of the Proposed Consolidation of
Louisiana Power & Light Company

and
New Orleans Public Service, Inc

'

A1.1.1 PURPOSE

This appendix discusses the impact of a proposed consolidation of
Louisiana Power & Light Company (LP&L) and New Orleans Public Service
Inc. (N0 PSI) upon the presentations and analysis of Chapter 1 of the
ER. As indicated in the discussinn which follows, the proposed
censolidation does not alter the reliabili; y and econoinic benefits which
will result from the commercial operation of Waterfard Steam Electric
Generating Station Unit No. 3.

A1.1.1.1 Profile of Companies ,

LP&L is an investor-omd utility serving large portions of Northerni

and Southeastern Louisians. LP&L supplies electric service to meet the
needs of its approximately 500,000 customers residing in 46 of Louniana's

,

64 parishes (counties). NOPSI is an investor-owned utility serving
approximately 200,000 customers residing in Orleans Parish (the city of
New Orleans). Both LP&L and NOPSI an operating subsidiaries of Middle
South Utilities, Inc., (MSU). bots LP&L and N0 PSI are members of the
Southwest Powet Pool (SWPP).

A1.1.2 DEMAND PROJECTIONS

Poth LP&L and N0 PSI presently forecast future peak demand and energy
requirements through the use of the econometric model described in section
1.1.2.3 of Chapter 1 of the report. Each company supplies data specific

,

to its service area for the model's equations and parameters. Since these'

forecasts apply to independent service areas, a forecast for the
consolidated operation of the two companies would consist of a summation
of the LP&L and N0 PSI load forecasts.

| Table Al-1 presents a tabulation of historical and projected loads
| for LP&L. Table Al-2 presents this same information for NOPSI. Table
| Al-3 presents a load projection for the consolideted operations of LP&L
' and NOPSI.

A1.1.3 BENEFITS OF THE OPERATION OF WATERFORD 3

This section describes the advantaaes that will accrue to ehe
| customers served by the consolidated companies by the timely operation of
| Waterford Unit No. 3. These benefits are identical to those presented in

j section 1.1.3 of Chapter 1 of the ER. These benefits can be

|
categorized into two typc 7: cost savings to rate payers and an increase

' in the system reliabilie.y.
,

| 't .
,

,m , - , , , , . - . . , . - . ~ , --r4r ,. -
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A1.1.3.1 Economic Advantages of the Operation of Waterford 3

Since all of the presently available LP&L and NOPS1 generating
capacity utilizes either natural gas or fuel oil, the primary benefit of
the commercial operation of Waterford 3 will be fuel cost savin g s . Since
the Middle Sou',h system operates under economic dispatch, the energy
supplied from nuclear-fueled Waterford 3 will reduce the use of generation
dependent on high cost gas and fuel oil. These fuel savings will accrue
to the customers of the consolidated companies.

The revenue requirement analysis presented in section 1.1.3 of
Chapter 1 discuss the costs associated with potential delsys in the
operational date for Waterford 3. As liscussed below, the consulidation
of LP&L and NOPSI will not alter the revenue requirements considered with
this analysis. The revenue requirements components are as follows:

1. Capacity equalization charges which LP&L pays to other MSU
companies;

2. The reduction in fuel expenee by utilizing the nuclear-fueled
Waterford 3 in lieu of more costly gas and oil resources; and

3. The revenue requirements to provide a rate of return on the
Waterford 3 plant when it enters the rate base.

Capacity equalization charges are payments to other MSU operating
companies which provide for the equalization of generating capacity
reserve margins amongst the Middle South operating companies. Both LP&L
and N0 PSI are making capacity equalization payments to other MSU
companies. As a result of these payments, LP&L, NOPSI, and the other MSU
operating companies have the same pcreentage res,erve margin. The

|

| ennsolidation of LP&L and NOPSI will no t alter the reserve margin
r.2quirements of the resulting company and thus will not alter the capacity

,

|
equalization payments. Thus the costs presented in section 1.1. 3.1

| associated .rith increased capacity equalization payments which would
result if Waterford 3 is delayed will not be affected by the proposed'

consolidation.

A delay in the commercial operation of Waterford 3 would also result
,

i in increased fuel expense. The Middle South System is operated under

! economic dispatch. A consolidation of two operating companies does not

| alter the dispatch schedule for generating units within the Middle South
system. Thus the fuel expense costs presented in ER sec. 1.1. 3.1 wo uld
not change due to the proposed consolidation.

|

| The revenue requirements associated with the inclusion of Waterford 3
in the rate base is a function of total plant costs , and thus is no t
affected by the proposed consolidation.

I

|
Since none of the components of the revenue requirment analysis

' c hange , the proposed consolidation of LP&L and NOPSI will not al te r the
| analysis and conclusions per taining to the economic benefits of the

operation of Waterford 3.

-2-
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A1.1.3.2 System Reliability Advantages of the Operation ot _Waterford 3

The operation of Waterford 3 will improve system reliab.ility by
providing diversity in the fuel mix and by providing generating capacity
which will improve the system reserve margin. The presently available
LP&L and NOPSI generating capacity is fueled from natural gas or fuel oil.
The additior. of the nuclear-fueled Wa terford 3 unit contributes to the
reliability of fuel sources by reducing the dependence upon oil and
natural gas fuels.

The additional generating capacity provided through the operation of
Waterford 3 will improve the reserves, and thus the relicbility, of both

i the LP&L and NOPSI systems. Since the Middle South operating companies
'

equalir.e reserve capacity, the consolidstion of LP&L and N3 PSI would have
no ef fect upon the system reserve margins. The percent reserve margin for
the c.onsolidated companies (shown in Table Al-3) is identicc.1 to tha t of
the existing LP&L and NOPSI systems (Table Al-1 and Table Al-2). The
consolidation of LP&L and NOPSI will noe diminish 6he reliability benefits
resulting from the operation of Waterford 3. .

A1,1.4 CONCLUSION

The proposed consolidation of LE&L and NOPSI will not alter :he ,

I reliability and economic benefits which will result from the commercial
operation of Wa terford 3. The analysis and conclusions presented in
Chapter 1 of the ER are unaffected by the proposed consolidation.

|

-3-

.
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Table Al-1
Paga 1 of 2

LOUISIANA POWER & LIGHT COMPANY
ANNUAL CAPABILITY, LOAD, AND 2NERGY llISTORY

i

1970 1971 197? 1973 1974 1975 1976 1977 1978 1979 1980

1. Capability with Curtailment 1887 2644 2616 3432 3426 3904 4292 4240 4245 4245 4245

2. Purchases without Reserves

e. MSU Pool 194 -250 -130 -520 -584 -97 -314 -128 -122 198 447
b. Other 89 45 249 103 145 30 30 74 233 234 288

3. Total Capability (1+2) 2170 2439 2735 3015 2987 3837 4008 4186 4356 4677 4980

4 Maximum Hourly Load 1872 2096 2389 2563 2692 2883 3180 3515 3852 4019 4078

5. Firm Sales with Reserves 74 157 220 0 0 0 0 0 0 0 0

6. Fir.a Purchases with Reserves 185 246 143 147 148 150 157 158 165 174 236

7. Load Responsibility (4+5-6) 1761 2007 2466 2416 2544 2733 3023 3357 3687 3917 4314

8. Reserve Margin (3-7) 409 432 269 599 443 1104 985 829 669 760 666

9. Percent Reserve (8-7x100) 23.2 21.5 10.9 24.8 17.4 40.4 32.6 2/:,7 18.1 19.4 15.4

10. Net Energy Requirements (gwh) 9763 10739 12060 13417 13865 15046 17289 194',8 21375 23097 23945

* Units in megawatts unless otherwise noted

Instelied capability at time of system peak

(1) Beginning in Jur , 1980 approximately 3LNa' >f Rural Electric Cooperative load was no longer included in LP&L's load
responsibility.

.
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Table Al-1
Page 2 of 2

LOUIS 1ANA POWER & LIGHT COMPANY
ANNUAL LOAD AND CAFABILITY FORECAST 1981-1990

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

1. Capability with Assumed

Fuel Constraints 4245 4245 5349 5280 5240 5177 5177 5897 5897 5827

2. Perchases without Reserves

a. MSU Pool 706 1006 1096 1016 1317 1319 1292 8'40 1125 1418
b. Other 233 233 233 233 199 199 199 199 199 199

3. Total Capability (1+2) 5184 5483 6678 6529 6756 6695 6666 6936 7221 7444

4 Maximum Hourly Load 4130 4356 4605 4732 4989 5191 5292 5402 5516 5660

5. Firm Sales with Reserves 0 0 0 0 0 0 0 0 0 0

6. Firm Purchases with Reserves 80 85 87 25 25 25 25 25 25 25

7. Load Responsibility (4+5-6) 4050 4271 4518 4707 4964 5166 5267 5377 5491 5635

8. Reserve Margin (3-7) 1134 1213 2160 1822 1792 1529 1401 15?'' 1730 1809

9. Percent Reserve (8-7x100) 28.0 28.4 47.8 38.7 36.1 29.6 26.6 29.0 31.5 32.1

10. Net Energy Requirements (gwh) 22611 24460 25978 26834 27963 29106 29626 30182 30856 31719
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Table Al-2
Page 1 of 2

NEW ORLEANS PUBLIC SERVICE, INC.

ANNUAL CAPABILITY, LOAD, AND ENERGY HISTORY

1972 1973 1974 1975 1976 1977 1978 1979 1980

1. Capability with Curtailment 1250 1257 1257 1257 1257 1257 1257 1257 1257

2. Purchases without Reserves

a. MSU Pool -243 -89 -237 28 -41 -54 -238 -86 2
b. Other 0 0 0 0 0 0 0 0 0

3. Total Capaoility (1+2) 1007 1168 1020 1285 1216 1203 1019 1171 1259

4 System Maximum Hourly Load 90 8 936 86 9 915 917 %5 967 981 1091

5. Firm Sales with Reserves 0 0 0 0 0 0 0 0 0

6. Firm Purchases with Reserves 0 0 0 0 0 0 0 0 0

7 Load Responsibility (4+5-6) 908 936 869 915 917 %5 967 981 1091

8. Margin in Excess of Load (3-7) 99 232 151 370 299 238 52 190 168

9. Percent Reserve (8-7x100) 10.9 24.8 17.4 40.4 11,6 24.7 18.0 19.4 15.4,

10. Net Energy Requirements (gwh) 4680 4190 3990 4110 4240 4540 4670 4620 4820

.
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Table Al-2
Page 2 of 2

NEW ORLEANS PUBLIC SERVICES, INC.

ANNUAL CAPABILITY, LOAD, AND ENERGY FORECAST

:

1982 1983 1984 1985 1986 1987 1988 1989 1990,

1. Capability with Curtailmenc 1257 1156 1154 1154 1154 1154 1108 1064 1064
'

i

2. Purchases without Reserves 33 368 315 321 275 261 351 436 455,

'

(MSU Pool)
,

3. Total Capability (1+2) 1290 1522 1469 1475 1429 1415 1459 1500 1519

4 System Maximum dourly Load 1005 1030 1059 1084 1103 1118 1131 l'41 1150

5. Firm Sales with Reserves 0 0 0 0 0 0 0 0 0

6. Firm Purchases with Reserves 0 0 0 0 0 0 0 0 0

; 7 Load Responsibility (4+5-6) 1005 1030 1059 1084 1103 1118 1131 1141 1150

'

8. Margin in Excess of Load (3-7) 285 492 410 391 326 297 328 359 369

9. Percent Reserve (8-7x100) 28.4 47.8 38.7 36.1 29.6 26.6 29.0 31.5 32.1

; 10. Net Energy Requiremente (gwh) 4711 4825 4967 5080 5174 5246 5312 5366 5414

i

4
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Table Al-3

|

LP&L and NOPSI CONSOLIDATED

ANNUAL CAPABILITY, LOAD, AND ENERGY FORECAST

1982 19P3 1984 1985 1986 1987 1988 1989 1990

1. Capability with Assumed

Fuel Constreints 5545 6460 6391 6351 6288 6288 1042 7000 7000

2. Purchases without R(serves

a. MSU Pool 1003 1510 1287 1647 1638 1600 11*' 1522 1764

b. Other 233 233 233 233 199 199 199 199 199

3. Total Capability (1+2) 6781 8203 7911 8231 8125 80 87 8395 8721 8963

4. Maximum Hourly Load 5361 5635 5791 6073 6294 6413 6533 6657 6810

5. Firm Sales with Reserves 0 0 0 0 0 0 0 0 0

6. Firm Purchases with Reserves 80 85 81 22 25 25 25 25 25

7. Load Responsibility (4+5-6) 5281 5550 5704 6048 6269 6388 6508 6632 6785

8. Reserve Margin (3-7) 1500 2653 2207 2183 1856 1699 1887 2089 2178

| 9. Percent Reserve (8-7x100) 28.4 47.8 38.7 36.1 29.6 26.6 29.0 31.5 32.1

!

10. Net Energy Requirements (gwh) 29171 30803 31803 33043 34280 34872 35494 36222 37133

!
.
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FINANCIAL QUALIFICATIONS
,

Attached is the following requested information concerning the Financial
Qualifications of the proposed Company:

1. Louisiana Power & Light Company and New Orleans Public Service Inc,
Pro Forma Financial Information.

2. Revised response to NRC Question 410.4.

I 3. Revised responses to NRC Questions 410.5 and 410.6 dealing with
the present Louisiana Power & Light Company.

4. Revised respcases to NRC Questions 410.5, 410.6, and 410.7 dealing
with New Orleans Public Service Inc.

5. Note that previously submitted responses to NRC Questions 410.1,
410.2, and 410.3 are not addressed here as the proposed consoli-

,

dation does not affect their validity.

I

e

I i

|

|
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Louisiana Power & Light Company and New Orleans Public Servite Inc.
Pro Forma Financial Information

,

|

,

i

k

i

f

,

|

|
i

1

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



'

UNOFFICIAL NRC QUESTIONS PERTAINING TO THE CONSOLIDATION
*

1.) How will +he present loans for both companies be handled? Refinancing?

NOPSI had on1.y $4 million in loans at June 30, 1981 and does not expect
to Mve any loans outstanding at year end 1981.

Louisiana Power & Li:ght Ccraany has, for mny years, used short-term
loans to provide interim finc.ncing of its construction program, selling
bonds, preferred and comon stock from time to time and paying off the
short-term loans with the proceeds. We do not see any change in this
procedure after the consolidation.

2.) What will be the bond ratings of the consolidated company?

At the present time LP&L's First Mortgage Bonds are rated Baa'by Moody's
Investor Service, Inc. and BBB- by Standard & Poor's. NOPSI's First
Mortgage Bonds are rated A by Moody's and BBB+ by Standard & Poor's.

Any change in the aforementioned bond ratings upon consolidatic,n would,
of course, be difficult to ascertain at this time as the rating agencies
will obviously make the final determination of the rating after consider-
ation of a nu=iner of factors. LP&L and NOPSI believe the ratings should

improve 's a result of the consolidation.

3.) When will we file the proposed consolidation with the Securities and
Exchange Comission?

The proposed consolidation will be filed as soon as possible with the
SEC, probably by October 1,1981, in order to allow adequate time for
that Agency to review and issue an order prior to the January 1,1982
scheduled consolidation date.

4.) Is the EIA loan enough?

This item was deleted.

5.) What are LP&L's and NOPSI's tax year?

Both LP&L's and NOPSI's tax year is the calendar year.

6.) What is the indebtedness of LP&L and NOPSI?

See Table 2 setting forth the capitalization o# LP&L and NOPSI.
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7.) Will there be a need for approval of debenture bonds?

We assume you are referring to approval from debt security holders.
We do not need to secure the consent of the holders of the debt
securities.

8.) Are there any swings in the financial reports of NOPSI that may be
indicative of instability?

There are no swings in the financial reports of NOPSI that tay be
indicative of instability. Increases in electric and gas rates
effective April 13, 1981 spproximating $18.9 million and $8.0 million,

j respectively, should produce improvement in NOPSI financial condition
and results of operation in future months.

,

1
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Tcble 1.
,

LOUISIANA POWEh & LIGHT CCMhJ;Y AND NW ORLEANS RJBLIC SERVICE INC.
PE0 FORMA CONSOLIDATED ANNUAL REVENUES FRCN DELIVERED BENEIFTS

Net generating capacity = 1104 We
Expected long term capacity factor = 55%
(For Operational Life of Station)

Note: 'Ihe below requested inforoation will only be utilized to develop

the rotal annual income (in 1983 dollars) from the sale of
electricity. If an estimate of this total income is available,
please supply this single figure instead of completing the remainder
of this table.

Proportional Distribution Customer Class
Customer Class of Electrical Energy (1983) Rate Schedule. (1983)

Residential % ) KWH
Commercial

'
% ,i

Industrial % p

Government % 4 KWH
Total % p/KWH

'

* Total Sales 100 % 5.60 p/KWH

Note: SpeciiN/ if the breakdown presented above is representative of the
entire operation period of Waterford 3, or for 1983.

Representative for 1983. >

Based on forecasts prepared in 1980.*

I

i
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Tabis 2
-

.

Louisiana Power & Light Congany (LP&L) and New Orleans Public Service Inc. (NoPSI)
Pro Forma Consolidated Statement of Capitalization

June 30, 1981 (Uncudited)
(In Thousands)

LP&L NoPSI Pro Fonna

Long-Term Debt $903,523 $126,508 $1,030,031

1 +,582 135,9631' referred Stock with Sinking Fund 121,381

Preferred Stock without Sinking

Funct 145,882 20,117 165,999

Common Stock 498,900 59,359 558,259

Retained Eaminga 65,900 9,797 75,697

Total Capitalization 1,735 586 230,363 1,965,949

Notes Payable due within one year 63,192 4,000 67,192

Current maturing Lon6-Term Debt 52,224 52,224-

Total Capitalization Including
Short-Term Debt $}3851,002 $234,363 $2,085,365

|

|
!

'
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Tcblo 3

LOUISIANA POWER 6 LINT CNPANY.
~

AND
NEW ORLEANS PUBLIC SERVICE DIC.

PRO FORMA C GSOLIDATED FINANCIAL STATISTICS

12 months ended 1980 1979
(dollars in millions)

Earnings available to comon equity $80.1 $58.7
Average comon equity $601.4 $531.1

Rate of return on r.verage comon equity 13.3% 11.1%

Timec total interest earned before FIT:
Gross income + current and deferred Incl. Excl. Incl. Excl.
FIT total interest charges + amorti- AFDC AFDC AFEC AFDC
zation of debt discount and expense 2.52 2.00 2.09 1 52

Times long-term interest earned before FIT:

Gross income F current and defarred FIT t Incl. Excl. Incl. Excl.
long-term interest charges + aaortization AFDC AFDC AFDC AFDC
of debt discount and expense 3 09 2.45 2.44 1.76

Bond ratings (end of period) ,LP&L NOPSI, LP&L NOPGI
Standard and Poor's BBB- BBB+ BRB- A
Moody's Baa A Baa A

Times interest and preferred dividends earned
after FIT:
Gross income t total interest charges + Incl. Excl. Incl. Excl.
amortization of debt discount and expense AFDC AFDC AFDC AFDC
+ preferred dividends 1.65 1.24 1.60 1.13

AFUDC 349.8 $46.1
Net income after preferred dividends 380.1 $58.7
% 62.1% 78.5%

Market price of comon per share * $11.50 $12.625
Book value of ec m on per share * $17.75 $18.40

Me.rket-b'?2 ratio (end of period)* 64.8% $8.6%

Earnings avail, for comon less AFDC +
depreciation and amortization, deferred
taxes, and invest. tax credit ad,just. -
d:ferred $95.7 $84.4

Common dividends $792 $61.9
Batio 1.38 1.36

Short-term debt
Bank loans $44.3 $32.4
Comercial Paper - -

.

.-r ~ - - - . - - - - --r . -
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LOUISIANA POWER & LIGHT CNPANY-
.

AND
NEW ORLEANS NBLIC SERVICE INC.

pro FORMA CONSOLIDATED FINANCIAL STATISTICS

4

12 Months Ended 1980 1979
(dollars in millions)

Capitalization (Amount & _ ercent)P
Long-tem debt $955.5 - 50 5% $954.0 - 53.6%
Preforred stock $302.0 - 15 9% 3259.o - 14.6%
Commonequity $636.6 - 33.6% 3566.1 - 31.8%

If subsidiary empany, use parent's data. (Middle South Utilities, Inc. data)*

;

s

.
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Tcbis 4
.

Louisiana Power & Light Company and New Orleans Public Servic e Inc.

Pro Forma Consolidated Weighted Cost of Capital and Components of the
Fixed Charge Rate

December 31, 1980

- Weighted Cost of Capital and Breakdown (1980$) (Estimated)

Investment Capitalization Rate of Weighted Cost
Instrument Ratio Return of Capital

Long-Term Debt 51.51% 8.53% 4.39%
Preferred Stock 15.45 10.51 1.62
Co:: mon Stock Equity 33.04 16.00 _5 29

Weighted Cost of Capital 100.00% 11.,30%

- Fixed Charges by Component and Rates (Estimated)

Please supply either the fixed charge rate or a breakdown of the various
components ccmprising the fixed charge rate.

Component Rate

Cost of Capital 11.30%
Income Taxes (Net of Depreciation Reserve) .61
Depreciation 3.44

.18Franchise Tax
Advalorem and Property Taxes 97
Other Taxes 1.03

.12Property Insurance
i

Total 17.65%

.

#



Tzbis 5
.

~

Louisiana Power & Light Company (LP&L) and New Orleans Public Service Inc. (NOPSI)
Pro Forma Consolidated Statement of Income

For the Twelve Months Ended June 30, 1981 (Unaudited)
(In Thousands)

LP&L NOPSI Pro Forma

Operating Revenues $977,324 $431,798 $1,409,122

@ erating Expenses 849,211 417,735 1,266,946

Operating Income 128,n3 14,063 142,176

Other Income 60,420 2,441 62,861

Interest and Other Charges 70,684 10,277 80,%1

Net Income 117,849 6,227 124,076

Preferred Dividend Requirements 26,783 3,281 30,064

Balance for Common Stock $91,066 $2,946 $94,012

.

Note: No attempt has been made to eliminate intercompany transactions,
the only significant items being sales for resale and purchased
power transactions through the Middle South Power Pool.

,

j

.
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..,

Louisiana Power & Light Comp:ny and New orleans Public Service Inc..

Pro Forma Consolidation t? Times Mortgage Bond Interest Earned
(Mortgage Indenture Method) and Times Interest and Preferred

Dividend Requirements Earned (Articles of Incorporation Method)
Twelve Months Ended June 30, 1981

(In 'Ihousands)

LP&L NoPSI Pro Forma

Mortgage Indenture Method

(1) Net operating income $128,113 $14,063 $142,176
(2) Add total operating taxes 79,221 19,501 98,722

(3) (Deduct) taxes other than
income taxes (19,396) (17,885) (37,281)

(4) (Deduct) excess depreciation-
indenture method over book method (5,416) - (5,416)

(5) Subtotal 162,522 15,679 196,201

(6) other income-net 64,996 4,319 69,315

(7) Less excess of Line (6) over
10% of Line (5) (146,744) , (2,751) (49,495)

(8) Adjusted nct Earnings $200,774 $17,247 $216,021

(9) Annual interest requirements $ 85,601 $ 8,760 $ 94,361
,

(10) Times earned 2J 1.97 2.31

Articles of Incorporation Method

(1) Income before interest charges $188,533 $16,504 $205,037

(2) Allowance for borrowed funds used
during construction 19,603 20 19,623

(3) Reduction in income taxes upon
annualization of bond interest 6,396 - 6,396

(4) Adjusted net earnings $214,532 $16,524 $231,056
(5) Interest charges $ 90,206 $10,297 $100,563

(6) Amount to annualize bond interest 13,210 - 13,210
(7) Annual preferred dividend requirements 28,366 3,281 31,647
(8) Total requirements $131,662 $13,576 $145,440

(9) Times earned 1.63 1.22 1.59

:

i
-
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Question No.

410.4 Provide the following for both LP&L and Middle South:
Copies 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 10CDR50.71(b).

Response

Copies of the fcllowing documents are attached:

1. Prospectus, $75,000,000, Louisiana Power & Light Company,
First Mortgage Bonds, 16% series due April 1, 1991, dated
April 14, 1981.

2. Form 10-K, covering Middle South Utilities, Inc.,
Arkansas Power & Light Company, Louisiana Power & Light
Company, Mississippi Power & Light Company, and New
Orleans Public Service Inc., for the Fiscal Year Ended
December 31, 1980.

3. Form 10-Q, covering Middle South Utilities, Inc.,
Arkansas Power & Light Company, Louisiana Power & Light
Company, Mississippi Power & Light hsspany, and New
Orleans Public Service Inc., for Quarters Ended
March 31, 1981 and June 30, 1981.

4. Middle South Utilities, Inc., 1980 Annual Report.

5. Louisiana Power & Light Company, 1980 Annual Report.

6. New Orleans Public Service Inc., 1980 Annual Report.



kROSPECTUS .

l $75,000,000
.

Louisiana Power & Light Company
FIRST MORTGAGE BONDS,16% SERIES DUE APRIL 1,1991

Interest payable October 1 and April 1

The Sett Bonds teill be redeemable a t the option of the Company. in whole or in part. 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,prioi to April 1,1986, no redemption may be made at a general redemption ariceS'ch16.2864% per annum.through refunding at an effective interest ec-t to the Company ofless than u

limitation does not, hottecer, apply to redemiations at the special redemption price by operation of the
current sinking or improcement fund or for the replacement fund or with certain depoested cash and

rty. The special redemption price for the Nzw Bonds is 100.00% of the
proceeds of released prog * Description oiNew Bonds-Redemption and Purchase ofBonds" herein.principalamounL See

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION

PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL

OFFENSE.

PRICE 99.51% AND ACCRUED INTEREST
Underwriting .

Price to Discounts sad Proceeds to

Public(1) Comunissions(2) Company (1)(3)

Pe r Bon d . . . . . . .. .. . . . .. .. . . . . . . . .. . . . . .. . . 99.51 % .901% 98.609%

TotaI............................................ $74,632,5GO $675,750 $73,95u,750

(1) Plus acerved interest from April 1,1981.
(2) The Company has agreed to indemnify the several Underwriters against certain lisbilities, including liabili-

ties under the Securities Act of 1933.
(3) Before deduction of estimated expenses of $223,000 payable by the Compsav.

The undersigned offered to purchase the Ne.> Bonds at public sale under a sealed bid in
accordance with the Company's Statement of Teims and Conditions Relating to Bids and have
agreed to purchase the New Bonds under the terms and subject to the conditions contained in the
Purchase Agreement entered iuto with the Company.

The New Bonds are 08ered, subject to prior sale, when, as and ifissued by the Company and
accepted by the undersigned and subject to approval ofcertain legal ma tters by Messrs. Winthrop,
Stimson, Putnam & Roberts, counsel for she Underwriters. It is expected that delivery of the New
Bonds will be made on or about April 22,1981, at the otSce of Morgan Stanley & Co. Incorporated,
55 Water Street, New York, N, Y., against payment therefor in New York funds.e

BEAR, STEARNS & CO.
( MORGAN STANLEY & CO.

Incorporated

DREXEL BURNHAX .:AMBERT LEHMAN BROTHERS KUHN LOEB
incorporated

Incorporated

L. F. ROTHSCHILD, UNTERBERG, TOWBIN SHEARSON LOEB RHOADES INC.

SMITH BARNEY, HARRES UPHAM & CO. HEAN WITTER REYNOLDS INC.
Incorporated

April 14,19S1

.

'n



r

IN CONNECTION WITH THIS OFFERING THE UNDERWRITERS MAY OVER-ALLOT OR,3 .

EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE NEW I
BONDS OFFERED HEREBY OR ANY OTHER BONDS OF THE COMPANY AT LEVELS ABOVE
THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING,IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

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 reprewatation must
not be relied upon as having been authorized by the Company or the Underwriters. 'Inis Prospectus does not
constitute an oKer to sell or a solicitation of an oKer to buy any of the securities eNered bereby la any
jusisdiction to any person to whom it is unlawful to make such oKer in such jurisdiction.

5
Neither the deinery of this Prospectus nor any sale made bereunder shall, under any circumstances, create

any implication that there has been no change in the aKairs of the Company since the date bereof.

.

b
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AVAILABLE INFORMATION

The Company is subject to the informa :ional requirements of the Securities Exchange Act of 1934 and in
accordance therewith files reports and other information with the SEC. Such reports include information, as
of particular dates, concerning the Comps ny's directors and officers, their remuneration, the principal holders
of the Company's securities and any material interest of such persons in transactions with the Company.
Such reports 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 McKinley Dirksen
Building. 219 South Dearborn Street, Chicago, Ill.; Room 1100, Federal Building,26 Federal Plaza New
York, N. Y.; and Suite 1710, Tishman Building,10960 Wilshire Boulevard. Los Angeles, Calif. Copies of
this material 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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' # IN CONNECTION WITH Tills OFFERING, THE UNDERWRITER 3 MAY OVER-ALLOT OR
EFFECT TR ANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKE'F PRICE OF THE NEW
BONDS OFFERED HEREBY OR ANY OTHER BONDS OF THE COMPANY AT LEVEIS ABOVE
THOSE WHICil MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING,IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME. -

1

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, su*ch information or representation must
not be relied upon as having been authorized by the Company or the Underwriters. 'Iliis 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 snh 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.

;
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DEFINITIONS

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

Abbreviation Abbresisties
or er

Aeronym Term Aeronym Tere

AEC Atomic Energy Commisuon New *.onds 575.000.000 princi 1 amount of
C rs

AFDC Allowance for Funds used Durms 'ynd, herNy,

Construction
Ninemile Point Station . The Company's Ninemile PointAmbient Air Standards . National Ambient Air Quahty Steam Electnc Generating Sta.

Standards tion
AP&L Arkansas Power & Light Company

NOPSI New Orleans Public Service Inc.
Articles of Incorporation The Company's Restated Articles

of Incorporation, as amended NPDES National Pollutant Discharge
'"I"' U " I''*"'

Company Louisiana Power & Light Com-
pany NRC Nuclear Regulatory Commission

Council Courd of the City of New Orleans NSPS New Source Performance Stan.
dards

cpl.U Consumer Price Index for all Ur.
ban Consumers Preferred Stock The two classes of preferred stock

CWIP Construcuon Work in Progress of the Company

DOE Department of Energy PSD Prevention of Sigrificant Deterio.
ration of air quality

EPA Environmental Protection Agency
RCRA Resource Conservation and Recov-

ERA Economic Regulatory Admimstra. ''7 ACItion
SEC Securities and Exchange Commis-

FERC Federal Energy Regulatory Com-
5 on

mission

FPC Federal Power Comminion SFI System Fuels,Inc.

FWPCA Federal Water Pollution Control SMEPA South Missinippi Electric Power
Act Association

,

Grand Gulf Plant MSE's Grand Gulf Generating State Plan State Implementation Plan
'** * I"" **'I

Electric GeneratingYton SteamThe Com y's SterliSterlington Station
tationHolding Company Act Public Utility Holdi!*g Company

Act of 1935
System Agreement Agreement, anions the Company

HWI Handy. Whitman Index of Public and the three other System oper.
Utility Construction Costs ating comnanies, relating to the

LPSC Louisiana Public Service Commis.
shanns of generating capacity
and other power sourcessjon

MEAM Municipal Energy Agency of Mis. System operating com-
sissippi panies _. The Company, AP&L. MP&L and

NOPSI
Middle South Middle South Utilities, Inc.

A ennessee a AutMty '

- Middle South System Middle South and its various direct
and indirect subsidiaries United United Gas Pipe Line Company

MP&L- Mississippi Power & Light Com. Waterford No. 3 Unit No. 3 (nuclear) at the Water-
pany ford Station

MSE Middle South Energy, Inc. Waterford Station The com y's Waterford Steam

MSS - Middle South Services Inc. Electric Generating Station

.

%
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THE COMPANY '

The Company was incorporated under the laws of the State of Louisiana on October 15,1974, and :s
successor by merger to a predecessor Louisiana Power & Light Company which was incorporated 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 p'rincipal executbe othee is located at 142
Delaronde Street, New Orleans, Louisiana 70174. Its telephone number, including 3rea code,is 504-366-
2345.

The Company is an electric public utility company with all ofits operations in the State of Louisiana and
is a subsidiary of Middle South, which is a registered public utility holding company under the Holding
Company Act and owns all of the outstanding Common Stock of the Company. The Company, AP&L,
MP&L and NOPSI are the principal operating subsidiaries of Middle South. Middle South owns all the
capital stock of MSE, a generating subsidiary organized in 1974 to provide financing and ownership of certain
future base load generating units within the Middle South System. See " Property- aterconnections".
Middle South also has a wholly-owned service subsidiary, MSS.

The Company, AP&L, MP&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
Middle South System. See " Business-Fuel Supply".

INDUSTRY AND COMPANY PROBLEMS

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 complex new generating units needed to meet current and
future service requirements of customers, (c) increased reliance on capital markets with higher cost; and
limited availability of both equity and borrowed capital, (d) compliance with environmental requirements,
(c) controversies over the use of nuclear power, and (f) regulatory lag in granting needed rate increases a,nd

! the inadequac, %uch increases when granted. In addition, Federal energy legislation enacted in 1978 may
l adversely oficct electric utilities, 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 for
waps and materials. Waterford *4. 3 is requiring larger capital outlays and a longer construction period
than the conventional generating unns constructed by the Company in the past. As a result, the Company is

j having to rely more heavily on capital markets for funding,in which connection the Company has experienced

| increased financing 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 Mile Island Unit 2 nuclear power plant located near Harrisburg, Pennsylvania. The

report of the Presidential Commission recommended, among other things, that the NRC be 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) review the competency of the
prospective operating licensee to manage the plant and the adequacy of its training program for operating
personnel; and (c) condition licensing upon review and approval of state and local emergency plans. As a
result of the Presidential, Congressional and NRC studies, the NRC issued a document titled,"NRC Action
Plan Developed as a Result of the TMI-2 Accident"in May,1980. Two other documents were issued which
provided guidance for establishing radiological emergency plans and support facilities. The above documents
require upgraded training and qualifications for operating personnel, improved accident and transient
response procedures, plant systens safety improvements, establishment of emergency support facilities and a

i plant emergency plan that provides for Federal, state and local government involvement in rc5ponding to a

4
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radiological emergency. These documents and subsequent NRC correspondence have been thoroughly
studici by the Company and anplicable TMI 2 related modifications are being incorporated in Waterford
No.3.

As a result of anticipated delays in operating license proceedings before the NRC end the Company's
financing limitations (see below), the Company delayed the scheduled commercial operation date for Water-
ford No. 3 from 1982 to 1983. See " Construction Program and Financing" and " Business-Regulation and '

Litigation".

Financing Limitati2ns and Need for Rate Relief. The Co.r.pany estimates its requirements for capital
funds from external sources during the period 1981-1983 will be approximately 5560.000,000, principally for
construction and for the funding of $107,000,000 of maturing long term debt. The Company's Bond and
Preferred Stock carnings coverages have from time to time limited in recent years the Company's ability to
issue additional Bonds and Preferred Stock. To continue its construction program, to offset 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
continue its construction program will be dependent upon its ability to obtain adequate rate relief and'

increases in earnings. See " Construction Program and Financing" and " Business-Rates". -
i

Fuel Supply. For information with respect to the extent of the Company's dependence on natural gas for
boiler fuel, the supply of natural gas currently available to the Company, the ase of oil as a boiler fue' by the
Company, the increasing costs of both natural gas and oil for boiler fuel and the relatively greater cost of oil, -
see " Business-Fuel Supply". See " Business-Rates" as to adjustment clauses in the Cc,mpany'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 94% of its 1981 generation with natural gas (15% with interstate
gas), see " Business-Fuel Supply". For information with respect to the Company's meeting emission

|

| regulations and ambient air quality standards in its use of oil as boiler fuel and its compliance with environ-
mental requirements generally, see " Business-Environmental Matters".'

Federal legislation. Federal 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 speciSed situations and to
li' nit automatic adjustment clauses for wholesale rr.tes, (iv) deregulates the first sale prices of natural gas in
1185, (v) extends price regulation of natural gas tc 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 proportior"han 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 " Business-Fuel Supply" with respect to
certain exemptions granted to the Company r:lating to its use of natural gas as power plant fuel and related
legal proceedings.

i

The State of Mississippi and the Mississippi Public Service Commission filed a suit in the United States
District Court for the Southern District of Mississippi challenging the constitutionali:y of the Federal energy
legislation refened to in clauses (i) through (iii) above. MP&L intervened in the suit in support of the State
of Mississippi and the Commission. In February 1981, the District Court ruled in favor of the State of
Mississippi, the Commission and MP&L and held that portions of such legislation were unconstitutional. In
March 1981, the FERC and the Secretary of Energy, defendants in the suit, appealed the ruling to the United
States Supreme Court. The Company cannot, at this time, predict the effect of this litigation.

,
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The System cperating companies, including the Ccmpany, tre petithrs in litigation, which is pending
befcre the United States Cour. cf Appeals fcr the Fourth Circuit, seeking judicial teview cf rules promulgated

'

by the DOE to implement the portions of such legislation which would prohibit and/or regulate the use of
petroleum or natural gas as a primary energy source in electric power plants.

.

CONSTRUCTION PROGRAM AND FINANCING

The net proceeds to be received by the Company from the issuance and sale of the New Bonds will be
used for the payment in part of ouutanding short term borrowings estimated not to exceed $110,000,000 at
the tee the sale proceeds are received, for the Snancing in part of the Company's construction program, aad
for other corporate purposes. (The Company may sell less than all of the New Bonds in the event of a default
by less than all of the Underwriters, see " Underwriters".)

The Company has received authority under the Holdi 23 Compr my Act to make short-term Lags at
any one time ot%mding from time to time through June 30,19C of up to the lesser of S190,000,000 or 10%
of the Company's total capitalization, through the issuance and sale of wosr, Al paper and through bank
loans. Currently, the Company has arr. nem-nts with a commercial paper dealer and with various banks
which provide for such borrowings throu i r aber 31,1981. The proceeds of these borrowings are used to
Sr.ance construction and other corporata er; ealtures pending permanent Snancing. At December 31,1980
the Company had outstanding $44,292 G c' bank loans and no commercial paper. Reference it made to,

'

Note 5 to Financial Statements.

The Company's 1981 construction program contemplates .penditures of approximately $280,200,000
(including AFDC of $60,700,000). This estimate contemplates the expenditure of approximately
$236,000,000 for production facilities, 59,200,000 for transmission facilities,534,000,000 for distribution
facilities and $1,000,000 for general plant, including of5cc and service facilities and transportation and
communication equipment. These amounts exclude expenditures for nuclear fact The Company estimates
that its construction expenditures (excluding nuclear fuel expenditures) will amount to apprmimately
$294,000,000 in 1982 and $191,000,000 in 1983 (including AFDC of $72,000,000 in 1982 and $34,000,000
in 1983). Reference is made to "3usiness--Environmental Matters" for information with respect to esti-
mated amounts allocable to environmental matters included above in the Company's estimated construction
exper,ditures for the years 1981-1983.

The Company estimates that subsequent to the receipt of the proceeds from the sale of the New Bonds,it

| will require up to $165,000,000 of additional funds from external sources in 1981, principally for construction
and for the funding of $52,000,000 of maturing long-term debt, and expects to obtain these funds thrsugh
short-term borrowings and through the issuance and sale of such other securities as may be jetermined to be
appropriate. In this connection, the Compary'has received authority under the Holding Company Act to
issue and sell to Middle South during 1981 a total of 6,060,700 shares of Common Stock, no par value, for an
aggregate purchase price of $40,000,000. Reference is made to information below under this suba' cading and
to " Business-Rates" concerning the ability of the Company to raise additional funds from external sources
through the sale of additional First Mortgage Bonds or Preferred Stock to Snance its construction program.

The following tabulation shows details with respect to new generating facilities included in the estimated
construction expenditures for 1981-1983.

Net Sebedeled
Cape. Prior Cast Year of
bikey to Total per Ces ple-g Imestien in MW g g 1982 1983 Cast * g ties

(Millions of Deuers--except Cast per KW)

Waterford No. 3 Killona,1.a. 1,104 51,010.6 5235.2 5207.5 5 38.2 51,491.5 SlJ51 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)
514. 58 and $2 for the years 1981,1982 anc 1983, respectively. For information with respect to the sale and
leaseback of nuclear fuel by the Conipany, see Note 7 to F' ancial Statements.m

6
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Acti .1 expenditures and dates of completion for construction projects may vary from the estimates
because of availability of financing. changes in th: Company's plans, additions and changes required by
regulatory authorities. cost flucturtions, the availability of laboi materials and equipment, licensing and
testing delays and other factors. As a result of anticipated delays in operating license proceedings before the
NRC and financing limitations, the Com; any announced in May 1980 that the commercial operation date for
Waterford No. 3 had been resci.e.duled from early to late 1982. Since that time, the Company, as part ofits
continuing review of its construction program, has revised, in light of the above factors, its scheduled
commercial operation date for Waterford No. 3 from inte 1982 to early 1983. Extended deferral of the
construction expenditures and commercial operation date for Waterford No. 3 could require the Company to
rely increasingly upon purchases of power to meet the needs and the reserve requirements of the area which it
serves.

The financing prc; ram followed by the Company in recent years has involved in large meast:re 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%. Earni,gs coverage provisions arc contained in the Company's
Mortgage and its Articles of Incorporation for the issuance of additional First Mortgage 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 Compacy (as defined in the Mou3 age) 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 Ge annual interest requirements on all First Mortgage Bonds at the
time outstanding, including the additional First Mortgage Bonds being issued, and any indebtedr. ass of pnor
ras.k. Under the Company's Articles of Incorporation, the Company may not, without the consent of the

| holders of at least a majority of the total 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 tum of the annual interest charges on all interest bearing
indebtedness 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 coverages
would be thou stated in the following tabulation:

Year Ended Deceaser 31.
1900

Pro
1978 1979 Actual Fwan

First Mortgage Bond Coverage .. . _.... . 94 1.71 2.49(b) 2.14(a)(b)
Preferred Stock Coverage ... . 1.63 1.36 1.56(b) 1.47(a)(b) ,

(a) As adjusted to give effect to the sale of the New Bonds at an assumed annual interest rate of 16%.
(b) 1980 coverage computations include in earnings revenues subject to reiund collected through December

31,1980. pursuant to the October 8,1980 LPSC order (w. " Business--Rates" and Note 9 to Financial

i Statements).

Although the Company's First Mortgage Bond coverages at year-end 1978 and 1979 and Preferred
Stock coverage at year-end 1979 set forth in the table above were below 2.00 and 1.50, respectively, these
coverages during the years 1978 and 1979 were from time to time above the required minimum carnings

- coverages so that the Company was able to sell additional First Mortgage Bonds and Preferred Stock as
needed to continue its cxmstruction psogram. During the period 1978-1980, the Company sold $285,000,000
of additional First Mortgage Bonds and $165,000,000 of additional Preferred Stock. The amounts of
additional First Mortgage Bonds and Preferred Stock which may be issued in the future will be contingent
upon the ability of the Company to obtain adequate rate relief ar.J ke eases in earnings. 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 Preferred Stock which the Company can issue will be
limited. As of December 31,1980, and after giving effect to the issuance of the New Bonds at an assumed

.
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annual interest rate of 16%, the Company dould have issued approximately 536,000,000 of additional Bonds
'

at en assumed annual inarut rate of 16% (plus any Bond; issued for refunding purposes) and would have!

j been precluded from issuing additional Preferred Stock. If revennes subject to refund, collected through
December 31,1980 pursuant to the October 8,1980 LPSC order, were excluded f rom carnings, the Company'

could have issued, on the same basis, aporoximately 59,000,000 of additional Bonds. If the Company is
unable to obtain the required capital funds, it will be necessary for the Company to redace, defer or eliminate
certain construction expeditures, including expenditures for the gonstruction of Waterford No. 3.i

Initial authorizing -eso'.utions have been adopted by the Police Jury (the then 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 t'2e issuance and ule by the Parish at a time or timts not now
determinable of tax. exempt revenue bonds to finance pohetion control facilities at Waterford No. 3. Deter-
mination of what facilities are pollution control facilities for purposes of tax exempt financing is dependent
upon action by the Internal Revenue Service.

SELEf.T. ED HNANCIAL DATA

' Year Emded Decemeer 31.

| Iggo 1979 3973 1977 1976
~

-

| (Dohars In Thousands)
i

Operating Revenues .. .. 5 853,523 5 557,476 5 456,375 ? 378,951 5 331,277'
...

Net income . .. ....... .. .. . ... 100,676 65,129 53,744 44,106 39,277
. . . . .

Total assets ... ......... ...... ........ 2,078,445 1,852,365 1,557,157 1,298,751 1,158,262
...

Long. term debt . ... ......... .... ... . . 828,989 827,430 728,748 566,315 575,809

Preferred Stock:
With sinking fund ...... .. 121,381 92,990 - - -

. . . . .

Without sinking fund . . . 145,882 145,882 110,809 !!0,809 80,776

Ratio of earnings to fixed charges (as
defined)(a)

Actual .. .... .. ..... . . . 2.55 2.06 2.11 2.34 2.44

Pro forma ............... . ... .. 2.09. . . . . .

; Supplemental ratio of earnings to fixed

!
charges (as defined)(b)

Act u al . . . ............... 2.41 1.99 2.05 2.27 2.35
. . . . . . . . . .

_ _ _ Pro forma . ... ...... ...... . . . .. .. 2.00

(a) " Earnings" represent the aggregate of (1) net inem (2) taxes based on income, (3) investment
tax credit adjustments-net and (4) fixed cha: tes. " Fixed charges" represent interest, related
amortization and interest applicable to rentals charged to operating expenses. The pro forma ratio
of earnings to fixed charges for the year 1980, after giving effect to (1) the annual interest
requirements on the New Bonds (16% rate assumed), the balance of annual interest requirements|

on the First Mortgage Bonds issued in December 1980, and the elimination of annual interest
-

requirements on the First Mortgage Bonds paid at maturity in November 1980, (2) the balance of
annual interest requirements on municipal revenue bond obligations assumed in June 1980, and (3)
interest at an average rate of 14.7% (bank loans) and 13.7% (commercial pa r), on average short-
term borrowings of approximately 592,302,000 for bank loans and 59.604, for commercialpaper

outstanding during the year 1980, assumed to be reborrowed during the next twelve months, would
be 2.09. A change of % of 1% in the interest rate on the New Bonds would result in a change of

;
approximately .0018 in this ratio.

(b) The Company has calculated supplemental ratios of earnings to fixed charges pursuant to Account-
ing Series Release No.122 of the SEC. In these supplemental calculations,' earnings"are defined
as in Note (a) above and " fixed charges *,in addition to items referred to in Note (a), include the
interest factor related to fuel purchased from SFl. The supplemental oro forma ratio of earnings to ,

fixed charges for the year 1980, adjusted to give effect to the items in Note (a), would be 2.00. A
change of % of 1% in the interest rate on the New Bonds would result in a change of approximately
.0016 in this ratio.

8
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1 For the twelve months ended February 28, 1981, operating revenues ar.d necincome amounted to
M6.174.000 and $105,129.000, respectively; and the ratio of earnings 1: fixed charges was 2.59, and the pro
ferma ratio of earnings to fixed charges as referred to in Note (a) above would be 2.15. For the same period,
the supplemental ratio of earnings to fixed charges was ?. O, and the supplemental pro forma ratio of earnings
to rised charges as referred to in Note (b) above would be 2.06. These amour.s and ratios are unaudited but,
m the opinion of the Company, include all adjustments (consisting of only normal recurring accruals)-

~:eewar) for a fair statement of the results of operations for that period.
.

j Unscheduled outages of two of the Company's generating units have occurred recently as a result of
me hanical problems (see " Property-Generating Stations"). These outages are requiring and will require
the Company during certain periods to purchase and to rely increasingly upon the purchase of power from

! both affiliated and non-affiliated companies. Some of this purchased power may be more expensive than
j power generated by these units. See " Business-Rates" with respect to the Company's recovery of such

,' increased costs from its customers.

i

; Annual interest requirements on the presently outstanding First Mortgage Bonds amount to
573.601.250. Annual interest requirements on the New Bonds will amount to $12,000,000.

f MANAGEMENT'S DISCUSSION AND ANALYSIS OF
h FINANCIAL CONDITION AND RESUL'IS OF OPERATIONS
i

l. Financial Condition.'

5
Over the last three years, the Company has experienced problems in a number of areas. Two of the,

major problems involved ( 1 ) the Company's cash requirements necessary to finance large annual construction
programs primarily i; lated to the construction of Waterford No. 3, scheduied for operation in 1983, and (2)

;

the inadequacy of and prolonged delays in obtainir,g rate increases. As a result of the need for capital to
imance the annual construction programs, along with inadequate earnings, the Company's Bond and Pre-

;
ferred Stock earnings coverages were at depressed levels during this period.,

As compared with the adverse economic conditions that exhted over the lar,t three years, th: Company;

1 hopes shortly to obtain rate relief which should produce significant improvement in its financial condhion.
Some improv'ement actually began in 1983 as a result of a rate increase granted to the Company by the LPSC'

m December 1979 which, along with the unusually hot summer and the iaterim emergency rate relief granted
m October 1980, caused the Company's 1980 earniq;5 to improve wnen compared with 1979 and 1978.

Il I.iquidity and Capital Resourers,

A> mentioned above, meeting the Company's cash requirements has been one of the major problems over
i

', the last three years. Primarily as a result of inadequate earnings and increased costs in conjunction with

'] onunuing the construction programs, the Company's net financing transactions amounted to S174,652,000,

'| E.927,000 and 5240,984,000 for 1980,1979 and 1978, respectively,or 677r,90% and 88%, respectively, of
vrairuction expenditures (including AFDC). Such financing included primarily the sale of First Mortgage
it mJ, and Preirred Stock, when related earnings coverages, market conditions and other factors permitted,

,

;
| mi sales of Common Stock to Middle South. Bank loans and comrc.ercial paper were used to finance

| mtruction on an interim basis pending permanent financing.

'I he Company estimates that its requirements for capital funds from external sources during the period
* - M53 will be approximately $560,000,000, principally for construction programs totalhng 5765,000,000

or the funding of $107.000,000 of maturing long-term debt. This $560.000,000 estimate is premisedJ

- t he receipt by the Company of adequate rate relief so that the Company's earnings coverages will enable
ompany to sell additional First Mortgage Bonds and Preferred Stock over thc period to provide funds as:

d to continue the construction programs. Additional sales cf Common Stock to Middle South and
erm borrowings are estimr.ted to provide a major portion of the balance of funds from external sources.
Gmpany is unable to obtain the necessary rate relief, the Company may be required to reduce, deferi

mnate certain construction expenditures, including those associated with Waterford No. 3.
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| 111. Results of Operations.

The following factors, which may not be indicative of future operations or earnings, have had a significant
effect upon the Company's results of operations during the years 1980,1979 and 1978.

Operating revenues increased 5296,047,000, S10.,101,000 and 577,424,000 for the years 1980,1979 and
197S, respectively. Increased fuel cost recovered through fuel adjustment clauses and increased fuel cost
included in new levels of base rates accounted for 69%,103% and 44% of the respective increases. Rate

j increases received in this time period increased .evenue by 27% in 1980 and by 15% in 1978. Changes in sales
l of energy were relatively small except in 1978 when increased energy sales to ultimate customers and sales to

other utilities as a result of a national coal miners' strike and extremely cold weather accounted for 43% of the
increase in operating revenues.

Increases in operation and mainuma ce expense were primarily due to higher fuel and purchased power
costs. Fuel costs rose over the 1978 1980 period, rdlecting increases in the average unit prices for natural gas
and oil. Increased purchased power costs reflected not only higher aserage unit prices but also larger
volumes of energy purchased to displace even higher cost gas and/or oil fired generation. A portion of the

| increases in fuel and purchased power costs in 1978 also resulted from higher demands for electric service.
Other operation expense, exclusive of deferred fuel cost., increased as a result of the effects ofinflation on

I 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) pursuant to the fuel adjustment clause. The deferral results in a better
| { maching of energy costs with related revenues. Thus, the deferred fuel cost amount represents a net

adjustment of energy costs. When there are wide fluctuations 4 the cost of energy between periods, the
; necessary adjustments can be quite large. Maintenance expense increased in 1978 due to increased scheduled

i maintenance on generating units, which is requir:d by mntinuous usage of oil as boiler fuel, unscheduled
maintenance and inflationary pressures.

f? The amortization of property losses increased from 52,835,000 in 1977 to $4,101,000 in 1978 due to,

'

settlement of cancellation charges with a contractor in excess of the amcunt estimated. The abandonment
t, j- loss had been completely amortized by December 31,1979 anu thus no amortization has been recorded in

t 1P80.

The increase in taxes other than income taxes for the years 1979 and 1980 is due primarily to increased
; real and personal property taxes and franchise taxes.

[, The fluctuations in total income tax expense included in operating expenses and in other income in 1980,
t

] 1979 and 1978 are primarily altribu'able 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.

The increase in AFDC is primarily attribut'able to the increased amounts of CWIP.

Additional investments in SFI, an affiliated company, and higher rates ofinterest on such investments are
primarily responsible for the increases in miscellaneous income and deductions in 1979 and 1980. -

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

IV. Effects of Inflation.

Inflation has had a significant impact on the Company's operations in recent years (see Note 12 to
Financial Statements).

V. Summary.
i

The Company 1 elieves that adequate and timely rate increases are the major factors in determining itsi

i ability to meet the energy demand. of its customers. Such rate increases, along with the Company's
!

continuing efforts to control costs in all areas of operation, should produce the carnings growth and the

[ financing ability necessary to meet such demands. As of December 31,1980, the Company had pending
'

|
-

$216,544,000 in proposed annual rate increases (see " Business-Rates" and Note 9 to Finar.cial
Statements).

'

i

'
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OPERATING STATISTICS
' ear Ended Dnember 31

1980 1979 1978

Energy Generated. Purchased and Interchanged (Millions of KWH):
Generated-net station output . ... 16,440 18.429 21.251. . . . . . . . . . . . .

Purchased . 8,670 5,860 2.799
. . . . . . . . . . . .. . . . . . .

Interchanged-net .. ... 5 33 (70). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Total generated, purchased and interchanged .. . .... . 25,115 24.322 23,980

Company use, distribution losses and unaccounted for .... .. ...... . 1.170 1,070 1.268

Total energy sales ... .. .... ..... 23,945 23.252 22.712. . . . . . . . . . . . . . .

Average Fuel Cost per KWH Generated (Cents) ... ....... .. . ... ......... 1.81 1.03 0.79
==

Energy Sales (Millions of KWH):
Residential .. ..........

6,398 5,996 5,862
. . . . . . . . . . . . . . . . . . _ . . . . . . . . . . . . . .

Commercial .. . .
2,876 2,721 2,624. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

I ndustrial .. . .. ........ .. .. .... .. .. ..... .. .. .. . ..... .. I1,963 11,388 9.685. . .

G overn me n tal ............. ... .. .... .. ... .... ..... . ... ..... .. ....... ..... . 463 445 394

Total sales to ultimate customers .. ... .. . .................... .... . 21,700 20,550 18,565

Sales for resale ( 1 ) ...... .. .. ... ..... ... . . .......... ... .......... . 2.245 2,702 4,147

Total energy sales . . ............. . .............. ...... ....... 23,945 23.252 22,712

Total Operating Expenses per KWH of Energy Sales (Cents)(2) .. 3.08 2.08 1.70

Number of Customers (End of period):
i R esiden tial .. . . .... . .. .......... .. ... .. .... ... .... 457,19I 443,527 427,938

Com mercial ... ..... ... . . . .......... .. . ........... . ....... . . 48,617 46,848 44,884

Industrial . .. ... ... ... ..............
6,846 7,I62 7,518

. . . . . . . . . . . .

Governmental .. . . . ......... ..... ..
3,242 3,108 2,978

.......... . . . . . . . . . . .

Total ultimate customers ........... . .... ...... .
515,896 500,645 483,318

Sales for resale . .. .. ........... ........ ............ ............... .
8 65 66

i Total customers ... . ..... ........ . . .. ..... . . .. .... .... ll5,904 500,710 483.384

Operating Revenues (In Thousands):
R esiden tial . .. .....

. ...... .......... ...... ........ ..... .. $265,080 $180,364 5146,326
'

Commercial .. .. .. ... . ... .... .... ...... I23,656 85,983 68,328

I ndust rial . ... . . ... . . ........... ..... .. . . - . 358,177 212,853 141,803

Governmental ... ... ....................... . .... ........... ... ..
17,208 I1,688 8,451

Total from ultimate customers ... . .......... . . ... ... .. 764,121 490,888 364,908

Sales for resale ( 1 ) .. . .. . ...... . ... .. ........ ... ............ ...... .... ..... .. .
81,887 61,704 87,677

Total from energy sales . ........... .. .... . . .. ... . 846,008 552,592 452.585

Miscellaneous . . ... .. ...... . . ... ... ..... ........ .. 7,515 4,884 3.790

Total operating revenues ..... ... . .... .... . ... .. . .... .. . $853,523 5557.476 5456.375

Average Revenue per KWH (Cents):
| Residential .. ... . .. .... . ...... . 4.14 3.01 2.50. . . . . . . . . . . . . . . . . . . . . . . . .

Commercial . . ..... ........ ....... .... ..-.. 4.30 3.16 2.60. . . .

Industrial (2) .. . . .. .. 2.99 1.87 1.46

Govern men tal . ....... . ... .. ..... .... ..... ...... . 3.72 2.63 2.15

) Sales for resale ( 1 ) . .. ... . ........... . .... ................... . 3.65 2.28 2.11
'

|-
Total energy sales . . . . ............. .. .... ... ...... ... . 3.53 2.38 1.99

(1) This item includes intra. system transactions ancI the Company's portion of emergency, economy.'

. terchange (net) and other transactions with neighboring unaffiliated systems. These transactions, whichin

are made on a when available and, needed basis, are subject to considerabic fluctuation. This item also
includes firm sales to others for resale.

Approximately 57% of the revenues from sales for resale for the year 1980 were intra. system sales. For
. formation concerning intra. system sales and planning, see " Property-Interconnections".m

| (2) Total Operating Expenses per KWH represent an average for all sales to all classes of customers.
l Although Average Revenues per KWH from industrial customers are lower than such average, Average

Revenues per KWH sold to industrial customers are greater than the expenses per KWH sold to industrial
customers. ,,

l
,
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Territory. The Company operates in 46 of the 64 parishes (counties) in. Louisiana. Electric service is
'

supplied directly in 496 communities. The estimated population of the area in which the Company furnishes
electric service was 1,553,000 as of December 31,1980.

The Mississippi River, which flows through areas served by the Company, makes available ample water
ta industries seguiring 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 as industrial
attractions. The principalindustries served by the Company include petroleum refming, chemical processing,
sugar pro:essing, and the manufacturing of wood, paper and plastic products.

Electric Senice. During the twelve months ended December 31,1980, the Company derived 31% ofits
operating revenues from We 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
During that twelve month period, the Company derived 47% of its industrit.1 revenuesutilitics and others.

from cher .ical and allied product industries and 19% of its industrial revenues from petroleum refining and

related industries.

The following table sets forth witain information with respect to the Company's applications forRates.
rate increases and related proceedings within the past five years. The effective dates and amounts approved
shown in this table are the effective dates cf final actions wit? m pect to the applications and the final amounts

approved
Approved increase

Requested increase

Filed Amount (5000) Effective Annount (1000)

LPSC 11/12/76 5 54,000 7/24/78 513,790

12/18/78 114,700 12/18/79 59,600

5/30/80 203,600 Pending

7/15/80(a) 53,000 10/8/80 32,400

Council (b) 12/30/76 1,700 11/9/78 443

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 Pendir.g

7/29/77(e) 1,055 Pending

Request for interim emergency rate relief pending the outcome of the May 30,1980 general rate
increase application; amount of emergency relief request:d was revised subsequent to initial filing to approxi-(a)

mately 536,500,000.
The rates of the Company's retail customers in the Fifteenth Ward of the City of New Orleans are(b)

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 increase

apph, cation.

(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 toon the basis of the test year ended
provide additional annual revenues of approximately $203,600,000
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 bond

The application proposes. rnong other things,

pending the outcome of the application filed on May 30,1980.the inclusion of CWIP in the rate base and the concurrent cessation cf capitalization of AFDC on the CWIP
so included. A hearing was held on the request for emergency rate relief on August 25,1980, and at such536.500,000. By order dated
hearing the Company revised the amount of such request to approximately

| 12
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October 8,1980, the LPSC permitted Company to implement an interim rate increase of approximately
532,400,000 under protective bond s t to refund. The general rate increase application filed on May 30,

'

1980 is pending.

On July 3,1980, the Cor ,ny filed with the Council a rate increase appiketion with respect to its retail
customers in the Fifteenth " .rd of the City of New Orleans, asking authorization to putinto effect new retail
rate schedules designed * rovide additional revenues of approximately 54,400,000 annually on the basis of

the test year ended Der .ser 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 approximately
57,489,000. The Company's application aise reqwsted an increase in the Company's rates to the four
municipalities to which it served firm pe,ver, the effect 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 Company's contracts with the rural
electric cooperatives and two of the municipalities have expired, and these customers are now receiving their
power requirements from other sources. Although decision on the application is still pending before the
FERC, the Company believes tnat, due to the loss of most of these customers, the total amount of rate relief
ultimately awarded will not be material.

All of the Company's rate schedules include adjustments for changes in the cost of fuel (which generally
result in a tv.o month lag between changes in fuel costs and bill;ngs 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 tho' neluded in base rates. Concurrently with this
change in billing for fuel costs, the Company commenced deferring on its bool.s fuel costs to be reflected in
billings to customers pursuant to the fuel adjustment clause until such amounts are billed to customers.

Fuel Supply. The Company's primary fuel is r.atural 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 MW, units with
an aggregaie net capability of 1,584 MW have been built or converteu to burn gas or oil or a combination of
the two as primary fuel. The Company's other units (except for a 44 MW 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 burn!ng of oil causes generating units to require more maintenance 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
oilis burned in combination with gas to minimize the effect of burning oil. While there are no plans at this
time for so converting other generating imits, the Company 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 MW) through 1985; and for the Ninemile Point Station (1,827 MW) through 1990 and in part
through 1992; and provide for part of the fuel requirements for the Sterlington Station (471 MW) through
August 10,2001 (but see footnotes to second table below under this subheading).

The Company's average fuel cost per KWH generated by natural gas and fuel oil, and the percentage of
each used during the last three years are shown in the following table:

Natural Gas ,
Fuel Oil

Cost per Percest of Cost per Percent of*

- -. _ _ _ Year
-

KWH Generation EWH Generation

1978.........................._.................. 0.46c 78.2% 1.98c 21.8 %

1919.......................................... 0.66 82.0 2.75 18.0

19 8 0 ..... . . . .. ...... 1.30 60.6* 3.92 19.4
. . . . . . . . . . . . . . . . . . . .

*95% of this gas was supplied under the major gas supp!y contracts tabulated below.
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The Company's current arrangements with its only interstate supplier, United, provide f:r e gas supply.

for approximately 10% of the G .,nany's totti maximum generating capability. Oss supplied by United
under these arrangements has beer bjected to various curtailment, certification and abandonment proceed-
ings under the Natural Gas Ac'. some of which oroceedings are still pending.

Deliveries by United have teen curtailed in varying amounts since 1970 and the Company anticipates
that such curtailments will continue to be severe. During the twelve months ended December 31,1980 these
curtailments amounted to 18% of contract entitlement, and for the year 1981 these curtailments are estimated
to be 15% of contract entitlement. Due to uncertainties of United's cur,tailment plan currently before Federal
regulatory authorities and the courts,it is impossible to predict accurately 1981 deliveries from United. The
deficiencies in deliveries by United have been, and will be, compensated for by additional purchases of fuel oil
and gas and by energy parchases from other companies.

Expirs. tion dates of the Company's major natural gas supply contracts and entitlement thereunder are
shown in the following table:

Annual
Quantity

Contract Expiration Date (Triuion BTU)

9. l *Indeterminate . . .. . . .

January 1,1986 . 66.6 ".. . . . . . . . . .

January 1,1991. 37.0 ".. .

| January 1,1993 . 42.0 ".. ... ..

January 1,1993 . 29.2*. . . . . . . . . . . . . . . . .

August i1,2001 18. l * ". . . . . . . . . . . . . . . . . . . . . . . ..

| * Interstate gr.s contracts with United which have been subject to substantial curtailrcents (see above under

|
this subheading).

| " 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 llocation of

,

intrastate gas to others, subject to provisions for compensation. Such an allocation could .oversely affect
I the intrastate market. In the event of " extreme shortages'' in the Louisiana intrastate market and the

declaration by the Governor of Louisiana of a state o' emergency, deliveries under these contracts may be
subject to reduction of up to 10% of the maximum daily quantities contracted to be delivered. Actual
deliveries under these contracts irr 1980 were substantially less than the contract quantities and the

I

supplier has advised that it will be unable to deliver the contract quantities. The Company estimates that
actual deliveries will amount to about 50% of contract quantities in 1981. Although there have been
some negotiations with regard to the contract differences by the supplier relating to undelivered contract
quantities, any deficiencies in deliveries by the supplier have been, and will be, compensated for by
additional purchases of fuel oil and gas and by energy purchases from other companies.

'" Deliveries under this contract (or cetracts) are for the Sterlington Station and entitlement is at least
49,644 Mcf per day but actual deliveries have been et a declining rate and in the year 1980 averaged only
about 3,400 Mcf per day. Other supply arrangements, some of them short. term, currently provide
additional deliveries to the Sterlington Station averaging about 71,000 Mcf per day.

The Company estimated at December 31,1980 that its percentages of generation by type of fuel for 1981|

will be 94% 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 Powerplaat and Industrial Fue! 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.
The temporary exemptions allow the power plants for which such exemptions have been granted to use natural
gas ,n a primary energy source in excess of the amounts mandated by the above described prohibition. All
but one of the exemptions granted to the Company expire in the last quarter of 1981, but are subject to

_.

extcasion for additional periods for a maximum exempt;on term of five years, including the initial period.
One exemption has already been granted for the maximum five year term. All but one of these exemptions
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are the subject of suits by various industrial groups and a gas utility company seeking to challenge such action
by the ERA. The Company has intervened in these suits,which have now been consolid ted and are pending
in the United States Court of Appeals for the District of Columbia Circuit.

Factors which may affect the percmtages of generation by type of fuel in 1981 and future years include
availability and price of supplies of natural gas and oil, availability of nuclear generation, customer power
demands, availability and price of purchased power, environmental protection requirements and the etTect of
provisions of Federal energy legislation restricting the use of natural gas as boiler fuel.

The Company has been able to obtain and expects to obtain an adequate supply of fuel oil through 1981.
Such supplies have been and, during 1981, will be supplied primarily by SFI which operates on a non-profit
basis for the purposes of planning and implementing programs for the procurement of fuel suf plies for the
Middle South System. As of January 31,1981, the fuel oil requirements of the Middle South System for
1981 were estimated to be approximately 3.3 million barrels, for all of which the Middle South System has
contracted. At January 31,1981 the total fuel oil inventocy of the Middle South System was approximately
5.2 million banels. The Middle South System's storage capacity at January 31,1981 was 10.2 million
barrels.

SFI has a long-term fuel cil supply agreement with Marathon Oil Compa % providini, for the purchase of
50,000 barrels per day for a twenty-year period with the option of SFI, upe two years' written notice, to
reduce the contract quantity to no less than 15,000 barrels per day. Deliveries of oil to SF1 under this
agreement commenced in January 1977. In February 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 appropriate
adjusti.>ents to the price of the oil to reflect such quality deviations. SFI is seeking money camages and
specific enforcement of the contract. In April '.979, Marathon filed a counterclaim against SFI alleging
mutual error and requesting that the contract be set aside. The matter is pending.

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 assemblie:; and reprocessing of the spent -uel. The Compan3 has firm
arrangements for segments of the nuclear fuel cycle for the continued operation of Waterford No. 3 to the
extent indicated below:

,

Purchase of
War Concestrate Ceeversion Enrichment l'abrication Reprocessing *

__ ._ .

19 8 2 ......... .... .. . X X X. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1983.....................................................-. X X X
19 8 4 ....... ...... . .. . .. .... . X X U X. . . . . . . . . . . . . . . . .

1985 ..... X X rirm X. . . . . . . . . . . . . . . . . . . . .

19 8 6 . ....... ........ X Contraci X. . . . . . . . . . . . . . . . . . . . . . . . . .

1987................................. X with X. . . . . .

1988.................................................. DOE X
198 9 ........ . . ... . . ... .. through X. . . . . . . . . . . . . . . . . . .

1990 2010 X... . . . . . . . . . . . . . . . . . . . . . . . . .

1991 ... ......... . . . .. H X. . . . . . . . . . . . . . . . . . . . . .

1992.............................................. X
1993..............................*............ X

_

* The Company has no contract for the reprocessing of spent fuel. It is the Company's understanding 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 sufficient so that reproce:. sing services will not be needed
until 1995.

,
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The initial full load of nuclear fuel for Waterford No. 3 is to be purchased, q,onverted, (nriched 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, but at this time the u imate availability and cost thereof are not predictable.b

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 ,. resent or proposed Middle South System nuclear .mits 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 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 ob!igated to sell such residuals to a third party.

To finance,in part,its fuel supply arrangements. SFI has entered into various borrowing arrangements
with its parent companies, including the Company, as follows:

Company's Company's
Share of Share of

Maximum Maximum Total Total

Period Term Borrowings Borrowings Amount Amount

in of 14ans Authorized Authorized Outstanding Outstanding
EKect Outstanding at 1/9 /81 at 1/31/81 at 1/31/81 at 1/31/81

Loan Agreemcnt, dated January 1/4/72- 10 years from date
- - $26,500,000 $ 8.925,250

4,1972 12/31/73 of borrowing

Loan Agreement, dated January 1/5/74- 25 years from date
- - 13.000.000 t,070,000

5,1974, as amended 12/31/77 of borrowing

Loan Agreement, dated January 1/4/78-
4.1978, as amended 12/31/81 due 12/31/2006 5261.500.000 589.010.000 54.500.000 22.135.000

p '4.000.000 536.130.250

In addition, the System operating companies, including the Company, as sole holders of the common
stock of SFI, have covenanted and agreeu, averally 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 SFl to discharge, its obligations under certain
borrowing arrangements. The totalloan commitments under these artangements amounted to 5221,196,000
at January 31,1981, of which 5133,955,000 had been borrowed by SFI and was outstanding at that date.
SFI's stockholders, including the Company, have made similar covenants and agreements in connection with
long-term leases of oil storage and handling facilities and coal hopper cars having, at January 31,1981, an
aggregate discounted value of approximately 559,150,000. The Company owns 33% on the common stock of

I

| SFl.

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 coat over a period from 26 to 42 years. CoalI

so supplied is expected ;o be used in wo future coal-fueled units to be constructed for the Middle South
| System. The Company, AP&L, MP&L and NOPSI, each acting in ace'rdance with its share of ownership|

of SFl. joined in, catified, 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(

| However, in order to limit the joint venture's investn :nt rights and hence the amount toof thejoint venture.
be paid to it as a component of the price of coal, the contract provides that SFI invest 50% of the funds for|

| plant and equipment in excess of 543,800,000 up to $49,000,000 and 1007e of any funds required for such
| SFl also has, under the terms of the contract, the c~ ion ofinvesting

purposes in excess of the latter amoun.| funds in certain rail facihties at the mir.r and certain coal leases to be mined by the joint venture. During the|

|
perimi through January 31,1981, SFI made such an optional investment of 54.8 million, which was borrowed
from its parent companics. In addition to this amount, SFI anticipated at January 31,1981 that its total'

additional irsvestments w ould be apinoximately 530 to $40 million in current dolf ars over the 26 to 42 year life
Any funds supplied by SFI under its options in the contract will be obtained either throughof the con.ract.

16

|

. -. - - . . - ~ . ~



U_ _._ . ___.--. .- - - ~ ~ - - - ' ~ ~ ~~

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 512 million to 516 million. The joint venture management
has advised SFl that due to difficulties in obtaining mining permits, first deliveries under the contract are
estimated to be delayed approximately one year to January 1,1984.

As a result of the national fuct shortage, a national effort to reduce the use of electricity has 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 sales of electric energy to the:e customers by the Company.

Regulation and Litigation. As a subsidiary of Middle South, the Compa.c;is subject to regulation by
the SEC pursuant to the provisions of the Holding 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 electric energy in interstate commerce and sale of electric energy at wholesale in interstate

The FERC also exercises accounting jurisdiction over the Company.commerce.

The Company 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. The LPSC does not exercise jurisdiction over the issuance of securities by the Company because
these matters are subject to the jurisdiction of the SEC under the Hofding Company 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, particularly with
regard to public health and safety and antitrust matters. The Ccmpany, as owner and prospective operator of
Waterford No. 3,is subject to the jurisdiction of the NRC. Tle Company's application for the necessary

After hearings with
permit and license to construct the Unit was filed with the AEC on December 31,1970.
respect to certain interventions, and after the Company,in connection with the question whether its construc-
tica and operation of tiA 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 te nuclear ge eration 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 applicatier for
the necessary operating license for the Unit. Recent actions taken by the NRC have resulted in 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 were filed by Oystershell Yliance, Inc. and
Save Our Wetlands, Inc. and by Louisiana Consumers' League, Inc. In general, these petitions ask that the
Company's application be disapproved or,if approved, that it be approved subject to additional safeguards.
Over the Company's opposition, these petitions to intervene have been granted. The application is pending.

On Octol,er 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 Corppany from prc~eding with the
construction of such Unit. On November 17,1978, the Company filed a deci!n.. tory excep. ion directed at the
insufficiency of service of process upon it. In addition, on April 2,1979, a mandanus suit (to wbkh 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 Attorny General of the State of Louisiana and the Staa itself, asking that the
Cover'or and the Attorney General be ordered to devise an adaquate 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 ordered to immediately enjoin the constructiot. of Waterford
No. 3. Both matters are pending.

On August 28,1979, a suit was filed against tne Company in the United States District Court for the
~

Eastern District of Louisiana (Docket No. 79-3326) by The Waldinger Corporation alleging that it had
contracted to do the heating, ventilating and air conditioning wc? on Waterford No. 3, and that during the
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course of the work the Company had breached the contract by terrninating ~ .aldinger's right to perform
further work thereunder, and making claim for 520,092,050.51, costs, interest, and such other relief m the
Court might consider proper. The $20,092,050.51 consists of a claim for punitive damages of not less than
510,000,000, damage to reputation and loss of prospective business in the amount of 57,000,000, withheld
amounts allegedly due under the contract totaling 5720,235.51, reimbursement allegedly due under the
contract for certain home office 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 fmnished to the Company in the amonnt of not less than 5350,000. In the
opinion of General Counsel R 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 unsuccessfulif and when proceeded with to finaljudgment, and (b) the other claims

,

are of such nature that it will be necessary for the litigatio'. W progress further before such Counsel will be in a
positica to reach an opinion with respect thereto. On the same date, August 2R,1979, the Company filed suit
against Waldinger in the same Court, claiming $21,250,000 in liquidated damages plus an unc:timated
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 counterclaim secking judgment against Waldinger for the same amounts as the Company's
suit against Waldinger. Waldinger has filed a motion for summary judgment as to some of the issues. The
matters are pending.

On September 5,1974, the Company filed suit in Civil District Court for the rarish oi 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 S182,904,607
(of which $55,639,457 is for the increased cost for rephecment 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 '-.amages 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 available to customers who receive servics under the jurisdictional authority of the LPSC, less an
appropriate portion of the costs of recovery. Disc, very 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 Commission
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.

( Emircnmental Matters. The Company is subject to regulation as to air and water quality and other
environmental matters by state and Federal authorities. Regulations on environmental matters are continu-

|
ously 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 1981,1982 and 1983 in the approximate amounts of $17,600,000,
518,500,000 and $4,100,000, 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 establish NSPS for all new facilities emitting such air

t

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 State of Louisiana adopted a State Plan, including regulations to meet Ambient Air Standards, as
| applicable, which was approved, subject to certain exceptions, by the EPA pursuant to the Clean Air Act, as
I 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 effect,if any, these revisions may have
on the Company over and above the basic effects r4 the Clean Air Act Amendments of 1977 and the E~A
rulemaking activity wereunder.
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The Clean Air Act Amendments of 1977 requir: that the states review and revise, as appropriate,certain
c!cments of their State Plans; that the Administrator of the EPA promulgate revised NSPS;and that State
Plans contain emission limitations and such other measures as may be necessary to prevent significant
deterioration of air quality i; accordance with maximum allowable 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 tc the United States Court of Appeals
for the District of Columbia Circuit. By 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 SPA proposed
amendments to its 1978 PSD regulations and, after the Court issued its mandate on July 29,1980 with regard
to these decisions, the amendments were published and made effective on August 7,1980.

On Deceinber 2,1980, tne EPA issued final regulations on visibility protection. A group of utilities,
including the Company,is challenging portions of these regulations in a suit filed January 30. i981 in the
United States Court of Appeals for the District of Columbia Circuit.

The EPA has also promulgated final regulations on NSPS. The Company, as a member of the same
group of utilities referred to above, petitioned for judicial review of these regulations to the United States
Court of Appeals for the District of Columbia Circuit and 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 uncertainties 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 expenditurt of substan-
tial additional funds for pollution control equiprnent.

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. Ot 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 Clean Air Act Amendments and on July 28, 1980 the EPA
promulgated the final Section 120 noncompliance penalty regu!ations. The " Update of Power Plants Poten-
tially Subject to Section 120 Noncompliance Penalties: Avadability"issuM by the EPA under date of July 27,
1979 does not name the Company and the Company believes it would not be named under any current update.

,

The Company, as part of a group of utilities, is challenging portions of the Section 120 Noncompliance'

regulations in a suit filed September 26,1980 in the United State:. Court of Appeals for the District of
Columbia Circuit.

Water Quality: The FWPCA discontinued the discharge permit system of the Army Corps of Engi-
neers under the Refuse Act of March 3,1899 and established the NPDES. Pursuant to the FWPCA, in
October 1974 the EPA promulgated efBuent limitations and guidelines for certain existing and future steam
power generating plas. The Company appealed certain portions of the regulations to appropriate United
States Courts of Appeals. The appeals were consolidated in the United States Court of Appeals for the
Fourth Circuit, which rendered an opinion on July 16,1976 remanding a significant portien of the regulations
to the EPA for further consideration. If, as a result of the EPA limitations and guidelines, the Company
should be required to install closed cycle cooling systems at certain existing steam electric generating stations,
substantial additional expenditures would be involved. Revisions of the remanded portions of th: rules
concerning thermal discharges have not been proposed by the EPA at this time.

The Company obtained requisite NPDEE Nrmits for all major existing generating stations and is now in
the proce" of obtaining renewals, with draft permits and/or permit continuation letters having now beca!

received from the EPA with respect to all such stations except the Sterlington Station. The renewalI

| application for the Sterlingtor Station is presently being processed by the EPA. Permits for these generating
stations have also been issued by the applicable state authority. The Clean Water At;t Amendments of 1977

|
and the regulations promulgated thereunder,in concert with ongoing programs instituted under the FWPCA,
have raised a variety of issues concerning toxic and hazardous substances. Substantial new requirements
concerning these matters could be imposed by the EPA under new NPDES regulations, issued June 7,1979.
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These new requirements as well as changes in NPDES program administr2 tion r:gultti:ns could entail
increases in expenditures for pollution control equipment and sampling or monitorirl'g procedures in amounts
not presently determinable. A group of utilities, including the Company,; challenging in the courts certain
p. ins of the June 1979 NPDES regulations as well as the NPDES aspects of the Consolidated Permit
.e tions, which EPA promulgated on May 19,1980, since these Consolidated Permit regulations incorpo-a

rate, with some changes, the June 1979 NPDES regtilations. These matters are pending.

With respect to the generating facilities of the electric utility systems at the six municipalities which the
*

Corapany is operating: one is covered by an existing NPDES permit and the Company has filed additional
material with the EPA to obtain a renewal of the permit and has received from the EPA a draft renewal
permit, two are the subject of EPA processing of the question whether NPDES permits are needed; one is the
subject of a recent EPA request to the Company to file for such a pa,rmit; one municipality had filed for
renewal of its NPDES permit before the Company commenced operation of its electric utility system but
neither the Company nor the municipality has heard anything with respect thereto from the EPA and the
original permi< j its terms, has expired; and one was covered by an NPDES permit and the Company hasy
filed and is in the process of filing additional material with the EPA to obtain a renewal of the permit but the
original permit had, by its terms, expired before the renewal apphcation was filed.

Facilities have been constructed at the Company's steam electric stations which treat 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.

i

Toxic Substances: The EPA's polychlorinated biphenyls regulations promulgated under the authority
of the Toxic Substances Control Act * ,uire additional utsenditures of funds for the marking, handling,
storage, transportation and disposal of tnis substance, whicii is frequently found in varying concentrauons in
capacitors and transformers manufactured before 1977. However, the resultant costs are expected to be s,

| distributed over a substantial period of time in the course of phasing out the use of polychlorir,ated biphenyls.
In addition, the Company was requ3 red to implement procedures for the handling, transportation and disposal
of polychlorinated biphenyls pursuan, :o 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, intervened on behalf of the EPA
| in a suit filed in the United States Court of Appeals for the District of Columbia Circuit by the Environmental
| Defense Fund seeking review of the final polychlorinated biphenyls regulations. On October 30,1980, the

Court overturned the 50 parts per million cut off for enforcement of the polychlorinated biphenyls regulations
and the classification of transformers and capaJtors as totally enclosed uses exempted fron the use ban of the
Toxic Substances Control Act. A motion for reconsideration was denied, but a temporary stay was granted
until January 21,1981 to allow for a negotiated settlement agreement. Such an agreement was reached on
January 21,1981, at which time a joint motion for an eighteen month stay was filed. This motion was granted
on February 12,198L The agreement provides for an interim inspection program for certain transformers
a*A for a p% ram of informatian gathering designed to support subsequent EPA rulemaking.

Hazardous an/ IMid Wastes: Pursuant to the RCRA, the EPA has issued guidelines for the states to
use in formulating a solid waste control program. Louisiana recently promulgated a solid waste control
program, effective January 20,1981, which contemplates creatir.g i. celated program regulating resource
recovery and recycling. The c'l'ect of this program is now being evaluated.

On February 26,1980 and May 19,1980, pursuant to the RCRA, the EPA promulgated regulations 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 19,1980
interim status filing deadline by reporting to the EPA certain possible hr.zardous waste activities. On
November 19.1980, the Company notified the EPA of (1) its withdrawal ofits interim ctatus filing as regards
the treatment, stcrage or disposal aspects of its NPDES facilities and (2) the retention of waste generator
stas for certain temporary purposes. The RCRA also provides for state administration of certa n elementsi

of the ?azardous waste program during the initial period of this new regulatory plan. In ordt to obtain
authority 9 administer such a program, a state must show that its plan is no less stringent than th- Federal
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rules and that it has the administrative capacity to handle the program. The State of Louisiana has received
such authorization for a portion ofits program. Plans for compliance with this program are being formulated
by the Company. Rulemaking in this area continues, so the cost of compliance cannot now be estimated.

"ROPERTY

The Company owns four stean. electric generating stations with a total netGenerating Stations.
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 aggregate net capability of 4.392,000 KW. "Nei capability", as used herein.
is the present dependable load carrying ability of generating stations, as demonstrated under actual operating822,000 IW tested with fuel oil). For informationconditions, using natural gas for fuel (except for
with respect to reduction of generating capability resulting from the use of fuel oil, see " Property-
Interconnections".

In addition, the Company is operating as part of its system the generating stations of the Towns of Lake
Providence, Homer, Jonesboro and Rayville, Louisiana and the City of Thibodaux, Louisiana pursuant to
operating agreem,mts, and of the City of Monroe, Louisiana pursuant to an emergency interim agreement,166,000 KW of steam
which generating stations have a total net capability of 233,000 KW (consisting of
unhs and 67,000 KW ofinternal 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 Monroe. On May 15.1978
a citizens group filed a petition to atervene and a protest and request for hearing. On June 8,1978 the same
citizens group filed with the FEPC a complaint directed at the Company, requesting that an investigation be
instituted and a hearing be held and that the FERC order the Company to sell to the City of Monroe firm base
load power on terms (allegedly not offered to the City) at least equivalent to the arrangement afforded
another Louisiana municipc'ity, and further, that the FERC order immediate temporary service to the Ch.
on such terms. Both matters are pending.

Under the terms of the above mentioned operating agreements and emergency interim agreement, the
Company las the right and opun, 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 gener-
ating stations and this has had no significara effect 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.

Unscheduled outages of two of the Company's generating units occurred 6 ihe first quarter of 1981 as a
result of mechanical problems. One unit (436 MW) is expected to return to service in early August 1981.
The other unit (748 MW) is expected to return to service in early July 1981, with a 10% reduction in capacity

1981-1982 winter season. See
after repairs. The unit is expected to be restored to full capacity during the
penultimate paragraph under " Selected Financial Data",

From January 1,1976 to December 31,1980,
Additions and Retirements of Electric Utility Property,

the Company made expenditures of $340,175,000 for gross additions (not including CWIP which amounted
to electric utility plant. During the same period,547,052,000 ofto SLO 30,345,000 at December 31,1980)

utility plant was retired. The net additions during this period thus amounted to 5293,123,000, an increase of
29%.

The electric power supply facilities of the Middle South System consist Mncipally ofInterconnectices.
steam electric production facilities strategically located with reference to availability of fue.. protection of
local loads, and other controllicg economic factors. These are interconnected by a transmission system
operating at voltages of up to 500 KV. Operating facilities are owned by the System operating company,
including the Company, serving the area in wMch the facilities are located. The System Agreement provides
that parties to the System Agreement who have excess generating cap.a,y w"I sell the available excess to
those parties to the System Agreement who have deficiencies ;n generating capacity and that for this
entitlement the purchasers will pay to the sellers a capability equalization charge sufficient to cont the sellers'|

related < prating expenses, fixH charges on de, and a fair rate of return on related equity investment.
'
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Generating facilitits at e operated with a view to realizing the greatest economy. This operation seeks,cmong
other things, the lowest cost sources of power from hour to hour. The minimum of iqvestment and the most
efficient 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 I'
cost of fuel consumed in generating such energy plus a charge to cover other incremental costs. i

On March 30,1979, MSS, on behalf of the System operating companies, filed with the FERC an
application for an increase in utes charged by System operating companies to each other under the System

'

Agreement for capability equalization, transmission equalization, energy exchange and other services. The
application was designed to increase charges under the System Agreement primarily through the expansion of
the categories of expenses su'aject to automatic adjustment clauses to include operation and maintenance
expenses and overhead expenses and through an increase in the allowed rate of return on equity investment.

| The FERC .crmitted the proposed rates to become effective on June 1,1979, subject to refund. The System {
operating companies commenced charging the new rates, subject to refund, effective June 1,1979. The i

*

! Attorney General of Arkansas, the Arkansas Public Service Commission and the LPSC have intervened in the
!

proceeding. The record is complete and awaiting decision by the FERC. The final resolution of this
proceeding is not expected to have a material effect upon the 1979 or 1980 results of operations or financial

I condition of the Company.

The Company also has direct interconnections with facilities of the Gulf States Utilities Company, ,

Mississippi Power Company, Southwestern Electric Power Company, Central Louisiana Electric Company, }

Inc., and Cajun Electric Power Cooperative,Inc. In addition, there are direct interconnections between other j

companies of the Middle South System and Mississippi Power Company, Oklahoma Gas and Electric ?

Company, Southwestern Electric Power Company, Empire District Electric Company, Union Electric Com-
pany, Arkansas Electric Cooperative Corporation,TVA, Associated Electric Cooperative Inc., Southwestern

*

Power Administration and SMEPA.

The Company is a member of the Southwest Power Pool, which has 38 members. The primary purpose ,

of the Southwest Power Pool is to ensure the rel%ility 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 Middle South System peak demand of 11,769.000 KW occurred on July 16,1980. At that time, net
'

firm purchases available to the System operating companies amounted to 680,000 KW resulting in a require-
ment for Middle South System generated output of 11,089,000 KW. System owned and leased capability, i
adjusted to reflect curtailments of primary fuel (natural gas) and the use of alternate fuel, plus 832,000 KW {

i
of available non-firm purchases, amounted to "!,801,000 KW. The reserve margin at the time of peak was ![
approximately 15%. Continuing capability evaluatiors by the Middle South System indicate that during the
1980 peak load 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 ar.J occurred on July 16,1980. ,

Arrangements have been made under which the Company, AP&L,'JP&L and NOPSI, seven neighbor-
ing utilities and the TVA exchange capacity and energy which is at i able for such purpose because of
diversity in the periods of peak demands. The purpose of these exchanF nrrangements is to effect economics
for the benefit of each of the systems involved. The investor-owned co ipanies are supplying 700,000 KW to
TVA during the winter exchange period, November 15 through M rch 15, and TVA is supplying a like
amount of power to the inve<'ar-owned companies during the summer exchange period, June I through
October 1, unless chan6ed or terminated by one of the parties after 4 years' notice. Of the total amount to be
exchanged, the Middle South S: "- ' _are is approximately 30% and the Company's share is approxi-
mately 11%. Each prticipant in t' e arrangements is providing the necessary transmission lines and related
facilities in its territory at voltages t.p to 500 KV. The annual costs of these lines and facilities are shared
among the participants in the exchange substantially in proportion to their respective benefits.

|
MSE has under construction a two-unit nuclear rhnt, the Orand Gulf Plant, having an expected|

|
aggregate capability of approximately 2,500 MW, on the Mississippi River near Grand Gulf, Mississippi.
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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 thigs, upon the receipt of operating licenses from the
NRC. Recent actions taken by the NRC have resulted in 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 first unit and second unit, respectively. The total cost to MSE.
assumin t an 87.52% cwnership interest, for the Grand Gulf Plant (exclusive of nuclear fuel) is currently
estimated M be approximately $2,846.0 million. MSE has entered into an agreement pursuant to which
SMEPA is acyiring a 10% undivided ownership interest in the Grand Gulf Plant. MSE is negotiating with
MEAM for '.he possible acquisition of up to a 2.48% undivided 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 MEAM of a 2,48% undivided ownership interest, MSE's share of the aggregate capability will
be approximately 2,,0 MW. At January 31,1981, 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. Through January 31,1981, approximately 51,802.7 million had been expended
by IMSE on the Grand Guh Plant.

,

Middle South has undertak:n to furnish or cause to be furnished to MSE sufficient capital for construe.
:

tion 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 opertaing companies, including the Company, have -

entered into a series of agreements (collectively, Availability Agreement) whereby (i) MSE 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 avaihble 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 apportionm:M 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 expeass or an mivalent 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 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 Availability Agieement described in (ii) above, and (iv) the System operating companies have
agreed that their obligations to make payments or advances to MSE are absolute and unconditional. "he
requirement to make payments under (ii) above commences on the date on which either unit of the Gr and

|
Gulf Plant is placed in commercia' operation; provided that if Unit Mo.1 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 comm:ncement date for Unit No. 2
is tb carlier of the date of commercial opercion of Unit No. 2 or December 31,1986

MSE currently is negotiating for an increase in its bank borrowings to provide funds for the compleuon of
the construction of Unit No.1 of the Grand Gulf Plant. In addition, MSE is negotiating modifications in the
covenants specified in the Availability Agreement with respect to the completion dates of the two units of the
Grand Gulf Plant. If these negotiations are successful, necessary regulatory aaprovals will need to be
obtained prior to effecting any modifications.

The System operating companies, including the Company, have agrec.lin principle that the capability of
the portion of Grand Gulf Unit No. I and Grand Gulf Unit No. 2 owned by MSE will be permanently
allocated among the Company, MP&L and NOPSI on a fixed percentage basis, subject to change by mutual
agreement of such companies. The proposed percentages of allocated capability of MSE's share of Unit No.
I and Unit No. 2 would be the Company,38.57% and 26.23%, MP&L,31.63% rad 43.97% and NOPSI,
29.80% and 29.80%, respectively. Under the arrangement, the Company, MP&L and NOPSI will assume,in
proportion to such allocations, all of the responsibilities and obligations with respect tu these Units and, in
consideration thereof, AP&L will relinquish its rights in the Units. The proposed reallocation is subject to
the receipt of the approval of regulatory agencies and of all other necessary approvals.

'
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As of December 31.1980, twc Cortpany owned and operated 234 substations with a t:tal
.

Substations. ' f hich transform-

ers with a total capacity of 5,145,000 kilovolt-amperes were located at generating stations. These figures o
|gtransformer capacity, r.ot including spare transformers, of 18,384.000 kilovolt-amperes, o wd

l
not include "line-type" transformer installations serving customers at secondary voltages under 2,200 vo ts.

g

DESCRIIFTION OF NEW BONDS

The New Bonds are to be issued under the Company's Mortgage and Deed of Trust, dated asBank

of April 1,1944, with The Chase National Bank of the i :ty of New York (The Chase Manhattan (National Association), successor) and Carl E. Buckley (J. A. Payne, successor), as Trustees, as supple-
General. '

mented by twenty-nine supplemental indentures, all of which (collectively referred to as the " Mortgage") areThe statements herein concerning the New Bonds and the;

filed as exhibits to the Registration Statement.
Mortgage tre merely an outline and do not purport to be complete. They make use of ter ns defined in the
Mortgage and are qualified in their entirety by express reference to the cited Sections anu Articles.

The New Bonds will be registered bonds without coupons in denominations of
51,000 or an multiple thereof. The New Bonds will be exchangeable without charge for other New Bonds of

Form and Exchanges.

different authorized denominations, in each case for a like aggregate principal amount, and may be tran-j >

le, other than for applicable taxes or other governmental charges in either case,!ferred withou' 1

i

The New Bonds will mature April 1,1991, and will bear interest at the rateCitv
meir title, payable October I and Apri! 1. Principal and interest are payable in New York(

. Payment. s

The Company has covenanted to pay interen on any overdue principal and (to the extent that payment of sdr.imerest is enforceable under applicable law) on any overdue installment of interest on the Bonds of all series{

shown . I

*

at the rate of 6% per annum. .

The New Bonds will be redeemable,in whole or in part.on 30 days'
_

Redemption and Purchase of Bonds.
notice (a) at the special redempt:on prices set forth below for the current sinking or improvement fund or forh l
the replacement fund or with certain deposited cash and proceeds of released property, and (b) at t e genera
redemption prices set forth below for all other redemptions:

('

If redeemed 2
during 12 General Special

f

montt i Redemption Redeenpeton

period ending Pricet % ) Price ( % )

Mar +h 31

I15.51 i00.00
. . - . . .

1982 .

19 8 3 . ... . .. ..... . . .
.

I13.79 100.00

.. ..
112.07 100.00

1984
I10.34 100.00

1985 .
.

103.62 100.00
.

1986...... .
.. ..

1987 .
.

106.90 100.00

..
105.17 100.00

1988 . .

103.4S 100.00
1989

.
.

..

101.73 100.00
1990

.
. . . .

100.00 100.00
..

. .

1991 .
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together,i" each case, with accrued interest to the date fixed for redemption; provided, however, that nen cf
the New Bonds shall be redeemed at the general redemption prices prior to April 1,1986,if such redemption is
for the purpose or in anticipation cf refunding such bond through the use, directly or indirectly, cf funds
borrowed by the Company at an enective interest cost to the Company (computed in accordance with

16.2864% per annum. Such limitation does not, however,
generally accepted financial practice) of less than
restrict the right of the Company to redeem a New Bond at any time at a special redemption price for the
current sinking or improvement fund or for the replacement fund or with certain deposited cash and proceeds
of released property.

If at the time the notice is given, the redemption moneys are not on deposit with the Trustee, the
redemptirn may be made subject to their receipt before the date fixed for redemption, and such notice shall be
of no effot unless such moneys are so received.

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-ninth Supplemental, Sec.1.)

In additica to actual expenditures for maintenance and repairs, the Company isReplacement Fund.
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 and certain automotive endoment, an amount equal to
5800,000 plus 2%% of net additions to the mortgaged electric, gas, steam and or hot water utility property/

made after December 31,1943 and prior to the beginning of such year. Such requirement may be met by
depositing cash or certifying gross property additions or expenditures for certain automotive equipment or by
tr. king credit for Bonds and qualified lien bonds retired. Such cash may be withdrawn against gross property
cdditions or waiver of the right to issue Bonds. (Mortgage, Sec. 39; Twenty ninth Supplemental, Sec. 7.)

The sinking or improvement fund requirement with respect to the New
Sinking or Improvement Fund.

Bonds begins in 1983 and is stated as 1% per year of the greatest amount of the New Bonds outstanding priori
to the beginning of the year,less deductions for certain New Bonds retired. The Company, however, may n
effect reduce such stated requirement by an amount not exceeding $600,000 in any year or $5,900,000 in the
aggregate on the basis of the principa! mount of Bonds that the Company had the right to have authenticated
and delivered against property additions but which right the Company waived to satisfy sinking fundThe resulting requirement with
requirements in respect of the Company's 1980 and 1981 Series Bonds.

respect to the New Bonds may be satisfied in cash or principal amount of New Bonds or with propertyThe sinking or improvement fund requirement in respect of the New Bonds may be
c

|
additions at 60%.
anticipated at acy time, but if the date fixed for any resulting redemption shall be prior to the calendar year inbject to
which such sinking fund payment is due, redemption shall be at the general redemption price and su
the limitation on such redemptions as set forth under " Redemption and Purchase of Bonds''. Similar but not|

identical provisions ar e in c fect with respect to the Bonds of other series now outstanding. (Second through!
5

Eleventh Thirteenth thronh Twentieth and Twenty secorid through Twenty-ninth Supplementals, Sec. 2.)

If, during any 12 months' period, mortgaged property is
Special Provisions for Retirement of Bonds.

disposed of by crder of or to any governmental authority, resulting in the receipt of $5,000,000 or more as
'

proceeds, the Company (subject to certain conditions) must apply such proceeds,less certain deductions, to(Mortgage," c. 64.) The New Bonds are redeemable at the special redemption
the retirement of Bonds.
prices for this purpose.I s

The New Bonds, together with all other Bonds now or hereafter issued under the Mortgage,Company, a firstSecurity.
will be secured by the Mortgage, which constitutes,in the opinion of General Counsel for the
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 which, in the opinion of such counsel, do not
interfere with the Com;iany's business, (b) leases of certain property of the Company not used in its business,

.
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and (c) excepted encumbrances. There are excepted from the lien all cash and securities; certain equipment, 1

Imaterials and supplies; automobiles and other vehicles and aircraft; timber, mineral rights and royalties;
receivables, contracts, leases and operating agreements.

The Mortgage contains providons 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 |

tCompany's assets. (Mortgage, Sec. 87.)
'

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

The Mortgage contains restrictions, some of which apply only so long as certain prior series are
outstanding, on the acquisition of property subject to liens and on the issuance of bonds under divisional or
prior lien mortgages. (Mortgage, Sec. 46; Third Supplemen'tal, Secs. 4 and 5; and Fourth through Sixth
Supplementals, Sec.4.)

Issuance of Additional Bonds. The maximum principal amount of Bands which may be issued under the
Mortgage is limited to One Hundred Billion Dollars at any time outstsnding, subject to property, earnings
and othu limitatic. 4 of the Mortgage. Bonds of any series may be iss',ed from time to time upon the bases of:
(1) 60% of property additions after adjustments to offset retirements; (2) retirement of Bonds 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 vehicles or
aircraft or property used principally for the production or gathering of natural gas.

With certain exceptions in the case of (2) above, the issuance of Bonds is subject to adjusted net earnings
(before interest and income taxes) for 12 consecutive months out of the 15 months immediately preceding the
issuance of additional Bonds being at least twice the annual interest requirements on all Bonds at the time ,

( outstanding, including the additional Bonds being issued, and all indebtedness of prior rcnk. Such adjusted
! net earni gs are computed after provisions for retirement and depreciation of property at least equal to the

replacement fund requirements for such period.

The New Bont s will be issued against property additions. The Company estimates that after the
issuance of the New Bonds there will be approximately 5410,000,000 remaining property additions availabic
as of December 31,1980.

The Company has rese ved the right (without any consent or other action by holders of the 1999 Series
Bonds or any subsequeatly created series, including the New Bonds) to include nuclear fuel (and similar or
analogous devices or substances) as property additions. The 'ampany has also reserved the right to amend
the Mortgage, without any consent or other action of the holders of the 2008 Series Bonds or any subsequently
created series (including the New Bonds), to make available as property additions any form of space satellites
(including solar power sate!!it"), space stations and other analogous facilities.

t'

| No Bonds may be issued on the basis of property additions subject to e,ualified liens,if the qualified lien
~

bonds secured thereby exceed 50% of such property additions, or if the gaalified lien bonds and Bonds then ,

outstanding which have been issued against property additions subject to continuing qualified liens and
certain other items would in the aggre,iate exceed 15% of the Bonds 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. S.)

' Release and Substitution of Property. Property may be released upon tM bases of (1) deposit of cash,
or to a limited extent, purchase money mortgages, (2) property additions, after adjustments in certain cases
to offset retirements and after making adjustments for qualified !ien bonds outstanding against property ,

'
additions, and (3) waiver of the right to issue Bonds without applying any earnings test. Cash may be
withdrawn upon the bases stated in (2) and (3) above. When property released is not funded property, i

property additions used to effect the release may again,in certain cases, become available as credits under the
Mortgage, and the waiver of the right to iss .e Bonds to effect the r: lease may, ir certain cases, cease to be
effective as such a waiver. Similar provisions are in effect as to ash proceeus of such property. The
Mortgage contains special provisions with respect to analified lien bor.ds pledged and disposition of moneys
received on pledged prior lien bonds. (Mortgage, Secs. 5, 31,32,37,46 to 50, 58 a 62 and 100.)
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The Company covenants in substance that, solong ts any of the New Bonds remainDi$idend Ccienint.
outstanding, it will not pay any enh div'dends on common stock ee:ept from credits to earned surplus after -

- |

March 31,1981, plus $108,000,000, plus such additional amounts as shall be approved by the SEC. (Mort-
gage, Sec. 39; and Twent, ninth Supplemental, Sec. 3.)

The rights of the Bondholders may be modified with the consent of the holders of 70% ofModification.
the Bonds, and. ifless than all series of Bonds are affected, the consent also of the holders of 70% of the Bonds
of each series affected. The Company has reserved the right (without any consent or other action by holders
of the 2000 Series Bonds or any subsequently created eeries, including the New Bonds) to substitute for the
foregoing provision a provision to the effect that the rights of the Bontholders may be modified with the
consent of holders of 66%% of the Bonds, and,if less than all series of Bonds are affected, the consent also of
holders of 66%% of the Bonds of each series affected. In general, no modification of the terms of payment of
principal or interest, no modification of the obligations of the Company under Section 64 (until the foregomg
substitution is made), and no modification affeuing the lien or reducing the percentage required for modifica-
tion,is effective against any Bondholder without his consent. (Mortgage, Art. XIX; Fourteenth Supplemen-
tal, Sec. 5.)

The Company and certain of its affiliated companies maintain
Relationships with s.o.,,,, rate Trustee.

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 affiliate of the Corporate Trustee.

Defaults are: default in payment of principal; default for 60 days in
Defaults and Notice Thereof.

payment of interest or installments of funds for retirement of Bonds; certain events in bankruptcy, insolvency
or reorganization; defaults with respect to qualified tien bonds; and default for 90 days after notice in otherThe Trustees may withhold notice of default (except in payment of
covenants. (Mortgage, Sec. 65.)

principal, interest or fund for retirement of Bonds) if they think it is in the interests of the Bondholders.( Mortgage, Sec. 66; First Supplemental, Sec. I1.) No periodic evidence is required to be furnished as to the
absence of default or as to compliance with the terms of the Mortgage.

The Corporate Trustee or the holders of 25% of the Bonds may declare the principal and interest due on
default, but a majority may annulsuch declaration if such default has been cured. (Mortgage,Sec.67.) No
holder of Bonds may enforce the tien of the Mortgage without giving the Trustees written notice of a default
and unless the holders of 25% of the Bonds have requested the Trustees in writing to act and offered them
reasonable opportunity to act and indemnity satisfactory to the Trustees against the costs, expenses and(Mortgage,Sec.80.) Holdersof a
liabilities to be incurred thereby and the Trustees shall have failed to act.
majority of the Bonds may direct the time, method and place of conducting any proceedings for any remedy (Mortgage,Sec. 71;
available to the Trustees, or exercising any trust or power conferred upon the Trustees.
First Supplemental, Sec.12.)

.
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EXPERTS AND LEGALITY.

The balznce sheets as of December 31,1980 and 1979 and the related statements of income, retained i

carnings and changes in fmancial position for each of the three years in the period ended December 31,1980
included herein have been examined by Deloitte Haskins & Sells, independent Certified Public Accountants, ;

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

6
The statements as to matters of law and legal conclusions made under " Description of New Bonds" have '

$been revi:w ed by hionroe & Lemann ( A Professional Corporation), General Counsel for the Company, and,
except as to " Security" under " Description of New Bonds", W hiessrs. Reid & Priest, and are set forth herein f
in reliance upon the opinions of said firms, respectively, and r wn their authority as experts. The statements !

'
as to matters of law and legal conclusions made under " Bus ness-Regulation and Litigation" and "Busi-
ness-Environmental hiatters" have been reviewed by hionroe & Lemann ( A Professional Corporation) and
are set forth herein upon the opinion of said firm and upon their authority as experts.

,

I

The legality of the New Bo.os will be passed upon for the Company by hionroe & Lemann (A
Professional Corporation), Wintney Building, New Orleans, Louisiana, ar * Messrs. Reid & Priest,40, Wall
Street, New York, New York, and for the Underwriters by hiessrs. Winto.4. C imson, Putnam & Roberts, !t
40 Wall Street, New York, New York. However, all legal matters pertaining to the organization of the

'
Company and all matters of Louisiana law will be passed upon only by hionroc & Lemann ( A Professional
Corporation).

Attorneys with the firm of hionroe & Lemann ( A Professional Corporation) participating or who may ,
'p.. J:ipate in the work on this financing own of record or beneficially 1,259 shares of the Comman Stock of the

Company's parent, hiiddle South.

'

AUDITORS' OPINION

Louisiana Power & Light Company:

We have examined the balance sheets of Louisiana Power & Light Company as of December 31,1980 and
1979 and the related statements of income, retained earnings, and changes in financial position for each of the
three years in the period ended December 31, 1980. 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.

Ir. our opinion, the above-mentioned financial statements present fairly the financial position of the Company
at December 31,1980 and 1979 and '' .: results of its operations and the changes in its financial position for
each of the three years in the period ended December 31, 1980, in conformity with generally accepted
accounting principles applied on a consistent basis.

,

DELOITTE HASKINS & SELLS

New Orleans, Louisiana
February 13,1981

!
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LOUISIANA POWER & LIGilT COMPANY

STATEMENTS OF INCOME .

*

Year Ended December 31. i--

19731980 _1979
(la Tbsesands) '

5853.523 5557.476 5456.375
Operat'.ng Revenues (Notes 1B. 8 and 9) ..

. . . . . . . .

Operating Expenses:
Operation: 296,820 190,226 168,177

. . . . . . .

Fuel (Note 8) 242.279 140,111 69,730*

Purchased power (Note 8) 59,830 3 '18 43,430
.

. . . .

Other .. . . 28,906 31,269 29,213
. . ..

42,513 40,863 38,389Maintenance . .. .. . . .

. . . . . . . . . .

Depreciation
. . . .

4,101 4,101. . .
. .. . . . .

-

Amortization of property losses ....... 18,733 15,977 14,106 ;
. . . . . . . . .. . . . . .

. . . . . . . . . . . . . . .
Taxes other than income taxes . 48.141 12,750 19,919. . . . . . . . . . . . . . . .

Income taxes (Notes IE and 6)
.. . . . . . . ..

. . . . . . . . .

737,222 483,615 387,065

Total .

116.301 73,861 69,310
. . . .

Operating income ..
..

31,693 30,722 20,823Other Income:
Allowance for equity funds ussi during construction (Note IF) .. 7,301 4,920 2,422

Miscellaneous income and deductions-net 13,117 11,751 9,058
. . . . . ....

,

Income taxes (Notes I E and 6) . .... ..... ... .
.. . . . . . . . . _

47,393 32,30352.111. . . . . . . . . . . . . . -
Total ... . . _ . . . . . . . . .

Interest Charges: 69,396 60,263 51,959
. . . . . . . . . . . .

Interest on long-term debt . . ... .. .- 16,167 10,993 6,166. . .

. . . . . . . .

(17.827) (15,131) (10,256)Other interest-net
All mance for borrowed funds used during construction (Note IF)

67,736 56,125 47,869
.. . . . . . . . . . . . . . . .

Total 5100.676 5 65.I29 5 53,744.

. . . . . . .. . . . . . . . . . . . . . . .
.

Net income

STATEMENTS OF RETAINED EARNINGS Vent Emded December 31,

1900 1979 g
(In Thus==ds)

5 58,541 5 63,292 5 59,863
. . . . . . . . . . . .

Retained Earnings, January 1. 100,676 65,129 53,744. . . . .
.. . . .

. . . . . . . . . . . .

Add-Net income 159.217 128.421 113g. . . . . . . . ..

. . . . . . . . . . .
Total' .... . . . . . . . . . . . . . ..

i

Deduct:
o

] Dividends-cash: 24.883 16,749 8,108

Preferred stock at prescribed rates (Note 2)
.

.

Common stock (per share: 1980,50.97; 1979,50.872 and 1978.69,110 52,673 42,194

50.8 6 ) .. . . ..... . . 15 458 13. - . . . . . . . . .. . . . . . . . . . .
.. . ..

Capital stock expense, etc. 94.008 69,880 50.315
. . . . . . . ..

. . . . .
. .

Total . .. . . .
Retained Earnings, December 31 (Note 3) . .

..
5 65.209 5 58,541 5 63.292

See Notes to Financial Stater.ients.
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LOUISIANA POWER & LIGHT COMPANY
i

BALANCE SHEETS

ASSETS j

1984 1979

(la Thauanads) 4
Utility Plant (Notes IC,4 and 7): j*

Electric 31,288,901 $1,237,269 |. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Construction work in progress . 1,030,345 831,837 {. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Nuclear fuel .. ... . ... I5,175 - ). . . . . . . . . . . . . . . . . . . . . . . . . . . .

ITotal .. . .... 2,334,421 2,069,106 =.. . . . . . . . . . . . . . . . . . . . . . . . .

1
Less accumulated depreciation . 393,a2 353,994 -

. . . . . . . . . . . . . . . . . . .

Utility plant-net 1,941,079 1,715,1I2
-

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . .

Other Property and Investments:
Investment in associated company-at equity (Note 4) .......... .. .. 36,137 36,997

,

Other 407 382. . . . . . . . . . . . . . . . . . . . . . . . . . ..

Total . ... 36,544 37,379. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

u

Current Assets:
s

Cash (Note 5) . 12,696 11,078 t. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Special deposits 10,636 10,289 }. . . . . . . . . . . . . . . . . . . . . . . . . ..

t

Temporary investments-at cost, which approximates market .. .. .. 11,000 8,000 i

Accounts receivable-(less allowance for doubtful customer accounts
-|Notes receivable 812 938. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

of S135,000): }
A

Customer 28,847 24,826 i,. . . . . . . . . . . . . . . . . . . . . . . . . .

Other 2,046 1,441. . . . . . . . . . . . . .. ..

Associated companies . I15 100.................... . . . . . . . . . . . . . . . . .

Deferred fuel costs (Note iB) . . ... ...... 17,056 15,054. . . . . . . . . . . . . . . . . . . . . . . . . . .

Materials and supplies-at average cost ... ...... .... .. . . 10,299 10,795. . . . . . . . .

Other . . 4,474 4,975. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..

i

To t a l ...... .. ....... . .. .. . ... .. . ... 97,981 87,496. . . . . . .
,

i

Deferred Debits-Unamortized debt expense .. .... ... .... 2,841 2,378. . . . .

1
<

I
TOTAL $2.078,445 51,842,365

. . . . . . . . .

See Notes to Financial Statements.
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LOUISIANA FOWER & LIGHT COMPANY . . ,

BALANCE SHEETS
.

LIABILITIES
noe ber 31,

1900 1979
1-

(In n eunames) i

Capitalization: .

Common stock, no par value, authorized
150.000,000 shares; issued and outstanding 75,746,400 shares in
1980 and 65,140,000 shares in 1979 (Note 2) .. ..... . .... . .. ...~... S 498,900 5 428,900

Retained earnings (Note 3) 65.209 58,541
,

;. . . . . . . . . . . .

Total common shareholder's equity 564,109 487,441 4. . . . . . . . . . . . . . .

Preferred stock, without sinking fund (Note 2) 145,882 145,882
.. . . . . .

Preferred stock, with sinking fund (Note 2) 121.381 92,990 |. . . . . .

Long-term debt (Note 3) 828,989 827,430
. . .

Total 1,660.361 1,553.743 |. . . . . . . . . . . . . . . . . . . . . . . . . .

Current Liabilities:
44,293 32,375Notes payable-banks (Note 5) ... . . . . , . . .... ..

Currently maturing long. terra debt 52,162 11,871
I

. . . . . . .

Accounts payable:
Associated companies . 28,015 22,902 i. . . . . . . . . . . . . .

Other . 38,372 36,698
. . . . . . . . . . . . . . . . . . . . . . . . . . .

; Customer deposits 16,368 13,159 1. . . . . . . . . . . . . . . . . . . . . . . .. . . . . . .

Taxes accrued ... ..... . 12,099 3,459
. . . . . . . . . . . . . . . . . . . .

Accumulated deferred income taxes (Notes IE and 6) .. . . ..... .. 8,259 7,289

20,833 19,825Interest accrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Dividends declared 23,882 6,156
..... . . . . . . . .. . . . . . .

Other 811 634. . . . . . . . . . . . . . . . . . . . . ..

Total 245,094 154,368 [ :

. . . . . . . . . . . . . . . . . . . . . . .

Deferred Credits:
Accumulated deferred income taxes (Notes 1E and 6) .. .... .. ... 91,744 91,221 |

Accumulated deferred investment tax credits (Notes IE and 6) .. 47,360 28,382 j

Other . .... . ... . 26.888 7,729 |. . . . . . . . .. . . . . . . . . . . .

Tota l . . . .. ..... .. ....- ...... I65,992 1 0 .332. ....

Reserves (Note IG):
Property insurance .. . 5,905 5,792

. . . .

Injuries and damages .. ... ... . ... ... 1/)93 1.130
l

.

Total .... . . . 6.998 6.922
..m.... . . . . . . . . . . . . . . . . . .

i

Commitments and Contingencies (Notes 4,7 and 9) {;
52.076.445 5',842.365

t ToTAt. . . . . . . . . . .
. . . . .

See Notes to Financial Statements.
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LOUlSIANA POWER & LIGHT COMPANY ,
,

.

STATEMENTS OF CHANGES IN FINANCIAL POSITION
i-

*
Veer Ended December 31,

1980 1979 1978

(la Theneande)
'

Funds Provided By:
Operat ons:i .

Net income $100.676 5 65.129 5 53,744

Depreciation 42,513 40,863 38,389

Amortization of property losses - 4,101 4,101
'

Deferred ince ne taxes and investment tax credit adjustments-net 20,471 10,896 4,915

Allowance for funds used during construction (Note IF) (49,520) (45.853) (31,079)-

Total funds provided from operations 114,140 75,136 70,070
,

Other: ,

Allowance for funds used during construction (Note IF) 49,520 45,853 31.079

Decrease in working capital' 30.063 - 3,187 .

Miscellaneous-net 4.893 - 4.146

Total funds provided by operations and other 193.616 120,989 108,482

Financing and other transactions:
Common stock .. 70,000 75,000 50,000

Preferred stock 28,391 128,063 -

'

First mortgage bonds 50,000 100,000 135,000

Other lon8-term debt 4.572 11.458 29,'11

Short term securities 8.918 - 23,923

Sale and leaseback transactions _ .. .. 24,771 - 13.044
,

Total funds provided from financing and other 186,652 314.521 251,498

Total funds provided $ 385.268 5435.510 5359.980

Funds Applied To:
Utility plant additions:

Construction expenditures for utility plant 5259,979 5280,3a6 5272,911

Fabrication costs of nuclear core 15,175 - 568

Other-net 4,121 1,796 25,685

Total gross additions (includes allowance for funds used durin construction
of 549,520 in 1980,545.853 in 1979 and 531.079 in 1978 279.275 282.142 299,164

Other:
Dividends declared on preferred stock 24.833 16,749 8.108

Dividends declared on common stock 69,110 52,673 42,194

Increase in working capital' - 7,136 -

Miscellaneous-net - 15.216 -
_

Total funds applied to other 93.993 91,774 50,302

Financing transactions:i

f Retirement of first mortgage bonds .. 9,900 - 10.000

Petirement of other long. term debt - 2,100 1,879 514

Repayment of short4crm securities - 59,715 -

Total funds applied to financing 12.000 61.594 10.514

Total funds applied 5385.268 5435.510 $359.980

* The 1980 net decrease in working capital is primarily due to the increues in dividends declared, taxes
accrued and accounts payable, while the 1979 net increase is primarily due to increases in accounts
receivable and deferred fuel costs, reduced by an increase in accounts payable, and the 1978 net decrease is
primarily due to an increase in accounts payable and interest accrued, reduced by increases in cash and
special deposits. Working capital excludes short term securities, current maturities and deferred taxes
included in current liabilities.

i

See Notes to Financial Statements.

I
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LOUISIANA POWER & LIGilT COMPANY

NOTES TO FINANCIAL STATDIENIS

For the Years ended December 31,19f.0,1979 and 1978

1. Summary of Significant Accounting Policies

A. System of Accounts

The accounts of the Company are maintained in accordance Wth the system of accounts prescribed by
the LPSC, which substantially conforms to that of the FERC.

B. 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 various rate schedules are
permitted to be billed or required to be credited to customers

in January 1979 the Company received authorization from the LPSC allowing aul requiring the
1

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 w;th this change in
billings for fuel costs, the Company commenced deferring on its books fue' costs in excess of base rates until
these costs are reflected in billings to customers pursuant to the fuel adjustment clause. This deferral
amounted to 52,002,000 and $15,054,000 for the years 1980 and 1979, respectively, and is recoverable 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 years 1980 and 1979 by 31,033,000 and 57,765,000, respectively.'

C. 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, alixable overheads, 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 repairs of property and the replacement ofitems determined to be less than
units of property are charred to operating expeases. 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 on average depreciable property amounted to approxi-
mately 3.5% in 1980,1979 and 1978.

D. Pension Plan

The Company's pension plan is non-contributory and covers substantially all employees. The Com-
pany's policy is to fund pension cost accrued.

E. Income Taxes

The Company joins its parent in filing a consolidated Federal income tax return. Income taxes are

,

allocated to the Company in proportion to its contribution 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 rate-making purposes Investment tax credits allocated to the

Company are deferred and amortized based on the average useful life of the related property beginning with
,

,

the year allowed in the consolidated tax return.

F. Allowancefor Funds Used During Construction

To the extent that the Company is rc permitted by its regulatory bodies to recover in current rates the
carrying cost of funds used for construction,it capitalizes, as an appropriate cost of utility plant, AFDC which

.

is calculated and recorded as provided by the regulatory system of accounts. Under this utility industry
.

practice, CWIP on the balance sheet is charged and the income statement is credited for the approximate net

* 33
.

. . . - .,-..,- _ _ - - - . . - - - - - - - - - . - _ _ - _ . . -. .-



'

LOUISIANA POWER & LIGHT COMPANY
.

NOTES TO FINANCIAL STATEMENTS-(Continued)

composite interest cost of borrowed funds and for a reasonable return on the equ'ity funds used for construc-
tion. This procedure is intended to remove from the income statement the effect of the cost of financing the
construction program and results in treating the AFDC charges in the same manner as construction labor and
material costs. As non-cash items, these e edits to the income statement have no effect on current cash
earnings. After the property is placed in service the AFDC charged to construction costs is recoverable from
customers through depreciation provisions included in rates charged for utility service. For the year 1980, the
Company used an accrual rate of 5% on a portion of CWIP in -b amount of 5736,180,000 in accordance with
the December 18,1979 LPSC order granting a rate increase to the Compan), and an accrual rate of 7.84% on
the balance of CWIP. The accrual rates were 6.94% for 1979 and 6.75% for 1978.

The Company's policy is to con:inue to capitalize AFDC on projects during periods of interrupted
construction when such interruption is temporary and the continuation can be justified as being reasonable
under the circumstances.

G. Resenes

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.

2. Preferred and Common Stock

Preferred stock at December 31,1980 and 1979 consisted of the following:

Shares
Authorized at Shares Outstanding c ,,,,,,

at Duember 31, Call PriceDecember 31,
Cumulative. 5100 Par Value 1980 1980 1979 Per Share

Without sinking fund:
60,000 60,000 60,000 5104.254.96% Series . .. ..

4.16% Series 70,000 70,000 70,000 104.21

4.44% Series 70,000 70,000 70,000 104.06
75,000 75,000 75,000 104.185.16% Series . . - . ..

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 70,000 106.58

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
..

Cumulari.e. 525 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

15.20% Series . . ..
1.200.000 1,200,000 - 28.80

Total 5,200,000 5,200,000 4,000,000
.. .

*

Unissued 6.800.000 - -

Total . 12.000,000 5,200.000 4.000.000
.
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LOUISIANA POWER & LIGHT COMPANY

NOTES TO FINASCIAL STATD1ENIS-(Continwd)

December 31 Deeember 31,
1930 1979

(In n ousands)
*

Without sinking fund.
$145,500 5145,500

Stated at 5100 a share . . . . . .

382 382
1 Premium . . .

Total preferred stock and premium, without sinking
5145.882 5145,882

fur.d .. ..

With sinking fund:
S130,000 5100,000

Stated at $25 a share .. .
..

(8.619) (7,010)|

issuance expense . . . .._

Total preferred stock and issuance expense, with sink-
5121.381 5 92,990

ing fund . . . . . . .

'

The 9.44%, i1.48%,10.72%,13.12% and 15.20% preferred stock issues contain provisions restricting the
redemption of any of the shares thereof prior to November 1,1982, March 1,1984, July 1,1984, October 1,
1984 and November 1,1985, respectively, with funds effectively costing the Company less than 9.4297%,
11.456%,11.2705%,14.6103% and 16.0616% per annum, respectively. In addition, the 10.72%,13.12% and
15.20% preferred stock issues are each subject :o a sinking fimd pursuant to which the Company is obligated
to redeem, out of funds legally available therefor, cornmencing on July 1,1984, October 1,1984 and
November 1,1985, respectively, and ending in the year in which all of the shares of said issues hai e been

120,000,89,000 and 60,000 shares, respectively, at a price of $25 per share plus accumulated andredeemed,
unpaid dividends. This obligation is cumulative but is subject to a credit for prior redemptions not effected
pursuant to and not previously credited against such obligation. In addition, the Company may at its option

shares of the 10.72% preferred stock,80,000 shares of the 13.12%redeem up to an additional 120,000
preferred stock and 60,000 shares of the 15.20% p . ferred stock on the above applicable sinking fund
redemption dates at the sinking fund redemption prices.

The increases in the number of shares of Common and Preferred Stock outstanding during the 'hrec

|
years ended December 31,1980 u,:,: as follows:

-
-

Year Ended Deceaser 3l,
_

.

spoo 1979 197s

Common Stock shtres sold ..... .... ..... . .. ... ....
10,606,400 11,364,000 7,576,000

5100 Preferred Stock shares sold .~.......... .....
- 350,000 -

525 Preferred Stock chares sold ...... . . . . ....
1,200,000 4,000,000 -

i

l

| *
,

.

.

I -
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LOUISIANA POWER & LIGHT COMPANY ,

NOTTS TO HNANCIAL STATEMENIS-(Contimmed)
e

3. Long-Term Debt

Long. term debt at December 31,1980 and 1979 consisted of the following:
December 31 Dece:eer 31,

' 1900 1979

(In Th== sands)

First Mortgage Bonds:
5 50,000

9 h% Series due 1981 . ... ............... ........
-

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

9%% Series due 1983 .. . 5 50,000 50,000
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

i 3%% Series duc 1984 ... ... I8,000 18,000
. . . . . . . . . . . . . . . . . . . . . . . . .

9% Series due 1986 75,000 75.000'
. . . . . ......... .. . . . . . . . ,

20,000 20,000
4%% Series due 1987 .. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . .

154% Series due 1988
50,000 -

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

10%% Series due 1989 ...... . . .
45,000 45,000. . . . . . . . . . . . . . . . . . . . . . . .. .

5% Series due 19 9 0 . . .. . . ... .... .. ......... .... . ... ... ........
20,000 20,000

... . . . . . . .

4%% Series due 1994 .....
25,000 25,000

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

5%% Series due 1996
35,000 35,000. . . . . . . . . . . . . . . . . . . . . . . . ......... . . . . . . . . . . . . . . . .

5%% Series due 1997
I6,000 16,000'

. . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

6%% Series due September 1,1997 ....... . ... . ........ .. . ........ .. ... 18,000 18,000

7 %% Se ri es d u e 19 9 8 ......... . . ......... .. .. .. ......... ...... ......... ...... ...
35,000 35,000 i
25,000 25,000

9 %% Series due 1999 .. .... .......... ........ ...... .... . . . . . . . . . . . . . . . . . . . . . . . .

9 %% Seri es d u e 2000 . ..... ... .. ..... ........ . .. .. ..... .............. ............ . .. 20,000 20,000
25,000 25,000

7 %% Series due 2001 ..... ... ... . . .... .. .. .. .. . . . . . . . . . . . . . . . . . . . . . .

7 %% Series due 2002 .. ...... . ......... .. .. ...
25,000 25,000

. . . . . . . . . . . . . . . . . . . . . .

7%% Series due November 1,2002 . 25,000 25,000
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

8 % Se ri es d u e 2003 ...-.... ....... ..... ..... ..... ... ..... .. ....., .. ..... .. . .............. ... 45,000 M,000

8 %% Series due 2004 . ...... ....... ............ .... . ..... .. .. . ... ... 45,000 45,000. . .

8%% Series due 2006 ...... 40,000 40,000
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

10% Series due 2008 ....... 60,000 60,000
... .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

13 % % Series d u e 2009 ... .... . .... ... .. .... . .. .. ............. ...... ........ ...... 55.000 55.000

Total First Mortgage Bonds ... ..... .. .. ... .... ... ......... 772,000 772,000. . . . . . .

;,
| Other:

Principal amount of municipal revenue bond obligations,1%%.8% due seri.;

ally 1982-2004, and other future obligations under operating agreemer.ts 41,421 39,473

Pollution control and industrial development revenue bond obligations,
6.40%.8% due 1988 2009 ....... ... . .. . . . .. I6.300 16,300. . . . . . . . . . . . . . . . . . .

Less: Amounts held by trustees . ...... ....... .. (I,000) (I,333)
. . . . . . . . . . . . .

Total Ot he r . ..~. ... ... ............ .... ... ... 56.721 54,440
. . . . . . . . . . . . . . . . . . . . ...

268 990Unamortized premium and discount on long. term debt-net .. .. ... ... .... . . . .

5828.989 5827.430Totai Long-Term Debt ... ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

;
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LOUISIANA POWER & LIGHT COMPANY '

NOTES TO FINANCIAL SNTE.V.ENTS-(Continued) ,

borrow any portion of these lines subject only to its maximum authorized level of short-term borrowings as
specified below. Compensating balances are required by certain of the lending banks (57,128,0'X) at
December 31,1980 and 511,862,500 at December 31,1979). The amount of unused short. term borrowings
as of December 31,1980 and December 31,1979 was Sil6,292,500 :.d $117,625,000, resocctively.

The Cc npany has received authorization from the SEC ander which the Company can effect short-term
borrowings aggregating up to the lesser from time to time of $190,000,000 (5150,000,000 in 1979) or 10% of
total capitalization, outstanding at any one time.

The short-term borrowings and the applicable interest rates (determined by dividing applicable interest
expense by the averap amount borrowed) for the Company were as follows:

Year Ended Decesmber 31

1980 1979 1978

Maximum aggregate amount outstanding . . .. 5131,750,000 SI14,627,500 $ 84,090,000

Average borrowing:
Bank loans S 92,302,000 $ 52,773,000 5 22,340,000

. . . . . . . . . . . . .

Commercial paper .. . S 9,604,000 5 29,503,000 5 28,476,000

Average interest rate during the period:
Bank loans .. 14.7 % 12.1 % 8.8%

.

. . . 13.7 % 11.5 % 8.8%Commercial paper ..
Average interep rate at end of period:

Bank loans 20 8% 15.3% 11.8 %
.

Commercial paper - - 11.5 %

6. Income Tax Expense

income tax expense is composed of the following:

Year Ended Deccenber 31,

1980 1979 y
(In Twa)

Current: i

Federal S 8,627 $ 106 S 5,149
. . . . .

State 5.926 (3) 797
. . . . . . ,

Total . ... 14,553 103 5.946. . . . . .

Defer-ed-net:
Liberalized depreciation 7,269 7,674 8,494

.. .........

Deferred fuel cost ... 969 7,289 -

.

Test energy .... . . . . .. . (70) (70) (70)

|
Differences between book and tax gains and losses

on sales and abandonment of property (4,949) (1,986) (1,986)
(~18)Unbilled revenue .. . . . . . . . (1,689) (1,074) 3

.

(37) 82 -Other . ..... .. ...

Total . 1.493 11,915 6,120
.

|
Investment tax credit adjustments-net 18.978 (1,019) (1,205)

.

| Total income taxes . .. . . . . . . $35.024 S10.999 510.861

- Charged to operations . 548,141 522,750 519.9191

| Credited to other income . . (13.117) (11.751) (9.058)

l Total income taxes $35.024 510.999 S10.861
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LOUIS'ANA POWER & LIGHT COMPANY

NOTES TO FINANCIAL STATEMEN~IS-(Contiamed)

Total income taxes differ from the amounts computed by applying the statutory Federal income tax rate

to income before taxes. The reasons for the differences are as follows:
Year Ended December 37,

1980 1979 1978

% Pre. Tex % PreTau % Pre.Tas

Amount locome Ameest laceae Amount Income

Comput, i e' statutory rate 562,422 46.0% 335,019 46.0% 531,011 48.0 %

increases (reductions) in
tax resulting from:

Allowance for funds
used during con-
struction . .. .. . (22,779) (16.8) (21,092) (27.7) (14,918) (23.1) ,

Taxes capitalized on
books and deducted
on tax returns ... . (1,795) (l.3) (1,797) (2.4) (1,799) (2.8)

Tax savings due to
filing a consolidated (1,000) (1.6)
return . . . . (4,500) (3.3)

--

Other - net . 1.676 1.2 (1,131) (1.5) (2,433) (3.7)
. . . . . .

Recorded income taxes ... 535.024 253 % $10.999 14.4 % $10.861 16.8 %

Unused investment tax credits aggregated approximately $63,632,000 at December 31,1980 of which
$10,004,000 may be carried forward through 1984, $24,269,000 through 1985,59,872,000 through 1986 ar.d
319,487,000 through 1987.

Prior to 1979 the investment tax credit utilized in the consolidated tax return was allocated to the
!
'

Company on the basis of nch credit contributed. Effective in 1979 the method of allocating investment tax
credit was changed so that the Corripany is allocated the credit on the basis ofits portion of the consolidated
tax liability. Any additional consolidated credit utilized is allocated on the basis of the remaining tax credits.

j

l

7. T , sees

The Company accounts for leases on the same basis as that used by its regulatory authority in the rate-
making process which determines the ievenues utilized to recover the lease costs.

On October 30,1980, the Company entered into a sale and leaseback of certain office buildings and
related real properties. A gain o' 513,438,000 has been deferred and is being amortized over the life of the
lease. The lease is for a primary .erm of 20 years and requires minimum annual rentals of approximately
S2,996,000 through 1985 and $3,307,000 thereafter.

Rental expense amounted to approximately $1,519,000,51,204,000 and $521,000 in 1980,1979 and
1978, respectively.

On June 1,1978, the Company sold it., dierest in a supply of nuclear fuel for 58 210,000, representing
cost, and :imultaneously entered into a 560,000,000 nuclear fuel lease. Lease payrr.ents, based on nuclear
fuel used, will be treated as cost of fuel. The lease, unless sooner terminated by one of the parties, will

The unrecovered cost base of the lease at December 31,1980 wascon::nue through June 1, 2028.
The Company has received authorization from the SEC to increase the aggrqate amount of559,400,000.

the Icase to $105,000,000.

Other lease commitments are not significant.
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LOUISIANA POWER & LIGHT COMPANY ',
,

NOTES TO FINANCIAL STATEMENTS-(Contieusd)
.

8. Transactions with Affiliates

The Company buys from and sells el:ctricity to the other System operating companies under rate
schedules filed with the FERC. In addition, the Company purchases * fuel from SFI.

Operating revenues include revenues from sales to affiliates amounting to $46,778,000 in 1980,
529,366,000 in 1979 and 541,655,000 in 1978. Operating expenses include fuel cost and purchased power
charges from affiliates totalling 5333,033,000 in 1980,5158,788,000 in 1979 and $119,408,000 in 1978.

9. Rate Matters

As of December 31,1980 the Company had pending $216,544,000 of proposed annual rate increases,
including a general rate increase application filed in May 1980 with respect to customers under the LPSC
jurisdiction in th: amount of 5203,600,000. In connection therewith,in October 1980 the LPSC permitted
the Company to implement an interim rate increase of approximately $32,400,000 under protective bond,
subject to refund. Included in operating revenues for the year 1980 is approximately 58,037,000 of such
revenues subject to refund.

10. Pension Plan

Total pension expense of the Company for 1980,1979 and 1978 was $5,346,000, 54,654,000 and
$3,639,000, respectively, which includes amortization of past service cost over periods of up to 26 years. A
comparison of accumulated plan benefits and plan net assets for the defined benefit plans is presented below:

| January 1,

|
1980 1979

Actuarial present value of accumulated plan benefits:

| Vested . . $45,290.000 $42,230,000....- .. . . .

Nonvested 2,786,00J 2,337,000. .

' Total 548.076.000 $44.567,000. . . .

! Net assets available for plan benefits . 556,184,000 546,784,000. . .

The weighted average assumed rate of return used in determining the actuarial present values ofi

accumulated plan benefits was 6W for the years 1980 and 1979.
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LOUISIANA POWER & LIGHT COMPANY

NOTES TO FINANCtAL STATEMENTS-Joetinned)

11. Quarterly Results (Unaudited)
Unaudited operating results for the four quarters of 1980 and 1979 follow:

Quarter
Operating Operating

Ended Resenses income Net incomme

(In Thousands)

1980:

| March . .. . 5164,921 525,478 521,697
.

169,310 21,315 15,772
| June . . . . . .

. . . . . . . ...
273,717 40,050 36,363

! September . .

| December 245,575 29,458 26,844

1979:
March 109,885 20,973 17,031

. . . .

121,435 15,525 12,569
June' .. .. .. . . . . .

September . 169,192 22,668 20,?66
.. . . . . .

December . . ..... -. 156,964 14,695 14,563
. . . . .

* Operating revenues in the quarter ended June 30,1979 include a reduction of $2,880,000 for revenues
refunded to industrial customers.

! The business of the Company is subject to seasonal netuations 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.

12. Effect of Inflation on Operations (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,
"Fina.r.ial Reporting and Changing Prices". It shoald be viewed as an estimate of the effects of changing

j

|

prices, rather than as a precise measure.
Constant dollar amounts represent historical costs adjusted for the effects of general inflation. The

| effects are determined by converting these costs into dollars of equal purchasing power using the CPI U.l

Current cost amounts reflect the changes in specific prices of property, plant and equipment from theI

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 HWI to the cost of the
surviving plant by year of acquisition. Land and certain other plant assets which are not included in HWI
were converted using the CPI-U.

The difference between current cost amounts and constant dollar amounts results from speci prices of
property, plant and equipment (as measured by the HWI) changing at a rate different 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 nominal dollars.
Regulation limits the recovery of. fuel costs through '.he operation of adjustment clauses or adjustmenn in
basic rate schedules to actual' costs.

|
As prescribed in Statement of Financial Accounting Standards No. 33, income taxes were not adjusted.I

The regulam commissions to which the Company is subject allow only the historical cost of plant to be
recovered in revenues as depreciation. Therefc.7 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

,
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.

NOTES TO F1N ANCIAL STATEMETTS--(Continued) j
'

4
reduction to net recoverable 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. ,

4
To properly reflect the economics of rate regulation in the Stafement of Income from Operations

presented below, the Tuction 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 decline in purchasing power of net amounts owed is primarily attributable to the
substantial amount of debt which has been und to finance property, plant and equipment. Since the i
depreciation en this plant is limited to the recovery of histcrical costs, the Company does not have the
opportunity to realize a holding gam on debt.

i

STATEMENT OF INCOME FROM OPERATIONS AND OTHER FINANCIAL DATA {
ADJUSTED FOR EFFECTS OF CHANGING PRICES g

FOR THE YEAR ENDED DECEMBER 31,1980

Adjasted for Adjusted for $

As Reported la General Changes la - .

the Finnacial IsAation Speciac Prices
'

Statenwets (Constaat Douars) (Currest Costs)

(la Thousands)

Revenues S 853,523 5 853,523* 5 853,523'
.. . . . . . . . . . . .

Operating expenses (excluding depreciation) .... .. . (694,709) (694,709)* (694,709)*

Depreciation (42,513) (87,356) (96,977)
. ..

(737,222) (782,065) (791,686)Total operating expense . . . .

Operating income .. . .. .. I16,301 71,458 61,837

Other income . . . .. 52,11I 52,1 I l ' 52,11l'
._.

Interest and other charges - (61.736) (U.736)* (67,736)*
.

*

Income from operations (excluding reduction to net
recoverabic cost) . S 100,676 5 55,833 " $ 46,212

. . . . . . . . .

Increase in specific prices (current costs) of property,
plant and equipment held during the year S 402,322 " '

Reduction to net recoverable cos! . $(164,873) (189,201)
. . . .

Effect of increase in ;;er'eral price level . . (368,373). ..

Excess of increase in general price level over increase
in specific prices after reduction to net recoverable

(155,252)cost . . . . .

Gain fron, decline in purchasing power of net amounts
owed 15 f.379 151,379

.
. . _

5 (13.494) $ (3,873)Net . . . ..

* Assumed to be " 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 $109,040,000 for 1980.

'" At December 31, 1980. current cost of utility plant, net of accumulated depreciation, was
53,.161.100,000 while historical cost or net cost recoverable through depreciation was 51,925,904.000.
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LOUISIANA POWER & LIGHT COMPANY

NOTES TO FIN ANCIAL STATDtENTS-(Cameleded)

FIVE.YE.*.R CON 1PARISON OF SELECTED SUPPLEN1ENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CHANGING PRICES

IN THOUSANDS OF AVEF. AGE 19d0 DOLLARS'

1980 1979 1978 1977 1976
-

.I 5853,523 5632,866 .i576,424 5515.290 5470.525
Operating Revenues .. .., . . .1

Historical Cost Information Adjusted For Gen-
eral lanation

Income from operations (excluding reduc-
tion to net recoverable cost)

5 55,833 5 24,803. . . . . . . . . .

Net assets at year-end at net recoverable 5538,785 5524,414
cost .... . . . . . . . . .

Current Cost Information
income from operations (excluding reduc-

tion to net recoverable cost) .......... ..
5 46,212 5 23,723

Leess of increase in general price level
over increase in specific prices after re-
duction to net recoverable cost . ..... ..... 5155,252 5171,331

Net assets at year-end at net reco::rable 5538,785 5524,414
cost .... ..... . . . . . . . .. . . . . . . . . . . .

General Information
Gain from decline in purchasing power of

net amounts owed
5151.379 5158,752

. . . . . . . . . . .

216.3 217.4 195.4 181.5 170.5
Average consumer price index .... ...... .....

.

3,

4
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UNDERWRITERS

The underwriters named below (the " Underwriters") have severally agreed to purchase from the
Company the respective principal amounts of the New Bonds set forth below opposite their names.

N=cip.:
AmoutNam

$22,000,000Morgan Stanley & Co. Incorporated . . . .. .. . . . . . .

Bear, Stearns & Co. . ..... 8,000,000
... . . . . . . . .

Drexel Burnham Lambert Incorporated 8,000.000*
.

Lehman Brothers Kuhn Loeb Incorporated 6,000.000
. . . . . . . . . . . .

L. F. Rothschild, Unterberg, Towbin 8,000,000
. . . . . . . . . . . . . . .

Shearson Loeb Rhoades Inc. 8,000.000
. . . . . . . .

Smith Barney, Harris Upham & Co. Incorporated 5,000,000. . . . . . . . . .

8,000,000Dean Witter ReynoIds Inc. .. .. ........... ... ._. ..

Basle Securities Corporation 1,000,000. .. . . . . . . . . .

Nomura Securities International, Inc. 500,000
. . . . .

Yamaichi international ( America), Inc. 500,000. . . . . . . . . . . . . . . . . . . . . . . . .

Total $75.000.000. . . . . . . . . . . . . . . . . . . . . . . . . . .

The Purch .se Agreement provides that the obligations of the Underwriters are subject to certain
conditions precedent and that the Underwriters will be obligated to purchase all of the New Bonds if any New
Bonds are purchased, provided that, under certain circumstances involving a default of Underwriters, less
than all of the New Bonds may be purchased. Default by one or more Underwriters would not relieve the
non.dcfaulting Underwriters from their several obligations, and in the event of such default, the non.
defaulting Underwriters may be required by the Company to purchase the respective principal amounts of the
New Bonds which they have severally agreed to purchase and,in addition, to purchase the principal amount of
the New Bonds whid the defaulting Underwriter or Underwriters shall have so failed to purchase up te <
principal amount thereof equal to one. ninth (1/9th) of the respective principal amounts of the New Bonds
which such non. defaulting Underwriters have otherwise agreed to purchase.

The Company has been advised by the several Underwriters through their representatives, Morgan
Stanley & Co. Incorporated: Bear,Stearns & Co.: Drexc! Burnham Lambert incorporated; Lehman Brothers
Kuhn Loeb Incorporated; L. F. Rothschild, Unterberg, Towbin; Shearson Loeb Rhoades Inc.; Smith Barney,
Harris Upham & Co. Incorporated and Dean Witter Reynolds Inc., as follows: ,

'Ib several Underwriters are offering part of the New Bonds directly to the public at the public
offering price set forth on the cover page of this Prospectus and part to dealers at a price which represents
a concession of .75 of 1% of the prh-ipal amount under the public offering price, and any Underwriter
may offer New Bonds to certain brokers or dealers who are either a parent or subsidiary of such
Underwriter at not less than such price to dealers. The Underwriters may allow and such dealers nay
reallow a conces: ion of not in excess of .375 of 1% of the principal amount to certain other dealers.

|
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FORM 10-Q

SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d)
0F TEE SECURITIES CCHANGE ACI 0F 1934

For Quarter Ended June 30, 1981

Commission I.R.S. Employer
File Number Company Identification No.

1-3517 MIDDLE SOUTH UTILITIES, INC. 13-5550175
(A Florida Corporation)
225 Baronne Street
New Or?aans, Louisiana 70112
Telephone (504) 529-5262

0-375 ARKANSAS POWER & LIGHT COMPANY 71-0005900
(An Arkansas Corporation)
P.O. Box 551
Little Rock, Arkansas 72203

- Telephone (501) 371-4000

0-1236 LOUISIANA POWER & LIGHT COMPANY 72-0245590
| (A Louisiana Corporattan)

142 Delaronde Street
New Orleans, Louisiana 70174
Telephone (504) 366-2345

0-320 MISSISSIPPI POWER & LIGHT COMPANY 64-0205830
(A Mississippi Corporation)
P.O. Box 1640'

Jackson, Mississippi 19205
Telephone (501) 969-4311

1-1319 NEW ORLEANS PUBLIC SERVICE INC. 72-0273040
L (A Louisiana Corporation)

317 Baronne Street
, New Orleans, Louisiana 70112

Telephone (504) 586-2121

,
Common Stock Outstanding Outstanding at July 31, 19C:

1 Middle South Utilities, Inc. ($5 par value)
~

117,639,401

Indicate by check eark 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 shorter 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 N,o

,
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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,
i 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 com?any makes no representation
as to information relating to the other companies.

!

DEFINITIONS

i The follov'ng abbreviations or acronyms used in the text and notes
are defined below:

;

Abbreviation

j or
J

i Acronym Term

'

AECC................................... Arkansas Electric Cooperative Corporation
AFDC.......................... ........ Allowance for lu ds Used During Construction
AP&L................................... Arkansas Power 6 Light Company,

i APSC....................,.............. Arkansas Public Service Commission
; Ark-Mo................................. Arkansas-Missouri Power Company
i

(consolidated into AP&L effective
January 1,1981)

' Associated............................. Associated Natural Gas Company
i Counc11................................ Council of the City of New Orleans

CWIP................................... Construction Work in Progress .
,

i FERC.............. Federal Energy Regulatory Commission-...................

Gran d Gulf P1 ant . . . . . . . . . . . . . . . . . . . . . . . MSE's Grand Gulf Generating Station (nuclear)
Holding Compar.y Act.................... Public Utility Holding Company Act of 1935
Independen ce Plant . . . . . . . . . . . . . . . . . . . . . AP&L's Independence Steam Electric

Generating Station (coal)
IRS.................................... Internal Revenue Service
LP&L................................... Louisiana Power & Light Company
LPSC................................... Louisiana Public Service Commission,

huddle South System.................... MSU and its various direct and indirect
subsidaries

MP&L................................... Mississippi Power & light Company
MPSC................................... Mississippi Public Service Commission
NSE.................................... Middle South Energy, Inc.
MSS.................................... Middle South Services, Inc.
B5U.................................... NEddie South Utilities, Inc.
N0 PSI.................................. New Orleans Public Service Inc.
NRC.................................... Nuclear Regulatory Commission
PSCM. ................................. Public Service Commission of Missouri
SEC.................................... Securities and Exchange Commission
SF1.................................... System Fuels, Inc.
System operating companies.....'........ AP&L, LP&L, MP&L and NOPSI
Whita Bluff P1 ant. . . . . . . . . . . . . . . . . . . . . . AP&L's White Bluff Steam Electric

Generating Station (coal)-

.

--
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REVIEW REPORT OF IltbEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Middle South Utilities, Inc.,
Its Directors and Stockholders:

We have made a review of the consolidated financial statementsof Middle South Utilities, Inc. and subsidiaries and the
financial statements of certain of its subsidiaries, as listed
in the accompanying index, as of June 30, 1981 and for the
three-month and six-month periods ended June 30, 1981 and 1980,
in accordance with standards established by the American
Institute of Certified Public Accountants. Wa previously
examined and expressed our unqualified opinions dated

13, 1981 on the consolidated financial statements (notFebruary
presented herein) of Middle South Utilities, Inc. and
subsidiaries and on the separe.te financial statements (not
presented herein) of certain of its subsidiarias, as listed in
the accompanying index, as of December 31, 1980 and for the
year then ended, from which the accompanying condensed
consolidated and separate company balance sheets as of
December 31, 1980 are derived.

A review of interim financial information consists principally
of obtaining an understanding of the system for the preparation
of interim financial information, applying analytical review
procedures to financial data, and making inquiries of persensIt isresponsible for financial and accounting matters.
substantially less in scope than an examination in accordancethe objectives of

| with generally accepted auditing standards,
which is the expression of an opinion regarding the financial|

| statements taken as a whole. Accordingly, we do not express
such an opinion.
Based or our review, we are not aware of any material modifi-
cations that shocid be made to the aforementioned condensedfinancial statements as of June 30, 1981 and for che
three-month and six-month periods ended June 30,1981 and 1980,
for them to be in conictmity with generally acc.epted accounting,

'

principles.

DELOITTE HASKINS & SELLS

August 7, 1981
-2- ~
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MIDDLE SOUTH UTILITIES, INC. AND SUB3IDIARIES
CONSOLIDATED RALANCE SHEETS-

Juna 30, 1981 eel D2cember 31, 1980

- June 30, 1981 December 31,
ASSETS (Unaudited) 1980*

(In Thousands)

Utility P1 ant............................................ S8,290,440 $7,893,63 6
Less accumulated depreciation.............. .......... 1,334,:>7 8 _1,264,525

Utility plent - net........................... 6,955,462 6,629,111

Other Property and Investments........................... 86,065 90,012

Current Assets:
Cesh and special deposits............................. 45,677 75,203
Temporary investments - at cost, which,

approximates market................................ 49,806 69,517
Accounts and notes receivable (less allowance

for doubtful accounts and notes of (in
thousands) $2,314 in 1981 and $2,253 in 1980....... 164,011 161,184

D e f e r red fut '. c o s t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58,8 68 25,675
Fuel inventory - at av e r a g e co s t . . . . . . . . . . . . . . . . . . . . . . 162,551 153,334
Materials and supplies - at average cost.............. 33,254 36,168
Other................................................. 48,050 26,223

Tota 1......................................... 562,217 547,604
Deferred Debits.......................................... 79,941 68,152

T0TAL...................................... S7,683,685 $7,334,879

LIABILITIF.S

Capitalization:
Common stock, 45 ner value, authorized 150,000,000

shares; issued and outstanding 116,915,941
shares in 1981 and 107,349,943 shares in 1980...... $ 584,580 $ 536,750

Paid-in capita1....................................... 810,901 749,206
Retained earnings..................................... 624,421 619,572

Total common shareholders ' equity. . . . . . . . . . . . . 2,019,910 1,905,528
Subsidiaries ' preferred stock without sinning fund. .. . 330,967 330,967
Subsidiaries' preferrei stock with sinking fund. . . . . . . 280,922 283,165
Long-term debt............. ............,............. 3,527,404 3,392,305-

Total capitalization.......................... 6,159,203 5,911,969
Current Liabilities:

Notes payable......................................... 401,103 295,622
Currently maturing long-term debt..................... 122,154 121,473
Accounts payable................................... 280,438 276,991..

Taxes accrued......................................... 54,483 67,401
Accumulated deferred income taxes on deferred fuel.... 30,613 14,602
Interest accrued................... .................. 89,843 81,984
0ther................; ............................... 136,230 139,797

Total........ ................................ 1,114,864 997,870
Deferred Credits......................................... 383,164 400,388
R e s e rv e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,454 24,652

T0TAL............'......................... S7,683,685 S7,334,87'

See Notes to Consolidated Financial Statements.
>
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STATEMENTS OF INCOME
Fcr the Thraa Monthat cnd Six Month 3 End:d

June 30,1981 cnd 1980 '

(Unauditcd)

Three Meathe Beded Sir Meethe Ended
1991 1980 1986 1E
us th eed W its theme edelOperating Sevenuses

Electrie...............................
natural see............................ ............... $ 560.416 1 650.812 $1,045,458 8 898,34526,335...... ........ 24.677 77,400 68,780.Tressit.................................... ........... !! 313 10,644 to 276 Il 072Tote 1.................................. _ 599,66s 446,477 D .134 7.M..........

Operetteg tepenses:
Operaties:

Fuel for electrie generaties........................ 279,875 304,452 500,108 384,051Purcheeed power......... ............................ 75,932 73.973 136,l et 146,489
.

Deterred fuel cost................................... (33.451) (15,708) (33,894) (17.244)Ce s purchseed f or resel e. . . . . . . . . . . . . . . . . . . . . . . . 19,997 17.945 60,208 51.9050ther........................................... ....

68,226 63,303 137,055 122.099
....

M e l e t e esse e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38.309 28,732 60,023 32,349Deprecketies........................................... 39,019 35,912 77.869 67.260:
Tese e ot he r thee incase t eme s. ... .. . . .. . . . . . . . .. . . . . . . 22,112 22,218 45,853 44.240laceae tesee........................................... __ 19,275 3,723 45,330 24,229Tote 1............................ ................. 329.296 434,750 1 c37, 3 _ s75,378

Operating 1ecese..................... ................... 70,170
S t .4_2 7 149,714 112,819

Other lacanet
A11euence for equity funde esed during eeestructies.... 36,667 27.450 72.040 61,437M i scelleseene Laceae end deduc t ione - set.. .. ...... .... 3,992 1,488 8,0 32 3,186laceae tease - cr...................................... 33,185 25,352 62.666 52,972i Tete 1.............................................. 73,544 54,490 142,715 |17,595t

'

laterest med Other Chargee
laterest se leeg-tere debt............................. 105,591 80,580 207,928 159,354
Ot h e r i n t e r es t - me t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,072 20,009 35,923 3 6,624A11pue(se for horrowed funde used during
seestructies - (st).................................. (34.669) (29,343) (77,216) ( 61.3.1 )Preferred divideed requiremente of suboidiaries........ 14,891 13,833 29,818 26,461Tets1.............................................. 99,66T 45,079 196,e53 161,632

tot 1ecome............................................... $ 44,129 @ 9 95,979 8 44,982
1

Eersiego Per Caense 8here................................ $0.39 $0.22 $0.87 $0.74(

Dividende Doc t ered For Counsee Sh e re. . . . . . .... . . . . . . , . . . . . $0.405 $0.395 $0.81 60.79
Weisheed everese Ihamber of Come Shares

0utetsw ies............................................ 113.031,205 95,083,295 110.536,739 92.875,443

See Betes to Ceasetidered Fleencial Stateneste.

|

|
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MIDDLE SOUTH ITTILITIES, INC. AND SUI' IDIARIES
STATEMENTS OF CHANGES IN CONSOLIDATED FINMCI AL POSITION

) For the Six Months Endad Jun2 30,1931 cnd 1980
I (Unauc'ited)

Six Months Ended,

1981 1980
(In Thousands)

Funds Provided By:
Operations:

Net income......................................... $ 95.979 $ 68,982
Depreciation....................................... 77 69 67 ,260i

Defarred income taxes and investment tax .redit
|

adjustments - net............................... (18,645) (26,398),

t

; Allowance for funds used during construchon. . . . . . . (149'256) (122,644)

| Total funds provided (used) by operations....
_

5*947 (12,800)
! Other: ,

Allowance for funds used during cons truction. . . . . . . 149 256 122,644-

:

| M i s ce ll aneous - ne t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . '003 10,892
Total funds provided by operations and

other..................................... 171,206 120,736
Financing and other tr ?nsactions:

Comeno n s t o c k . . . . . . . . . . . . . . . . . e . . . . . . . . . . . . . . . . . . . . . 109,216 93,592
P r e f e r r ed s t oc k . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . 65 058

75*Ohh 46,500First mortgage bonds...............................
Other long-term debt............................... '120 266,483
Book value of utility plant sold................. '338 19,599
Short-term securities - net.:...................... 125'492 86,169 i

Total funds provided by financing and
other transactions........................ 1'222,166 577,401

$ 698,137To ta l fund s provi de d . . . . . . . . . . . . . . . . . . . _ '393'372 ,

Funds Applied To:
| Utility plant additions:
i

Crnstruction expenditures for utility plant. . . . . . . . $ 407,463 $ 464,312.

:

i .uc1 ear fue1....................................... 1;**;g 7:3334 3330cu.r................................. ............
Total gross additions (includes allowance Ior

funds used during cons truction) . . . . . . . . . . . 426,709 47 6,18u-

Other:
Dividends declared on ecemon stock................. 91,121 74,564
Deferred costs on coal plant standardizati

project.,....................................... 2, 682 3,657

Deferred co.;ts relating to SFI's fuel acquisition
program......................................... 1,347 9,534

Increase in working capita1*....................... 39'803 40,126 i

Total funds appited to other................. 134*953 127,881-

Financing transactions: _ _ _

Retiressent of other long-term debt................. 828,4 ,0 6

Retirement of first mortgage bonds............. ...

Retiremen*: of preferred stock...................... 2*241 3,00:

831,710 94,076Total funds applied to financing. . . . . . . . . . . . .
~$1*393*372 $ 698,1??-Total funds app 1ted . . . . . . . . . . . . . . . . . . . .
-

* Working capital does not include short-term securities , currene esturities of long-
term debt or deferred taxes included in current liabilicies. The 1981 net increase
in working capital is primarily due to increases in deferred fuel cost and other
current assets, offset by a decrease in cash and special deposits; the 1980 net ,

increase in working capital is primarily due to an increase in cash and specte deposits
and a decrease in acebunts payable, reduced by a decrease in f=e1 2nventory.

Sse Notes to Consolidated Financial Statements.
_ _ _ _ _ _ _ _ _ _ _ _ _
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Coannitment.s and Contingencies

At June 30, 1981, the Middle South System's construction program
contemplated construction expenditures (including AFDC) of $1,087 million ir

'

1981, $953 million in 1982 and $660 million in 1983. Of these expenditurer,
$37 6 million, $310 million and $162 million are applicable to MSE's anticipated
C7.52% interest in the Grand Culf Plant, a two-unit nuclear generating station.
MSE currently projects a commercial operation date of 1982 fer Unit No.1.
Based upon MSE's anticipated 87.52% ownership interest and a November 1982
commercial operation date, MSE estimated, at June 30,1981, that its total cost

,

(excluding nuclear fuel) for Unit No. I will be approximately $2 billion.
Construction on Unit No. 2 has been temporarily halted pending completion of
Unit No. 1. The schedule and cost to complete Unit No. 2 will be dependent,
among other things, upon the completion of Unit No. a. Through June 30, 1981,
MSE had invested $1,588 million in Unit No.1 and $312 million in Unit No. 2.

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 suf ficient capital for construction and operation of the Grand Gulf Plant
and related purposes. Through June 30, 1981, MSU had invested $456.9 million
in the conunon stock of MSE. At June 3'J,1981 MSE had made short-term
borrowings of $83 million. In addition, at June 30, 1981, MSE had made interim
bank borrowings of $745 million, which are due December 31, 1986, under a
$1,311 million revolving loan agreement with a group of banks. At June 30,
1981, MSE had outstanding $400 million of its first mortgage bonds, 9-1/4%
Series due 1989, end $98.5 million of its first mortgage bonds, 12-1/2% Series
due 2000. MSE is obligated to make snnual cash sinking fund payments with
respect to the 9-1/4% bonds consnencing July 1,1982 designed to retire $328
million of those bonds by maturity and with respect to the 12-1/2% bonds;

commencing on January 1,1985 designed ;to retire about $93.5 million of those
| bonds by maturity. MSE has covenanted with the bondholders that it will
l complete Unit No. 1 no later than December 31, 1984. MSE has also covenanted
( with the bondholders thr Unit No. 2 will be completed no later than

| December 31, 1988. In the event either of these covenants is sat fulfilled or
MSE defaults in tr,spect 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 any bank borrowings under the $1,311 million revolving|

loan agreewst which are then outstanding.

MSE and the System operating companies have entered into a series of
agreements, as anended in June, 1981 (collectively, Availability Agreement)
whereby (i) MSE has agreed to complete the Grand Gulf Plant md to sell to the
System operating companies power available to MSE from the ( and Gulf Plant
under the terms of either the Agreement, effective M y 2, 1973, among the
System operating companies relating to the sharing of generating capacity and
other power Tources (Lystem Agreement) or a separate Power Purchase Agreement,

| - s-
|

|
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MIDDLE SOUTH UTILITZES, INC. AND SUBSIDIARIES
NOTES TO CONSOLICATED FINANCIAL JTATEMENTS

(Continued)

(ii) the System operating companies have severally agreed to pay to MSE (on the
apportionment bases provided for in the Availability Agreement: AP&L, 17.1%,
LP&L, 26.9%, MP&L, 31.3% and NOPSI, 24.7%) 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 3.657 per annua applied to MSE's gross investment in the
Grand Gulf Plant (exclusive of land and land rights), (iii) the System

i

( operating companies have severally 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 Agreement described in
(ii) above, and (iv) the System operating companies have agreed that their
several obligations 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 ia commercial
operation; provided that if Unit No. 1 is not placed in commercial operation
prior to December 31, 1984, the commencement date in respect of both units is
December 31, 1984; and provided, further, that if Unit No.1 is placed in
commercial operation prior to December 31, 1984 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, 1988. In addition, the System operating companies in June 1981
entered into a Power Purchase Advance Payment Agreement with MSE pursuant to
which the System operating companies, severally in accordance with fixed
percentages specified therein (AP&L,17.1%, LP&L, 26.9%, MP&L, 31.3% and NOPS2,
24.7%), agreed, if Unit No. 1 of the Grand Gulf Plant is not placed in
commercial operation by December 31, 1983, to make advance payments to MSE for
power purchases which in the aggregate total $12,500,000 per month, such
payments commencing January 2,1984 and continuing until commercial operation

| of Unit No. I or December 31, 1984, whichever occurs earlier.
!

In July 1981, the System operating companies agreed that MSE's share of
the capability of Unit No. I and Unit No. 2 of the Grand Gulf Plant, and the
respective obligations of the System operating companies under the Availability
Agreement and the Power Purchase Advance Payment Agreement, will be reallocated

i ciong LP&L, MP&L and NOPSI, subject to change by mutual agreement of such
| companies. The revised percentage allocations for Unit No. I and Unit No. 2

will be: LP&L, 38.57% and 26.23%, MP&L, 31.63% and 43.97%, and NOPSI, 29.80%
and 29.80%, respectively. Under such agreement, LP&L, MP&L and NOPEI, in
proportion to such allocations, will assun- and hold AP&L harmless from all of ,

the responsibilities and obligations of AP&L with respect to the Availability i

Agreement and the Power Purchase Advance Payment Agreement and, in
consideration thereof, AP&L will relinquish its rights in the units. Each of
the System cperating companies, including AP&L, will, however, remain primarily
liable to MSE and its assignees for payments under the Availability Agreement
and the Power Purchase Advance Payment Agreement in accordance with the
respective percentages set forth in the immediately preceding paragraph. In

July 1981, an application was filed with the SEC under the Holding Company Act
for appraval of this proposed reallocation.

-7-
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j MIDDLE SOUTH UIILITIES, INC. AND SUBS (DIARIES
NOTES TO CONSOLIDA".D FINANCIAL STATEMENTS

(Concinued)

The Federal income tax *eturns for the years 1971 through 1976 have been !examined by the IRS and ed'* tuents have been proposed. The prinicipal issue
is whether customer deposi . are ine. edible in taxable income. A formal

! written protest has been file.1 and conferences are being held with an Appeals (Officer of the IRS. Any final liability for taxes resulting from settlement
with the IRS would not ~ *ve a material effect on net income. Income taxes oni

customer deposits w . c ce normalized. Most of the other issues have been
settled and adequate provisions have been recorded.i

SFI is a jointly-owned subsidiary of the System operating companies. SyI'

operates on a non-profit basis for the purpose of planning and implementing
prograts for the procurement of fuel supplies for the operating companies; ist

; costs are primarily recovered through charges for fuel delivered. The common'

stock of SFI is owned 35% by AP&L, 33% by LP&L,19% by MP&L and 13% by NOPSI.

In connection with cercain of SFI's borrowing arrangements, SFI's parent
companies have covenanted and agreed severally in accordance with their respec-
tive 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
these arrangements. At June 30, 1091, the total loan commitment under these
arrangements amounted to $221,104,000 of which $161,813,000 was outstanding at
that date. Also, SFI's parent companies have made similar covenants and
agreements in connection with long-term leases by SFI of oil storage and

; handling facilities and coal hopper cars. At June 30, 1981, the aggregate'

discounted value of these lease arrangements was $58,800,000. In addition, MSU
has guaranteed the obligations of SFI in connection with long-term leases of
other oil storage and handling facilities and bareboat charters of towboats and

| barges having, at June 30, 1981, an aggregate discounted value of approximately
' $38,584,000.

SFI has a long-term oil supply agreement with a major oil company provid-
ing for the purchase by SFI of 50,000 barrels of oil per day for a twenty year
period ending in 1996 with the option, upon two years written notice, to reduce
the contract quantity to no less than 35,000 barrels per day. SFI also has an
agreement with another major oil company providing for the purchase by SFI of
up to 200,000 barrels of oil per month through 1984.

AP&L is currently purchasing coal under an agreement that will provide
approximately 100 million tons of coal over a twenty year period. In addition,
SFI has entered into a contract with a joint venture for a supply of coal from
a sine in Wyoming which is expected to provide 150 to 210 million cons over a
period of 26 to 42 years. The parent companica of SFI, each acting in accor-
dance with their respective shares of ownership of SFI's common stock, joined
in, ratified, confirmed and adopted the contract and the obligations of SFI
thereunder.

Under the terms of their nuclear fuel leases, three subsidiaries are re-
sponsible for the disposal of spent nuclear fuel. These companies consider all
costs incurred or to be incurred in the use and disposal of nuclear fuel to be
proper components of nuclear fuel expense and provisions to recover such costs

.

-8-
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MIDDLE SOUTH LTIILITIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Concluded)

have been or will be made in applications to regulatory commissions. AP&L, the
only Middle South System company with an operating nuclear station, collected
approxinately $5,028,000 in the first six months of 1981 for the storage or
disposal of spent fuel . AP&L also recovered, in this six month period, approx-
imately $342,000 for decommissioning costs for its two nuclear units through
increased depreciation charges. Based on an AP&L study, decommissioning costs
are projected to be in excess cf the amounts currently being collected. AP&L is
requesting and will request recovciy of these estimated increased casts in
applications to its regulatory commissions.

Note 2. Rate Increases

See Part II, Item 1. " Legal Proceedings" regarding rate increases for
certain of the System operr*'.ng companies.

Note 3. Common Stock

In May 1981 MSU sold 8,000,000 shares of common stock in an underwritten
public offering. The proceeds were used to reduce MSU's outstanding bank
borrowings at that time.

Note 4. Subsequent Event

See Part II, Item 5. "Other Information" regarding the development of a
plan to consolidate LTSL and NOPSI and their operations.

In the opinion of MSU, tna accompanying unaudited consolidate; cid-
' densed financial statements contain all adjustments (consisting of only normal

recurring accruals) necessary to a fair statement of the results for the in-
terim periods presented.

The financial statements required by nule 10-01 if Ret ' 7 S-X
have been reviewed by independent public accountants as st *ed '.r reporti -

included herein.

|
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MIDDLE SOUTH UTILITIES, IN;. AND SUBSIDIARIES *

MANAGEMENT'S DISCUSSION AND AhALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Financial Condition

The Middle South System's financial outlook. for the near term improved
during the second quarcer of 1981 with the approval of retail rate increases
for three of the System operating companies. These increases, some of which
were already being collected subject to refund, totalled $279 million or
approximately 76% of the amounts origins 11y requested. The approved rates ,
however, were implemented at various times during the quarter and thus their
full impact is not reflected in the second quarter results.

.

Liquidity and Capital Resources

Construction expenditures for the first six months of 1981 were $407
million, a decline of $57 million from the corresponding 1980 period. These
expenditures were largely funded through external financing, including through
short-term borrowings and the sale of first mortgage bonds by the System
operating companies, intermediate-term bank borrowings by MSE and the sale by
MSU of additional shares of its common stock. As of June 30, 1981, projected
1981 construction expenditures for the Middle South System, including AFDC,
were $1,087 million.

LP&L sold $75 million of first mortgage bonds in the second quarter of
1981 and tsed a portion of the proceeds to reduce its short-term borrowings.
Including chis reduction by LP&L, the System operating companies' outstanding
short-term borrowings were $155 million at June 30, 1981 e: compared to $81
million at December 31, 1980.

MSE's construction prograa for the first six months of 1981 was financed
threngh the sale of $13.3 million of common stock to MSU and approximately
$74 million of intermediate-term bank borrowings. MSE's revolving line of
crefit was increased to $1.311 billion during the second quarter and at June
30, 1981, $566 million remained unused.

MSU sold eight million shares of its common stock in the second quarter
and used the proceeds, approximately $90 million, to reduce its borrowings
under its $230 million revolving credit agreement. MSU borrowings were
approximately $73 million at the end of June 1981 as compared to approximately
$108 million at December 31, 1980.

Results of Operations

Electric operating revenues for the three and six mcnth periods ending
June 30, 1981 were higher by $110 million and $187 million, respectively, than
the corresponding periods in 1980. Both increases were due to a combination of
the recovery of increased fuel costs and the effect of rate increases
implemented in 1980 and 1981. Actual energy sales for the three month period
were up 1.1% over the prior year, primarily due to an increase in rettil sales.
The six month period energy sales, on the other hand, decreased 2.2% due
largely to a decrease in sales to municipals and cooperatives.

-10- '.
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MIDDLE MUTH LTI.7.ITIES, INC. AND SUBSIDIARIES
MANAGD(ENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS
(Concluded)

The increase in gas revenues of $1.7 million =ad $8.6 million for the two
periods were primarily attributable to increased purchased gas costs which were
billed to customers.

Increased depreciation expense is due primarily to the additional
depreciation charges for generating units placed in service during 1980.
Interest exrtase increased due to the additional debt incurred at higher
interest rates during 1981. Increases in 'acome taxes are due to increased
taxable income, while increases in other essenses reflect the higher cost of
operating in 1981.

Net income for the three and six month periods ended June 30, 1981 was $44
million and $96 million, respectively, as compared to $21 million and $69
2illion for the corresponding periods in 1980. However, AFDC, the effect of
capitalizing the carrying costs of CWIP, exceeded nrt income for the three and
six months ende; June 30, 1981.

Summary

The Middle South System's financial condition and results of operations do
not fully reflect the effect of the rate increases approved in the second
quarter of 1981. The ability of the System to sustain any improvement which
might result from these Ancreases will depend on the response of the System's
reguistory bodies to focure requests for rate relief.

.

e

.*
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ARKANSAS POWER & LIGHT CCMPANY AND SUBSIDIARY
RALANCE SHEETS

Juna 30, 1981 (Consolidcted.' end Decembar 31, 1980 '

-

.

June 30, 1981 December
(_ Unaudited) 1980

(In Thousands)
ASSETS

Utility P1
ant............................................ $2,659,260 $2,423,23'Less accumulated depreciation......................... _. 494,933 417,43

Utility plant - net............................. 2,164,327 2,005,79Other Property and Investments:i

! Investment in associated cosOther.......................panies - at equity........ 36,818 31,37::
...................... 944 47f ~Tota1.......................................

...

37,762 31[fdi:...
Current Assets:

| Cash and special deposits............................ 16,008 10,24e'

Temporary investments - at cost, which
; approximates market................................ 4,770

Accounts and notes receivable (less allowance for
....

doubtful accounts a 4d .sotes of (in thousands)
$1,5 64 in 1981 and $1,39 6 in 1980) . . . . . . . . . . . . . . . . . 56,382 46,92!.Deferred fuel cost.................................... 10,857 7,85*Fuel inventory - at average cost...................... 33,715 28,98;naterials and supplies - at average cos t. . . . . . . . . . . . . . 8,742 6, 6850ther................................................. 5,346 5,115|Tota1........................................... 135,820 105,81E=Deferred Debits.......................................... 9,252 fit ql5

T0TAL,....................r.................. $2,347,161 $2,147,923

s
LIABILITIES

Capitalizction:

Common stock, $12.50 par value, authorized 50,000,000,

! shares; issued and outstanding 43,380,196 shares
j in 1981 and 36,636,773 shares in 1980.............. $ 542,252 $ 457,960 :'

Paid-in capita 1....................................... 4,742 609"etained earnings..................................... 31,304 59,024
Total common shareholder's equity............... 578,298 517,591

Pre ferred s tock without sinking fund. . . . . . . . . . . . . . . . . . 126,890 126,890
Preferred stock with sinking fund . . . . . . . . . . . . . . . . . . . . . 144,822 147,065Long-term debt........................................ 903,626 848,667

Total capitalization............................ 1,753,636 1,640,215Current Liabilities:
N o t e s pay ab l e . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 . . . . . . . . . . . 87,400 36,400Currently maturing long-term debt..................... 69,3 63 68,000Accounts payable...................................... 96,412 91,189
Taxes accrued......................................... 23,608 28,284
Accumulated deferred income tarn on deferred fuel. . . . 7,366 3 ,8 67
Interert accrued...................................... 27,380 23,194
0ther................................................. 55,072 61,251

Tota1........................................... 366,601 312,185Deferred Credits......................................... ~ " 223,169 192,445
Reserves................................................. 3,755 3,138

T0TAL......................................... $ 2,347,161 $2,147,983
-

See Notes to Financial Statements.
:
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ARKANSAS POWER & LIGHT COMPANY AND SUBSIDIARY
STAT 9fENTS OF INCOME. .

*

For the Thres Months cnd Six Months Ended
June 30, 1981 (Consolidated) and 1980

(Unaudited)

Three A nthe Ended Sis h nthe Ended
1951 1980 1981 19eo

(la 2housande) (to Thousande)
Operating Sevenuest

Electric. ............................ 8 214,914 $ 154,783 $ 422.322 8 309.662... .. ........
Natural 3ae............... .... .... ........ ......... 8,4:3 25,399 ....

Total ............. ............... ............ 223,327 154,753 647,721 - T57,T62
Operetles 8mposseet

Operation:

Fue l fo r e l ect r ic gene rat ies. . . . . . . . . . . . . . . . . . . . . . . . 81,223 54,020 156,260 108,217
pu rc ha s ed powe r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,433 28,408 71,615 71.573
De f e r red f ue l cos t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,243 2,357 (2,239) (596)Ces purchas ed for resale. . . .. . . . . . . . . . . . . . . . . . . . . . . . . 6,172 19,347....

Other................................................ 28,454 26,359 62,002 47,703
....

Maintenance............................................ !!,317 6,474 23,373 !!,449
Depreciation........... ............................... 18,733 15,329 37,259 25,985
Tn ee othe r than income t anee . . . . . . . . . . . . . . . . . . . . . . . . . . 6,266 7,729 13,910 15,028faame tasee........................................... 30% (2,955) 9,779 385Tota 1.............................................. avi . 7 139,721

,
391.306 279.764

Operating laceae........................ .............., 25.480 15,062 54,415 29.918

Other lecces:
Allowance for equity funde used durlag cuestruction.... 3,412 4,822 6,545 16,018
Misc a t t aneous income and d educ t ione - set . . . . . . . . . . . . . . 2,998 1,657 5,693 3,332
l a c eae t a n e e - c r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,703 2.753 3.254 9,132

Total................ ............................. 5,113 9.232 15.492 25.652

Int e rest and Other Chargest
int e re st ce toeg-t e rm debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,548 16,840 42,636 33,159Other laterest - met................................... 5,788 4,385 10,365 7,140Allowance for borrowed funde used during

con s t ruc t ion - ( c r ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . _ _ _ 24.1171 [,M _ j 6,871 29,526

(3,239) U 470) (6.133) (10,773)
Total........................ .....................

set faceae............................................... 9,476 6,439 25,036 28,874
P re f e rred Divid end Requirement e. . . . . . . . . . . . . . . . . . . . . . . . . . 6,383 6,465 12.802 12.472

Ba l anc e fo r Common 8t ock. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 (26) $ 12,254 8 16,402

See Notes to Financle! Statements.

I
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! ARKANSAS POWER & LIGHT GOMPANY AND SUBSIDIARY
l STATEMENTS Of CHANGES IN FINANCIAL POSITION

For ths Six Msnths End2d
Junt 30, 1981 (censolidatsd) cnd 1980 ' *

i (Unauditec)
| - .

Six Months Ended
1981 1980

(In Thousands)
Funds Provided By:

,

Operations:
Net income.......................................... ? 25,03 a * 28,874.

Depreciation....................................... 37,259 25,985
Deferred income taxes and investment tax

cc:dit ad j u s t me n t s - ne t . . . . . . . . . . . . . . . . . . . . . . . . 13,279 (8,747'
Allowance for funds used during construction....... (12,675) (26,791:.

Total funds provided by operations........... 62,899 19,321
l Other:

( Allowance for funds used during construction. . . . . . . 12,675 26,791
- Inves tment in associated company - at equity....... 2,170....

| Miscellaneous - net................................ 6,924 6,865
l Total funds provided by operations and other. 82,498 55,147
,

Financing and other transactions:
Common stock....................................... 55,000 20,000
Preferred stock.................................... 50,338....

Promissory notes and other long-term debt. . . . . . . . . . 29,645 9,000
i Book value of utility plant sold................... 20,338 19,599

Shor t-term s ecurities - ne t . . . . . . . . . . . . . . . . . . . . . . . . 33,605 26,620
Total funds provided by financing and

other transactions.. ..................... 138,588 125,557
Total funds provided................... $ 221,086 $ 180,704

,

Funds Applied To:
, Utility plant additions:

Construction expenditures for utility plant . . . . . . . . $ 137,847 $ 110,070
Nu c l e a r fue 1. . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,598) 4,022
Other - net........................................ 3,319 208

Total gross additions (includes allowance for

i funds. used duritzg cons truction) . . . . . . . . . . . 135,568 114,300
| Other:

Dividends declared on preferred stock.............. 12,802 12,472
; Dividends declared on common stock................. 39,954 33,986

Investment in associated company................... 5,440'

....

Inc rease in working capital * . . . . . . . . . . . . . . . . . . . . . . . 24,072 10,943
Total funds applied to other. . . . . . . . . . . . . . . . . 82,268 57,401

Financing transactions:
Ret irement of firs t mortgage bonds . . . . . . . . . . . . . . . . . 1,009 6,000
Retirement of preferred stock..... ................ 2,241 3,003

Total funds applied ca fina," ing. . . . . . . . . . . . . 3,250 9,003
~ To tal funds applied . . . . . . . . . . . . . . . . . . . . $ 221,086 $ 180,704

* Working capital does not include short-term securities , current maturities of long-
term debt or deferred taxes included in current liabilities. The 1981 net increase,

in working capical is primarily due to increases in cash and accounts and u0tes
receivable and decret,es in other current liabilities; the 1980 net increase in workin
capital is primarily due to increases in cash and special deposits and fuel inventory
offset by increases in taxes accrued and other current liabilities.

See Notes to Financial Statements.
~

-
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ARKANSAS POWER & LICHT COMPANY AND SUBSIDIARY
3 NOTES TD FINANCIAL STATEMENTS

Note 1. Business Consolidation
'

Ef fective January 1,1981, the electric operations of Ark-Mo were consol-
idated with those of AP&L and Associated became a subsidiary of AP&L. The
financial statements for 1981 reflect this consolidation. Financial data for

periods prior to January 1, 1981 have not been restated for the consolidation
since the ef fect would not be material.

If the consolidation had occurred January 1,1980, consolidated dats would
have been approximately:

(Millions)
; December 31, 1980-

| Total Assets $2,250.5

Six Months Ended June 30, 1980:

Operating Revenues $ 362.3

Net income $ 30.5

Capitalization was affected by the consolidation as follows :

1) AP&L issued six new series of its first mortgage bonds

in the aggregate principal amount of $21,160,310 in
exchange for the surrender and cancellation of Ark-Mo
bonds in the same principal amount previously outstanding.

2) AP&L issued 2,343,423 shares ($33,112,555 book value) cf its
$12.50 par value common stock to MSU at a price of $14.13

~

per share to acquire from MSU all the outstanding common
stock of Ark-Mo.

i

3) Ark-Mo's short-term debt of $14 million was assumed by AP&L

and retired in the first quarter of 1981.

l Note 2. Commitments and Contingencies

At July 1,1981, AP&L's construction program contemplated expenditures of
I

approximately $336 million in 1981, $192 million in 1982 and $179 million in
1983. These expenditures reflect the planned sale by AP&L of a 25% interest in
the Independence Plant to MP&L in 1981 and exclude coal handling equipment
costs at that plant after the planned sale of such equipment to a wholly-owned

t

| subsidiary in 1981. In addition,1981 expenditures assume the repayment by
| AP&L of advances for construction by AECC for Unit No. 2 of the White Bluff
i Plant and Unit No. I and Unit No. 2 of the Independence Plant (see below).

In the third quarter of 1981, AP&L expects to sell to MP&L a 25% interest
in the Independence Plant (excluding coat handling equipment) derived from
AP&L's 56.5% interest in the plant (excluding coal handling equipment). AP&L

.

owns 100% of the coal handling equipment being constructed at the Independence|
Plant and expects to sell this equipment to a wholly-owned subsidiary which
would, after financing its construction, sell the equipment to a third-party
lessor, or as an alternative, sell or lease the equipment back to AP&L.

s

-15-

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



~ . --

NOTES TO FINANCIAL STATEMENTS
(Ccncludsd)

*

! MP&L would bacone a 50% participent in cny cuch arrcngtment. If this

,
i .

transaccion is not consummated by September 30, 1981, or by such later date as
the parties may agree, but in no event later than December 31, 1981, HP&L would

ipurchase 50% of the coal handling equipment from AP&L. Thereafter AP&L would
bear 50% of the remaining cost of construction of this equipment.

AP&L has a 35% interest in SFI, a jointly-owned subsidiary of the System| operating companies. SFI operates on a non profit basis for the purpose of
planning and implementing programs for the procurement of fuel supplies for the
operating companies; its costs are primarily recovered through charges for fuel

1

| delivered.

The parent companies of SFI have made loans to SFI to finance its fuel
supply business under a loan agreement dated January 4,1978, as amended
January 1,1981, which provides for SFI to borrow up to $261,500,400 from its
parent companies through December 31, 1981. As of June 30, 1981, AP&L had
loaned $23,070,000 to SFI pursuant to this loan agreement and AP&L's share of
the unused loan commitment was $60,800,000. Notes under this agreement mature
December 31, 2006. In addition, AP&L had loaned SFI $13,565,250 under previousloan agreements. Notes mature in 10 and 25 years from date of borrowing underthe provisions of the previous loan agreemente.

i

During 1980, AP&L could not continue to fund its portion of three coal
units under construction (Unit No. 2 of the White Bluff ?lant and Unit No. I
and Unit No. 2 of the Independence Plant), which AP&L owns jointly with both
rural electric cooperatives and various municipalities. Upon notification of
this fact one ca-owner, AECO, exercised its optica to advance AP&L's share of
these ccustruction funds in order to keep the construction on schedule. As ofJune 30, 1981, approximately $71.5 million was so advanced and constructi s of
these projects continued on schedule. AP&L resumed payment of its current
portion of construction expenditures for Unit No. 2 of the White Bluff Plant in
February 1981, and for both units of the Independence Plant in June 1981. AP&L,

| and AECC have executed a written agreement for the purpote of fecilitating the
transfer to AECC of any grtion of AP&L's share of eirker plant for which AP&L
does not reimburse AECC by Juna 1,1982 for the construction costs advance' d forit by AECC.

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidateds
'

Financial Statements for information regarding commitments and financing obli-
gations of the Middle South System, including AP&L.

Note 3. Rate Increases

See Part II, Item 1. " Legal Proceedings" regarding AP&L's rate
increases.

In the opinion of AP&L, the accompanying unaudited condensed finan-
cial statements contain all adjustments (consisting of only normal recurring
accruals) necessary to a fair statement of the results for the interim periods
presented.

The financial statements required by Rule 10-01 of Regulation S-X
have been reviewed by independent public accccatants as stated in their reportincluded herein.

-
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ARKANSAS POWER & LIGHT COMPANY AND SUBSIDIARY
MANAGEMENT'S DISCUSSIGN AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

Financial Condition

AP&L's financial condition took a major turn toward improvement in the
second quarter of 1981 as it received an order from the APSC authorizing an
increase in retail rates of $102.2 million on an annual basis. Also, this
order moderated AP&L's adverse exposure to loss under its fuel adjustment
clause by, in sffect, allowing for an exa',c cost recovery on approximately 50%
of its total retail sales. For additionst information concerning this order,
see Part II, Item 1. " Legal Proceedings".

Also aiding the total fittacial picture, AP&L filed and implemented a
surcharge adjustment on customer bills which will enable AP&L to recover costs
associated with certain gavernment-mandated expenditures on a more current
basis. These collections were implemented May 1,1981, subject to refund, and
the total collected through June 30 was approximately $500,000.

Liquidity and Capital Resources

AP&L's 1981 construction expenditures (exclusive of nuclear fuel costs and
the Independence Plant coal handling equipment costs after the sale of such
equipment to a wholly-owned subsidiary) were estimated at July 1, 1981 to total
$336.4 million, of which $137.1 million had been expended through June 30,
1981. AP&L estimated at July 1,1981 that it will require approximately $121.3
million of additional funds from external sources to finance its 1981
construction program (exclusive of nuclear fuel costs and Independence Plant
coal handling equipment costs after the sale of such equipment to a
wholly-owned subsidiary). I 'ditional funds from external sources will be .
required for the remainder or 1981, due to maturing long-term debt which totals
$68.3 million and preferred stock sinking fund requirements which total $0.9
million. AP&L currently expects to obtain funds for such requirements through
the sale of additional first mortgage bonds, short-term borrowings from banks,
payments by Jefferson County and Independence County, Arkansas for pollution
control facilities, the sale of a portion of the Independence Plant to MP&L,
the sale of physical assets and the issuance and sale from time to time of such
other securities as may then be determined to be appropriate.

The following are certain transactions consummated by AP&L during the
second quarter of 1981 or which are planned by AP&L during the second half of
1981 in order to provide AP&L with the necessary funds from external sources:

In the second quarter of 1981, AP&L secured $10.5 million in connection
with the prior sale of pollution control revenue bonds to finance construction
of pollution control facilities at its coal units under construction. At June
30, 1951 approximately $18.9 million of additional pollution control bond
proceeds were held in trust to finance additional pollution contro) costs to be
incurred at these plants. Also during the second quarter AP&L sols 4,000,000
shares of its common stock to MSU for $55 million. In addition, AP&L sold and
leased back four buildings located at its nuclear steam electric station in
May 1981. This trana2ction provided AP&L with approximately $22 million.

I ~
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ARKANSAS POWER & LIGHT COMPANY AND SUBSIDIARY
'

'

MANAGEMENT'S DISCUIdil.,N AND ANALYSIS OF FINANC'LL.'

CONDITION AND PESULTS OF OPERATIONS
(Continued)

,

Jr, general, under restrictions contained in AP&L's mortgage and charter, !I

AP&L is required to have earnings coverage ratios of at least 2.00 and 1.50 in '
'

order to issue additional first mortgage bonds and preferred stock. As a
result of the APSC order referred to above, AP&L's earnings coverage at
June 30, 1981 have improved such that AP&L will be permitted to issue
additional first mortgage bonds. Por the twelve months ended June 30, 1981,
AP&L's mortgage and charter coverage ratios were 2.23 mortgage and 1.25 charter
(excluding $11 million of revenues subject to refund). If such revenues

1

i subject to refund were included, the corresponding ratios would be 2.39 and'

1.30, 24spectively. AP&L is presently planning a first enortgage bond sale in
August 1981 in an enount not to exceed $90 million. As of June 30, 1981, AP&L,

*

was still precluded from issuing any additional preferred 4tock.
!

AP&L is also planning to sell to MP&L a 25% interest in the Independence! Plant. This sale will provide AP&L approximately $60.7 million in 1981. In
addition, AP&L plans to sell its.100% interest in the coal handling equipment

the Independence Plant to a wholly-owned subsidiary prior to September 30,at
; 1981. If completed, this transaction will provide AP&L with approximately

$45.0 million in 1981. If this transaction is not completed by September 30,
i 1981, or by such later date as the parties may agree, but in no event later

than December 31, 1981, MP&L plans to purchase 50% of the coal hadlingeccipment from AP&L. Thereafter AP&L would bear 50% of the remaining cost of
construction of this equipment.

j AP&L is currently authorized to make short-term borrowings through June'

1982 in an aggregate amount outstandirg at any one time of up to the lesser of
$170 mi.11 ion or 10% of its capitalization. At June 30, 1981, $87.4 million of'

short-term borrowings were outstanding, leaving available unused short-term
borrowing authority of $82.6 million.

Results of Operations

Revenues in the second quarter 1981 and year to fate 1981 were $223.3
million and $447.7 million, respectively, compared to $154.8 million and $309.7
million for the corresponding periods in 1980. Revenue increases were
primarily due to the effect of recent rate increases and to the recovery of
increased fuel costs.

Net income in tne second quarter 1981 and year to date 1981 were 89.5
million and $25.0 million, respectively, compared to $6.4 million and $28.9
million for the corresponding periods ia 1980. The reason for the year to date
decline was attributee to the decline in first quarter 1981 earnings compared
to first quarter 1980 earnings.

For the second quarter 1981, AFDC as a percent of net income was
approximately 70% as compared to 127% in 1980. AFDC as a pcreent of net income
was only 51%, year to date 1981, compared to 93% in 1980. The decreases in '

AFDC were primarily due to commencement of cossnercial operation of two AP&L
generating units in March and August of 1980.
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ARKANSAS POWER & LIGHT COMPANY AND SUBSIDIARY
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS
(Concluded)

Summary

As a result of receiving a final order granting $102.2 million of the
previously pending $130.1 million rate filing, AP&L's financial situation has
improved significantly. Additionally Unit No. 2 of the White Bluff Plant,
rated 816 MW ( AP&L's share of which is 465 MW), was placed in commercial
operation on July 23, 1981. Commercial operation of this unit enables AP&L to
immediately begin t+tevery of fixed costs, as provided for in the System
Agreement. Finally, when the 25% interest in the Independence Plant is sold to
MP&L cnd the sale of the Independence. Plant coal handling equipment is
consummated, AP&L's financial and cash flow positions should show additional
improvement.

4
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LOUISIANA POWER & LIGHT O(MPANY
I

RALANCE SHEETS *

.

Juna 30,1981 cnd Decocbar 31, 1980
-

June 30,1981 December 31,
(Unaudited) 1980

(In Thousands)

ASSETS
.

Utility P1 ant............................................ $2,450,971 $2,334,421
Less accumulated depreciation..... ................... 412,765 393,342

Utility plant - net............................. 2,038,206 1,941,0j9 .

Other Property and Investments:
Investment in associated company - at equity.......... 43,447 36,137
0ther................................................. /G9 407

,,

Tota1........................................... 43,666 36,544
Current Assets:

|'Cash and special deposits............................. 22,901 23,332
Temporary investments - at cost, which approximates /

market............................................. 11,000....

Accounts and notes receivable (less allowance
for doubtful accounts of $135 thouse2d) . . . . . . . . . . . . 40,7 68 31,820

De f e r red fue l co s t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,011 17,056
Materials and supplies - at average cost.............. 7,316 10,299
0ther................................................. 9 ,3 60 4,474

Tota1........................................... 128,356 97,98i |
~~

'

| Deferred Debits.......................................... 2, 67 8 2,841
,

T0TAL........................................ $ 2,213,10 6 $2,078,445 |
: .

' d

LIABILITIES
.

,

Capitalization:
,

| Common stock, no par value, authorized 150,000,000 .

shares: issued and outstanding 75,746,400 shares... $ 498,900 $ 498,900
Retainef earnings..........,.......................... 65,900 65,209

tital common shareholders's equity.............. 564,s50 564,109
Pre fer .ed s tock without sinking fund. . . 2 . . . . . . . . . . . . 145,882 145,882
Preferred stock with sinking fund..................... 121,381 121,381
Long-term debt........................................ 903,523 828,989

,

Total capitalization............................ 1,735,586 _1 660,361t
Current Liabilities:

Notes payable......................................... 63,192 44,293
,

Currently maturing long-term debt..................... 52,224 52,162
A c c o u n t s pay ab l e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85,508 66,387
Taxes accrued......................................... 8 , 69 1 12,099
Accumulated deferred income taxes ?n deferred fuel . . . . 23,247 8,259
Interest accrued...................................... 23,608 20,833
0ther................................................. 44,562 41,061

Tota1........................................... 301,032 245,094
Deferred Credits......................................... 169,087 165,992
Re s e rv e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,401 6,998

T0TAL........................................ $ 2,213,10 6 $2,078,445

See Notes to Financial Statements.

.
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LOUIS W #. POWER & LIGifr COMPANY
l

STATEMENTS OF INCOME
.

- For tha Thrco Months cnd Six Months End:d -

June 30e 1981 and 1980
(Unaudited)

.

Three h aths Ended Sin Wnt he Ended
1951 1980 1981 ___1960

(la Thousande) (In Thovesnde)

Ope r a t ing B ev enue s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 233,068 $ 169,311 8 458.012 8 334,232

Operating Espeseest
Ope ratise:

Fue l for e l ec t r ic gene rat ion. . . . . . . . . . . . .. . . . . . . . . . . 81,742 $9,744 154,247 106,927
Pu rc h a s ed powe r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100,920 62,700 167,099 107.043
De f e r red f ee l cos t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (37,6%) (17,713) (30,955) (16.444)
Other................. ............................. 17,434 15,193 34,231 30,193

,

Maintenance.................... ....................... 9,590 8,uS 16,509 15,111
Depreciation................ ... 10,874 10,604 21,749 21,209....................

Ta s e s et N. than income tax e s . . . . . . . . . . . . . . . . . . . . . . . . . . 4,091 4,562 9.902 9.239
14,328 4,230 75,845 14,161? Incues ta% a.............. ............................ ,

~

Tote!............................................. 202,059 147.9 % 399,427 287,439

Operating Incame........................ ........... 30.979 21,315 58,605 46,793..

Other Inceus:
1 Allowance for equity funde used during
f c o n s t r uc t ion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.522 7.398 20,533 14.861

Misce llaneous income and ded uc t ions - met . . . . . . . . . . . . . . 2,306 1,917 4,434 3.706
la c ase t es ee - c r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 107 2.959 7.919 6,010

* Tote!............................................. 32,274 32.556 26,577

Interest med Other Chargee
1 la t e res t on long-t e re deb t . . . . . . . . . . . . . , . . . . . . . . . . . . . . . 21,535 17,225 40,713 34,505

other interest - met.............. 3................... 2,537 4,753 6,271 7.756
'

Allowance for borrowed funde used during
cons t ruc t ion = ( c t ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,964) (4,162) (10,135) (8,360)

| Total............................................. 19,074 47,516 36,549 33,901

$ not i.c ............................................... u,m n,m 54.642 n.469
Pre ferred Dividend Requiremente.... .. 7.091 5.952 j e 183 11,903..................

Ba l a nc e for Common S t esk . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . g Q $ 40,459 8 Q.p66

See Notes to Fiesacial Stetsmeste.
t
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LOUISI ANA POWR & LICHT CEPANY ,

STATEMENTS OF CHANCES IN FINANCI AL POSITICN -

For the Six Months Ended June 30 1981 and 1980
(l'n a ud i t ed )

Sia Months Ended
1981 1980

(In Thousands)

iunds Provided By:
Operations:

Net income......................................... $ 54,642 $ 37,4 69
Depreciation....................................... 21,749 21,209
Deferred income taxes and investment tax credit

adjustments - net............................... 17,751 10,742
Allowance for funds used during construction. . . . . . . (30,688) (23,221:

Total funds provided by operations . . . . . . . . . . . 63,454 46,199
Other:

Allowance for funds used during construction. . . . . . . 30,688 23,221
Investment in associated company - at equity....... 3,010....

M i s c e ll ane ou s - ne t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,395 2,071
Total funds provided by operations and

other..................................... 95,537 74,501
Financing and other transactions:

Common stock....................................... 55,000....

First mortgage bonds... ........................... 75,000 ....

Other long-term debt............................... 975 4,573
| Short-term securities - net........................ 29,900 90,525

Total funds provided by financing and
other transactions........................ 105,875 150,098

Total funds provided................... S 201,412 S 224,599
:

Funds Applied To:
Utility plant additions:

Construction expenditures for utility plant . . . . . . . . $ 131,164 $ 135,862

Nuclest fue1....................................... (11,768) ....

Other - net........................................ 4,135....

Total gross additions (includes allowance
for funds used during construction) . . . . . . . 119,396 139,997

Other:
Dividends declared on pre ferred s tock. . . . . . . . . . . . . . 14,183 11,903
Dividends declared on common stock.......s......... 39,76,7 32,176
Investment in associated company - at dquity....... 7,310 ....

Increase in working capita1*...&................... 19,383 39,193
Total funds applied to other. . . . . . . . . . . . . . . . . 80,648 83,272

|
'

Financing transactions - retirement of other
1,330long-term debt..................................... 1,3 68

__ 224,599Tot al funds applie d . . . . . . . . . . . . . . . . . . . . $ 201,412 J

* Working capital does not include short-term securities, current maturities of
| long-term debt or deferred taxes included in current liabilities. The 1981 nee
| increase in working capital is primarily due to increases in accounts and votes
| receivable and deferred fuel cost offset by an increase in accounts payable; the 1960
| net increase in working capital is primarily due to increases in cash and special

deposits, accounts and notes receivable and deferred fuel cost.
|

See Notes to Finanhial Statements.
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LOUISIANA POWER & LIGHT COMPANY-.

NOTES 10 FINANCIAL STATEMENTS
,

.

Note 1. Commitments and Contingencies

At June 30, 1981, LP&L's construction program contemplated expenditures of
approximately $292 million in 1981, $294 million in 1982 and $191 million in
1983.

LP&L has a 33% interest in SFI, a jointly-owned subsidiary of the System
operating companies. SFI operates on a non profit basis for purposes of
planning and implementing programs for the procurement of fuel supplies for the
operating companies; its costs are primarily recovered through charges for fuel
delivered.

The parent companies of SFI have made loans to SFI to finance its fuel
supply business under a loan agreement dated January 4,1978, as amended
January 1, 1901, which provides for SF1 to borrow up to $261,500,000 from its
parent companies through December 31, 1981. As of June 30, 1981, LP&L had
loaned $29,445,000 to SFI pursuant to this loan agreement and LP&L's share of
the unused loan commitment was $81,700,000. Notes under this agreement mature
December 31, 2006. In addition .P&L had loaned SFI $13,995,250 under previous
loan agreements. Notes mature in 10 and 25 years fros date of 'uceroving under
the provisions of the previous loan agreements.

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidated
Financial Statements for information regarding certain commitments and financ-
ing obligations of the Middle South System, including LPLL.

Note 2. Rate Increases

See Part II, Item 1. " Legal Proceedings" regarding LP&L's rate
increases.

Note 3. Subsequent Event

See Part II, Item 5. "Other Information" regarding the devalopment of a
plan to consolidate LP&L and NQPSI and their operations.

>

) In the opinion of LP&L, the accompanying unaudited condensed finan-
cial statements contain all adjustments (consisting of only normal recurring
accruals) necessary to a fair statement of the results for the interim periods
presented.

The financial statements required by Rule 10-01 of Regulation S-X
have been reviewed by independent public accountants as stated in their report
included herein.

.

e
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LOUISIANA POWER & LIGHT COMPANY ,

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
'

CONDITION AND RESULTS OF OPERATIONS

Financial Condition

During the first six months of 1981, LP&L's large construction program was
financed primarily with short-term borrowings and the sale in April 1981 of $75
million principal amount of first mortgage bonds. As of June 30,1981, after
giving effect to the issuance of these bonds, LP&L could have issued, under
LP&L's coverage restrictions contained in its mortgage and charter,
approximately $92 million of additional first mortgage bonds at an assumed
annual interest rate of 16% (plus any first mortgage bonds issued for refunding
purposes) or approximately $69 million of additional preferred stock at an
assumed annual dividend rate of 16%. These amounts of additional first
mortgage bonds and preferred stock are based upon t he inclusion in earnings of
revenues collected pursuant tc the interim rate increase granted by the LPSC in
October 1980 and the rate increase granted by the !.PSC in May 1981 (see
below).

In connuction with the general rate increase application filed in May 1980
with respect to ci:tstomers under the LPSC jurisdiction in the amount of $203.6
million, the LPSC issued an order dated May 26, 1981, granting LP&L a rate
increase of approximately $117.8 million in addition to the $32.4 million
interim rate increase granted in October 1980. The appeal period haa not yet
run on the order of May 26, 1981.

Liquidity and Capital Resources

Total funds provided by operations increased from $46.2 million in the
first six months of 1980 to $63.5 million in the corresponding period of 1981.
This in:rease, along with a decline in construction expenditures (including
AFDC) from $135.9 million to $131.2 million during the same periods, was a
major factor in the reduction in funds provided by financing from $150.1
million in 1980 to $105.9 million in 1981.

LP&L's projection of construction expenditures for the year 1981 is
currently $292 million. Requireseats for capital funds for the year 1981 will
approximate $200 million, including $52 million for the funding of maturing
long-term debt. To meet such capital fund requirements, LP&L sold $75 million
of first mortgage bonds in April, and plans to sell $40 million of common stock
to MSU and such other securities including short-term debt as may be determined
to be appropriate. The ability of LP&L to sell additional first mortgage bonds
and oreferred stock in 1981 is largely dependent upon the rate relief received
in May 1981 and its effect upon LP&L's earnings.

Results of Operations ,

Net income for the first six months of 1981 increased $17.2 million or 46%
over the corresponding period of 1980. During the second quarter of 1981, net
income was up $13 >l million or 83% over the second quarter of 1980. The
following are the more significant changes in the financial results as
reflected in the Statements of Income for the first six months and the second
quarters of 1981 and 1980.

-24-
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LOUISIANA POWER & LIGHT COMPANY.

MANACEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
*

CONDITION AND RESULTS OF OPERATIONS
(Concluded)

The $123.8 million or 37% and Sf.3.8 million or 38% increases in electric
operating revenues, as compared to the six months and three months ended June
30, 1980, are due primarily to the recovery of increased fuel costs through
fuel adjustment clauses and an interim rate incres.se to retail customers.

Fuel costs for the six months and three months ended June 30, 1981
increased $47.3 million or 44% and $22 million or 37%, respectively, primarily
as a result of higher average unit prices for natural gas and oil. Purchased
power expenses rose $60.9 m 11 ion or 57% and $38.2 million or 61%, respec-

,

tively, as compared to the six months and three months ended June 1980
reflecting not only higher average unit prices buc also larger volumes of
energy purchased to displace v : a higher cost gas and/or oil-fired generation.'

The increase in AFDC, $7.5 million or 32% and $3.? million or 34% for the'

six months and three months ended June 1981, is primarily attributable to the
increased amoun s of CWIP.

For the six months and three months ended June 30, 1981 Interest on

long-term debt and Other interest - net increased $4.7 million or 11% and $2.1
million or 9%, respectively, primarily as a result of n.suances of additional
debt in conjunction with financing the construction programs and increased
reliance on short-term financing at high interest rates.

Sunmary

LP&L believes that with the rate relief received in May 1981, its
financial conditien and results of operations will show substancial improvement
during 1981.

i

||

.
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g) MISSISSIPPI POWER & LICHT COMPANY
t BALANCE SHEETS *

1 June 30, 1981 end December 31, 1980

June 30, 1981 bicember 31,

(Unudited) 1980
(In Thousands)

ASSETS

Utility P1ant............................................ S 793,768 $ 780,812
Less accumulated depreciation......................... 250,429 239,534

Utility plant - net.................... 54f,339 $! 1,278........

Other Property and Investments:
Investment in associated company - at equity.......... 19,364 16,644
0ther................................................. 951 962,

Tota 1..... ..................................... 29,315 17,606
Current Assets:

Cash and special deposits............................. 3,837 2,562
Temporary investments - at cost, which

approximates market................................ 30,400 33,000
Accov*.ts receivable (less allowance for

doubtful accounts of $154 thousand) . . . . . . . . . . . . . . . . 29,846 34,340
Tuel inventory - at average cost...................... 4,321 5,321
Materials and supplies - at everage cost.............. 9,510 9,104
0ther................................................. 9,796 4,203

Tota1........................................... 87,710 88,530
,

Daferred Debits.......................................... 1,498 1,687
T0TAL........................................ S 652,862 $ 649,101

4 __._

!

LIABILITIES.

Capitalization:
Conmor stock, no par value (stated value $23 per

share), authorized 15,000,000 shares in 1981 and
5,000,000 shares in 1980; issued and outstanding

,

4,540,000 shares........ .......................... $ 104,420 $ 104,420
Retained earnings..................................... 71,134 74,985

Total common shareholder 's equity. . . . . . . . . . . . . . . 175,554 179,405
Preferred stock without sinking fund.................. 38,077 38,077
Lo n g- t e rm d e b t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 261,755 262,860

Total capitalization.., ........................ 475,386 480,342
Current Liabilities:

Currently maturing long-term debt...........:......... 404 456
Accounts p4yable.......... ........................... 49,776 43,312
Tax e s ac c ru ed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,483 24,740
Interest accrued...................................... 7,900 6,994
0ther.................... 17,159 18,027............................

Tota 1........................................... 98,722 93,529
Deferred Credits.........-.s 73,660 70,976,............................

Raserves.........................,........................ 5,094 4,254
TOTAL........................................ $ 652,862 $ 649,101

1

Sse Note to Financial Statements.
.
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MISSISSIPPI POWER & LIGHT COMPANY
.

STATEMENTS OF INCOME
For the Three Months and Six Months Ended

June 30, 1981 and 1980
(Unaudited)

Three Months Ended $is Monthe Ended

1984 1980 1984 1980

11n Thousands) (in Thousands)

$ 131,689 $ 106,45J $ 251,954 s 219,518
Ope r a t s a s Rev e nue s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

h* rating Expenses:
Operation: 71,488 57, l81 123,245 111.096

Fuel f or e lec tric gene r ation. . . . . . . . . . . . . . . . . . .. . . . .
22.882 15,679 47.384 35.232

13.163 9,019 23,872 19,399Pur et.a s e d powe r. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

9.300 6,460 13,934 12,3170ther..............................................
.

5.849 5, 685 11.699 11.370M a i nt enanc e . . . . . . . . . . . . . . . . . . . . . . ......... .........
4 ,7 61 4,125 9.534 8.541Depreciation....... ........................ ..... ....

Tame s ot he r than income t axe s . . . . . . . . . . . . . . . . . . . . . . . . . . (650) 677 5,042 4,731

126,793 99,326 234,110 202,686lacome teses...........................................
Total........ ........................... .........

4.896 7,129 17.244 16,832
O p e r s t i eg i nc ome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Other laceme
Allowance for equity funds used during

284 !!! 542 238

M iscellaneous income end deduc tions - net .. . . ... .. .. . ..
2,135 844 4,501 1.725construction.........................................

(441) (259) (1,400) (518)

3,978 697 3,443 1,44;locome taxes - cr......................................

Total... ..........................................

4.840 4,879 9,681 9,774laterest and other Charges:
Interest on long-ters debt.............................

$$3 179 1,c07 4 60

other interest - net.......................... ........

Allowance fer borrowe# funds used during (303) (180) (196) 0 82)
construction - (cr).................................. 5,250 4,878 _ 10,492 9,552
Total..............................................

1,584 2.948 10,195 8,425

596 596 1.192 1,192liet Income...............................................
P r e f e rred Dividend 3aquirement s . . . . . . . . . . . . . . . . . . . . . . . . . .

$ 988 $ 2,352 $ 9,003 $ 7,233
Selanc e f or Common 5 t ock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

See Note to Financial Statements.
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STATEMENTS OF CHANGES IN FINANCIAL POSI':' ION
Fcr the Six M:nths End:d Juna 30, 1981 cnd 1980

(Uncuditsd)
"Six M:nthz Endsd

1981 1980
(In Thousaads)

~
\

Funds Provide By:
Operations: i

'

$ 10,195 $ 8,425Net income ........................................
Depreciation....................................... 11,699 11,370

Deferred income taxes and investment tax
credit adjustments - net........................ 2,707 2,788

Allowance for funds used during construction....... (738) (620)
Total funds provided by operations........... 23,863 21,963

,

Other:
Allowance for funds used during construction. . . . . . . 738 620

Decrease in working capita1*....................... 3,465 2,846
1,190Investment in associated company - at equity....... ....

Miscellaneous - net.....,.......................... 1,441 1,673
Total funds provided by operations and other. 29,507 28,292

Financing and other transactions - short-term
securities - net................................... 2,600 5,000

Total funds provided................... $ 32,107 $ 33,292

Funds Applied To:
Utility plant additions - construction

expenditures (includes allowance for funds
used during cor.struction).......................... $ 15,347 $ 13,613

Other:
Dividends declared on preferred stock.............. 1,192 1,192

Dividend s declared on common stock. . . . . . . . . . . . . . . . . 12,848 10,987

Investment in associated company - at equity....... 2,720 ....

Total funds applied to other. . . . . . . . . . . . . . . . . 16,760 12,179

Financing transactions - retirement of first mortgage 7,500.....
bonds..............................................

Total funds applied.......,............ S 32,107 $ 33,292

CWorking capital does not include short-term securitics or current maturities of long-
term debt. The 1981 net decrease in working capital is primarily due to a decrease in
accounts receivable and an ir.:rease in accounts payable; the 1980 net decrease in
working capital is primarily due to a decrease in accounts and notes receivable offset
by a decrease in taxes accrt.ed.'

See Note to Financial Statements.
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MISSISSIPPI POWER & LIGHT COMPANY
I NOTE TO FINANCIAL STATEMENTS
t

-
,

Note. Commitments and Contingencies

At June 30,1981, MP&L's 1981 construction program contemplated expen-
ditures of approximately $54 million, excluding $61 million expected to be paid
by MP&L to AP&L in 1981 in conjunction with MP&L's proposed purchase of a 25%
interest in the Independence Plant currently being constructed by AP&L.
Estimated 1981 construction expenditures also exclude MP&L's portion of the
cost of coal handling equipment at that plant. Construction expenditures for
1982 and 1983 are estimated to be $118 million and $65 million, respectively.'

In the third quarter of 1981, MP&L expects to buy from AP&L a 25% interest
in the Independence Plant (excluding coal handling equipment) derived from
AP&L's 56.5% interest in the plant (excluding coal handling equipment). AP&L

currently owns 100% of the coal handling equipment being constructed at the
Independence Plant and expects to sell this equipment to a wholly-owned
subsidiary which would, after financing its construction, sell the equipment to
a third-party lessor, or as an alternative, sell or lease the equipment back to
AP&L. MP&L would become a 50% participant in any such arrangement. If this

transaction is not consummated by September 30, 1981, or by such later date as
the parties may agree, but in no event later than December 31, 1981, MP&L would
purchase 50% of the coal handling equipment from AP&L. Thereafter MP&L would be

:

responsible for 50% of the remaining costs of constructing that equipment.'

MP&L has a 19% interest in SFI, a jointly-owned subsidiary of the System
operating companies. SFI operates on a non profit basis in planning and
implementing programs for the procurement of fuel supplies for the operating
companies; its costs are primarily recovered through charges for fuel delivered.

The parent companies of SFI have made loans to SFI to finance its fuel
supply business under a loan agreement dated January 4,10i8, as amended
January 1,1981, which provides for SFI to borrow up to $251,500,000 from its
parent companies through December 31, 1981. As of June 30, 1981, MP&L had
loaned $11,985,000 to SFI pursuant to this loan agreement and MP&L's share of
the unused. loan commitment was $30,400,000. Notes under this agreement mat tre
December 31, 2006. In addition, NP&L had loaned SFI $7,375,250 under the pre-
vious loan agreements. Notes mature in 10 and 25 years from date of borrowing
under the provisions' of the previous loan agreements.

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidated
Financial Statements for information regarding certain commitments and financ-
ing obligations of the Middle South System, including MP&L.

In the opinion of,MP&L, the accompanying unaudited ccadensed
financial statements contain all adjustments (con 6isting of only normal
recurring accruals) necessary to a fair statement of the results for the
interim periods presented.

j The financial statements required by Rule 10-01 of Regulation S-X
| have been reviewed by independent public accountants as stated in their report
| included herein. ,

i
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MISSISSIPPI POWER & LIGHT COMPANY -

,

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL-

CONDITION AND RESULTS OF OPERATIONS

Financial Condition
|

The financial condition of NT&L remained strcng through the quarter ended
June 30, 1981 although the coverage ratios declined slightly from the prior
quarter. For the twelve months ended Decemuer 31, 1980, March 31, 1981 and
June 30, 1981 the bond interest times earned coverage (as defined ir. the
mortgage) were respectively 4.19 times; 4.50 times; and 4.39 times. For the

same periods the coverage of interest charges and fixed preferred stock
j dividend requirements were respectively 2.34 times; 2.50 times; and 2.38 times.

MP&L would be legally precluded from issuing additional bonds should the'

f earnings coverage be less than 2.0 times tae total bend interest requirements .
| The similar requirement for preferred stock is 1.5 times.

On May 28, 1980, MP&L filed with the MPSC for an increase in its retail
electric rates of approximately $68,768,000 based on the projected test year
beginning July 1, 1980 . The new rates were put into effect for service on or
af ter July 1,1980 subject to refund. On November 24, 1980, the MPSC rendered
its decision allowing MP&L $48,277,000 in additional annual revenues. On
December 23, 1980, MP&L, the Mississippi Attorney General's Office and the
Mississippi Legal Services Coalition appealed the MPSC's Order to the Chancery
Court of Hinds County, Mississippi. MP&L is requesting that the full rate

increase sought be allowed, appealing the MPSC's decisions on rate of return,
the disallowance of a portion of CWIP in rate base, and the disallowance of the
working capital requesteo 'ay MP&L. Tha intervenors are seeking a reversal of'

the MPSC's decisions in a number of areas and have not specified any particular
rate level in their filings. Until a decision is reached, the full amount of
the rate increase sought will continue to be collected. MP&L is currently
-including only that portion approved by the NPSC in its earnings.

Liquidity and Capital Resources

As a result of modest construction expenditures and adequate internal cash
generation, on June 30, 1981 MP&L had a total of $54.2 million of cash, special
deposits and temporary cash investments. In addition, based on earnings
coverage tests as of June 30, 1981, assuming the availability of bondable
property and assuming an interest and preferred dividend rate of 16%, MP&L
could have issued first mortgage bonds in the amount of $132 million or
preferred stock in the amount of 988 million.

MP&L's construction program for 1981 is expected to result in expenditures
of approximately $53 million, excluding approximately $61 million anticipated
to be paid by MP&L to AP&L in conjunction with MP&L's proposed acquisition of a
25% interest in the Independence Plant and excluding MP&L's portion of the cost
of related coal handling equipment. The construction program for 1982 and 1983
is projected to be approximately $118 million and $65 million, respectively.

-30-
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MISSISSIPPI POWER & LIGHT COMPANY
j MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
{ CONDITION AND RESULTS OF OPERATIONS
i (Concluded)
?

:

MP&L presently expects to fund approximately $30 million of its expected
$63 million of external cash requirements in 1981 through the issuance and sale
of preferred stock scheduled for the third quarter of 1981. It is expected

) that the remaining $33 million of MP&L's requirements will be secured through
short-term borrowings and through the issuance and sale of such other
:ecurities as may be determined to be appropriate.

Results of Operations

Operating results for the six month period ended June 30, 1981 improve'
from the corresponding period in 1980 and net income registered an increase af
$1.8 millios or 21%. Additional revenue of $20.1 million for the period, as a
result of the new rate level approved in 1980 by the MPSC, is the primary
factor in the increased net income. However, operating results for the quarter -

g
ended June 30, 1981 resulted in a decrease in net income of $1.4 million when.

j compared to the same qucrter of the prior year. The additional revenue of
$10.9 million for the second quarter that resulted from the new rate level
approved in 1980 was more than offset by reductions in sales to whclesale
customers, sales to customers outside the state and a $9.9 million increase in
operating and maintenance expenses.

| Su= mary
i

The ability of MP&L to reach and maintain a sound financial position and
; thus be able to provide the generating capacity and other resources necessary

1 to serve the present and future energy requirements of its customers at
|| reasonable costs depends upon the granting of timely, fair and sufficient rate

relief by the regulatory bodies to which MP&L is subject.

I

I

Q
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BALANCE SHEETS
Juna 30, 1981 cnd Decembar 31, 1980

June 30, 1981 December 31,
(Unaudited) 1980: ,

(In Thousands)

ASSETS

Utility P1ant............................................ $ 429,591 $ 423,978

Less accumulated depreciation......................... 177,050 171,347
Utility plant - net.......................... 252,531 252,631

Other Property and Investments:
Investment in associated company - at equity.......... 11,567 10,037

49 49
| Other.... ............................................

Tota1........................................ 11,616 10,086
Current Assets:

| Cash and special deposits............................. 1,197 1,341
Temporary investments - at cost, which

i approximates market...................... ......... 7,800 21,700
Accounts and notes receivable (less allowance l

l

for doubtful accounts of $475 thousand):
Customer........................................ 22,098 21,171
0ther........................................... 10,620 7,657

Materials and supplies - at average cost.............. 7,686 7,725
Other................................................. 17,462 3,747

Tota1........................................ 66,863 63,341

Deferred Debits.......................................... 5,444 5,746

| T0TAL..................................... $ 336,454 S 331,804,

l
,

I

LIABILITIES

Capitalization:
Common stock, $10 par value, authorized 7,000,000

shares; issued and outstanding 5,935,900 shares.... S 59,359 $ 59,359

Retained earnings..................................... 9,797 13,162
Total common shareholder's equity............ 69,156 72,521

Preferred stock without sinking fund.................. 20,117 20,117
Pre ferred stock with sinking fund . . . . . . . . . . . . . . . . . . . . . 14,582 14,582

Long-term debt........................................ 126,508 126,519

Total capitalization......................... 230,363 233,739

Current Liabilit ~ es:
4,000Notes pay ......................................... ....*

Accountr. ,myab1e...................................... 36,431 31,624

Taxes accrued......................................... 5,155 4,359

Interest accrued...................................... 2,899 2,808

Other................................................. 8,733 11,127
57,218 49,918Tota1................. ......................

Daferred Credits......................................... 38,6c0 38,135

10,205 10,012
Rserves.................................................

| 10TAL..................................... S 336,454 S 331,804

Ste Notes to Financial Statements.
|
1
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NEW ORLEANS PUBLIC SERVICE INC.*

STATEMENTS OF INCOME
For the Three Months and Six Months Ended

~ June 30, 1981 and 1980
,

(Unaudited)

Three Months Fnded S.s M onths Ended
1981 1980 1984 1980

(la Tho6 send 7 ila thousande)

Operating hevenues:
8 88,172 8 61.352 $ 141,971 $ 115,959

Electric...... ...... .... ... . . . . ........ .
Nat ur a l ga s . . . . . . . . . . . . . . . . . . . . . 17.921 15,839 52,000 44,874

.. ........ ....
12,313 10,689 24,276 23,072

Transit.................. . .. ... ... ... ........
Tota1.............................. 118,406 87,880 218,267 181,905

... .........

Operating Espensee:
Opercties:

45.422 30,103 66,356 5 6, E4
Fuel for electric generation.. . ...... ............

20,721 32,647 38,087 23,487
Purchased powe r. . . . . . . . . . . . .... ... ..... .........

Gas purchased for resale........ ... .............. . 13,823 12,659 40,860 35,081

0ther...................... ......................... 18,618 16.089 36,187 32,209

M a i nt enanc e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,103 6,462 16,208 12,184

Deprecistloa........... ............................... 3,561 3,404 7 ,1 61 6,917

4,477 3,8 62 9,174 8,132
Teses other than income teses. .....................

378 (94) 251 591
laceae cases................... ....................

115,103 85,132 212,284 175,245
Total...................... ....................

Ope rating tac om e. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.303 2.748 5,963 6,640

Other 1-3
Allevance for equity funde used during construction.... 40 42 77 87

Miscelleseous income and deductione - met.. . .. . . ....... 972 921 2,294 1,702

Income tesee - cr................ .................... (434) (406) (1,030) (740)

Total.............................................. 578 557 1,341 1,049

Interest esd Other Charges:
Interest en long-term debt............................. 2,190 2,190 4,3M 4.380

Other i nt e r e s t - ne t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 309 322 720 734
.

Allevance for borrowed funde used during
cometraction - (er).................................. (16) (44) (30) (91)

Total.............................................. 2.443 2.4 68 5,070 5,023

Net 1meses............................................... 1,398 837 2,234 2,68 6

Pre f erred Div idend 8aquirement s . . . . . . . . . . . . . . . . . . . . . . . . . . 820 821 1. E0 1,094

salance for Common 5tock................................. $ 578 8 16 $ 594 4g

\

!
l
|

|
t

1

(

.

.
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NEW ORLEANS PUBLIC SERVICE INC.
STATEMENTS OF CRANGES IN FINANCIAL POSITION

For the Six Monthe Endsd Juna 30, 1981 cnd 1980
(Unrudited) *

,

Six Months Er.ded
1981 1980

(In Thousands)

Funds Provided By:
Operations: *

Net income......................................... $ 2,234 $ 2,686
D e p rc : i a t i o n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,161 6,9 17
Deferred income taxes and investment tax credit

adjustments - net............................... 772 766
Allowance for fuads used during construction. . . . . . . (107) (178)~

Tota 1 funds provided by operations . . . . . . . . . . . 10,060 10,191
Other:

Allowance for funds used during construction. . . . . . . 107 178
Investment in associated company - at equity....... 630....

Miscellaneous - net..................... .......... 288 846
Total funds provided by operations and other.. 10,455 11,845

Financing and other transactions:
'

Preferred stock.................................... 14,720....

| Short-term securities - net........................ 17,900 ....

Total funds provided by financing and other
transactions.............................. 17,900 14,720i

i Total funds provided................... $ 28,355 $ 7s,565
i

l
l 7unds Applied To:
( Utility plant additions:

Cons truction expenditures for utility plant. . . . . . . . $ 7,104 $ 10,562
Other - net........................................ (5)....

Total gross additions (includes allowance
for funds used during construction) . . . . . . . 7 ,1 04 10,557

Other:
Dividends declared on preferred stock.............. 1,640 1,094
Dividends declared on common s tock. . . . . . . . . . . . . . . . . 3,959 4,986
Investment in associated company - at equity....... 1,530' ....
Increase in working capit el*. . . . . . . . . . . . . . . . . . . . . . . 14,122 3,228

| Total funds applied to other................. 21,251 9,308
| Financing transactions - short-term securities - net.. 6,700....
| Total funds applied.................... 28,355 $ 26,565

_

* Working capital does not include short-term securi*.ies or current maturities of long-
| term debt. The 1981 net increase in working capital is primarily due to increases in
) eccounts and notes receivable and other current assets partially offset by an increase
| in accounts payable; the 1980 net increase in working capital is primarily due to en

increase in other current assets.

| See Notes to Financial Statements.
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NEW ORL*L*.NS PUBLIC SERVICE INC.
NOTES TO, FINANCIAL STATEMENTS

Note 1. Conunitments and Contingencies

At June 30, 1981, NOPSI's construction program contemplated expendi-
tures of approximately $20 million in 1981, $23 million in 1982 and $50 million
in 1983.

NOPSI has a 13% interest in SFI, a jointly-owned subsidiary of the System
operating companies. SFI operates on a non profit basis for purposes of'

planning and implementing programs for the procurement of fuel supplies for the
operating companies; its ecSts are primarily recovered through charges for fuel
delivered.

The parent companies of SFI have u.ade loans to SFI to finance its fuel
'

supply business under a loan agreement dated January 4,1978, as amended
January 1,1981, which provides for SFI to borrow up to $261,500,000 from its

j.
parent companies through December 31, 1981. As of June 30, 1981, NOPSI had
loaned $7,000,000 to SFI pursuant to this loan agreement and NOPSI's share of

! the unused loan comunitment was $17,100,000. Notes under this agreement mature
! "ecember 31, 2006. In addition, NOPSI had loaned SFI $4,564,250 under previous

loan agreements. Notes mature in 10 and 25 years feon date of borrowing under
the provisions of the previous loan agreements.

In a suit pending against NOPSI concerning matte rs related to NOPSI's fuel
adjustment clause in its electric rate schedules, th: District Court has, after
trial in December 1979, entered a judgment in favor of NOPSI. The plaintiffs

; inave appealed. A suit has also been filed against NOPSI regarding the subsidi-
zation of its transit operation with revenues v5.ich NOPSI has received from its'

electric and gas operations. It is the opinion of NOPSI that final disposition
| of these suits will not have a material adverse effect on its financial posi-

tion or results of operations.

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
and NOPSI was permitted to continue to collect the increased fare until
November 1977 when the Louisiana Supreme Court refused to review an Appeals
Court judgment in favor of the plaintiffs. In a collateral suit petitioners
are seeking a return of the fare increase or, as en alternative, a reduction in
the basic transit fare for a similar period of time. In May 1979 the trial
court granted plaintiffs' request for a Sununary Judgment against NOPSI and the
Council. The court awarded the plaintiffs $5,518,990 (plus judicial interest),
to be paid through a transit fare reduction, and attorneys' fees of $100,000.
NOPSI and the Council appealed 'this judgment. On November 14, 1980, the Court
of Appeal annulled the Sunanary Judgment and returned this matter to the
District Court. The plaintiffs and defendants both sought review of this
matter. On January 26, 1981, the Louisiana Supreme Court refused to hear the
case.and returned the parties to the District Court. Under the transit subsidy
agreement with the City of New Orleans, NOPSI's maximum exposure to loss in
this matter would be 70% of the amount of any ultimate liability resulting from
this litigation. This matter is still pending; however, should any material
adjustment be necessary, it will be retroactively applied to the operations of
1976 and 1977 when such fares were collected.

-35-
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NEW ORLEANS PUBLIC SERVICE INC.
NOTES 70 FINANCIAL STATEMENTS

(Concluded)

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidated
Financial Statements for information regarding certain commitments and
financing obligations of the Middle South System, including NOPSI.

Note 2. Subsequent Event

See Part II, Item 5. "Other Information" regarding the development of a
plan to consolidate LP&L and NOPSI and their operations.

In the opinion of NOPSI, the accompanying unaudited condensed finan-
cial statements contain all adjustments (consisting of only normal recurring
accruals) necessary to a fair statement of the resultc for the interim periods
presented.

The financial statements required by Rule 10-01 of Regulation S-X
have been reviewed by independent public accountants as stated in their report
included herein.

;

|

|

1

|

4
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NEw ORLEANS PJBLIC SERVICE INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATI! NS

Financ,ial Condition
|

The implementation of increased rates effective April 13, 1981 has not yet
I had a significant impact upon NOPSI's financial condition. In response to

| NOPSI's April 1980 application to the Council for electric and gas rate relief,
'

on April 9, 1981, the Council authorized NOPSI to increase its annual retail

electric and gas rates approximately $18.9 million and $8.0 million,
respectively, effective for bills rendered on and after April 13, 1981. NOPSI
had requested annual increases in its electric and gas rates of approximately
$23.3 million and $9.2 million, respectively. It is expected that
implementation of these increased rates should produce some improvement in
NOPSI's financial condition and results of operations in future months.

The indenture pro'isions relating to NOPSI's first mortgage bonds provide
restrictions on the payment of cash dividends on common stock. As a result of
these restrictions, NOPSI's common dividends decreased from $2.7 million for
the first quarter of 1981 to $1.3 million for the quarter ended June 30, 1981.
At June 30, 1981, $0.5 million of retained earnings ware free from the
indenture restrictions.

Liquidity and Capital Resourcest

i

At June 30, 1981, NOPSI's earnings coverage for its first mortgage bonds
was 2.13 times the annual mortgage bond ince:est requirements, and its earnings

j coverage for preferred stock was 1.22 times the annual interest charges and
| preferred dividend requirements. Since under NOPSI's mortgage and charter the
j minimum earnings coverage tests are 2.0 times for asiling additional first
; mortgage bonds and 1.5 times for selling additional preferred stock, NOPSI is

currcatly prohibited from selling preferred stock.

Funds for construction expenditures of $3.4 million for the quarter ended
June 30, 1981, were obtained principally through the application of funds
previously held in short-term investeerts. NOPSI's only short-term borrowing
made in the first six months of 1981 was for $4 million on June 25, 1981.
NOPSI contemplates that its construction and other corporate commitments for
the remainder of 1981 will be financed through the use of internally generated
funds and short-term borrowings. No permanent financing is anticipated in
1981.

At June 30, 1981, CWIP was $4.1 million, less than 1% of plant in service.

Results of Operations

Net income for the second quarter of ISSI increased $0.6 million or 67%
compared to the corresponding quarter of 1980. This increase is due primarily
to rate relief received in April 1981 partially offset by continuing
inflationary increases in the costs of wages, employee benefits, materials and
supplies and services.

.
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NEW ORLEANS PUBLIC SERVICE INC. '

,

MANAGEMENT'S DISCUSSION /ND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

(Concluded)

Electric operating revenues for the quarter ended June 30, 1981 increased
$26.8 million or 44% compared to the corresponding. quarter in 1980. This
increase is due primarily to the recovery of increased fuel costs and the
effect of a recent rate increase.

| Net income for the six months ended June 30, 1981 decreased $0.5 million
or 17% compared to the corresponding year-to-date period in 1980. This
decrease is due primarily to continuing inflationary increases in the cost of
wages, employee benefits, materials and supplies and services partially offset
by the rate relief effective April 13, 1981.

For the six months ended June 30, 1981 electric operating revenues
increased $25.0 million or 22% and gas operating revenues increased $7.1
million or 16% compared to the corresponding year to date period in 1980.
These increases are due primarily ,to the recovery of increased fuel and gas
costs and the effect of a recent rate increase.

Summary

Rate relief granted in April 1981 should improve NOPSI's financial
position during the remaining months of 1981. However, because the amount of
increase authorized was less than that requested, the increased revenues will
probably not be adeanate to enable NOPSI to carn the 15% return on common
equity authorized by the Council.

!

l

|

|

|

|

|
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MIDDLE SOUTH ITTILITIES, INC. AND SUBSIDIARIES
PART II. OTHER INFORMATION

Item 1. Legal Proceedings

Middle South Utilities, Inc. and Subsidiaries

}5U

(a) As previously discussed on page 11 of Form 10-K for the
year ended December 31, 1980, on March 30, 1979, MSS,
on behalf of AP&L, Ark-Mo, LP&L, MP&L and NOPSI, filed with
the FERC an application for an increase in rates charged
by the System operating companies to each other under the
Agreement, effective July 2, 1973, among the System
operating companies relating to the sharing of generating
capacity and other power sources CSystem Agreement") for
capability equalization, transmission equalization, energy
exchange and other services. The application was designed
to increase charges under the System Agreement primarily
through the expansion of the categories of expenses subject

| to automatic adjustment clauses to include operation and
I maintenance expenses and overhead expenses and through an

increase in the allowed rate of return on equity investment.
The FERC permitted the proposed rates to become effective
on June 1,1979, subject to refund. The System operating
companies commenced charging the new rates, subj et to
refund, effective June 1, 1979. On July 30, 1981, the
FERC issued an order approving the application of automatic
adjustment clauses to operation and maintenance expenses
and overhead expenses and approving a 14% rate of return on

i equity investment. The order made certain other modifications
I to the formula rates. While the FERC order is being analyzed

by the Edddle South System, it is not expected that any
resulting adjustments to revenues billed subject to refund
will have a material effect on the financial condition or;

| results of operations of the individual System operating
companies or of MSU on a consolidated basis.

AP&L

(a) As previously discussed on page 12 of Form 10-K for the
year ended December 31,1980, on May 29,1980, AP&L filed
with the APSC an application t'o increase its retaf ? tates
a total of approximately $130.1 million a an annual basis.
On October 28, 1980, AP&L placed in effect, subject to
refund, approximatefy $86.7 million of the increase.
On May 27, 1981, the APSC entered an order ("May Rate Order")
authorizing an estimated increase in retail rates of
$102.2 million on an annual basis. The May Rate Ordar

,
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Item 1. Legal Proceedings (continued)

directed AP&L to revise its computerized retail cost of
service study to incorporate all adjustosnts contained in
the order to determine the precise amount of the increase.

J The increase resulting from the revised cost of service
-

study as submitted by AP&L amounted to $104.9 million.
On June 4, 1981, the APSC approved and AP&L implemented'
inte, rim rate schedules which would produce $104.9 million

: on an annual basis, to be collected on an interim basis
until an order approving rate design is issued. The order

: states that these interim rates are not subject to refund
j except as to an amount disallowed relating to the treatment
; of AFDC on CWIP to be completed within twelve months, which

is allowed in rate base, estimated in the order to amount
to $2.7 million of the $104.9 million. AP&L did not contest
the disallowance of the $2.7 million related to AFDC on

J CWIP. On July 10, 1981, AP&L filed final rate schedules
J designed to collect an additional $102.2 million on an
i

annual basis. Those rate schedules were approved by the
APSC on July 24, 1981.

In the May Rate Order, the APSC reduced AP&L's rate base $2.3
million by disallowing this amount of investment in AP&L's
Arkansas Nuclear One Generating Station, Unit No. 2. On
June 26, 1981, AP&L filed a petition for rehearing with the
APSC challenging this $2.3 million deduction from AP&L's
rate base.

In the rate proceeding discussed in the seccnd preceding
paragraph, AP&L had requested a full recovery fuel adjustment
clause, which would have replaced the current retail fuel
adjustment clause for over/under collection through this
mechanism primarily as a result of variances from monthly
targeted plant capacity factors of the nuclear unit. The
APSC denied this request, but moderated AP&L's adverse
exposure to loss by mandating an exact recovery fuel clause

i for all large customers who are billed on mandatory time
1 of use rates. This directive affected approximately 34%

of AP&L's retail sales, excluding sales to Reynolds Metals
Company ("Reynolds"). This, coupled with AP&L's current
agreement with Reynolds in regard to fuel recovery, leaves

| only approximately 50% of total ultimate sales under the
i nuclear incentive fuel clause. The APSC also reduced the

targeted nuclear plant capacity factors as AP&L had requested,
recognizing the lowering of the factors as a result of
additional NRC requirements following the incident which
occurred at the Three Hile Island Unit 2 nuclear power plant.
This latter action * also reduces AP&L's exposure to losses
under the fuel adjustnent clause.

.
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Item 1. Lega) Proceedings (continued)
~

(b) As previously discussed on page 33 of Form 10-Q for the
quarter ended March 31, 1981, on May 1, 1981, AP&L filed
with the APSC an application to increase its Arkansas retail
rates a total of approximately $93 million over the level
of rates authorized by the May Rate Order. Also, on May 1,
1981, AP&L filed with the APSC an interim surcharge rariff,
pursuant to the provisions of an Arkansas law enacted in
1981 which permits recovery of certain costs and expenses
reasonably incurred by AP&L as a direct result of legal
requirements relating to the protection of public health,
safety, or the environment. The total annual effect of the
interim surcharge is approximately $3.3 million. This sur-
charge became effective upon filing, subject to refund,
pending approval of the APSC. Hearings were held before an
Administrative Law Judge ("ALJ") on July 16, 1981. On July 24, 1981,
the ALJ entered a preliminary order approving the surcharge.
The APSC may approve or modify the preliminary order.
This amount is included in and does not represent an

additional increase over and above the retail rate increase
request filed en May 1, 1981. The interim surcharge will
remain in ef fect only until such time as rate schedules in
that rate case become effective.

(c) On June 2,1981, AP&L filed an application with the PSCM to
increase its retail rates in Missouri a total of approximately

$9.2 million on an annual basis. On June 19, 1981, the PSCM
suspended the effectiveness of the proposed rates for an
initial period of four months. The PSCM may extend such
suspension period up to a maximum of eleven months.

(d) As previously discussed on page 14 of Form 10-K for the year
ended December 31, 1980, AP&L has been authorized by the
APSC and the PSCM to provide electric service to Arkansas
and FEssouri customers under tariffs which are identical to
the tariffs under which Ark-Mo was serving such customers.
On July 23, 1980, Ark-Mo filed with the APSC an application

~ ~ ~~ to increase its retail electric rates approximately $7.5
million annually. The rates are based on on April 30, 1980
test year. Ark-Mo placed these rates in effect, subject to
refund, for consumption on and after December 21, 1980. On

July 17, 1981, the /.PSC entered an order on this rate
increase filing of AP&L applicable to retail customers in
Arkansas, which were formerly sarved by Ark-Mo. The order
rejected the tariffs which have been collected subject to
refund since December 21, 1980, but authorized the filing
of new tariffs designed to recover an additional $5.7 million
on an annual basis under the adjusted test- year conditions.
Refunds of any collections, since December 21, 1980, in
excess of the rate levels in the tariffs authorized by the

order must be made, together with interest at the rate of
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Item 1. Legal Proceedings (continued)

10% per annum. The APSC order is currently being analyzed
and the amount of such refund liability is not known at

this time.

(e) As previously discussed on page 13 of Form 10-X for the
,

year ended December 31, 1980, on August 28, 1980, AP&L
filed with the FERC an application for an increase in its

: wholesale rates to those Arkansas municipal and cooperative
j

customers who are not co-owners of Unit No.1 of the White
designed to produce app. oximately $10.0 millionBluff Plant, r

additional annual revenues. AP&L implemented the first
phase of this increase, designed to produce approximately
$7.0 million of the total proposed increase, subject to,

i

refund, for electric consumption from November 2,1980. The
i

remainder of the proposed increase was placed into ef fect
| on June 1, 1981. Pursuant to the terms of a settlement

agreement with the wholesale customers, AP&L will re-
!

cniculate the wholesale rates based on the cost of service
established by the APSC in the rate proceeding discuseed
in (a) above to determine what refunds, if any, are required
under the settlement agreement. In the event refunds are
required. .AP&L will file reduced rates with the FERC whichi

will be subject to FERC review. ,

|

(f) On June 30, 1981, AP&L filed with the FERC an application
for an increase in its wholesale rates to those municipal
and cooperative customers who are not co-owners of Unit No.
1 of the White Bluff Plant designed to produce additional
annual revenues of approximately $9.8 million from AP&L's
Arkansas wholesale customers. AP&L and the Arkansas
wholesale custt.ers entered into a settlement agreement
providing for a lower rate to these customers in the event

- the FERC suspends the effectiveness of the proposed rates
for a maximum of one day. AP&L also agreed to delay
implementation of such rates (in the event of a one day

. _ - .

suspension) until the date the proposed Arkansas retail
rates (described in (b) above) are implemented subject to
refund by AP&L or by order of the APSC. The settlement
rates are designed to produce approximately $8.0 million
additional annual revenues from the affected Arkansas
wholesale customers. The settlement rates have been
offered to the Missouri customers formerly served by Ark-Mo
and, if applied to these customers, would produce approximately
$1.2 million in additional annual revenues. Pursuant to-

the terms of a settlement agreement with its Arkansas
wholesale customers, AP&L will recalculate the wholesale

!
rates based on the cost of service established by the APSC

^ in the retail rate proceeding described in (b) above to deter-
mine what adjustments, if any, should be made to the proposed
wholesale rates. Any such adjustments would require FERC
approval.

j

l i
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a c. . Legal Proceedings (continued) -

( g) As previously discussed on page 12 of Form 10-K for the
year ended December 31, 1980, on May 6, 1980, AP&L filed
with the FERC new Power Coordination, Interchange and
Transmission Service Agreements between AP&L and each of

the co-owners of Unit No. 1 of the White Bluff Plant.
The Agreements, which superseded certain power supply
contracts with these wholesale customers, provide for
the transmission of power and energy from jointly-
owned sources and for the sale of power and energy to
these wholesale customers, all under formula rates
designed to change annually to reflect changes in AP&L's
cost of providing' service. Such formula rates, based on
1979 costs, were implemented subject, in part, to refund
on August 22, 1980. Under a settlement agreement among
the parties, it was agreed that the formulas would be
revised effective March 1,1981, and that no refunds
would be required for rates collected under the original
formulas. On July 20, 1981, the FERC issued an order
approving the settlement agreement and terminating the
docket on this matter.

LP&L

(a) As previously discussed on page 14 of Form 10-K for the
year ended December 3'. 1980, on May 30, 1980, LP&L filed
with the LPSC a general rate increase application with

l respect to customers under its jurisdiction, asking
| authorization to put into effect new retail rate schedules

| designed to provfie 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 emergency rate relief, to be put into
effect under protective bond pending the outcome of the

-- application filed on May 30, 1980. By order dated October
8,1980, the LPSC permitted LP&L to implement an interim
rate increass of approximately $32,400,000 under protective
bond, subject to refund. By order dated May 26, 1981, the

| LPSC granted LP&L a rate increase of $117,761,000 in
_

addition to the $37,400,000 previously permitted. A motion
for reconsideration or rehearing by an intervenor was
denied by the LPSC on June 22, 1981. The appeal period
has not yet run on the order of May 26, 1981.

(b) On May 12, 1981, LP&L filed with the FERC (Docket No.
ER81-457-000) a proposed Electric System Interconnection
Agreement @ Interconnection Agreement")between the City of
Winnfield (" City'') and LP&L, in the same form as such agreements

|
| ... -

|
,
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Item 1. Legal Proceedings (continued)

of LP&L with other Louisiana municipalities, making
service aveilable to the City under seven service schedules;
and LP&L rcquested that the FERC waive its notice require-
ments and permit the Interconnection Agreement to become
effective on May 15, 1981, to supersede an existing contract

! with the City expiring on May 14, 1981. Concurrently, LP&L
filed a copy of the Interconnection Agreement in Docket No.
EL81-13-000, wherein the City had filed a complaint seeking
various kinds of relief on the basis of its alleged un-
certainty regarding whether, and under what conditions,
electric service by LP&L to the City would continue after
May 14, 1981, and LP&L asked that the City's couplaint
in this docket be dismissed. On June 8, 1981 the City
filed in Docket No. ER81-457-000 a protest, petition for
permission to intervene, a motior to reject or summarily
dispose of LP&L's application or, in the alternative, for a
five-month suspension thereof, and request to consolidate,' ,

this docket with Docket No. EL81-13-000, alleging that the
proposed Interconnection Agreement offers only incrementally-
priced rates, that such rates are inappropriate for service

| to a full-requirements customer such as the City, that the
i

Interconnection Agreement can be expected to create a price
squeeze, and that LP&L has not shown that the proposed
rates are not unjust, unreasonable, discriminatory and anti-

! competitive. On July 10, 1981, the FERC issued an orJer
| granting the City's petition to intervene in Docket No.

ER81-457-000, consolidating Docket Nos. ER81-457-000 and
EL81-13-000 for purposes of hearing and decision, accepting
for filing the Interconnection Agreement and the rates
thereunder but denying LP&L's request for waiver of the
notice requirements and suspending LP&L's filing for five
months from 60 days after filing to become effective, subject
to refund, on December 12, 1981, and ordsring a public

- hearing to be held concerning the justness and reason-
ableness of LP&L's rates and practices, such hearing to.

. . _ . _ be expedited so as to permit the PERC to take final action
within the five month suspension period. The order also
directed LP&L to refrain from demanding or collecting from
the City any charge other than the filed rate under the -

contract which expired May 14, 1981 and to refund any amounts
collected from the City in excess thereof. The order
directed that the hearing in this proceeding should

| address the rates and appropriate form of service for the
i _ City, and also the allegations of discrimination, anticompetitive
i conduct and price squeeze. The matter is pending before the FERC.

_

(c) As previously discussed on page 14 of Form 10-K for the year ended
December 31, 1980, on July 3,1980, LP&L filed with the Council a;

l rate increase application with respect to its retail customers in the'

Fif teenth Ward of the City of New Orleans, asking authorization to
put into effect new retail rate schedules designed to provide additionali

i

revenues of approximately $4,400,000 annually en the basis of the test
year ended December 31, 1979. On July 23, 1981, the Council adopted
a resolution making effective rates designed to produce additional
revenues of $3,040,000. The appeal period has not yet run on such
rate increase,

y
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Item 1. Legal Proceedings (concluded)

NOPSI

(a) on June 30, 1981, American Standard, Inc. and an association
of thirty- six of its industrial insurers filed a suit in
United States District Court for the Eastern District of
Louisiana against NOPSI, the City of New Orleans, the New
Orleans Fire Department and the Sewerage and Water Board of
the City of New Orleans alleging that due to the acts or
negligence of the defendants, American Standard, Inc.
suffered damages of $70,000,000 relating to a fire which
damaged its New Orleans plant on July 7, 1980. NOPSI is
currently preparing an answer to the suit. It is the
opinion of LOPSI that final disposition of this matter will
not have a material adverse ef fect upon NOPSI's financial
position or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

AP&L

(a) A consent in lieu of the annual meeting of common stock-
hdders was executed on May 27, 1981, pursuant to the

,

l Arkansas statute which permits such a procedure. The

( consent was signed on behalf of MSU, which owns all of
| the outstanding Common Stock.

(b) The common stockholder elected the following to the Board
of Directors:

Hal E. Hunter, Jr. Robert D. Pugh
~ ~ ~

Floyd W. Lewis George K. Reeves
Jerry L. Maulden Reeves E. Ritchie
Roy L. Murphy Gus B. Walton, Jr.
William C. Nolan, Jr. Michael E. Wilson
J. D. Phillips

_

- LP&L

|
| (a) A consent in lieu of' the annual meeting of common stock-

holders was executed May 18, 1981, pursuant to the Louisiana
statute which permits such a procedure. The consent was
signed on behalf of MSU, which owns all of the outstanding
Common Stock.

..
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ltem 4. Submission of Matters to a Vote of Security Holders (concluded)

(b) The Board of Directors elected by the common stockholder
is as follows:

James M. Cain E. A. Rodrigue

Harry M. England H. Duke Shackelford
Tex R. Kilpatrick W. C. Smith
Floyd W. Lewis Jack M. Wyatt

MP&L

(a) A consent in lieu of the annual meeting of common stock-
holders was executed on May 27, 1981, pursuant to the
Mississippi statute which permits such a procedure. The
censent was signed on behalf of MSU, which owns all of the
outstanding Common Stock.

(b) The common stockholder elected the following Directors
to serve for the ensuing year:

G. L. Adams John P. Maloney

Frank R. Day Richard D. McRae
Norman B. Gillis, Jr. LeRoy P. Percy
J. Harvey Johnston, Jr. Walter Washington
R. E. Kennington, II R. M. Williams , Jr.

Flovd W. Lewis F. S. York, Jr.

Dor.ald C. Lucken

NOPSI

(a) A consent in lieu of the annual meeting of comen stock-
holders was executed on May 25, 1981, pursuant to t.aa
Louisiana statute which permits such a proceduru. The
consent was signed on behalf of MSU, which owns all of the
outstanding Common Stock.

(b) The common stockholder set the membership of the board at
nine and elected the following Directors to serve for the
ensuing year:

James M. Nin Floyd W. Lewis
1

Brooke H. Duncan John B. Smallpage'

Laurance Eustis Charles C. Teamer, Sr.

Richard W. Freeman Jack M. Wyatt

Arthur L. Jung, Jr.

.

" W



.. . . . . _ . . _
r

*

.

.

Item 5. Other Infomation

AP&L

Unit No. 2 of the White Bluff Plant was placed in commercial
operation on July 23, 1981. The capability of the unit has'

been determined to be 816 MW, of which AP&L's ownership
share is 465 MW.

MSU, LP&L and NOPSI

On July 31, 1981, it was announced that, in the interest
of increased economic efficiency, LP&L and NOPSI have
jointly begun development of a plan to consolidate the
two companies and their operations, which could become
effective by early 1982. Under the proposed arrange-
ment, subject to the receipt of necessary regulatory
and other approvals, the two companies will be consolidated
into a new company to be called Louisiana Power & Light
Company.

MSU, which currently owns all the outstanding common stock
of LP&L and NOPSI, would own all the common stock of the new
company.

.

S
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Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits.

4. Instruments defining the right- of security holders,
including indentures.

MSU

4(a)-1 -Restated Articles of Incorporation of MSU, asi

| currently in effect (filed as Exhibit 9(a)-1
' to Form 10-Q for the Quarter ended June 30, 1979,

in File No. 1-3517).

4(a)-2 -By-laws of MSU, as amended and curregtly in effect
(filed as Exhibit 9(a)-2 to Form 10-Q for the
Quarter ended June 30, 1979, in File No.1-3517) .

4(a)-3 -Credit Agreement, dated as of June 27, 1980,
between MSU and a group of Banks named therein
(filed as Exhibit B-1 to Rule 24 Certificate,
dated June 27, 1980, in File No. 70-6450).

4(a)-4 -Second Amended and Restated Bank Loan Agreement.,
dated as of June 15, 1981, among MSE, the Banks
named in Schedule 1 thereto and Manufacturers Hanover
Trust Company, as agent for the Banks (filed as

i Exhibit A to Rule 24 Certificate, dated July 1,1981,
i in File No. 70-6592).

4(a)-5 -Loan Agreement, dated as of December 8,1980,
between SFI, AP&L, IJ"1, MP&L, NOPSI and Citibank,
N.A. (filed as Exhibit A to Rule 24 Certificate, dated

January 30, 1981, in File No. 70-6519).|

1

4(a)-6 -See 4(b) and 4(c) below for instruments, including
indentures, defining the rights of security holders
of AP&L and LP&L.

AP&L

4(b)-1 -Agreement of Consolidation or Merger of AP&L, as
amended through July 16, .975 (filed ac Exhibit A-1

in File No. 70-5744).
.

I 4(b)-2 -Statement of Creation of the 11.04% Preferred Stock
| of AP&L (filed as Exhibit C-1 to Rule 24 Certificate
i in File No. 70-5744).
1

i

, , - - - , - - - , - - - v,- - - - _ - - - .
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Item 6. Exhibits and Reports on Form 8-K (continued)

4(b)-3 -Amendments to Agreement of Consolidation or
Merger of AP&L adopted June 17, 1976 (filed
as Exhibit A-1c to Rule 24 Certificate in
File No. 70-5818).

4(b)-4 -Statement of Creation of the 8.84% Preferred
Stock of AP&L (filed as Exhibit C-1 to Rule 24
Certificate in File No. 70-5923).

4(b)-5 -Statement of Creation of the 10.40% Preferred
Stock of AP&L (filed as Exhibit C-2 to Rule 24
Certificate in File No. 70-6308).

4(b)-6 -Statement of Creation of the 9.92% Preferred
Stock of AP&L (filed as Exhibit C-1 to Rule 24
Certificate in File No. 70-6308).

4(b)-7 -Statement of Creation of the 13.28% Preferred
Stock of AP&L (filed as Exhibit C-1 to Rule 24
Certificate in File No. 70-6386).

4(b)-8 -By-laws of AP&L as presently in effect (filed
as Exhibit 3(b)-8 to Form 10-K for the year
ended December 31, 1980 in File No. 0-375).

LP&L

4(c) -Mortgage and Deed of Trust of LP&L, dated as
of April 1, 1944 (Exhibit A-1 in File No. 70-875),
as amended by twenty-nine supplemental indentures
(Exhibits A-2 in File No. 70-1747 (First); A-1(c)
in File No. 70-2497 (Second); A-5 in Tile No.
70-3126 (Third); A-6 in File No. 70-3297 (Fourth);
A-6 in File No. 70-3539 (Fifth); A-7 in File No.
70-3862 (Sixth); A-8 in File No. 70-4209 (Seventh);
A-2 in File No. 70-4350 (Eighth); A-2 in File No.
70-4439 (Ninth); A-2 in File No. 70-4512 (Tenth);
A-2 in File No. 70-4585 (Eleventh); A-2 in File
No. 70-4700 (Twelfth); A-2 in File No. 70-4793

|
(Thirteenth); A-2 in File No. 70-4921 (Fourteenth);
A-2 in File No. 7_-4982 (Fifteenth); A-2 in FileI

No. 70-5122 (Sixteenth); A-2(a) in File No. 70-5242
(Seventeenth); A-2 in File No. 70-5330 (Eighteenth);
A-2 in File No. 70-5449 (Nineteenth); A-2 in File
No. 70-5550 (Twentieth); A-6 in File No. 70-5598
(Twenty-first); A-2 in File No. 70-5711 (Twenty-
nacond); A-2 in File No. 70-5919 (Twenty-third);
C-1 to Rule 24 Certificate in File No. 70-6102

,

* - ~ - - - ' - - - - -
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Item 6. Exhibits and Reports on Form 8-K (continued)

(Twenty-fourth); C-1 to Rule 24 Certificate in

File No. 70-6169 (Twenty-fifth); C-1 to Rule 24
Certificate in File No. 70-6278 (Twenty-sixth);
C-1 to Rule 24 Certificate in File No. 70-6355
(Twenty-seventh); C-1 to Rule 24 Certificate in
File No. 70-6508 (Twenty-eighth); and C-1 to
Rule 24 Certificate in File No. 70-6556 (Twenty-
ninth).

20. Previously unfiled documents.

MSU

20(a)-1-Second Amendment to Availability Agreement among
MSE and certain other Middle South System crepanies,,

! dated as of June 15, 1981 (filed as Exhibit E to '

Rule 24 Certificate, dated July 1,1981, in File
No. 70-6592) (reference is made to Exhibits 10(a)
(8) and 10(a) (9) to Form 10-K for the year ended
December 31, 1980 in File No. 1-3517).

20(a)-2-Fif th Assignment of Availability Agreement, Consent
and Agreement, dated as of June 15, 1981 with
Manufacturers Hanover Trust Company, as agent
(filed as Exhibit D to Rule 24 Certificate, dated
July 1, 1981, in File No. 70-6592) (reference is
made to Exhibits 10(a) (13) through 10(a) (14)
to Form 10-K for the year ended December 31, 1980
in File No. 1-3517).

20(a)-3-Fifth Supplementary Capital Funds Agreement and
Assignment, dated as of June 15, 1981, among MSU,
MSE and Manufactorers Hanover Trust Company, as
agent for various banks (filed as Exhibit C to
Rule 24 Cerrificate, dated July 1,1981, in File
No. 70-6592) (reference is made to Exhibits 10(a)
(14) through 10(a) (18) to Form 10-K for the
year ended December 31, 1980 in File No.- 1-3517).

!

| 20(a)-4-Power Purchase Advance Payment Agreement, dated
as of June 15, 1981, among .MSE and certain other
Middle South System companies (filed as Exhibit!

F to Rule 24 Certificate, dated July 1,1981,
in File No. 70-6592).

20(a)-5-Third Suppitmental Indenture, dated as of June
15, 1981, to Mortgage and Deed of Trust, dated
as of June 15, 1977 from MSE to United States

, -

_ ._
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Item 6. Exhibits and Reports on Form 3-K (concluded)

Trust Company of New York and Malcolm J. Hood,
as supplemented (filed as Exhibit B to Rule 24
Certificate, dated July 1, 1981, in File No.
70-6592) (reference is made to Exhibit 4(a) -

(4) to Form 10-K for the year ended December 31,
1980 in File No. I'3517).

AP&L

20(b)-1-Agreement, dated as of January 30, 1981, between
AP&L and MP&L, relating to the Independence Plant
(filed as Exhibit B-3 in File No. 70-6614).

20(b)-2-Amendment No.1, dated as of June 30, 1981, to
Agreement, dated as of January 30, 1981, between
AP&L and MP&L, relating to the Independence Plant
(filed as Exhibit 10(b) in File No. 2-73310).

MP&L

20(d)-1-Articles of Amendment to Restated Articles of
Incorporation (filed as Exhibit A-2(a) in File
No. 70-6550) (reference is made to Exhibit 3(d)
(1) 'a Form 10-K for the year ended December
31, 19tJ in File No. 0-320).

20(d)-2-Agreemen t , dated as of January 30, 1981,
between AP&L and MP&L, relating to the Independence
Plant (filed as Exhibit B-3 in File No. 70-6614).

20(d)-3-Amendment No. 1, dated as of June 30, 1981, to
Agreement, dated as of January 30, 1981, between
AP&L and MP&L, relating to the Independence Plant
(filed as Exhibit 10(f) (2) in File No. 2-73309).

(b) Reports on Form 8-K.

No reports on Form 8-K have been filed by any of the
registrants during the quarter for which this report
is filed. .

-51-
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Fursuant 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 subsidiary.

MIDDLE SOUTH UTILITIES, INC.

/s/ Edwin Lupberger /s/ Rodney J. Estrada
Edwin Lupberger, Senior Vice President - Rodney J. Estrada, Treasurer

Chief Financial Officer

ARKANSAS POWER & LIGHT COMPANY

/s/ John J. Barton /s/ Jerry D. Jackson
John J. Harton, Vice President, Jerry D. Jackson, Senior Vice

Treasurer and Assistant Secretary, President and Secretary
Chief Financial Officer

,

LOUISIANA POWER & LIGHT COMPANY

/s/ J. H. Erwin, Jr. /s/ W. H. Talbot
J. H. Erwin, Jr. , Vice President and W. H. Talbot, Secretary and

Treasurer Controller

MISSISSIPPI POWER & LIGHT COMPANY

/s / F. S. York. Jr. /n / T. R. mrHn
F. S. York, Jr., Vice President, J. R. Martin, Treasurer

Finance and Secretary

NEW ORLEANS PUBLIC SERVICE INC.

/s/ John H. Chavanne /s/ William C. Nelson
_. _

John H. Chavanne, Vice President - William C. Nelson, Vice President,
Finance and Treasurer Administration and Legal and,

Secretary

Date: August 10. 1981
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FORM 10-Q

SECURITIES AND EXCHANGE COMMISS' ION

Washington, D. C. 20549

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d)
0F THE SECURITIES EXCHANGE ACT OF 1934

For Quarter Ended March 31, 1981

Commission I.R.S. Employer
File Number Company Identification No.

1-3517 MIDDLE SOUTH UTILITIES, INC. 13-5550175
(A Florida Corporation)
225 Baronne Street
New Orleans, Louisiana 70112
Telephone (504) 529-5262

0-375 ARKANSAS TOWER & LIGHT COMPANY 71-0005900
(An Arkansas Corporation)
P.O. Box 551
Little Rock, Arkansas 72203
Telephone (501) 371-4000

0-1236 LOUISIANA POWER & LIGHT COMPANY 72-0245590
(A Louisiana Corporation)
142 Delaronde Street
New Orleans, Louisiana 70174
Telephone (504) 366-2345

0-320 MISSISSIPPI POWER & 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, Louisiana 70112

,

| Telephone (504) 586-2121
.

| Common Stock Outstanding Outstanding at April 30, 1981
Middle South Utilities, Inc. ($5 par value) 108,748,406

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
i of 1934 during the preceding 12 months (or for such shorter 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 t cronyms used in the text and notes are
defined below:

Abbreviation
or

Acronym Te rm

AFDC.................................. Allowance for funds used during construction
AP&L.................................. Arkansas Power & Light Company
APSC..................... ............ Arkansas Public Service Commission
Ark-Mo................................ Arkansas-Misscuri Power Company
Associated............................ Associated Natural Gas Company
Co un c i 1. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Council of the City of New Orleans
CWIP.................................. Construction Work In Progress
EPA...............p................... Environmental Protection Agency
FERC.................................. Federal Energy Regulatory Commission
Grand Gulf Plant...................... MSE's Grand Gulf Generating Station (Nuclear)
LP&L.................................. Louisiana Power & Light Company
LPSC.................................. Louisiana Public Service Commission
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.
MSS................................... Middle South Services, Inc.
MSU................................... Middle South Utilities, Inc.
N0 PSI................................. New Orleans Public Service Inc.

) NRC................................... Nuclear Regulatory Commission
NSPS.................................. New Source Performance Standards
SEC................................... Securities and Exchange Commission
SFI................................... System Fuels, Inc.
System operating companies. . . . . . . . . . . . AP&L, LP&L, MP&L and NOPSI
Waterford No. 3....................... LP&L's Waterford Steam Electric Generating

'

Station - Unit No. 3 (Nuclear)

!

|

|
|
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Deloitte
' ' '

Haskins+ Sells
.

39th Roor
One Shell Square
Msw Orleans, Louisiana 70133
(504)581-2727
Cable DEHANDS

REVIEW REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Middle South Utilities, Inc.,
Its Directors and Stockholders:

We have mada 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 March 31, 1981 and for the
three-month periods ended March 31, 1981 and 1980, in accordance
with standards established by the American institute of
Certified Public Accountants. We previously examined and
expressed our unqualified opinions dated February 13 1981 on
the consolidated financial statements (not presented berein) of
Middle Scith Utilities, Inc. and subsidiaries and on ete
separate financial statements (not presented herein) of certain
of its subsidiaries, as listed in the accompanying index, as of
December 31, 1980 and for the year then ended, from which the
accompanying condensed consolidated and separate company balance
sheets as of December 31, 1980 are derived.

A review of interim financial information consists principally
of obtaining an undarstanding of the system for the preparation
of interim financial information, applying analytical review
procedures to financial data, and making inquiries of persons
responsible for financ ial and secounting 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 regarding the financial
statements taken as a whole. Accordingly, we do not express
such an opinion.

Based on our review, we are not aware of any material modifi-
cations that should be made to the aforementioned condensed
financial statements as of March 31, 1981 and for the
three-morth periods ended March 31, 1981 and 1980, for them to
be in conformity with generally accepted accounting principles.

DELOITTE HASKINS & SELLS

May 8, 1981
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES. ,

CONSOLIDATED BALANCE SHEETS
March 31, 1981 and December 31, 1980

1981
(Unaudited) 1980

(In Thousands)

ASSETS

Utility P1 ant.......................................... $8,072,058 $7,893,636
Less accumulated depreciation........................ 1,300,201 1,264,525

Utility Plant - Net.......................... 6,771,857 6,629.111
Other Property and Investments......................... 89,085 90,012
Current Assets:

Cash and special deposits............................ 74,859 75,203
Temporarf investments - at cost, which approximates
market............................................. 83,301 69,817

Accounts and notes receivable (less allowance for
doubtful accounts and notes of (in thousands)
S2,325 in 1981 and $2,253 in 1980)................. 139,835 161,184

Deferred fuel cost................................... 25,418 25,675
Fuel invento ry - at average cos t . . . . . . . . . . . . . . . . . . . . . 169,511 153,334

. Materials and supplies - at average cost............. 32,635 36,168
0ther................................................ 27,784 26.223

Total........................................ 553,343 547,604
Deferred Deb 1ts........................................ 75,804 68,152

TOTAL...................................... $7.490,089 S7,334,879

LIABILITIES
1

Capitalization:

Common stock, $5 par value, authorized 150,000,000
shares; issued and outstanding 108,128,300
shares in 1981 and 107,349,943 shares
in 1980............................................ $ 540,642 $ 536,750

Paid-in capita1...................................... 754,184 749,206
Retained earnings.................................... 627,640 619,572

Total common equity.......................... 1,922,466 1,905,528
Subsidiaries' preferred stock, without sinking fund.. 330,967 330,967
Subsidiaries' preferred stock, with sinking fund. . . .. 282,157 283,165
Lon g-t e rm deb t and p remi um. . . . . . . . . . . . . . . . . . . . . . . . . . . 3,489,067 3,392,309

Total capitalization......................... 6,024,657 5,911,969
Current Liabilities:

Notes payable........................................ 409,056 295,622
Currently maturing long-term debt................~.... 120,889 121,473
Accounts payable..................................... 208,329 276,991
Taxes accrued........................................ 70,947 67,401
Accumulated deferred income taxes on deferred fuel... 14,524 14,602
Interest accrued..................................... 79,401 81,984
0ther................................................ 137,786 139,797

Total........................................ 1,040,932 997,870Deferred Credits....................................... 398,321 400,388
Reserves...... ........................................ 26,179 24,652Commitments ano ~ontingencies

TOTAL.. .................................. S7,490,089 S7,334,879
.

See Notes to Consolidated Financial Statements.
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MIDDLE SOU'HI UTILITIES, INC. AND SUBSIDIARIES
'

STATEMENTS OF CONSOLIDATED INCOME
For the Three Months Ended March 31, 1981 and 1980

(Ur.aadited)

1981 19 80

(In Thousands)

Operatir.g Revenues:
Electric............................................ S 524,642 $ 447,533
N a t u r a l g as . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51,065 44,103
Transit.................................... ........ 11,963 10,384

Tota1........................................... 587,670 502,020

Operating Expenses:
Operation:

Fuel for ele ctric generation. . . . . . . . . . . . . . . . . . . . . . 220,233 179,399
P u rch as e d p ow e r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,236 72,516
Deferred fuel cost................................ 257 (1,536)
G as p ur ch as e d f o r res ale . . . . . . . . . . . . . . . . . . . . . . . . . . 40,211 33,960
0ther............................................. 68,829 58,796

Maintenance......................................... 29,714 23,617
Depreciation........................................ 38,850 31,348
Taxes o ther than income taxes . . . . . . . . . . . . . . . . . . . . . . . 23,741 22,022
Income taxes........................................ 26,055 20,506

Tota1........................................... 508,126 440,628

Op e ra ting In come . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79,544 61,392

Other Income:
| Allowance for equity funds used during construction. 35,373 33,787

Mis cellaneous income and deductions - ne t . . . . . . . . . . . 4,040 1,698
In co me t a xe s -c r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,461 27,620

Tota1........................................... 68,874 63,105

Interest and Other Charges:
Inte res t o n long- te rm deb t . . . . . . . . . . . . . . . . . . . . . . . . . . 102,337 78,774
O the r in te re s t - ne t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,851 16,615
Allowance for borrowed funds used during

c ons t r uc ti o n- cr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (38,547) (31,864)
Preferred dividend requirements of subsidiaries .. . . 14,927 12,828.

Tota1........................................... 96,568 76,353

Net Income............................................ S 51,850 $ 48,144,

1
l

| Ea rnin gs Pe r Common Sha re . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $0.48 $0.53

Dividends De clared Per Common Share . . . . . . . . . . . . . . . . . . . $0.405 $0.395

Weighted Average Number of Common Shares Outstanding.. 108,014,556 90,655,189

See Notes to Consolidated Financial Statements.
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES- '

STATEMENTS OF CHANGES IN CONSOLIDATED FINANCIAL POSITION
For the Three Months Ended March 31, 1981 and 1980

(Unaudited)
.

1981 1980
(In Thousands)

Funds Provided By:
Operations:

Net income......................................... $ 51,850 $ 48,144
Depreciation....................................... 38,850 31,348
Deferred income taxes and investment tax credit

adjustments - net............................... (4,661) (6,529)
Allowan:e for funds used during construction....... (73,920) (65,651)

Total funds provided by operations........... 12,119 7,312
,

Other:
Allowance for funds used during construction....... 73,920 65,651
Miscellaneous - net................................ 3,935 2,980

Total funds provided by operations and other. 89,974 75,943
Financing and other transactions:

Common stock....................................... 3,892 3,660
Preferred stock.................................... 65,058....

First mortgage bonds............................... 15,000....

Other long-term debt............................... 98,969 51,139
Book value of utility plant solc*.. . . . . . . . . . . . . . . . . . . 940....

Short-term securities - net........................ 99,950 152,191
Total funds provided by financing and other

transactions............................., 202,811 287,988
To tal funds provided . . . . . . . . . . . . . . . . . . . . . . M M

Funds Applied To:
Utility plant additions:

Construction expenditures for utility plant........ $174,741 $221,526
Nuclear fuel and other............................. 7,361 9,028

Total gross additions (includes allowance for
funds used during construction)............ 182,102 230,554

Other:
Dividends declared on common s tock. . . . . . . . . . . . . . . . . 43,781 35,828
Deferred costs or 'oal plant standardization

project......................................... 1,249 2,036
Deferred coscs relating to SFI's fuel acquisition

650 4,619program.........................................
Increas e in working capita 1* . . . . . . . . . . . . . . . . . . . . . . . 61,965 72,429

Tot al funds applied to other. . . . . . . . . . . . . . . . . 107,645 114,9,12
Financing transactions:

Retirement of other long-term debt................. 1,420 16,553
Retirement of first mortgage bonds................. 610 410
Retirement of preferred stock...................... 1,008 1,502

Total funds applied to financing............. 3,038 18,465

Total funds applied....................... g M

I * Working capital does not include short-term securities, current maturities of long-term
debt or deferred taxes included in current liabilities. The 1981 net increase in working
capital is primarily due to an increase in fuel inventory and a decrease in accounts payable
p2rtially offset by a decrease |n accounts and notes receivable; the 1980 net increase in
working capital is primarily due to increases in cash and special deposits and other current
ocacts and a decrease in accounts payable partially offset by a decrease in accounts and notes
receivable.

Sse Notes to Consolidated Financial Statements.
_ _ _ - - - _ _ _ _ _
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES
NCfrES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Conniements and Financing

At January 31, 1931, the Middle South 3ystem's construction program contemplated
construction expenditures (including AFDC) of $897 million in 1981, $836 million in
1982 and $704 million in 1983, of which expenditures in the estimated amounts of $207
million, $234 million and $228 million, respectively, are applicable to MSE's 87.52%
interest in the Grand Gulf Plant, a two-unit nuclear generating station. MSE currently
projects commercial operation dates of 1982 and 1986 for the first and second units of
this plant, respectively. In connection with this plant, MSU has undertaken to
furnish or cause to be furnished to MSE, to the extent not obtained by MSE from other
sources, sufficient capital for construction and operation of the plant and related
purposes. At March 31, 1981, MSE had outstanding intermediate-term revolving credit
borrowings and first mortgage bonds in the amount of appreximately $1.2 billion and
MSU had invested $456.9 million in the common stock of MSE. In addition MSE had
short-term borrowings at March 31,1981 of $81 million. In the event that Unit No. 1
of the Grand Gulf Plant io not in commercial operation by December 31, 1982, or Unit No. 2
in commercial operation by December 31, 1986, the outstanding bonds and revolving credit
borrowings would become due and payable unless extensions of time are arranged. In this case
MSU. would be required to provide MSE with sufficient funds, to the extent not obtained
by MSE from other sources, to meet these obligations.

The System operating companies are obligated under agreements with MSE to make
payments or subordinated advances adequate to cover all of the operating expenses
and capital costs of MSE and, in return, are entitled to receive the power available to
MSE from the Grand Gulf Plant. During 1980 the operating companies agreed in principle to
a permanent allocation of the Grand Gulf Plant's capability. Under this arrangement, those
companies receiving allocations, LP&L, MP&L and NOPSI, will assume, in proportion to such
s11ocat5.ons, all responsibilities and obligations related to the Grand Gulf Plant and AP&L,
which did not receive an allocation, will relinquish its rights in the plant. These new

agreements are subject to receipt of the approval of regulatory agencies and of all other
nrcessary approvals.

The Federal income tax returns for the years 1971 through 1976 have been examined
by the Internal Revenue Service (IRS) 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 with an Appeals Officer of the IRS.
Any final liability for taxes resulting from settlement with the IRS would not have a
material effect on net income. Income taxes on customer deposits would be normalized.
Most of the other issues have been settled and adequate provisions have been recorded.

SFI is a jointly-owned subsidiary of the four System operating companies. SFI
operates on a non-profit basis for the purpose of planning and implementing programs for
the procurement of fuel supplies for the operating companies; its costs are primarily
recovered through charges for fuel delivered. AP&L owns 357., LP&L owns 337., MP&L owns 197.
and NOPSI owns 13% of the canmon stock of SFI.

In connection with certain of SFI's borrowing arrangements, SFI's parent companies
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 these arrangements. At Narch 31, 1981, the
total loan commitment under these arrangements amounted to $221,150,000 of which $172,122,00C

_ _ - _ - - _ _ - _ _ _ _ _
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(concluded)

was ontstanding at that date. Also, SFI's parent companies have made similar covenants
and (.grer *nts in connection with long-term leases by SFI of oil storage and handling
fartlitics and coal hopper cars. At March 31, 1981, the EFgregate discounted value of
those lease arrangements was $58,800,000. In addition, MSU has guaranteed the obligt-
tions of SFI in connection with long-term leases of other oil storage and handling
facilities and bareboat charters of towboats and barges having, at March 31, 1981, an
aggregate discounted value of approximately $38,619,000.

SFI has a long-term oil supply agreement with a major oil company providing for
the purchase by SFI of 50,000 barrels of oil per day for a twenty year period ending
in : $ 86 with the option, upon two years written notice, to reduce the contract quantity
to no less than 35,000 barrels. SFI also has an agreement with another major oil
company providing for the purchase by SFI of up to 200,000 barrels of oil per month
through 1984.

AP&L is currently purchssing coal under an agreement that will provide approximately
100 million cons of coal over a twenty year period. In addition, SFI has entered
into a contract with a joint venture for a supply of coal from a mine in Wyoning
which is expected to provide 150 to 210 million tons over a period of 26 to 42 years.
The parent companies of SFI, each acting in accordance with their respective shares
of ownership of SFI's common stock, joined in, ratified, confirmed and adopted
the contract and the obligations of SFI thereunder.

Under the terms of their nuclear fuel leases, three subsidiaries are responsible
for the disposal of spent nuclear fuel. These companies consider all costs incurred,

i or to be incurred in the use and disposal of nuclear fuel to be proper components of
nuclear feel expense and provisions to recover such costs have been or will be mads

! in applications to regulatory commissions. AP61, the only Middle South System company witt
an operating nuclear station, collected approximately $2,996,000 in the first quarter of

( 1981 for the storage or disposal of spent fuel. AP&L is also recovering approximately
$61 million for decommissioning costs for its two nuclear units through increased
depreciation charges over the life of the station. Based on an AP&L study, decommission-
ing costs are projected to be in excess of the amounts currently being collected. AP&L
is requesting and will request recovery of these estimated increased costs in
applications to its regulatory commissions.

I Note 2. Rete Increases

See Part II, Item 1. " Legal Proceedings" regarding NOPSI's rate increasea.

|

|

|

| In the opinion of MSU, the accompanying unaudited consolidated con-
densed financial statements contain all adjustments (consisting of only normal
recurring accruals) necessary to a fair statement of the results for the interim
periods presented,

i The financial statements required by Rule 10-01 of Regulation S-X have'

been reviewed by independent public accountants as stated in their report included
| herein.

.
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MIDDLE SOUTH UTILITIES, INC. AND SliBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

Financial Condition

The Middle South System's financial condition at the end of the first quarter of
1981 was substantially unchanged from year-end 1980. The System's inflation-impacted
construction program coupled with less than adequate rate relief from regulatory
bodies continued to be the predominant factors preventing any significant Leprovement.
Rate increases pending at year-end remained unsettled at the end of the first quarter.
In April 1981, NOPSI was authorized by the Council to increase its annual retail
electric and gas rates by approximately $26.9 million.

Net income for the first quarter of 1981 was $52 million, an increase of approxi-
mately $4 million over the same period in 1980. Earnings, exclusive of the effcet of cap-
italizing the carrying costs of construction work-in-progress (AFDC), declined $5 million.

Liquidity and Capital Rescarces

The slow pace of regulaNory response to the System's needs continues to hamper
,

the System operating companics in their efforts to generate internal fundt to assist
in the financing of construction. Construction expenditures, including AfDC, for the
first quarter of 1981 were $175 million, a decline of $47 million from the same
period in 1980. These exper.ditures were, as in 1980, largely funded throegh external
sources - primarily short-term borrowings by the operating companies, to be refunded
with long-term financing, and intermediate-term bank borrowings by MSE. Projected
construction -tpenditures for 1981 remain substantially unchanged from year-end 1980.

Short-ce.m borrowings for the System operating companies increased by $93
million from $81 million outstanding at year-end 1980 to $174 million outstanding at
the end of the first quarter of 1981. There were no sales of first mortgage bonds or
preferred stock during the quarter although LP&L sold $75 million of its bonds early
in the second quarter.

MSE's first quarter construction program in connection with the Grand Gulf
Plant was funded through the sale of $13 million of common stock to MSU and $62
million of intermediate-term borrowings under MSE's $808 million re7olving line of
credit. At March 31, 1981, $75 million of MSE's re'volving credit line remained
unused. In order to obtain additional funds required to complete Unit No. 1 of the
Grand Gulf Plant, negotiations to have this line incressed to $1.3 billion are
continuing.

l

Results of Operations

Electric operating revenues of $525 million wera $77 million higher than the
comparable period in 1980. This increase, which was primarily due to the recovery
of increased fuel costs and increased rates subsequently placed into effect during

! 1980, was partially offset by a 5.5% decrease, as compared to the first quarter of
| 1980, in total energy sales nrincipally as a result of lower sales to other utilities.
' The increase of $7 million in g.s operating revenues was due primarily to increased

gas costs billed to customers.

Summarv

| Improvement in the System's results of operations and financial condition in 1981
' will be significantly depend:nt upon regulatory bodies' rulings on certain pending rate

increase requests.

-8-
t

|
.--, , - . - _. -



. .

ARKANSAS POWER & LIGiff COMPANY AND SUBSIDIARY
BALANCE SHEETS

March 31, 1981 (Consolidated) and December 31, 1980

1981
(Unaudited) 1980

ASSETS (In Thousands)

Utility P1ant.............................................. $2,591,472 $2,423,231
Less accumulated depreciation........................... 478,002 417,435

Utility Plant - Net............................... 2,113,470 2,005,796

Other Property and Investments:
Investment in associated companies-at equity............ 35,218 31,378
Other................................................... 1,335 470

Tota1............................................. 36,553 31,848

Curreat Assets:
9,893 10,246Cash and special deposits........., .,.................

Temporary investments-at cost, which approximates
market............................................... 3,275 ....

Accounts and notes receivable (less allowance for
doubtful accounts and notes of (in thousands) $1,576
in 19 81 and $ 1,3 9 6 in 19 80). . . . . . . . . . . . . . . . . . . . . . . . . . 58,102 46,929

Deferred fuel cost...................................... 15,100 7,853
Materials and supplies - at everage cost................ 8,655 6,689
Fuel inventory-st average cost.......................... 25,295 28,982

Other................................................... 8,977 5,119

Tota1............................................. 129.297 105,818

D e f e r r e d De b i t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.287 4,521
S2.147.983MTOTAL........ 4.., ..............................

LIABILITIES
i

(

! Capitalization:
Common stock, $12.50 par value, authorized 50,000,000

shares; issued and outstanding 38,980,196 shares in
1981 and 36,636,773 shares in 1980................... $ 487,252 $ 457,960

Pa id - in ca p i t a 1. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,590 609
Retained earnings....................................... 48,198 79,024

Total common equity............................... 540,040 "A7,593
Pre f erred s tock, without sinking fund . . . . . . . . . . . . . . . . . . . 126,890 126,890
Preferred stock, with sinking fund...................... 146,057 147,065
Long-term debt and premium.............................. 894,765 848,667

Total capitalization.............................. 1,707,752 1,640,215
Current Liabilities:

Notes payable........................................... 82,900 36,400
| Currently maturing long-term debt...................... 68,000 68,000..

Accounts payable....................................,.... 84,814 91,189|

TaAes accrued........................................... 33,178 28,284
Accumulated deferred income taxes on deferred fuel....... 9,528 3,867
Interest accrued........................................ 29,766 23,194
0ther................................................... 60,419 61,251

Tota1............................................. 368,605 312,185

De f e rr e d Cr e d i t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 208,159 192,445

Rscerves................................................... 4,091 3,138
Comitments and Contingencies

T0TAL........................................... g f2.147.983

See Notes to Financial Statements.

._ _ _ _ _ _ . . . - - _ _ _ _ . . . -9..__ .__ _ _ _ _ _ _ - - -_
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ARKANSAS POWER & LIGHT COMPANY AND SUBSIDIARY
STATEMENTS OF INCOME

For the Three Months Ended
March 31, 1981 (Censolidated) and 1980

(Unaudited)

1981 1980
(In Thousands)

i

Operating Revenues:
Electric............................................. $207,408 $154,879
Natural Gas.......................................... 16,986 ....

Total............................................ 224,394 154,879

Operating Expenses:
Operatfon:

Fuel for electric generation....................... 75,037 52,197
Purchased power.................................... 33,182 43,165
Deferred fuel cost................................. (6.482) (2,953)

Gas purchased for resale........................... 13,175 ....

0ther.............................................. 33,548 21,344
Maintenance.......................................... 12,056 4,975
Depreciation......................................... 18,526 10,656
Taxes other than income taxes........................ 7,644 7,299

Income taxes......................................... 6,773 3,340

Total............................................ 193,459 140,023

Operating Income....................................... 30,935 14,856

Other Income:
Allowance for equity funds used during construction.. 3,133 11,196
Miscellaneous income and deductions - net............ 2,695 1,675
Income taxes-cr...................................... 1,551 6,379

| Total............................................ 7.379 19,250

Interest and Other Charges:
Interest on long-term debt........................... 21,068 16,319

Other interest - net................................. 4,577 2,755
Allowance for borrowed funds used during

construction-cr.................................... (2,891) (7,403)

Total............................................ 22,754 11,671

Net Income............................................. 15,560 22,435
Preferred Dividend Requirements........................ 6,419 6,007

Balance for Common Stock............................... S 9,141 S 16,428

See Notes to Financial Statements.

-10-
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ARKANSAS POWER 6 LIGHT COMPANY AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

Note 1. Business Consolidation

Effective January 1,1981, the electric operations of Ark-Mo were consolidated
with those of AP&L and Associated became a subsidiary of AP&L. The financial statements
for 1981 reflect this consolidation. Financial data for periods p11or to January 1,
1981, have not been restated for the consolidation since the effect would not be
material.

If the consolidation ed occurred January 1, 1980, consolidated data would have
been approximately:

(Millions)
December 31, 1980

Total Assets $2,250.5

Quarter Ended March 31, 1980
Operating Revenv.es $ 184.1

Net Income $ 23.7

Capitalization was affected by the consolidation as follows:

1) AP&L issued six new series of its first mortgage bonds
in the aggtegate principal amounts of $21,160,310 in
exchange for the surrender and cancellation of Ark-Mo
bonds in the same principal amount previously outstanding.

2) AP&L issued 2,343,423 shares ($33,112,555 book value) of its
$12.50 par value common stock to MSU at a price of $14.13
per share to acquire from MSU all the outstanding common
stock of Ark-Mo.

3) Ark-Mo's short-term debt of $14 million was essumed by AP&L
and retired in the first quarter of 1981.

Note 2. Commitments and Contingencies

At January 31, 1981, AP&L's construction program contemplated expenditures of
approxinately $326 million in 1981, $189 million in 1982 and $166 million in 1983.

AP&L has a 35% interest in SFI, a jointly-owned subsidiary of the four System
operrting companies. SFI operates on a non-profit basis for the purpose of planning

| and tmplementing programs for the procurement of fuel supplies for the operating
companies; its costs are primarily recovered through charges for fuel delivered.I

The parent companies of SFI have made loans to SFI to finance its fuel supply
business under a loan agreement dated January 4, 1978, as amended January 1, 1981,
which provides for SFI to borrow up to $261,500,000 from its parent companies througn
December 31, 1981. As of March 31, 1981, AP&L had loaned $21,470,000 to SFI pursuant
to this loan agreement and AP&L's share of the unused loan commitment is $62,400,000.
Notes under this agreement matute December 31, 2006. In addition, AP&L had loaned
SFI $13,565,250 under previous loan agreements. Notes mature in 10 and 25 years frou
date of borrowing under the provisions of the previous loan agreements.

During 1980, AP&L could not continue to fund its portion of three coal units
under construction which AP&L owns jointly with both rural electric cooperatives

i

I
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. .

ARKANSAS POWER & LIGiff COMPANY AND SUBSIDIARY
*

NOTES TO FINANCIAL STATEMENTS
(concluded)

and various municipalities. Upon notification of this fact one co-owner exercised
its option to advance AP&L's share of these construction funds in order to keep the
construction on schedule. As of March 31, 1981, approximately $65.9 million was
so advanced and construction of these projects continued on schedule. Estimated
1981 construction expenditures reflect the reimbursement by-AP&L of these expenditures.

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidated Financial
Statements for information regarding commitments and financing obligations of the
Middle South System, including AP&L.

In the opinion of AP&L, the accompanying unaudited condensed financial
s .atements contain all adjustments (consisting of only normal recurring accruals)
necessary to a fair statement of the results for the interim periods presented.

The financial statements required by Rule 10-01 of Regulation S-X have
been reviewed by independent public accountants as stated in their report included
herein.

|

[
,

i

I

'
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ARKANSAS POWER & LIGHT COMPANY AND SUBSIDIARY
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CO"DITION AND RESULTS OF OPERATIONS

Financial Condition

AP&L has continued to experience financial problems caused by (a)
increasing (osts of fuel, wages and materials, (b) greater capital outlays
and longer construction periods for complex new generating units needed
to both meet customer demands and accomplish fuel diversification, (c)
extensive reliance on and high costs of debt and equity capital, (d)
compliance with environmental requirements, (e) controversies and increased
-egulation over the use of nuclear power, and (f) regulatory lag in granting
needed rate increases.

of AP&L'pecific symptom of these financial problems is the continued deterioriationAs
s mortgage and charter coverage ratios, which declined from December 31,

1980 (1.75 mortgage,1.25 charter) to March 31, 1981 (1.66 mortgage, 1.13 charter).
Revenues collected subject to refund of approximately $11 million in 1980 and $35
million in the twelve months ended March 31, 1981 were excluded in the
calculation of these ratios. Since the mortgage coverage ratio must be
at least 2.00 in order to issue additional bonds, and the charter coverage
ratio must be at least 1.50 in order to issue additional preferred stock,
AP&L is presently restricted from access to these capital markets. If

revenues collected subject to refund were included, the March 31, 1981;

mortgage and charter coverage ratios would be 2.16 and 1.26, respectively.
A major factor in the decline of AP&L's mortgage and charter coverage ratios has
been the lack of adequate and timely rate increases. AP&L currently
has pending applications for both retail and wholesale rate increases on
which action is expected to be taken by the appropriate regulatory bodies in
the first half of 1981. Granting of the requested rate increases would
enable AP&L to re-enter the long-term debt market when new long-term financing,

! is required.
See Footnote 1 for information regarding the consolidation of the

electric operations of Ark-Mo with those of AP&L.

j Liquidity and Capital Resources

Although the availability of sufficient capital continues to be a
problem, cash flow from operations after dividends on common and preferred
stock was $9.9 million in the first quarter of 1981 compared to $8.3 million
for the whole year of 1980. This improvement is primarily due to reduction
of CWIP by the transfer to plant-in-service of two generating units in
1980 and the inclusion of these units in rate base, and to the effects of
recent rate increases (see below).

AP&L is currently authorized to make short-term borrowings through'

June 1982 in an aggregate amount outstanding at any one time of up to the
lesser of $170 million or 10% of capitalization. March 31, 1981, >82.9
million of short-term borrowings were outstanding as that AP&L had available
unused short-term borrowings authority on that date of $87.1 million.

-14-
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. .

ARKANSAS POWER & LIGHI COMPANY AND SUBSIDIARY
MANAGDiENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS
(concluded)

In the first quarter of 1981, AP&L secured $19 million in connection
with the prior sale of pollution control revenue bonds to finance construction

of pollution control facilities et its coal units currently under construction.
At March 31, 1981, approximately $28.5 million of additional pollution control
revenue bond proceeds were held in trust to finance additional pollution control
costs to be incurred at these plants.

Results of Operations

Revenues in the first quarter of 1981 were $224.4 million compared to
$154.9 million in the first quarter of 1980. Revenue increases were
primarily due to recovery of increased fuel costs and to the effect of
recent rate increases. These rate increases include an canual retail
rate increase of $14.7 million impleuented in June 1980; an ennual
wholesale rate increase of $4.7 million implemented in May 1980; the
implementation, subject to refund, in October 1980 of an annual increase of
approximately $86.7 million in connection with a pending $130.1 million
retail rate increase application; the implementation, subject to refund, in
November 1980 of an annual increase of approximately $7.0 million in
connection with a pending $10.0 million wholesale rate increase application,
and the implementation, subject to refund, by Ark-Mo in December 1980
(prior to consolidation with AP&L) of an annual retail rate increase of
approximately $7.5 million with respect to its Arkansas customers.

Net income in the first quarter of 1981 was $15.6 million compared to
$22.4 million in the first quarter of 1980. The primary reasons for this
decline were increased operation and maintenance expenses incurred during
refueling outages of AP&L's nuclear units, increased interest and depreciation
charges and reductions in AFDC credited to income. The increase in
depreciation charges and decrease in AFDC were primarily due to commencement
of commercial operation of two AP&L generating units in March and August of
1980. However, it should be noted that AFDC as a percent of net income was
only 39% in the first quarter of 1981 compared to 83% in the first quarter
of 1980.

Summaty

Improvement of AP&L's financial position will be contingent on the
completion and inclusion in rate base of one coal unit scheduled for
commercial operation in 1981, che planned sale by AP&L of a portion of its
interest in two other coal units under construction to MP&L and the
approval by regulatory authorities of requested retail and wholesale
rate increases.

-15-
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LOUISIANA POWER & LIGHT COMPANY
BALANCE SHEETS

March 31, 1981 and December 31, 1980

1981
(Unaudited) 1980

(In Thousands)

ASSETS

Utility P1 ant........................................ $2,379,251 S2,334,421
Less accumulated depreciation...................... 403,023 393,342

Utility Plant - Net......................... 1,976,228 _1,941,079
; Other Property and Investments:

Investment in associated company................... 41,297 36,137
Other.............................................. 413

_
407

Tota1....................................... 41,710
_ 36.544

Current Assetra
Cash and cpecial 'aposits.......................... 18,611 23,332
Temporary investments - at cost which approximates

market.......................................... 21,900 11,000

Accounts and notes receivable (less allowance for
doubtful accounts of $135 thousand ) . . . . 4. . . . . . . 31,231 31,820

Deferred fuel cost................................. 10,318 17,056
Materials and supplies - at averagc cost........... 6,982 10,299
0ther.............................................. 7,170 4,474

Total....................................... 96,212 97,981
Deferred Debits...................................... 3,236 2,841

T0IAL.................................... $2.117.386 G2.078.445

LIABILITIES

Capitalization:

Common stock, no par value, authorized 150,000,000
shares; issued and outstanding 75,746,400
shares.......................... .............. S 498,900 $ 498,900

Retained earnings.................................. 64,986 65,209
Total common equity........................ 563,886 564,109

Preferred stock, without sinking f und. . . . . e . . . . . . . . 145,882 145,882
Preferred stock, with sinking fund................. 121,381 121,381
Long-term debt and premium......................... 827,554 828,989

Total capitalization....................... 1,658,703 1,660,3614
'

Current Liabilities:
Notes payable...................................... 91,293 44,293
Currently maturing long-term debt.................. 52,224 52,162
Ac co un t s pa ya bl e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45,616 66,387
Ta xe s a c c r ue d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,066 12,099
Accumulated deferred income taxes on deferred f uel. 4,996 8,259
In t e re s t a c cr ue d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,099 20,833
0ther.............................................. 41,324 41,061.

Tota1...................................... 283,618 245,094
Deferred Credits..................................... 167,783 165.992
Reserves............................................. 7,282 6,998

-

Commitments and Contingencies
-

T0TAL..................................... M M
l_, ._See Notes to_Financia _ Statements _. _ _ _ _ _ _ _ _ _ ,

_ _ _ . _ . _
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LOUISIANA POWER & LIGHT COMPANY
STATEMENTS OF INCOME

For the Three Months Ended March 31, 1981 and 1980

(Unaudited)

1981 1980
(In Thousands)

Operating Revenues...................................... S224,964 $164,921
,

Operating Expenses:
Operation:

Fuel for electric generation. . . . . . . . . . . . . . . . . . . . . . . . 72,506 47,183
Purchased power..................................... 66,978 44,335
Deferred fuel cost.................................. 6,739 1,269
0ther............................................... 16,793 15,000

Maintenance........................................... 6,91 9 6,443
Depreciation.......................................... 10,875 10,605
Taxes other than income taxes......................... 5.011 4,677
Income taxes.......................................... 11,5_17 9,931

Tota1............................................. 197,338 139,443

Operating Income........................................ 27,626 25,478

Other Income:
Allowance for equity funds used during construction. . . 10,031 7,464
Miscellaneous income and deductions - net. . . . . . . . . . . . . 2,108 1,789
Income taxes-cr....................................... 3,817 3,050

Tota1............................................. 15,956 12; 303

Interest and Other Charges:
,

| Int e re s t on long-te rm d ebt . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,208 17,280
Other interest - net.................................. 3,734 3,003'

Allowance for borrowed funds used during
construction-cr..................................... (5,167) (4,198)

Total............................................. 17,775 16,085

Net Income.............................................. 25,807 21,696
Preferred Dividend Requirements......................... 7,092 5,951

Balance for Common Stock................................ $ 18,715 S 15,745

1

'

See Notes to Financial Statements.
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LOUISIANA POWER & LIGNI COMPANY* *

STATEMENTS OF CHANGES IN FINANCIAL POSITION
For the Three Months Ended March 31, 1981 and 1980

(Unaudited)

1981 1980
(In Thousands)

Funds Provided By:
Operations:

Net income........................................ $ 25,807 $ 21,696
Depreciation...................................... 10,875 10,605
Deferred income taxes and investment tax

credit adjustments - net....................... (1,927) 802
Allowance for funds used during construction. . . . . . (15.198) (11.662)

Total funds provided by operations . . . . . . . . . . 19,557 21,441

Other:
Allowance for funds used during construction...... 15,198 11,662
Decrease in working capital *...................... 7,393 ....

Miscellaneous - net............................... 39....

Total funds provided by operations and
other.................................... 42.148 33.142

Financing and other transactions:
Other long-term debt.........................,.... 334

. ....

Short-term securities - net....................... 36.100 __68.250
Total funds provided by financing and

other transaccions....................... 36.100 68.584
Total funds provided. . . . . . . . . . . . . . . . . . S 78.248 $101.726

Funds Applied To:
Utility plant additions:

Construction expenditures for utility plant. . .. . .. $ 57,711 $ 68,823 <

Nuclear fuel...................................... (11,444) ....

Other - net....................................... (6)....

Total gross additions (includes allowance
for funds used during cons truction) . . . . . . 46,267 68.817

!

Other:
Dividends declared on preferred stock............. 7,092 5,951
Dividends declared on common stock................ 18,937 15,634
Increase in working capita 1*...................... 9,994....

FUscellaneous - net............................... 4.584 ....

| Tota l funds app lied to other. . . . . . . . . . . . . . . . _,30,613 31.579

Financing trattsactions - retirement of other
long-term debt.................................... 1.368 1.330

Tota l funds app lied . . . . . . . . . . . . . . . . . . . S 78.248 S101.726

* Working capital does not include short-term securities, current maturities or deferred taxes
included in current liabilities. The 1981 net decrease in working capital is primarily
due to a decrease in accounts payable partially offset by an increase in taxes accrued;
the 1980 net increase in working capital is primarily due to a decrease in accounts payable
partially offset by an increase in taxes accrued.

See Notes to Financial Statements.
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LOUISIANA POWER & LIGirr COMPANY
NOTES TO FINANCIAL STATEMENTS

Note 1. Commitments and Contingencies

At January 31, 1981, LP&L's construction program contemplated expenditures of
approximately $280 million in 1981, $294 million in 1982 and $191 million in 1983.

LP&L has a 33% interest in SFI, a jointly-owned subsidiary of the four System
operating companies. SFI operates on a non-profit basis for purposes of planning and
implementing programs for the procurement of fuel supplies for the operating companies;
its costs are primarily recovered through charges for fuel delivered.

The parent companies of SFI have made loans to SFI to finance its fuel supply
business under a loan agreement dated January 4, 1978, as amended January 1, 1981,
which provides for SFI to borrow up to $261,500,000 from its parent companies through

~

December 31, 1981. As of March 31, 1981, LP&L had loaned $27,295,000 to SFI pursuant
to this loan agreement and LP&L's share of the unused loan commitment is $83,850,000.
Notes under this agreement mature December 31, 2006. In addition LP&L had loaned
SFI $13,995,250 under previous loan agreements. Notes mature in 10 and 25 years from
date of borrowings under the provisions of the previous loan agreements.

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidated Financial
Statements for information regarding certain conniements and financing obligations of
the Middle South System, including LP&L.

Note 2. Long-Term Debt

On April 22, 1981, LP&L sold $75 million of first mortgage bonds, 16% Series
due April 1, 1991. Net cash proceeds to LP&L of $73,956,750 (before deducting
expenses of approximately $225 thousand) were used to reduce short-term borrowings
and for other corporate purposes.

Note 3. Leases

In the first quarter of 1981, LP&L's nuclear fuel lease was amended to increase
the amount of nuclear fuel vhich LP&L is permitted to lease thereunder from $60
million to $105 million.

l
l

In the opinion of LP&L, the accompanying unaudited condansed financial
statements contain all adjustments (coasisting of only normal recurring accruals)
necessary to a f air statement of the results for the interim periods presented.

The financial statements required by Rule 10-01 of Regulation S-X have
been reviewed by independent public accountants as stated in their report included
herein.

-19-
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LOUISIANA POWER & LIGHT COMPANY
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

Financial Condition

The cash requirements necessary to finance LP&L's large construction program
and its need for adequate rate relief continued to be the major problems of LP&L
during the first quarter of 1981. Durin: -his quarter, construction expenditures
were financed primarily with short-term barrowings pending the sale in April 1981
of $75 million principal amount of first mortgage bonds. Giving effect to the sale
of these bonds, LP&L's bond and preferred stock E.rnings coverages at March 31, 1981,
excluding revenues being collected subject to refund (see below), dropped below the
minimum levcis necessary to permit LP&L co sell additional first mortgage bonds or
preferred stock. LP&L expects shortly to obtain rate relief which should produce a
significant improvement in its financial condition and its ability to finance its
continuing construction program.

In connection with the general rate increase application filed in May 1980
with respect to customers under the LPSC jurisdiction in the amount of $203.6 million,
LP&L was granted an interim rate increase of approximately $32.4 million which was
implemented, subject to refund, in October 1980. A decision by the LPSC on the full
rate increase application is expected in May 1981.

| Liquidity and Capital Resources

Construction expenditures (including AFDC) declined from $68.8 million in the
first quarter of 1980 to $57.7 million in the corresponding period in 1981. Funds
provided from outside financing (principally short-term borrowings) declined from
$68.6 million to $36.1 million during the same periods.

This decline in construction expenditures is expected to be temporary, however,
as LP6L continues to project its construction expenditures for the year 1981 at
$280 million. Requirements for capital funds for the year 1981 will approximate
$240 million, including $52 million for the funding of maturing long-term debt. To
meet such capital fund requirements, LP&L sold $75 million of first mortgage bonds in
April, and plans to sell $40 million of common stock to MSU and such other securities
including short-term debt as may be detenmined to be appropriate. The ability of
LP&L to sell additional first mortgage bonds and preferred stock is dependent upon the
receipt of adequate rate relief and increases in earnings.

Results of Operations

Net income for the first quarter of 1981 increased $4.1 million or 19% over the
corresponding period of 1980. The following are the more significant changes in
the financial results as reflected on the Statements of Income for the first quarters
of 1981 and 1980.

The $60.0 million or 36% increase in electric operating revenues is due primarily
to the recovery of increased fuel costs through fuel adjustment clauses and an interim
rate increase to ultimate customers.

Fuel costs increased $25.3 million or 54% primarily as a result of higher average
unit prices for natural gas and oil. Purchased power expenses rose $22.6 million or
51% reflecting not only higher average unit prices but also larger volumes of energy
purchased to displace even higher cost gas and/or oil-fired generation.

The increase in AFDC, $3.5 million or 30%, is primarily attributable to the
increased amounts of CWIP.

|
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. .

LOUISIANA POWER & LIG1rr COMPAhT
MANAGDfENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS
(concluded)

Interest on long-term debt and other interest-net increased $2.7 million or
137. primarily as a result of issuances of additional debt in conjunction with
financing the construction programs and increased reliance on short-term financing
at high interest rates.

Sununary

LP&L continues to believe that the receipt of adequate rate relief is the
crucial factor in determining whether LP&L's financial condition and results of
operations will show substantial improvement during 1981.

.
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MISSISSIPPI POWER & LIGHT COMPANY
.

BALANCE SHEETS
March 31, 1981 and December 31, 1980

1981
(Unaudited) 1980

(In Thcusands)

ASSETS

Utility P1 ant........................................ $787,199 $780,812
Less accumulated depreciation...................... 245,067 239,534

Utility Plant - Net......................... 542,132 541,278
Other Property and Investments:

Investment in associated company................... 18,564 16,644
0ther.............................................. 956 962

Tota1....................................... 19,520 17,606
Current Assets:

Cash and special deposits.......................... 3,393 2,562
Temporary investments - at cost, which approxi-

mares market..................................... 37,500 33,000
Accounts receivable (less allowance for doubtful

accounts of $154 thousand)....................... 22,018 34,340
Fuel oil - at average cost......................... 4,456 5,321
Materials and supplies - at average cost........... 9,641 9,104
0ther.............................................. 3,017 4,203,

Tota1....................................... 80,025 88J3j
Deferred Debits...................................... 1,775 1,667_

T0IAL..................................... $643,452 $649,101
__

LIABILITIES

Capitalization:

Common stock, no par value (stated value $23 per
share) authorized 5,000,000 shares; issued and
outstanding 4,540,000 shares..................... $104,420 $104,420

Retained earnings.................................. 76,570 74,985
Total common equity......................... 180,990 179,405

Preferred stock, without sinking fund.............. 38,077 38,077
Long-term debt and premium......................... 262,845 262,860

Total capitalization........................ 481,912 480,342
Current Liabilities:

Currently maturing long-term debt . . . . . . . . . . . . . . . . . . 456 456
Accounts payable...............................;... 37,619 43,312
Taxes accrued...................................... 22,329 24,740
Interest accrued................................... 6,184 6,994
0ther.............................................. 17,868 18,027

Total....................................... 84,456 93,529
Deferred Credits..................................... 72,317 70,976
Reserves............................................. 4,767 4,254
Commitments and Contingencies

T0TAL..................................... S643,452 S649,101

See Note to Financial Statements.
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MISSISSIPPI POWER & LIGHT COMPANY
-

STATEMENTS OF INCOME
For the Three Months Ended March 31, 1981 and 1980

(Unaudited)

1981 1980
(In Thousands)

Operating Revenues...................................... $120,265 $113.063

Operating Expenses:
,

Operation:

Fuel for electric generation........................ 51,757 53,215
Purchased power..................................... 24,502 19,753
0ther............................................... 10,709 10,380

Maintenance........................................... 4,634 5,857
Depreciation.......................................... 5,850 5,685
Taxes other than income taxes......................... 4,773 4,416
Income taxes.......................................... 5,692 4,054

Total............................................. 107.917 103,360

Operating Income........................................ 12,348 9.703

Other Income:
Allowance for equity funds used during construction... 258 126
Miscellaneous income and deductions - net . . . . . . . . . . . . . 2,166 881
Income taxes-cr................'....................... (959) (259)

Total............................................. 1.465 748

Interest and Other Charges:
Interest on long-term debt............................ 4,841 4,895
o the r in te res t - ne t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 454 281
Allowance for borrowed funds used during
construction-cr..................................... (93) (202)
Total............................................. 5,202 4.974

Net Income.............................................. 8,611 5.477Preferred Dividend Requirements. . . . . . . . . . . . . . . . . . . . . . . . . 596 596

Balance for Common Stock................................ $ 8,015 $ 4.881

i See Note to Financial Statements.

i

l
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MISSISSIPPI POWER & LIGHT COMPANY
STATEMENTS OF CHANGES IN FINANCIAL POSITION

For the Three Months Ended March 31, 1981 and 1980
(Unaudited)

1981 1980
(In Thousands)

Funds Provided By:
Operations:

Net income......................................... $ 8,611 $ 5,477
Depreciation....................................... 5,850' 5,685
Deferred income taxes and investment tax

credit adjustments - net........................ 1,373 1,199
Allowance for funds used during construction. . . . . . . (351) (328)

Total funds provided by operations........... 15,483 12,033

Other:
Allowance for funds used during construction. . . . . . . 351 328
Decrease in working capita1*....................... 3,932 5,271
Miscellaneous - net................................ 387....

Total funds provided...................... $19.766 $18.011

Funds Applied To:
Utility plant additions - construction

expenditures (includes allowance for
funds used during construction).................... S 6.943 $ 4.930

Other:
Dividends declar'd on preferred stock.............. 596 596e

Dividends declared on common stock................. 6,424 5,493
Miscellaneous - net................................ 1.303 ....

8.323 6.089

Financing transactions - short-term
securities - net.................................. 4.500 7.000

S19.766 111,Q12Total funds applied................ . ..

* Working capital does not include short-term securities or current maturities of long-
term debt. The 1981 net decrease in working capital io due primarily to a decrease
in accounts receivable reduced by a decrease in accounts payable; the 1980 net
decrease is due primarily to a decrease in accounts receivable reduced by a decrease

,

j in taxes accrued.
|

See Note to Financial Statements.
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MISSISSIPPI POWER & LIGHT COMPANY
NOTE TO FINANCIAL STATEMENTS

Note. Commitments and Contingencies

At January 31, 1981, MP&L's 1961 construction program contemplated expenditures
of approximately $64 million, excluding $103 million expected to be reimbursed by
MP&L to AP&L in 1981 as an initial payment in conjunction with MP&L's proposed purchase
of a 25% interest in a coal-fired generating station currently being constructed by
AP&L. The consummation of this purchase is dependent upon the receipt of various
regulatory approvals. Construction expenditures for 1982 and 1983 are estimated to
be $90 million and $69 million, respectively.

MP&L has a 19% interest in SFI, a jointly-owned subsidiary of the four System
operating companies. SFI operates on a non-profit basis in planning and implementing
programs for the procurement of fuel supplies for the operating companies; its costs
are primarily recovered through charges for fuel delivered.

The parent fampanies of SFI have made loans to SFI to finance its fuel supply
business under n loan agreement dated January 4,1978, as amended January 1,1981,
which provides for SFI to borrow up to $261,500,000 from its parent companies through
December 31, 1981. As of March 31, 1981, MP&L had loaned $11,185,000 to SFI pursuant
to this loan agreement and MP&L's share of the unused loan commitment is $31,200,000.
Notes under this agreement mature December 31, 2006. In addition MP&L had loaned
SFI $7,375,250 under previous loan agreements. Notes mature in 10 and 25 years from
date of borrowing under the provisions of the previous loan agreements.

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidated Financial
Statements for information regarding certain commitments and financing obligations of
the Middle South System, includi.ng MP&L.

In the opinion of MP&L, the accompanying unaudited condensed financial
.

statements contain all adjustments (consisting of only normal recurring accruals)|
i necessary to a fair statement of the results for the interim periods presented.

The financial statements required by Rule 10-01 of Regulation S-X have
been reviewed by independent public accountants as stated in their report included
herein.

i

,

.
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MISSISSIPPI POWER & LIGiff COMPANY
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL,

j CONDITION AND RESULTS OF OPERATIONS
i

-

Financial Conditimi

The financial condition of MP&L improved during the quarter ended March 31, 1981.
Bond interest times earned coverage increased from 4.19 times for the period ending

| December 31, 1980, to 4.50 tLees for the period ending March 31, 1981. The coverage
of interest charges and fixed preferred stock dividend requirements increased from
2.34 times for the period ending December 31, 1980, to 2.50 times for the period
ending March 31, 1981.,

; MP&L is continuing to bill customers using rates filed in May 1980 subject to
i refund and subject to final determination in the courts. Only the rate relief authorized

'

] by the MPSC in 1980 ($48.3 million of the $68.8 million filed for) is being recorded
as revenue.

Liquidity and Capital Resources

As a result of modest construction expenditures and adequate internal cash'

generation, MP&L ended the quarter with a total of $40.1 million of cash and temporaryi

cash investments or an increase of $4,6 million over the period ended December 31,
1980. Based on earnings coverage tests as of March 31, 1981, assuming the availability

j of bondable property, and assuming an interest and preferred dividend rate of 16%,
: MP&L could have issued first mortgage bonds in the amount of $139 million or preferred

stock in the amount of $97 million.
MP&L's construction program for 1981 is expected to be $64 million, excluding

$103 million anticipated to be paid as reimbursement by MP&L to AP&L in conjunction
i with MP&L's proposed acquisition of a 25% interest in the Independence Steam Electric

Station. Such acquisition is subject to the approval of regulatory authorities.
MP&L presently expects to fund approximately $80 million of its expected $101

million of external cash requ rements in 1981 through the issuance snd sale of firsti

mortgage bonds, preferred er.ock and common stock. It is expected that the remaining
$21 million of MP&L's requirements will be secured through short-term borrowings.

Results of Operations
i

Operating results for the quarter improved from the corresponding quarter in
1980 and net income registered an increase of $3.1 million or 577.. Additional
revenue of $9.2 million for the quarter as a result of the new rate level approved

! in 1980 is the primary factor in the increased net income. Also, maintenance expenses
j were $1.2 million less than in the corresponding quarter of 1980 primarily as a result
'

of a reduction in power plant maintenance expense.

Summary

The ability of MP&L to meintain a sound financial condition in the future will
depend upon the granting of tLmely, fair and sufficient rate relief.

!
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NEW ORLEANS PUBLIC SERVICE INC.
BALANCE SHEETS

March 31, 1981 and December 31, 1980

1981
(Unaudited) 1980

(In Thousands)
ASSETS

Utility Plant..................................... $426,989 $423,978
Less accumulated depreciation................... 174,303 171,347

Utility Plant - Net..................... 252,686 252,631

Other Property and Investments: ,

Investment in associated company - at equity.... 11,117 10,037
0ther........................................... 49 49

Total................................... 11,166 10,086

Current Assets:
Cash and special deposits....................... 3,743 1,341
Temporary investments - at cost, which

18,800 21,700approximates market............ .............

Accounts and notes receivable (less allowance
for doubtful accounts of $475 thousand):
Customer.................................... 20,476 21,171
0ther....................................... 8,609 7,657

Materials and supplies - at average cost. . . . . .. . 7,358 7,725
0ther........................................... 4,218 3,747

Tota1................................... 63,204 63,341

Deferred Debits................................... 5,591 5,746

T0TAL.............................. S332,647 S331,804

f LIABILITIES

Capitalization:
Common stock, $10 par value, authorized

7,000,000 shares; issued and outstanding
5,935,900 shares.............................. $ 59,359 $ 59,359

Re t aine d e a rnin gs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,490 13,162
Total common equity..................... 69,849 72,521

Preferred stock, without sinking fund........... 20,117 20,117
Pre ferred stock, with sinking fund. . . . . . . . . . . . . . 14,582 14,582
Lon g- t e rm deb t an d p re mi um. . . . . . . . . . . . . . . . . . . . . . 126,313 126,519

Total capitalization.................... 231,061 233,739

Current Liabilities:
Accounts payable................................ 30,057 31,624
Taxes accrued................................... 6,161 4,359
Interest accrued................................ 5,039 2,808
0ther........................................... 11,695 11,127

Total................................... 52,952 49,918

Deferred Credits.................................. 38,595 38,135

Re s e rve s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,039 10,012
Commitments and Contingencies

TOTAL.............................. $332,647 S331,804

See Notes to Financial Statements.

.
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NEW ORLEANS PUBLIC SERVICE INC.
STATEMENTS OF INCOME

For the Three Months Ended March 31, 1981 and 1980
(Unaudited)

1981 1980
(In Thousands)

Operating Revenues:
Electric.............................................. $53,799 $54,607
Natural gas........................................... 34,079 29,035
Transit............................................... 11,963 10,383

Tota 1............................................. 99,841 94,025

Operating Expenses:
Operation:

Fuel for electric generation........................ 20,934 26,541
Purchased power..................................... 17,366 10,840
Gas purchased for resale............................ 27,037 22,422
0ther................<.............................. 17,569 16.120

Maintenance........................................... 6,105 5,722
Depreciation.......................................... 3,600 3,513
Taxes other than income taxes......................... 4,697 4,270
Income taxes........................................... (127) 685

Total............................................. 97,181 90,113

Operating Income...................... ................. 2,660 3,912

Other Income:
Allowance for equity funds used during construction... 37 45
Miscellaneous income and deductions - net.............- 1,322 781
Income taxes-cr................... ................... (596) (334)

Total.............................. .............. 763 492

Interest and Other Charges:
Interes t on long-te rm deb t . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,190 2,190
Other interest - net.................................. 411 412
Allowance for borrowed funds used during

construction-cr..................................... (14) (47)
Tota1............................................. 2,587 2,555

Net Income.............................................. 836 1,849
Preferred Dividend Requirements......................... 820 273_

Ealance for Common Stock................................ $ 16 $ 1,576

See Notea to Financial Statements.
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NEW ORLEANS PUBLIC SERVICE INC.
STATEMENTS OF CHANGES IN FINANCIAL POSITION

for the Three Months Ended March 31, 1981 and 1980-

(Unaudited)

1981 1980
(In Thousands)

Funds Provided By:
Operations:

Net income..................................... S 836 $ 1,849
Depreciation................................... 3,600 3,513
Deferred income taxes and investment tax

credit adj us tments - ne t . . . . . . . . . . . . . . . . . . . . . 487 408
Allowance for funds used during construction. . . (51) (92)

Total funds provided by operations. . . . . . . 4,872 5,678
Other:

Allowance for funds used during construction.. . 51 92
Decrease in working capital *. . . . . . . . . . . . . . . . . . . 271 7,394
Miscellaneous - net............................ 457....

Total funds provided by operations and
other.................................. 5,194 13,621

Financing and other transactions:
P re f e r re d s t o ck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,720....

Short-te rm investments......................... 2,9 00 ....

Total funds provided by financing and
o th e r t rans ac tion s . . . . . . . . . . . . . . . . . . . . . 2,900 14,720

Tocal funds provided................. S 8,094 S28,341

Funds Applied To:
Utility plant additions:

Construction expenditures for utility plant. . . . S 3,677 $ 5,671
Other - net.................................... (5)....

Total gross additions (includes
allowance for funds used during
construction)............................ 3,677 5,666

Other:
Dividends declared on preferred stock. . . . . . . . . . 820 241
Dividends declared on common stock. . . . . . . . . . . . . 2,689 2,434
Miscellaneous - net............................ 908 ....

Total funds applied to other............. 4,417 2,675
Financing transactions - short-term

s e c u ri t i e s - n e t. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,000....

Total funds applied.................. S 8,094 S28,341

* Working capital does not include short-term securities or current maturities of long-tern,
debt. The 1981 net decrease in working capital is primarily due to an increase in
interest accrued reduced by an increase in cash and special deposits; the 1980 net
decrease is primarily due to a decrease in accounts and notes receivable and an
increase in accounts payable reduced by an increase in other current assets.

See Notes to Financial Statements.
. , ,
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NEW ORLEANS PliBLIC SERVICE INC.
NOTES TO FT.NANCIAL STATEMENTS

Note 1. Commitments and Contingencies

At January 31, 1981, NOPSI's constructitn program contemplated expenditures of approx
imately $20 million in 1981, $29 mil) ion in 1982 and $50 million in 1963.

NOPSI has a 13% interest in SFI, a jointly-owned subsidiary of the four System
operating compcnies. SFI operates on a non-profit basis for purposes of planning and

implementing programs for the procurement of fuel supplies for the operating
companies; its costs are primarily recovered through charges for fuel delivered.

The parent companies of SFI have made loans to SFI to finance its fuel supply
, business under a loan agreement dated Jan sary 4,1970, as amended January 1,1981,
! which provides for _FI to borrow up to $261,500,000 from its parent. companies through
| December 31, 1981. As of March 31, 1981, NOPSI had loaned $6,550,000 to SFI pursuant

to this loan agreement and NOPSI's share of the unused loan cammitment is $17,550,000.
Notes under this agreement mature December 31, 2006. In addition, PSPSI had loaned
SFI $4,564,250 under previous loan agreements. Notes mature ia 10 and 25 years from
date of borrowing under the provisions og the previous loan agreements.

In a suit pending against NOPSI concerning matters related to NOPSI's fuel
adjustment clause in its electric rate schedules, the District Court has, cfter
trial in December 1979, entered a judgment in favor of NOPSI. Tha plaintiffs have
appealed. A suit has also been filed against NOPSI regarding the tubsidization of its
transit operation with revenues which NOPSI has received from its electric and gas
operations. It is the opinion of NOPSI that final disposition of these suits will
not have a material adverse effect on its financial position or results of operations.

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 and NOPSI was
permitted to continue to collect the increased fare until November 1977 when the

Louisiana Supreme Court refused to review an Appeals Court judgment in favor of the
plaintiffs. 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. In May 1979 the trial court granted plaintiffs' request for a Summary Judgment
against NOPSI and the Council. The court awarded the plaintiffs $5,518,990 (plus
judicial interest), o be paid through a transit fare reduction, and attorneys' faes
of $100,000. NOPSI and the Council appealed this judgment. On November 14, 1980,
the Court of Appeal annulled the Summary Judgment and returned this matter to the
District Court. The plaintiffs and defendants both sought review of this matter. On
January 26, 1981, the Louisiana Supreme Court refused to hear the case and returned
the parties to the District Court. Under the transit subsidy agreement with the
City of New Orleans, NOPSI's maximum exposure to loss in this matter would be 70% of
the amount of any ultimate liability resulting from this litigation. This matter is
still pending; however, should any material adjustment be necessary, it will be
retroactively applied to the operations of 1976 and 1.977 when such fares were collected.

See Middle South Utilities, Inc. and Subsidiaries Notes to Consolidated Financial

Statements for information regarding certain commitments and financing obligations of
the Middle South System, including NOPSI.

No'te 2.. Rate Increases

.ee Part II, Item 1. " Legal Proceedings" regarding NOPSI's rate increases.

-30-
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NEW ORLEANS PUBLIC SERVICE INC.

In the opinion of NOPSI, the accompanying unaudited condensed financial
statements contain all adjustments (consisting of only normal recurring accruals)
necessary to a fair statement of the results for the interim periods presented.

The financial stat anents required by Rule 10-01 of Regulation S-X have been
reviewed by independent public accountants as stated in their report included herein.

i

!

|
|

a



NEW ORLEANS PUBLIC SERVICE INC.- -

MANAGDIENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Financial Condition

NOPSI's financial condition at March 31, 1981, continued to reflect the urgent
need for adequate electric and gas rate relief as, for the twelve months ended March
31, 1981, NOPSI's return on common equity was 3.21%, down from 5.19% for the year
1980. NOPSI paid over $2.6 million of its 1981 first quarter common dividend out of
retained earnings. The indenture provisions relating to NOPSI's first mortgage bonds
provide restrictions on the payment of cash dividends on common stock. As a result of
NOPSI's depressed earnings and recent payments of common dividends out of retained

[ earnings, at March 31,1981, only $1.2 million of retained earnings were free from
| such restrictions.

In response to NOPSI's April 1980 application to the Council for electric and gas
rate relief, on April 9,1981, the Council authorized NOPSI to increase its annual
retail electric and gas rates approximately $18.9 million and $8.0 m'illion, respectively,
effective for bills rendered on and after April 13, 1981. NOPSI had requested annual
increases in its electric and gas rates of approximately $23.3 million and $9.2 million,
respectively. It is expected that haplementation of these increased rates should
produce some improvement in NOPSI's financial condition and results of operations.

Liquidity and Capital Resources

At March 31, 1981, NOPSI's earnings coverage for its first mortgage bonds was
1.99 times the annual mortgage bond interest requirements, and its earnings coverage
for preferred stock was 1.18 times the annual interest charges and preferred dividend
requirements . Since under NOPSI's governing instruments the minimum earnings coverage
tests are 2.0 times for selling additional first mortgage bonds and 1.5 tLmes for
selling additional preferred stock, NOPSI is currently prohibited from selling first
mortgage bonds or preferred stock.

Funds for construction expenditures of $3.7 million for the quarter ended March
31, 1981, were obtained through internally generated funds and the application of
funds previously held in short-term investments. There were no short-term borrowings
during the period. NOPSI contemplates that its construction and other corporate
commitments for the remainder of 1981 will be financed through the use of internally
generated funds, temporary investments on hand at March 31 and short-term borrowings.
No permanent financing is anticipated in 1981.

At March 31, 1981, CWIP was $4.0 million, less than 1% of plant in service.

Resulta of Operations

Net income decreased $1.0 million or 55% compared to the corresponding quarter
in 1980. This decrease is due primarily to continuing inflationary increases in the
costs of wages, employee benefits, materials and supplies and services and the lack
of adequate rate relief to provide for th recovery of these increased costs.

| Summary

As stated under Financial Condition, NOPSI received authorization from the Counci
in April 1981 to increase electric and gas rates $26.9 million, or approximately 82%
of its original spplication of $32.5 million. It is anticipated that NOPSI's financial
condition should improve during the remaining months of '0** However, because the
amount of increase authorized was less than that requesti J a 1930 test year was usedi

'

in the ratt proceedings, the increased revenues will probao.y not be adequate to enable
NOPSI to earn the 15% return on common equity authorized by the Council.

e
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MIDDLE SOUTH UTILITIES, INC. AND SUBSIDIARIES
PART II. OTHER INFORMATION

Item 1. Legal Proceedings

Middle So Ah Utilities, Inc. and Subsidiaries

MSU

(a) As previously discussed on page 34 of Form 10-K for the year ended
December 31, 1980, the NSPS revised by the EPA under the Clean Air
Act Amendments of 1977 were challenged in litigation in the United
States Court of Appeals for the District of Columbia Circuit by the
System operating companies and MSS as members of a group of' utilities.
On April 29, 1981, the Appeals Court upheld the EPA's revised NSPS.
The System operating companies and FSS are currently studying the impact
this decision will have on the Middle South System.

AP&L

(a) On May 1, 1981, AP&L filed with the APSC an application to increase its
retail rates in Arkansas a total of approximately $65.2 million on an
annual basis. This proposed increase is in addition to the $130.1 million

retait rate increase request now pending before the APSC. Consequently,
any reduction by the APSC in the $130.1 million request will increase
the amount being sought in this new filing.

(b) Also, on May 1, 1981, AP&L filed with the APSC an interim surcharge
tariff, pursuant to the provisions of an Arkansas law enacted in 1981

which permits recovery of certain costs and expenses reasonably incurred
by AP&L as a direct result of legal requirements relating to the protection of
public health, safety, or the environment. The total annual effect of the
interim surcharge is approximately $3.3 million. This surcharge became
effective upon filing, subject to refund, pending approval of the APSC.
This emount is included in and does not re present an additional increase
over and above the $65.2 million rate increase request referred to above,
and the interim surcharge will remain in ef fect only until such time as
rate schedules in the $65.2 million case becone effective.

!

LP&L
(a) As previously discussed on page 37 of Form 10-K for the year ended

December 31, 1980, petitions for leave to intervene in LP&L's Waterford
No. 3 operating license proceeding presently before the NRC were filed

! by Oystershell Alliance, Inc. , Save Our Wetland:, Inc. and by Louisiana
Consumers' League, Inc. LP&L answered and opposed such petitions but,

; over LP&L's opposition, these petitions to int'ervene have been granted.
'

The application for the operating license is pending.

MP&L

(a) As previously discussed on page 40 of Form 10-K for the year ended
December 31, 1980, the United States filed suit against MP&L on August
9, 1974 in the United States District Court for the Southern District of
Mississippi seeking (1) a determination that MP&L is a government contractor
as defined 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) an order

|
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Item 1. Legal Proceedings (continued)

enjoining MP&L from refusing to comply with the terms and conditions
imposed by the Executive Order. On appeal, on March 6, 1981, the Court of
Appeals for the Fifth Circuit ruled against MP&L and held that Executive
Order 11246 and implementing regulations issued thereunder were statutorily
authorized and a proper exercise of congressional delegated authcrity and
could be applied to MP&L, and that searches thereunder were properly
limited in scope, but remanded the case to the District Court for a
factual determination as to how the United States would initiate warrant-
less searches of utilities' records. MP&L plans to petition the United
States Supreme Court for writ of certiorari.

NOPSI

(a) As previously discussed on page 15 of Form 10-K for the year ended
December 31, 1980, NOPSI filed an 17 plication with the Council for an
increase in its retail electric rates and its retail gas rates designed
to produce annually approximately $23.3 million and $9.2 million,
respectively, of increased revenues based on a projected December 31, 1980
test year. On April 9, 1981, the Council authorized NOPSI to increase
electric and gas rates $18.9 million and $8.0 million, respectively,
effective for bills rendered on and after April 13, 1981.

The request by NOPSI for a generation capability adjustment clause was
separated from the rate application by the Council and it will be
considered at a later date in 1981.

Item 4. Submission of Matters to a Vote of Security Holders

MP&L

(a) On April 29, 1981, a Special Meeting of the holders of MP&L's Common Stock
and Preferred Stock was held at the office of MP&L in Jackson, Mississippi
for the purpr at acting upon a proposal to amend MP&L's Restated
Articles of Incorporation so as to increase the number of authorized shares
of MP&L's Cormon Stock from 5,000,000 shares to 15,000,000 shares, and
to increase the numbar of authorized shares of MP&L's serial Preferred
Stock, $100 par value, from 704,476 shares to 2,004,476 shares. The
resolution to increase the number of authorized shares of Common Stock and
Preferred Stock of MP&L and to amend the Restated Articles of Incorporation
of MP&L was adopted by the requisite vote of the Stockholders of MP&L.
There were present in person or by proxy at the meeting the holders of
record of two shares of Preferred Stock and 4,540,000 shares of Common
Stock. All of the shares of Common Stock and the two shares of Preferred
Stock of MP&L were voted for the resolution, and there were no votes

| against the resolution. No other business came before the meeting.

(b) On April 1,1981, the Board of Directors of MP&L amended Section 8 of the
By-Laws of MP&L so as to increase the number of directors from twelve to
thirteen, and, on April 1, 1981, by an Action of Stockholders Without a
Meeting, MSU, the sole owner of all the outstanding Common Stock of
MP&L, elected Frank S. York, Jr., Vice President and Secretary of MP&L,
to fill the resulting vacancy on MP&L's Board of Directors.

.
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Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits

AP&L
20 - Indenture of Mortgage and Deed of Trust, dated as of March 1,1978, from

Associated Natural Gas Company to Commerce Bank of Kansas City, N.A. (filed

as Exhibit A-5 to Rule 24 Certificate in 70-5902).

MP&L
3- Copy of By-Laws of MP&L as amended April 1,1981, and presently in ef fect

(filed under Item 13 (b), MP&L,1980 Form U5S).

(b-) Reports on Form 8-K

On February 4,1981, NOPSI filed for the month of January 1981, under
Item 5 "Other Materially Important Eventa," information concerning
the execution with the City of New Orleans of a subsidy agreement for 1981
which provides, among other things and with certain limitations, for
the subsidy of NOPSI's transit operations by the City of New Or1 Gas.

_ . _ _ _ _ _ _ _ _ _ _ _ _ _ _ . ___. _ _ I
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, each
registrant has duly caused tiils report to be signed on its behalf *.y 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 subsidiary.

i

MIDDLE SOUTH UTILITIES, INC.
,

/s/ Edwin Lupberger /s/ Rodney J. Estrada
Edwin Lupberger, Senior Vice President - Rodney J. Estrada, Treasurer
Chief Financial Officer

ARKANSAS POWER & LIGHT COMPANY
;

}

/s/ John J. Harton /s/ Jerry D. Jackson |

Jdan J. Harton, Vice President, Jerry D. Jackson, Senior Vice
Treasurer and Assistant Secretary, President and Secretary
Chief Financial Officer

LOUISIANA POWER & LIGHT COMPANY

/s/ J. H. Erwin Jr. /s/ W. H. Talbot
J. H. Erwin, Jr., Vice President and W. H. Talbot, Secretary and
Treasurer Controller

i MISSISSIPPI POWER & LIGHT COMPANY

/s/ F. S. York, Jr. /s/ J. R. Lartin
F. S. York, Jr , Vice President, J. R. Martin, Treasurer.

Finance and Secretary

NEW ORLEANS PUBLIC SERVICE INC.

/s/ John H. Chavanne /s/ William C. Nelson
John H. Chavanne, Vice President - William C. Nelson, Vice President,

Finance and Treasurer Administration and Legal and
Secretary

.
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WASHINGTON, D.C. 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended Decennber 31,1980

Comnussion Registrant; State of Incorporation; I.R.S. Eni% oyer
File number Address; and Telephone Number Identificatian No.

1-3517 51roor.s Soura Uru.rrIts, INc. 13-5550175
(A Florida Corporation)
225 Baronne Street
New Orleans, Louisiana 70112
Telephone (504) 529-5262

0-375 ARKANSAS POWER & LIGHT COMPANY 71-0005900
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Securities registered pursuant to Section 12(b) of the Act:
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Pacific Stock Exchange

Incorporated

Securities registered pursuant to Section 12(g) of the Aet:
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Arkansas Power & Light Company Preferred Stock, Cumulative, $100 Par Value
|

Preferred Stock, Cumulative, $25 Par Value
Louisiana Power & Light Company Preferred Stock, Cumukivt, $100 Par Value

Preferred Stock. Cumulative, $25 Par Value
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New Orleans Public Service Inc. Preferred Stock, Cumulative, $100 Par Value'

i
4H7o Preferred Stock, Cumulative, $100 Par Value
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The aggregate market value of Middle South Utilities, Inc. Common Stock, $5 Par Value, held
by non-airdiates, was $1,309,488,651, based on the reported last sale price of such stock on the New York
Stock Exchange on February 27,1981. Middle South Utilities, Inc. is the sole holder of the common stock
of Arkansas Power & Light Company, Louisiana Power & Light Company, Mississippi Power & Light
Company and New Orleans Public Service Inc.*

DOCUMENTS INCORPORATED BY REFERENCE

Part of Form 10.K
Into Which Document

Description Is Incorporated

Porticas of Annual Reports to Shareholders of the following com-
panies for the fiscal year ended December 31,1980 as set forth in
Part II:

Middle South Utilities, Inc.
Arkansas Power & Light Company Part II
Louisiana Pour & Light Company
Mississippi Power & Light Company
New Orleans Public Service Inc.

Portions of Proxy Statement of Middle South Utilities, Inc. to be filed
in connection with its Annual Meeting of Stockholders to be held Part III
May 15,1981 as set forth in Part III
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This combined Form 10.K is separately filed by Middle South Ut lities, Inc., Arkansas Power & Lfght
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 Abbreviation

or or
Acronym Term Acronym Term

AEC Atomic Energy Commission FERC . . . . . . . . . . . . Federal Energy Regulatory. ..........

Commission
AECC . . . . . Arkansas Electric Cooperative.....

Corporation FP C . . . . . . . . . . . . . . . Federal Power Commission

i AFDC.......... blowance for Funds Used FWPCA . . . . . . . . . . Federal Water Pollution Con-
| During Construction trol Act

Ambient Air Standards National Ambient Air Quality Grand Gulf Plant MSE's Grand Gulf Generating. .

Standards Station (nuclear)

ANO . . . . . . . . . . . . . . . AP&L's Arkansas Nuclear Holfag Company Act Public Utility Holding Com-
One Generating Station pany Act of 1935

ANO No.1. . . . . . . . Unit No.1 of ANO Independence Plant . . . AP&L's Independence Steam
Electric Generating Station

ANO No. 2 . . . . . . . Unit No. 2 of ANO (coal)

AP&L . . . . . . . . . . . . Arkansas Power & Light Jonesboro City Water and Light Plant of. ... ...

Company the City of Jonesboro, Jones-
' ^# '#8

APSC Arkansas Public Service.............

Commission LP&L.. . ........ Louisiana Power & Light
mPany

Ark-Mo . . . . . . . . . . . . . Arkansas-Missouri Power
Company LPSC . . . . . . . . . . . . . . Louisiana Pnblic Service

. Commission
Associated . . . . . . . . . . Associated Natural Gas

Company MEAM. Municipal Energy Agency of........

Mississippi
Company or MSU . . Middle South Utilities,Inc.

Middle Soutn System . The Company and its various
Conway . . . . . . . . . . . . . The City of Conway, Arkansas direct and indirect subsid-

laries
| Council . . . . Council of the City of New.

Orleans MP&L . . . . . . . . . . . . . Mississippi Power & Light

CWIP Construction Work in Company
. ..........

Progress
MPSC . . . . . . . . . . Mississippi Public Service

DOE . . . . . . . . . . . . . Department of Energy Commission

EPA . . . . . . . . . . . . . . . Environmental Protection MSE Middle South Energy, Inc.. .. . ......

^E*""I MSS . . . . Middle South Services, Inc..........

EPRI . . . . . . . . . . . . Electric Power Research
Institute MSU or Company Middle South Utilities, Inc..

ERA.. Economic Regulatory Admin. NOPSI New Orleans Public Service..... ..
...........

istration Inc.

ERDA Energy Research and Develop- NPDES . National Pollutant Discharge............

i ment Administration Elimination System

l
,

L



iAbbreviation Abbreviationor . .or -Acronym Term Acronym _ Term
.

|
NRC . . . . . . . . . . . . . . . Nuclear Regulatory System Agra. tmt .. . Agimient, effective July 2, ' '

Cevnmnsion 1973, among the System op-
erating commates and Ark-

NSPS . . . . . . . . . . . . . . New Source Performance Mo. n.iating to the sharmg
Standards of generating capscity and

other power sources
Osceola . . . . . . . . . . . . The City of Osceola, Ark = nam' System hug com-
PSCM Public Service Commission of pames . . . . . . . . . . . . AP&L. LP&L, MP&L and.............

Missoon yop31

TPSC . . . . . . . . . . . . . . Tennessee Public Service
PSD . . . . . . . . . . . . . . . Prevention of Significant De- Commission

terioration of Air Quahty TVA . . . . . . . . . . . . . . . Tennessee Valley Authority

RCRA Resource Conservation and United . . . . . . . . . . . . United Gas Pipe Line.............
.

Recovery Act Company

Watcrford No. 3 . . . . . LP&L's Waterforri Stemn"cynolds Reynolds Metals Company E!cetric Cens.i-s Station
. ...........

-Unit No. 3 (nuclear)
SEC . . . . . . . . . . . . . . . Securities and Exchange

West Memphis . . . . . . The City of West Memphis,Commission
Arkansas

.5 FI . . . . . . . . . . . . . . . . System Fuels, Inc. White Bluf Plant . . . . AP&L's White Bluf Steam
Electric Generating Station

SMEPA . . . . . . . . . . . . South Mississippi Electric (coal)
Power Association White Bluf No.1. . .. Unit No.1 of the White Bluf

Plant
S?A . . . . . . . . . . . . . . . Southwestern Power Arfminis- White Bluf No. 2 . .. . Unit No. 2 of the White Bluftration Plant

.
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PART I
* Item 1. Businees

_
GENERAL

MSU, incorpe ated under the laws of the State of Florida on May 27, 1949, is a holding company
registered under the Holding Company Act and neither owns ner operates any physical properties. MSU
is the owner of all the outstanding common stock of its operating subsidiaries, AP&L, LP&L, MP&L
and NOPSI.,

Effective as of January 1,1981, the electric operations of Ark-Mo, the common stock of which
had been owned by MSU, were consolidated with those of AP&L. Ark-Mo's wholly-owned subsidiary,
Associated, became a subsidiary of AP&L. See " Regulation and Litigation-Helding Company Act"
for f arther i . formation with respect to the consolidation of the operations of AP&L and Ark-Mo.

The two other wholly-owned principal subsidiaries of MSU at: MSS, a service company, and MSE, a
generating company formed in 1974 to unuertake 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.

INDUSTRY AND COMPANY PROBLEMS

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 camplex ne,v generating units needed to meet current and future service
requirements of customers, increaseu rince on capital markets with higher costs and limited availability
of both equity and borrowed capital, compliance with environmental requirements, controversies over
the use of nuclear power, regulatory lag in granting needed rate increases and the inadequacy of soch
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
affecting the Middle South System.

Construction Program and Financing Requir-ments and Restrictions

Construction expenditures (exclusive of nuclear ;uel costs) for the Middle South System during the
period of 1981 through 1983 were estimated at Janoary 31,1981 by MSU to be $2,437 million (including
$556 million in AFDC). In addition, during the period 1981 through 1983, the Middle South System

|
will need to raise $306 million to refinance maturing debt or to meet sinking fund requirements and

; $9 million to redeem preferred sto.te pursuant to sinking fund requirements. During this period, the
Middle South System will need to btain a substantial portion of these funds in the financial markets,

,

l which have been characterized in rent years by high interest rates for debt and high dividend rates for
prefe red stock as well as limited availability of capital. Moreover, the System operating companies'
ability to issue additional first mortgage bonds and shares of preferred stock is limited by certain earnings
coverage tests.

Under their respective earnings coverage tests as of December 31, 1980, AP&L would have been
i precluded from issuing additional first mortgage bonds, except for refunding purposes, and AP&L and

NOPSI would have been precluded from issuing any additional preferred :teck. Based upon the same
coverage tests and assuming the availability of bondable property. LP&L. MP&L and NOPSI could
have issued, based on earnings which, in the case of LP&L. include $8,037,000 of revenues subject
to refund, in the aggregate, approximately $115,000,000 of preferred stock at an assumed annual
dividend rate of 16% or $240,000,000 of first mortgage bonds at an assumed annual interest rate of 16%,
plus any first mortgage bonds issued for refunding purposes. (See " Future Financing" for the amounts

1,

|

|
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of bonds or preferred stock issuabla at December 31,1980 by AP&L, LP&L, MP,&L and NOPSI.under -
their respective covrraga trsts, and f:r future financing requiremmts, including those cf SFI and MSE.)
'Itc future ability of AP&L, LP&L, MP&L and NOPSI to issue additional first mortgage bonds and
preferred stock is contingent upon increases in their earnings and upon their ability to obtain adequate
rete relief. (See " Rate Matters".)

To satisfy the Snancing requirements of its construction progran during 1981-1983, MSE is nego-
tinting additional borrowing arrangements (see " Future Financing").,

\

.

In April 1980, as a rec.:lt of record levels of financing costs and other inflationary pressures resulting|

i: reduced earnings in certain of the Company's subsidiaries, the Middle South Systun initiated a
e oncentrated effort to reduce cash outlays and financing requirements. All areas of the construction
. iogram were reviewed for possible reductions, including proposed expenditures for generation, trans-
mission and distribution facilities. I. 4ddition, reductions were sought in operating expenses and working
spital requirements. The construction program discussed herein reflects these efforts.

1, A Presidential Commission, Cocgress and the NRC have investigated the cause of the incident
yhich occurred at the Three Mile Island Unit 2 nuclear power plant located near Harrisburg, Pennsyl-nnia. The report of the Presidential Conunt. in recommended, among cJ2er things, that the NRC be

. organized and that the NRC or its successor should, on a case-by-case basis, before issuing a new
. anstruction permit or operating license in respect of a nuclear generating plant: (a) assess the need to
i ntroduce new safety improvements recommended in the report and in NRC and industry studies; (b)
rrview the competency of the prospective operating licensee to manage the plant and the adequacy of its
. raining program for operating personnel; and (c) condition licensing upsn review and approval of state

j - md lo u emergency plans.

As a result of the Presidential, Congressional and NRC studies, the NRC issued a document titled,
"NRC Action Plan Developed as a Result of the TMI-2 Accident" in May 1980. Two other documents
were issued which provided guidance for establishing radiological emergency plans and support facilities.
The above documents require upgraded training and qualifications for operating personnel, improved
accident and transient response procedures, plant systems safety improvements. establishment of emer-
:,ency support facilities and a plar: cmergency plan that provides for federal, state and local government

; iavolvement in responding to a radiological emergency. These documents and subsequent NRC corre-
spondence have been thoroughly studied by the affected companies in the Middle South System and
:abstantial implementatien work was already underway by the end of 1980. Additional TMI-2 related
.aodifications are scheduled to be made in 1981 at both ANO units. Applicable TMI-2 related modi-
5 cations are being incorporated in Waterford No. 3 and Unit Nos.1 and 2 of the Grand Gulf Plant|

and the currently scheduled start-up dates reflect the inclusion of applicable TMI-2 related require-
| ments imposed to date by the NRC. See " Atomic Energy Act of 1954 and Energy Reorgamzation
'

Act of 1974" for furtner information with respect to applicable TMI-2 related modifications.

Waterford No. 3 is presently scheduled to go into commercial operation by April 1983 and Unit
Nos. I and 2 of the Grand Gulf Plant by April 1982 and in 1986, respectively. Delay in presently scheduled
completion would substantially increase the cost of these units (see " Construction Program").

|
Fuel Supply

The Middle South System has planned to rely increasingly on nuclear fuel and coal in an effort
to further diversify its generating fuels base which in recent years has been dependent upon supplies of
natural gas and fuel oil. The Middle South System's first two nuclear-fueled generating units went
into commercial operation in December 1974 and March 1980, respectively. The first coal fueled unit
went into commercial operation in August 1980. In addition, the Middle South System presently has
under construction three nuclear fuefed units and three coal-fueled units (see " Construction Program").
For further information with respect to supplies of nuclear fuel and coal, see " Fuel Supply".
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For infonnation with respect to the extent of the Middle South Sy -tem's dependence on natural gas
for boiler fuel, the supply of naural gas currently available to the Midd.e South System, the use of oil as
a boiler fuel by the Middle South System, the increasing costs of both natural gas and oil for boiier fuel
and the relatively greater cost of oil, see " Fuel Supply",,

Ne-d for Rate Relief and Rate Matters

To continue construction programs, to onset incteasing costs in connection with operations and to
maintain earnings at acceptable levels, 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".)

Compliance With Ensironmental Standards

Oil, coal and nuclear-fueled generation require various types of podution control equipment. While
the Middle South System generally is not experiencing significant delays attributable to environmental
standards, it is incurring additional capital costs and operational expenses to meet such :;tandards and may,
in the future, incur additional costs and expenses. The System operating companies have had no difficulty
in compiying with present air quality standards when burning soldy natural gas as boiler fuel. (See
" Fuel Supply" and " Regulation ar.d Litigation-Environmental Regulation".)

Federal Legislation

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 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 the System operating companies relating to their
use of natural gas as power plant fuel and related legal proceedings.

The State of Mississippi and the MPSC filed a suit in the United States District Court for the
Southern District of Mississippi challenging the constitutionality of the Federal energy legislation
referred to in clauses (i) through (iii) above. MP&L intervened in the suit in support of the State
of Mississippi and the MPSC. In February 1981, the District Court ruled in favor of the State of
Mississippi, the MPSC and MP&L and held that portions of such legislation were unconstitutional.
In March 1981, the FERC and the Secretary of Energy, defendants in the suit, appealed the ruling to the
United States Supreme Court. The Middle South System cannot. at this time. predict the effect of this
litigation.

The System operating companies are petitioners in litigation. which is pending bem 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 prohibit and/or regulate the use of
petroleum or natural gas as a primary energy source in electric power plants. (See " Fuel Supply".)
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CUSINESS OF SYSTEM OPERATING COMPANIES a *

.

As of December 31,1980, the Middle South System furnished electric service to 1,430 communities, of
'4ch 18 were served at wholesale, and to extensive rural areas at wholesale and retail, in the States of.

.cansas, Ieuisiana, Mississippi and Missouri. In addition, NOPSI furnished gas and transit services
' . the City of New Orleans and Associated provided gas service in certain areas of the States of Arkansas

1 Missouri. For infornation with respect to the status of the disposition of the gas properties of
sociated and the divestiture of the transit properties of NOPSI, see " Regulation and Litigation-
alding Company Act". For information with respect to the consolidation of the electric operations

. Ark-Mo with those of AP&L, reference is made to " Future Financing", " Rate Matters---AP&L" and
%gulation and Litigation-Holding Company Act."

The aggregate population of the Middle South System area is approximately 5,000,000. Although
. area is predominantly agricultural, it has a large number of natural resource industries and has had a

'

.tinued growth of icdustry.

As of December 31,1980, the Middle South System provided electric service to 1,546,733 customers
ad ;;as service to 241,565 customers as indicated below:

Customers at
D-==her 31,1980

Area Served Elecme Gas
_

AP&L . . . . . . . . . . . . . . . Pouions of State of Arimn= 469,013 -

I P&T , . . . . . . . . . . . . . . Portions of State of Louisiana 515,904 -

M P&L . . . . . . . . . . . . . . Portions of State of Mississippi 307,414 -

.70 PSI ............. City of New Orleans with exception of one
, ward provided electric service by LP&L 195,273 176,539
( Ark.Mo . . . . . . . . . . . . . Portions of States of Arkansas and Missouri 59,134 -

I

Associated . . . . . . . . . . . Portions of States of Arkansas and Missouri 65,026-

Con:olidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,546,733 241,565
l

telected 1980 sales data for the registrants is listed below:

Selected Electric Energy Sales Date-1980

Consolidated AP&L LP&L MP&L NOPSI
(Millionsof KWH)

bales to ultimate customers . . . . . . . . . . . . . . . . . 50,055 14,540 21,700 7,591 4,810

Sales for resale--affiliates . . . . . . . . . . . . . . . . . . 2,636 1,254 4,250 772-

-others . . . . . . . . . . . . . . . . . . . . 5,099 2,809 991 1,079 137
To t al . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55.154 19,985 23,945 12,920 5,719

Average use per residential customer (IGVH) 11,968 11,112 14,177 11,687 9,677

Selected Natural Gas Sales Date-1980
Consolidated NOPSI

Sales to ultimate customers (Million Cubic Feet) . . . . . . . . . . . . . . . . . . . . . . 39,482 27,564

The effect of natural gas and transit operations on consolidated operating revenues and income for
each of the three years in the period ended December 31,1980 is immaterial on a consolidated basis, but
signif; NOPSI. The following table shows consolidated operating revent.cs and operating income
by type ot business (expressed as percentages) for each of the three years in the period ended December 31,

4
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1980. (See "NOPSI Industry Segments" for a similar description of NOPSI's business segments.)
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.

Year Ended December 31

1980* 1979* 1978*

Consolidated

Operating Revenues

Electric 93.1 % 91.6 % 91.9 %..... .. .......... |

.

Natural gas . . . . . . . . . . . . . . 5.0 6.4 5.9 |

| Transit . . . . . . . . . . . . . . . . . . . . 1.9 2.0 2.2

100.0 % 100.0 % 100.0 %Total . . . . . . . . . . . . . . . .

Operating Income (Loss):
Electric . . . . . . . . . . . . . . . . . . . . 100.1 % 99.5 % 97.8 %

Natural gas . . . . . . . . . . . . . . . . . 0.8 1.5 2.0

Transit and other . . . . . . . . . . . . (0.9) (1.0) 0.2

Total . . . . . . . . . . . . . . . . . 100.0 % 100.0 % 100.0 %

a Includes adjustment for transit subsidy. See " Regulation and Litigation-Holding Company Ac"
regarding the subsidy of NOPSI's transit operations by the City of New Orleans and "NOPSI Industy
Segments" for information concerning the reclassification of certain revenues in 1980,1979 and 1978.

The System operating companies generally are not in direct competition with privately or municipally
owned electric utilities. However, a few municipalities distribute electricity within their corporate limits
and environs and some of these generate all or a portion of their requirements.

A number of electric ecoperative associations or corporations serve a substantial number of retail
customers in or adjacent to areas served by the System operating companies. Some of these cooperatives
purchase all or a major portion of their energy requirements at wholesale rates frem certain of the System,

operating companies. During the year ended December 31,1980, the total revenue received by the 31iddle
i South System from service supplied to rural electric cooperatives was 3.3% of consolidated electric

operating revenues. Certain cooperatives in Arkansas. Louisiana and 31ississippi are participants in
arrangements for the construction and operation of steam electric generating stations. These arrangementsI

have superseded in part and may supersede in whole or in part the 31iddle South System as the supplier
i of the power requirements of these cooperatives.

Revenues derived from certain power supply contracts with Reynolds constituted approximately 9.2%
of AP&L's total operating revenues for the year ended December 31, 1980. 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 capacity 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 contract to cancel upon 24 months written notice after any adverse rate adjustment, while the second
contract allows Reynolds to cancel with one year's prior written notice. (See " Regulation and Litigation-
Other Regulation and Litigation" for recently concluded litigation with respect to AP&L's contract with
Reynolds and the United States of America.)

.
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A total of 12,406 persons were employed by the Middle South System at year.end 1980. Included in,
tha above number are 213 part. time employees. Detads follow: -

December 31,1980

Fu!I Part Total
Time Time Employees

MSU........................................... 3 3-

AP&L........................................... 3,882 61 3,943
iLP&L........................................... 2,342 M 2,376

M P&L . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,892 64 1,956
NOPSI......................................... 2,913 46 2,959
Other =nh id i= ries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,161 8 1,169

_

Total.................................... 12,193 213 12,406
====== === ======

CONSTRUCTION PROGRAM

The 1981-1983 construction expenditures (exclusive of nuclear fuel costs) for the Middle South
Synem were eeimated at January 31, 1981 by MSU to total $2,437 million. The estimates by years
e.re as follows: 1981, $897 million; 1982, $836 mi!! ion; and 1983, $704 million (including AFDC of
.160 n:illion for 1981, $182 million for 1982, and $114 million for 1983). These estimates by company
r.re as follows:

1981 1982 1983

(In Millions)Registrants:

AP&L......................................... $326(1) $189 $166LP&L......................................... 280 294 191
MP&L........................................ 64(2) 90 69
N OPS I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 29 50 -

| Other subsidiary:
'

MSE.......................................... 207 234 228!

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . $897 $836 $704
|

""" ~

t
(1) This amount includes an assumed reimbursement in 1981 b

of construction expenditures of White Bluff No. I and Unit Nos.y AP&L to AECC for AP&L's share1 and 2 of the Independence Plant
made by AECC smce fune 1,1980. This amount does not reflect the reimbursement assumed to be
made in 1981 by MP&, to AP&L of approximatel $103 million which represents an initial payment
in conjunction with MP&L's proposed acqu? tion o an interest in the Independence Plant. See below
under this subbendi g.

(2) ' Ibis amount excludes the $103 million payment by MP&L to AP&L described in (1) above.
The estimated construction expenditures for 1981 for AP&L, LP&L, MP&L, NOPSI and MSE

and on a consolidated basis, include:

Trans- Distri- Other
Prodochen mission bution Plant !

Registrants:

AP&L.......................................... $243 $35 $39 $9
LP&L.......................................... 236 9 34 1

MP&L.......................................... 34 16 12 2
NOPSI......................................... 3 - 11 6

Othe subsidiary:
MSE.......................................... 207 - - -

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $723 -360 $96 $18==, - ====
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The above table includes estimated environmental expenditures cf $20 milli:n for AP&L, $18 million
for LP&L, $5 million for MP&L, $3 million for NOPSI and $0.3 million for MSE.

In addition, SFI expects to increase its investment in its fuel procurement and exploration programs.
SFI's increased investment (excluding fuel oil inventory and nuclear fuel) was estimated at January 31.
1981 to be $8 million in 1981, $57 million in 1982 and $23 million in 1983. (See " Fuel Supply" for
further information as to SFI's fuel procurement programs.) Middle South System expenditures for
nuclear fuel not already provided for under existing leases were estunated at January 31,1981 to be
approxunately $107 million in 1981, $56 million in 1982 and $41 million in 1983.

The following tabulation shows certain details with respect to certain planned generating facilities
included in the estimated construction expenditures for 1981-1983:

Nasi

. - Total
g --

~ " " g Year

W .198,,1 M M ) K (2)T*

mmiana of Doua >-escept Coat Per KW)

AP&L
$ 1743 $ 375(4) 1981White Bluff No. 2f#)(3) .... Redfield. Ark. Coal 465 $ 125.9 $ 48.6 - -

Independence No.1(5)(6) ... Newark Ark. Coal 257 69.8 127.5 3 33.1 $ 2.0 153.4 597(4) 19s3
Ind-a-ad ace No. 2(3)(6) ... Newnk, Ark. Coal 257 7.8 31.0 45.2 - 30.1 123.2 479(4) 1935

Sub-total . . . . . . . . . . . . . 2015 207.1 78.3 32.1 g
" - . . ,

| ypgg
bder ahwa No.1(5)(1) ... Newark, Ark. Coal 204 - 20.0 24.4 2.0 $ 1353 'f46(4) 1983

13.8 25.5 29.4 96.8 478(4).'1985Ind+ i== No. 2{5)(6) ... Newark, Ark. Coal 204 -
3

| Sub-total . . . . . . . . . . . . . . . 30.8 49.9 31.4 3 232.6-

l
a-

LP&L
Waterford No. 3 . . . . . . . . . . . . Killona, La. Nuclear 1.104 1.010.6 235.2 207.5 38.2 31.491.5 1.351 1983

Sub-total . . . . . . . . . . . . . 1.010.6 235.2 207.5 38.2 31.491.5

MSE
$1,690.0 1,545 1982Grand Gulf No.1(7) . . . . . . . . GrandGulf,Miss. Nuclear 1.094 1.484.0 175.0 31.0 -

Grand Gulf No. 2(7) . . . . , . . . GrandGulf.Miss. Nuclear 1.094 297.0 32.0 g ,-228.0 1.156.0 1,057 1986

Sub-total . . . . . 1.781.0 207.0 234.0 228.0 $2.846.0.. ..
-

E 9953 g g g5Total . ... .... ..

.

(1) The costs shown include AFDC. Costs of acquiring nuclest fuel (net of amounts already +

provided for under existing leases) are excluded from construction expenditures of the nuclear units. -

For information with respect to the sale and leaseback of nuclear fuel by AP&L, LP&L and MSE,
see " Fuel Supply-Nuclear Fuel". SFI has entered into an arrangement for the 6nancing 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" for additional information concermng the SFI nuclear
fuel arrangement.

(2) Comtr.on 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 Inc:pendence and Grand
! Gulf Plants.

(3) Cxwners AECC, Jonesboro, Conway and West Memphis own undivided interests of 35%,
5%, 2% and 1%, respectively, in White Bluff No. 2. The Table reflects AP&L's 57% ownership

On August 22, 1980, White Bluff No. I was placed in commercial operation.interest in the project.
Based on capability tests of White Bluff No.1 in January 1981, the net capability of White Bluff No. 2'

I was estimated in March 1981 to be 815 MW.
i
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(4) Costs cf sulfur dioxide removal equipment for the White Bluff Plant and th: Independenee
~ "

Plant are not included. Tha Plants have been designed and are being constructed so that such equipment
could be installed should such installation be required in the future. AP&L has estimated that the Cost
Per KW would be increased by approximately $73 for White Bluff No. 2 and by approximately $97 and
$71 for Unit No. I and Unit No. 2 of the Independence Plant, respectively, should sulfur dioxide removal
equipinent be required. AP&L expects to burr low sulfur coal at ' White Bluff No. 2 and at the Inde-
pendence Plant.

(5) ' ursuant to its notice to the other joint owners of White Bluff No. 2 and of Unit No. IP

and Unit No. 2 of the Independence Plant, AP&L exercised its contractual right to cease making con-
tributions to the construction of those Units on June 1,1980 and AECC advanced AP&L's share of such
construction costs after that date in order to kee
advanced approximately $65.9 million of AP&p the Units on schedule. As of March 25,1981, AECC hadL's share of construction expenditures. AP&L resumed
payment of its portion of construction expenditures on February 1,1981 for White Bluff No. 2. AP&L

~

tunded its share of the Independence Plant in March 1981, but anticipates AECC funding AP&L's share
of the Independence Plant in April, May and part of June 1981. In June 1981, AP&L plans to resume
funding its portion of construction expenditures for the Independence Plant. 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 the ownership of its share of the Plants. AP&L and AECC have executed
a written agree nent for the purpose of facilitating the transfer to AECC of any portion of AP&L's share
of either Plan * 5 which AP&L does not reimburse AECC by June i,1982 for the construction costs
advanced for it by AECC. The 1981 construction expenditures assume the reimbursement of AECC
in 1981.

(6) The Independence Plant is owned by AP&L, AECC, Jonesboro, Conway, West Memphis and
Osceola in proportions of 56.5%, 35%, 5%, 2%,1% and .5%, respectively. AP&L and MP&L have
executed an agreement, effective as of January 30,1981, pursuant to which MP&L has agreed to purchase
from AP&L 25% of the Independence Plant from AP&L's 56.5% interest in the Plant and 50% of
AP&L's 100
upon the rece% interest in the coal handling equipment. The consummation of such sale will be dependentipt of various regulatory'!5% interest m the Plant and AP&L, approvals. .The Table reflects AP&L's 31.5% interest and MP&L'ss 50% 'and MP&L's 50% interest in the coal handling eqmpment,
assuming completion of such sale in 1981. ~ Based on preliminary capability tests of White Bluff No. I in
January 1981, the capability of each of Unit Nos. I and 2 of the Independence Plant was estimated in
March 1981 to be 815 MW. The amounts shown for AP&L for the period before 1981 and for 1981
hase not been reduced by an estimated $103,000,000 initial payment anticipated to be made by MP&L
to AP&L for the proposed purchase by MP&L of an interest in the Independence Plant. The amounts
chown for MP&L m 1981 do not include the $103,000,000 initial payment by MP&L to AP&L.

(7) MSE has entered into an agreem c pursuant to which SMEPA is acquiring a 10% undivided
ownership interest in the Grand Gulf Plant MSE is negotiating with MEAM for the possible acquisition7

by MEAM of up to a 2.48% undivided o aership interest in the Grand Gulf Plant (see " Regulation and'

Litigation-Atomic Energy Act of 1954 and Energy Reorganization Act of 1974"). The construction
expenditures reflect the agreement with SMEPA and assume the consummation of the transaction with
MEAM. The Table reflects MSE's resulting 87.52% ownership interest in the project. At December
31,1980, construction of Unit Nos. I and 2 of the Grand Gulf Plant was approxunately 85
completed, respectively, and engineering was approximately 89% and 43% completed, respec% and 22%tively.

The foregoing are only estimates of construction expenditures for the various facilities referred to
above. 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
fluctuations, sales of interests in projects, availability of labor, materials and equipment, licensing and
testing delays and other factors. The Middle South System is continuing 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 environmental and ecological purposes (see "Regu-
lation and Litigation-Environmental Regulation"), and deferred completion dates of projects.

ANO No. 2 and White Bluff No. I were placed into commercial operation in March 1980 and
August 1980, respectively. For information with respect to the fuel supply for the units, see " Fuel
Supply-Nuclear Fuel" and "Fud Supply-Coal".
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FUTURE FINANCING

Construction expenditures (exclusive of nuclear fuel costs) for the Middle South System during the
period 1981 through 1983 were estimated at January 31, 1981 by MSU to be approximately $2,437
million (including $356 million in AFDC). During the period 1981-1983, increased investment in
the fuels programs net of amounts provided for by existing leases will add $292 million to total
capital requirements (including nuclear fuel cost not provided for under existing leases). MSU
estimates that $1,071 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 and industrial development revenue bond financing and through the sale and leaseback or
repurchase of property. In addition, 5409 million is expected to be raised from the sale of MSU
Common Stock. The balance of the capital expenditures for the period 1981 through 1983, presently
estunated at $1,249 million, is expected to be met with internally generated funds (including $556 million

; in AFDC).

| In addition to the financing requirements needed for capital expenditures, MSU esumates that
during the period 1981-1983 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 $306
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 nummum 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 annuali

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 the System operstmg
| companies, the earmngs coverages for the years ended December 31,1978,1979 and 1980 would be

| those stated in the following tabulation:
! AP&L LP&L MP&L NOPSI

Preferred Preferred Preferred Preferred
; Year Bonds Stock Bor.ds Stock Bonds Stock Bonds Stock

1978 .............. 2.39 1.91 1.94 1.63 3.89 2.11 3.17 1.83

1979 .............. 1.56 1.70 1.71 1.36 3.00 1.87 2.46 1.87

1980 .............. 1.96(a)(b) 1.32(a)(b) 2.49(b) 1.56(b) 4.19 2.34 2.26 1.25

(a) As adjusted to give etTect to the consolidation in January 1981 (which included the issuance
of $21.160,310 princi 1 amount of additional first mortgage bonds) of the ope ations of AP3tL and
Ark-Mo. See "R lation and Litigation-Holding Company Act" for further information with
respect to the con dation of the operations of AP&L and Ark-Mo.

(b) Includes in earnings revenues currently being collected which are subject t) refund. See
" Rate Matters".

Although certain of the System operating companies' first mortgage bond and preferred stock cov-
erages at times during the period 1978-1980 set forth in the table above were below 2.00 and 1.50.
respectiveq, these coverages during the period 1978-1980 were from time to time above the required
minimum earnings coverages so that these System operating companies were able to sell additional first
mortgage bonds and preferred stock. During the period 1978-1980, AP&L, LP&L and NOPSI sold
the following amounts of first mortgage bonds and preferred stock:

| AP&L LP&L NOPSI
(In Tu-a)

First Mortgage Bonds . . . . . . . . . . . . . . . . . . . . . $205,000 $285,000 $15,000

Preferred Stock . . . . . . . . . . . . . . . . . . . . . . . . . . . $105,000 $165,000 $15,000
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Based on the above earnings coverage tests as of December 31,19S0, and cssuming the crailatiility cf *
bcndable property, AP&L would have beca precluded from issuing first mortgair,e bonds (except for
refunding purposes) or preferred stock and LP&L. MP&L and NOPSI could have issued first mortgage
l'oads,or preferred stock amounting to the followmg, at an assumed annual interest or dividend rate
of 16% :

First
Mortgage Preferred

Bonds Stock

LP&L $111,000,000 $ 32,000,000... . .. . .. .. .. . .....

MP&L . . . . . 122,000,000 83,000,000........... ... .......

NOPSI . 7,000,000 -.. ...... .. . ...... .. .

Total $240,000,000 $115,000,000................... ... ...

In addition to the above first mortgage bonds these System operating companies could have issued
aieM.onal first mortgage bonds for refunding purposes.

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

Certain of the System operating companies have arranged and are attempting, to the extent prac-
:icable, to arrange in the future for the funneing 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 January 31, 1981, that the total cost to MSE, assuming an 87.52% ownership
laterest, for the Grand Gulf Plant, excluding nuclear fuel, will be approxinutely $2,846 million. See
"&gulation and Litigation-Atomic Energy Act of 1954 and Energy Reorgc.. aaon Act of 1974" for
further information with respect to the acquisition of 10c? of the Grand Gulf Plant by SMEPA and the
oossible acquisition of up to 2.48% of the Grand Gulf Plant by MEAM. In connection with the Grand
Gulf Plant, MSU has undertaken, to the extent not o',cained by MSE from other sources, to furnish or
cause to be furnished to MSE sunicient capital for censtruction and operation of the Grand Gulf Plant
e.nd related purposes. Through December 31, 1980, MSU had invested $443.6 million in the common
stock of MSE. At February 28. 1981, MSE had nude short-term borrowings of SSI.6 million. In
addition, at February 28, 1981. MSE had made interim bank borrowings of $700 million,
which are due December 31, 1985, under an $808 million revolving loan agreement with a group of
tanks. At December 31. 1980, MSE h d outstanding $400 million of its First Mortgage Bonds,
9%% Series due 1989 and $98.5 million of its First Mortgage Bonds,12H% Series due 2000.
MSE is obligated to make annual cash sinking fund payments with respect to the 9M% Bonds con- /
mencing July 1,1932 designed to retire $328 million of those Bonds by naturity and with respect to the
12H% Bonds commencing on January 1.1985 designed to retire about $93.5 million of those Bonds by

| maturity. MSE has covenanted with the bondholders and the banks that it will complete Unit No.1
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 em be arranged. In these esses, MSU would be
required to provide MSE with sufiicient 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 $408.3 million of Bonds
and any bank borrowings under the $808 million revolving loan agreement which are then outstanding.

In order to obtain additional funds required by MSE to complete Unit No. I of the Grand Gulf
Plant, MSE is negotiating for an increase in the amount of horrowings available under the revolving loan
agreement to $1.3 billion. In addition. MSE is negotiating for changes in the covenants to extend the,

dates by which Unit Nos. I and 2 of the Grand Gulf Plant must be completed to not later than December
'

31.1984 and not later than December 31, 1988. respectively. Necessary regulatory approvals will need
! to be obtained prior to effecting any changes.
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MSE and the System operating companies have entered into a ,eries of agreements (collectively,
| " 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 27.4i

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 Agreement described hi (ii) above and (iv) the System operating
companies have agreed that their obligations to make paynients or advances :o 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 in respect to 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 have agreed in principle that the capability of the portion of Unit
No. I and Unit No. 2 of the Grand Gulf Plant owned by MSE will be permanently allocated smong

i
' LP&L, MP&L and NOPSI on a fixed percertage basis, subject to change by mutual agreement of such

companies. The preyosed percentages of allocated capability of MSE's share of Unit No.1 and Unit No. 2
would be LP&L,38.57% and 26.23%, MP&L,31.63% and 43.97%, and NOPSI,29.80% and 29.80%,
respectively. Under the arrangement, LP&L, MP&L and NOPSI will assume, in proportion to such
allocations, all of the responsibilities and obligations with respect to these Units and, in consideration
thereof, AP&L and Ark-Mo will relinquish their rights in the Units. The proposed reallocation is subject
to the receipt of the approval of regulatory agencies and of all other necessary approvals.

Dividends of $1.58 per share were paid by MSU on its Common Stock in 1980. MSU's tax position in
1980 was such that 98.24% of each of the 1980 quarterly dividend payments is estimated to be non-
taxable as dividend income to the stockholder. This percentage is 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 stockholder's capital and
necessitates a reduction in the tax basis of the shares on which these dividends were paid.

RATE MA'ITERS
General

On March 30, 1979, MSS, on behalf of AP&L, Ark-Mo, LP&L. MP&L and NOPSI, filed with
the FERC an application for an increase in rates charged by System operating companies to each other
under the System Agreement (see " Property-Interconnections") for capability equalization, trans-
mission equalization, energy exchange and other services. The application was designed to increase
charges under the System Agreement prunarily through the expansion of the categories of expenses
subject to automatic adjustment clauses to include operaHon and maintenance expenses and overhead
expenses and through an increase in the allowed rate of aturn on equity investment. The FERC per-
mitted the proposed rates to become effective on June 1.1979, subject to re#und. The Systett operating
companies commenced charging the new rates, subject to refund, effective June 1,1979. The Attorney
General of Arkansas, the APSC and the LPSC have intervened in the proceedhg. The record is complete
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.. d r. waiting decision by the FERC. The final resolution of this proceeding is not expected to have a
mterini effect upon th) 1979 or 1980 results of operations or financial condition of the individual Sy Lem
: >erating companies or of AISU on a consolidated basis.

As of hiarch 26,1981, the System operating companies had applications for electric and gas rate
: creases pending before their regulatory authorities or on appeal before the courts. Certain of the
r;plications also request authorization to modify other provisions of rate sclmlules.

For details as to various pending electric and gas rate increase applications of the System operating
.wnpanies, see below. -

. I&L

The Attorney General of Arkansas filed a complaint with the APSC on April 23,1979, in which he
<.~.ieged that AP&L had erroneoudy applied the existing fuel adjustment clause to retail customers from
.spril 1977 through Afarch 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 apply the fuel adjustment clause in the same

The Staff of the APSC filed a motion concurring in the Attorney General's conclusion thataanner.

r.P&L erroneously applied the fuel adjustment clause and alleging that the overcharges from April 1977
Grough h1 arch 1979 totaled $17,158.719. AP&L does not believe there was any erroneous application or
vercharge. On July 3 '1979, the APSC issued an interim order directing AP&L to begin and continue in

Qe 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
de nuclear generating units are down for refueling. On July 7,1980, the APSC entered an order which
Sund that AP&L had, prior to July 1,1979, collected fuel adjustment overcharges totaling $1.308,000 and
c'irected it to refund to ite 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 modi-
id its order entered July 7,1980 and found AP&L had over-collected from its customers in 1977,19'8 and
19"'9 a net of approximately $6,200,000 and ordered AP&L to repay this amount plus interest (agg,egat-
i ng approximately $1,580,000 to t!m date of this order) to its customers by crediting the fuel adjustment
aarges 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
. . ligation to credit the refund.'

On hiay 29,1980, AP&L filed with the APSC an application to increase its retail rates a total of
approximately S130,100,000 on an annual br ,is, through a two stage process. On October 28,1980, AP&L
pl2ced in effect, subject to refund, approxinuitely S86,700,000 of the increase. The Islance of approximately
S43,400,000

is proposed to be implernented on June 1,1981. In a pre-hearing stipulation agreement
between AP&L and the APSC staff, the staff recommended an increase of approximately $90,000,000 and,
ir, return, AP&L agreed not to contest certain staff adjustments which would have the effect of reducing
AP&L's requested increase of $130,100,000 to approximately $117,000,000. The APSC has completed
the taking of testimony and final briefs from all parties were filed in Afarch 1981. Following a review of,

'

the record and the briefs the APSC will issue its order.

On Afay 6,1980, AP&L filed with the FERC new Power Coordination, Interchange and Trans-
mission Service Agreements between AP&L and each of the co-owners of White Bluff No.1, AECC,
Conway, Jonesboro and West Alemphis. The Agreements, which superseded certain power supply con-
tracts with these wholesale customers, provide for the transmission of power and energy from jointly-|

'

owned sources and for the sale of power and energy to these wholesale customers, all under formula rates
which are designed to change annually to reflect changes in AP&L's cost of providing service. Such
formula rates, based on 1979 costs, were implemented subject, in part, to refund on August 22, 1980.
Under a settlement agreement among the parties, the formulas were revised and accepted by the parties on
Afarch 6,1981. The settlement agreement provides that no refunds would be made for rates collected since
August 22,1980 and AP&L does not believe that the amount of any such refund which might be required
would be material. On Alarch 3,1981, AP&L filed with the FERC revised formula rates. based oni

!
calendar 1980 costs, which would produce revenues (excluding the recovery of fuel costs) from theseI
wholesale customers of approximately $12.3 million.
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On August 28,1980, AP&L filed with the FERC an asplication for an increase in its wholesale rates
to those municipal and cooperative customers who are not co-owners in White Bluff No.1 de-
signed to produce approximately $9,970,000 additional anaual revenues, based on billing aetermmants
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 whalesale customers, it proposed to implement
the propased increase as follows: increases designed to produce approximately $6,996,000 of the total
proposed $9,970,000 increase would be placed into etTect follmving implementation of increased retail rates
on fik with the APSC in AP&L's currently pending retail rate proceeding (as described in the second pre-
cedmg paragraph) either under bond or pursuant to an interim or final order of the APSC; and increa es
designed to produce the remainder of the total proposed $9,970,000 increase would be placed into effect en
June 1,1981, on which date a corresponding phase of AP&L's retail rate increase is proposed to become
effective. The wholesale 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 allov, the full amount of retail rate

| increases requested by AP&L in its currently pending 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 agreemen+. 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,

1 All of AP&L's pre ent retail rate schedules, with the exception of the large power supply contracts
with Reynolds and rate schedules in effect with respect to AP&L's Missou-i retail custocers, have a fuel
adjustment clause which provides for recovery of the excess cost of fuel and purchased power in the second
preceding month with an assumed or targeted plant factor for the nuclear units when the units are not
down for refueling. The targeted plant factor provision is a nuclear incentive and AP&L may either
over- or under-recover the excess cost depending upon the generation from the nuclear units when
they are not down for refueling. When either unit of ANO is down for refueling, the targeted plant
factor for the unit down for refueling is O for the purpose of calculating the fuel adjustment factor.
When either nuclear unit has been out of service for a period of 30 consecutive days for reasons other
than refueling, beginning with the 31st day the targeted plant factor is 0 and the fuel adjustment clause
provides for the recovery of 90e/c of the excess fuel and purchased power cost. The lack of any adjust-'

ment to the targeted plant factor during the first 30 days of a non-refueling outage has in the past
resulted in a substantial decrease in AP&L's net income during the period involved. AP&L has requested
in its currently pending retail rate case that it be allowed to place in effect a full recovery fuel adjustment
clause. As an alternatih, AP&L has proposed to limit the amount of over- or under-recovery on a
monthly basis to a maximum of $1 million for its retail business sector. 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 nuc! ear fuel when a nuclear unit is down for refueling. This fund
bears interest and is cadited to the fr.el and purchased power expense incurred during the time the
nuclear unit is actually down for refueFng. Energy charges to Reynolds on energy not supplied by SPA
under a contract dated January 29,195? are based upon the weighted average cost of fuel and purchased
power and therefore do not contain a fuel adjustment factor. Both the energy charge to Reynolds and
the fuel adjustment factor contain an additional amount based upon the quantity of nuclear energy
actually generated in the applicable cost month which is designed to recover the cost of disposing of spent|

| nuclear fuel. For information concerning the power supply contracts with Reynolds, see " Business of
System Operating Companies."

AP&L's wholesale rates to municipal and distribution co-operative customers being collected under a
settlement agreement contain a fuel adjustment clause which is substantially the same as the retail fuel
adjustment clause.

Substantially all of AP&L's rate schedules, except the large power supply contracts with Reynolds,
the service schedules under interconnection agreements with other utilities and those applicable to
rural electric cooperatives. contain a tax ndjustment clause to cover increases and decreases in taxes
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vhich is operativo only by approval of the APSC. A municipal tax adjustment rider is in[edect in
Arkansas retail rat:s whartby billings to customers of AP&L within a municipality will be increased
by an amount equal to the charges (other than special millage or general taxes applicable to all tax-
payers) levied by that municipality upon AP&L. On February 7,1980 the APSC entered an order requir-| ing that each Arkansas utility subject to its jurisdiction, including AP&L, ehminate from base rates
an amount representing municipal franchise taxes and collect from customers residing in each munici-
pality all of the franchise tax levied by that muncipality on that tttility.

i to refund, comply with this order. The rates now in eEcct, mject

i
.

AP&L has been authorized by the APSC and the PSCM to provide electric service to Ark Mo's

Arkansas and Missouri customers under tariHs which are identical to the tariffs under which Ark-Mo
i was serving such customers. On July 23,1980, Ark-Mo Sed with the APSC an application to increase

its retail electric rates approximately $7,479,000 annually. The rates are based on an April 30, 1980
test year. Aik-Mo placed these rates in effect, subject to refund, for consumption on and after D( .en-
1 tr 21,1980. Hearings were held and the matter is pending before the APSC.

All present rate schedules inr AP&L's Arkansas retail customers which were fonnerly Ark-Mo's
customers contain a single base fuel adjustment tariff which provides for the recovery of the weighted
sverage of the fuel cost of generation and the energy cost of purchased power in excess of 12.96 mills
mr KWH as incurred in the second precedmg month.

No fuel adjt.stment tariff is currently in effect for AP&L's Missouri retail customers who wen for-
.nerly Ark-Mo's customers. During 1979, the automatic fuel adjustment provision in Ark-Mo's rate
schedule was eliminated by a Missouri Supreme Court ruhng. The recovery of fuel cost and purchased
;,ower cost is presently limited to the amount of such costs as are included in each service n,te schedule.
In order to increase fuel cost recovery, it would be necessary to obtain a general rate increkse.

AP&L assumed, effective with the consolidation, Ark-Mvs wholesale rate schedule containing a
fuel adjustment tariff which allows for the recovery of the weighted average cost of fuel and energy
est of purchased power in excess of a stated base.

.

LP&L

On May 30,1980, LP&L Sed with the LPSC a general rate increase application with taspect to
'

customers under its jurisdiction, asking authorization to put into effect new retail rate schedules designed
i 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 emergency rate relief, to be put into eEcet under protective
bond pending the outcome of the application Bed 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 relief on
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 imp!===t an interim
rate increase of approximately $32,400,000 under protective bond, subject to refund.

On July 3,1980, LP&L 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 efect
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,
LP&L filed with the Council a request for $704,000 in interim emergency rate relief, to be put into
cHect subject to refund pending the outcome of the application filed on July 3,1980.

All of LP&L's rates 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
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and requiring LP&L 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 fbel costs, LF&L 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.

MP&L

On May 28,1980, MP&L filed uith the MPSC for at, increase in its retail electric rates of
approximately $68,768,000 based on the projected test year beginning July 1.1980. The new rates were
put into effect for service on or after July 1,1980 subject to refund. Un November 24,1980, the
MPSC rendered its decision allowing MP&L S48,277.000 in additional annual revenues. On December 23.
1980, MP&L, the Mississippi Attorney General's Office and the Mississippi Legal Services Coalition
appealed the MPSC's Order to the Chancery Court of Hinds County, Mississippi. MP&L is requesting
that the full rate increase sought be allowed. appealing the MPSC's decisions on rate of return. the
disallowance of CWIP in rate base, and the disallowance of a portion of the wor 3.ing capital requusted
by MP&L. The intervenors are seeking a reversal of the MPSC's decisions in a number of areas
and have not specified any particular rate level in their filings. Until a decision is reached, the full
amount c,f the rate increase sought will continue to be collected. MP&L is currently including only
that portion approved by the MPSC in its earnings.

MP&L's retail rate schedules include a fuel adjustment clause which permits recovery from cust:,mers
each month of any increase or decrease in the estimated cost of fuel and purchased energy applicable to
sales to ultimate customers. The calculations of the monthly fuel adjustment rate involve the use of pro-
jected sales and energy costs for the month. adjusted for any over or under-recoveries due to differences
between the actual and estimated costs of energy and sales levels for the second prior month.

MP&L's wholesale rate schedules for municipal and rural cooperative distributors include a fuel
adjustment clause which also all *es the recovery from customers of any raonthly increase or decrease
in the cost of fuel and purchased e..ergy. The calculation of the wholesale fuel adjustment reflects such
increase or decrease based upon the second prior month's cost of energy.

NOPSI

In April 1980, NOPSI filed an application with the Council for an increase in its retail electric
rates and its retail gas rates designed to produce annually approximately $23,277.000 and $9.181.000,
respectively, of increased revenues based on a projected December 31, 1980 test year. Public hearings
on the rate application have been completed and the matter is pending before the Council. The request
by NOPSI for a generation capability adjustment clause has been separated from the rate application
by the C)uncil for consideration later in 1981.

NOPSI's electric rate schedules include fuel adjustment clauses which allow for the full recovery|

of increased vnver plant anc purchased power fuel costs above the fuel costs collected through theI
basic rates. Simi!arly, NOPSI's 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

Both adjustment clauses allow for the monthly reconciliation of actual fuel or purchased gas
,

| rates.
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.
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NOPSI INDUSTRY SEGMENTS

Selected Fl=-u-1 Information Relating to Industry Segments (I)
*

.

Year Ended D A- J1,
5 S S

(In Thousands)
Revenue from sales to unaffiliated

.

customers (2)(3):

Electric . . . . . . . . . . . . . . . . . . . . . . . . . $242,807 $204,486 $181,418
Natural gas . . . . . . . . . . . . . . . . . . . . . . 79,680 85,624 70,013
Transit ......................... 44,112 36,996 36,399

Total . . . . . . . . . . . . . . . . . . . $366,599 $327,106 $287,830

Operating income (loss)(3):

Electric . . . . . . . . . . . . . . . . . . . . . . . . . $ 14,631 $ 16,238 4 15,521
;

Natural gas . . . . . . . . . . . . . . . . . . . . . . (636) 1,046 2,269
Transit ......................... 765 759 530

Total . . . . . . . . . . . . . . . . . . . $ 14,760 $ 18,043 $ 18,320

Total utility plant:

Electric . . . . . . . . . . . . . . . . . . . . . . . . . $331,155 $318,377 $308,935
Natural gas . . . . . . . . . . . . . . . . . . . . . . 71,873 69,771 61,239
Transit ......................... 17,535 19,049 21,081
Construction woric in progress:

Electric . . . . . . . . . . . . . . . . . . . . . 3,159 4,638 1,251
Natural gas . . . . . . . . . . . . . . . . . . 256 147 1,989( Transit ..................... 1 3

-

-

Total . . . . . . . . . . . . . . . . . . . $423,978 $411,983 $394,498
_

__

|

(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).
(3) Includes adjustment for transit subsidy.

Act" regarding the subsidy of NOPSI's transit operations by the City of New Orleans.See " Regulation and Litigation-Holding Company

.
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Narradve Descripden of Industry Segments

Electric Service. Electric service was supplied to 195,273 customers at December 31,1980. During
1980,31% of electric operating revenues was derived from residential sales,30% from wwdal sales,
13% from industrial sales,11% from sales to governmental and municipal customers,15% from sales
to public utilities and from other sources.

Natural Gas Service. Natural gas service was supplied to 176,539 customers at December 31,1980.
During 1980, 47 % of gas operating revenues was derived from residential sales,17% from commercia!
sales,18% from industrial sales,15% from sales to governmental and municipal customers and 3%
from other sources. (See " Fuel Supply-Natural Gas Purchased for Resale".)

| Transit Service. The transit service of NOPSI consists of motor coech and electric railway services.
During the year ended December 31, 1980, NOPSI's transh vehicles traveled approximately 14 millian
miles while carrying approximately 83.3 million passengers. During 1980. NOPSI consumed approxi-!

mately 4 million gallons of diesel fuel in its transit operations and was able to obtain a sufficient supplyI

thereof. NOPSI anticipates receiving an adequate supply of diesel fuel during 1981.

For further information with respect to NOPSI's industry segments, see "Bua:naan of System
Operating Companies", '' Property" and " Regulation and Litigation-Holding Company Act"..

Emplayees by Segnsent

NOPSI's employees by industry segments are as follows:

W 31,1900

Fall Part
Then Time Total,

'

628Electric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 628 -

Natural ' Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 222 222-

'
1,229

-

Transit 1,229 -...................................

General . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 834 46 - 800
-

_

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,913 46 2,959
- .== =====

|
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CPERATING STATISTICS.-CONSOLIDATE.0 . .

.

ELECTRIC OPERATIONS

Years Ended Dae--w 31,r

198(e 1979 1978

Energy Generated. Purwased and Inter-
changed (I.fillions of UVH):

Generated-net station output . . . . . . 45,977 43.439 49,561

,

Pu rchased . . . . . . . . . . . . . . . . . . . . . . . 13,078 12,476 6,183. nterchanged-net . . . . . . . . . . . . . . . . (197) 340 (39)
Total generated. purchased and

interchanged . . . . . . . . . . . . . . . 58,858 56,255 55,705Company use, losses and unac-
counted for . . . . . . . . . . . . . . . . . . . . 3,704 3,308 3J31

Total energy sales . . . . . . . . . . . . . 55,154 52,947 51,974

.snergy Sales (Millions of DVH):
_

Residential . . . . . . . . . . . . . . . . . . . . . . . 16,0u5 14.606 14J82
Commercial . . . . . . . . . . . . . . . . . . . . . . 9,277 8J54 8,636Induse'.al........................ 22,876 22,329 19 / 14
Covernmental . . . . . . . . . . . . . . . . . . . . 1,837 IJ90 IJ44

Total sales to ultimate custonus 50,055 47,479 44,876
Sales for resale . . . . . . . . . . . . . . . . . . . 5,099 5,468 7,098__

Total energy sales . . . . . . . . . . . . . 55,154 52,967 51,974

Number of Customers (End ei period):
Residential . . . . . . . . . . . . . . . . . . . . . . . 1,351,838 1,327,515 1,299,831
Commercial . . . . . . . . . . . . . . . . . . . . . . 161,864 159,536 156,377
hdustrial . . . . . . . . . . . . . . . . . . . . . . . . 23,880 23,996 24,088
L."overnmental . . . . . . . . . . . . . . . . . . . . 9,079 8,941 8,735

Total ultimate customers . . . . . . . 1,546,661 1,519,988 1.489,031
Sales for resde . . . . . . . . . . . . . . . . . . 72 154 157

Total customers . . . . . . . . . . . . . . 1,546 /33 1,520,142 1,489,188

Operating Revenues (In Thousands):
Residential . . . . . . . . . . . . . . . . . . . . . . . $ 738,073 $ 553J46 $ 505,790
Commercial . . . . . . . . . . . . . . . . . . . . . . 447,688 357.064 317,412
Iridustrial . . . . . . . . . . . . . . . . . . . . . . . 721,378 529;008 408,319
Governmental . . . . . . . . . . . . . . . . . . . . 77,428 63,054 54,171

Total from ultimate castomers .. 1.984,567 1,502,872 1.285,692
Sales for r esale . . . . . . . . . . . . . . . . . . . 184,760 156,320 194,067

Total from energy sales . . . . . . . . 2,169.327 1.659,192 1,479759
Mis:ellaneous . . . . . . . . . . . . . . . . . . . . 11,993 10,259 10,156

-

Total operating revenues . . . . . . . $2,181,320 $1,669,451 $1,489,915
_ __

.
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AP&L

OPERATING STATISTICS,
,

i Years Ended December 31,

1980 1979 1978

Energy Generated. Purchased and Inter-
clianged (Millions of KWH):

Generated-net station output . . . . . . . . . . . 14,929 10,870 12,561

Purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,459 7,740 6,162

Interchanged-cet . . . . . . . . . . . . . . . . . . . . . (208) 296 8

Total generated, purchased and inter-
changed ........................ 21,180 18,906 18.731

Company use, losses and unaccounted for . . 1,195 1,018 1,157

Total energy sales . . . . . . . . . . . . . . . . . 19,985 17.888 17,574

Energy Sales (Millions of IGVH):
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,480 3,884 4,061

Co-m i dal . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,682 2,444 2,472

Industnal . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,086 7,030 6,231

Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 292 326 334

Total sales to ul:imate customers . . . . 14,540 13,684 13,098

Sales for resrie . . . . . . . . . . . . . . . . . . . . . . . 5.445 4.204 4,476

Total energy sales . . . . . . . . . . . . . . . . . 19.985 17,888 17,574

Number of Customers (End of period):
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 405,717 400,290 394,766

Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 49,444 49,009 48,424

- - Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,285 12,152 11,725

Governmental . . . . . . . . . . . . . . . . . . . ., . . . . . 1,548 1,617 1,573

Total ultimate customers . . . . . . . . . . . . 468,994 463,068 456,488

Sales for resale . . . . . . . . . . . . . . . . . . . . . . . 19 19 19

Total customers . . . . . . . . . . . . . . . . . . . 469.013 463.087 456.507
--

Operating Revenues (In Thousands) :
-

-

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . $212,833 $161,466 $165,347

Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . 128,477 101,048 99,021

Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 209,593 178,773 149,842

Governmental . . . . . . . . . . . . . . . . . . . . . . . . 12.824 11.486 11,326

Total from ultimate customers . . . . . . . 563,727 452,773 425,536

Sales for resale . . . . . . . . . . . . . . . . . . . . . . . 181,650 125.979 124,653

Total from energy sales . . . . . . . . . . . . . 745,377 578,752 550,189

- Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . 5,120 5,074 6.299

. _ Total operating revenues . . . . . . . . . . . 3750,497 $583.826 $556.488
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LP&L '

1

OPERATING STATISTICS '
I

Years Ended December 31
1980 1979 1978

Energy Generated. Purchased and Inter- -

changed (Millions of KWH):
Generated-net station output . . . . . . . . . . . 16,440 18,429 21,251
Purchased . . . . . 8.670 5,860 2,799.....................

'.
Interchanrd-net . . . . . . . . . . . . . . . . . . . . . 5 33 (70)

Total generated. purchased and inter.
t changed ........................ 25,115 24,322 23,980
i Company use, losses and unaccounted for . . 1.170 1.070 1,268
| Total energy sales . . . . . . . . . . . . . . . . . 23,945 23,252 22.712i

Energy Sales (Millions of KWH):

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,398 5,996 5,862
3

Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,876 2,721 2,624
Indus trial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,963 11,388 9,685

f
Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 463 445 394

Total sales to ultimate customers . . . . . 21,700 20,550 18,565 i
Sales for resale . . . . . . . . . . . . . . . . . . . . . . . . 2,245 2,702 4,147

yTotal energy sales . . . . . . . . . . . . . . . . . 23,945 23.252 22.712 '

Number of Customers (End of period):

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 457,191 443,52 427,938
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,617 46,848 44,884
Ind ustrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,846 7,162 7,518 *

Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 3,242 3,108 2,978
Total ultimate customers . . . . . . . . . . . . 515,8 % 500,645 483,318

Sales for resale . . . . . . . . . . . . . . . . . . . . . . . . 8 65 66
Total customers . . . . . . . . . . . . . . . . . . . 515,904 500,710 483,384

Operating Revenues (In Thousands):

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . $265,080 $180,364 $146,326
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 123,656 85,982 68,328
Ind ustrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 358,177 212,853 141,803
Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 17.208 11.688 8.451

Total from ultimate customers . . . . . . 764,121 490,888 364,908
Sales for resale . . . . . . . . . . . . . . . . . . . . . . . . 81.887 61,704 87.677

Total from energy sales . . . . . . . . . . . . . 846,008 532,592 452,585
31iscellaneou. 7.515 4,884 3.790.... ........ .........

-

Total .perating revenues . . . . . . . . . . . $853.523 3557.476 $456,375

.
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OPERATING STATISTICSi

Years Ended December.t!.
.

1980 1979 1978

Energy Generated. Purchased and Inter.
changed (Afillions of KWH): -

Generated-net station output . . . . . . . . . . . 10,327 9,910 11,882
Pu rchased . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.423 3,066 1,769Interchanged-net . ................... I 15 3

Total generated, purchased and inter-
changed ........................ 13,751 12,991 13,654

Company use, losses and unaccounted for . . 831 763 821
Total energy sales . . . . . . . . . . . . . . . . . 12.920 12.22S 12.833

Energy Sales (Afillions of KWH):

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.069 2.788 2,857
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,918 1.833 1,782
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.219 2,285 2,187
Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 385 369 371

Total sales to ultimate customers . . . . . 7,591 7,275 7,197
Sales for resale . . . . . . . . . . . . . . . . . . . . . . . . 5.329 4,953 5.636

Total energy sales . . . . . . . . . . . . . . . . . 12.920 12,228 12.833

Number of Customers (End of period):

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 263,850 260,421 255,174
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,115 37,919 37,405
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,276 3,230 3,245
Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 2,132 2,087 2,049

Total ultimate customers . . . . . . . . . . . . 307,373 303.657 297,873
Sales for resale . . . . . . . . . . . . . . . . . . . . . . . 41 66 68

Total customers . . . . . . . . . . . . . . . . . . . 307.414 303.723 297,941._

Operating Revenues (In Thousands):

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . $153,3% $120,246 $110,706
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 100,472 83,562 73,541
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94,834 83,491 70,306
Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 16.601 13,433 11,804

Total from ultimate customers . . . . . . . . 365,303 300,732 266,357
Sales for resale . . . . . . . . . . . . . . . . . . . . . . . . 173.453 132.770 130,292

Total from energy sales . . . . . . . . . . . . . 338,756 433,502 396,649
bliscellanec us . . . . . . . . . . . . . . . . . . . . . . . . . (5.768) 3,022 3.627

Total operating revenues . . . . . . . . . . . . S532.988 $436.524 S400.276.
-

.
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NOPSI
. .

CPERATING STATISTICS
ELECTRIC OPERATIONS

I.

Years Ended D* 31,
.

1900 1979 _1978En Generated, Purchased and Inter.
(Millions of KWH): -

Generated-net station cutput . . . . . . . . . . 4,186 4,093 3,663
Purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,843 1,992 1,837
Interchanged-net . . . . . . . . . . . . . . . . . . . . . 7 3-

Total generated, purchased and inter-
changed ........................ 6,029 6,092 5,503.

Company use, losses and unaccounted for . . 310 265 290
!

Total energy sales . . . . . . . . . . . . . . . . . 5,719 5,827 5,213

Energy Sales (Millions of KWH):
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,685 1,565 1,618
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,571 1,537 1,537
Industrial . . . . . . . . . . . . . . . . . . . . - 881 873 875. .....

Governmental . . . . . . . '. . . . . . . . . . . . . . . . . . 673 627 624
Total sales to ultimate customers . . . . . 4,810 4,602 4,654

Sales for resale . . . . . . . . . . . . . . . . . . . . . . . . 909 1,225 559
-

Total energy sales . . . . . . . . . . . . . . . . . 5719 5,827 5,213

Number of Customers (End of Period):
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 174,791 173,322 172,433
Commercial . . . . . . . . . . . . . . . . . .~. . . . . . . . . 17,797 17,763 17,694
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,132 1,151 1,282
Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 1,552 1.532 1,542 -

Total ultimate customers . . . . . . . . . . . . 195,272 193,768 192,951
Sales for resale . . . - . . . . . . . . . . . . . . . . . . . . I 1 1

Total customers . . . . . . . . . . . . . . . . . . . 195,273 193.769 192,952

Operating Revenues (In Thousands): -

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 84,308 $ 73,220 $ 65,782
Commercia1 . . . . . . . . . . . . . . . . . . . . . . . . . . . 82,845 75,575 66,409
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . 34J84 31,649 26,942
Governmental . . . . . . . . . . . . . . . . . . . . . . . . . 29,451 25,256 21,538

Total from ultimate customers .... 231,388 205J00 180,671
Sales for resale . . . . . . . . . . . . . . . . . . . . . . . . 36,237 38,057 15,691
Interdepartmental . . . . . . . . . . . . . . . . . . . . . 702 689 686

- -

Total from energy sales . . . . . . . . . . 268,327 244,446 197,048
Interdepartmental rents . . . . . . . . . . . . . . . . 202 190 211
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . 4.038 (3J25) (4,517)

- -

Total operating revenues, including
interdepartmenta! . . . . . . . . . . . . . . 272,567 240,911 192,742

Less interdepartmental . . . . . . . . . . . . . . . . . 904 879 897
-

Total operating revenues, excluding
interdepartmental $271,663 $240.032 $191.E5..... ....
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! PRSPERTY
' Cenerating Stations *

The net capability of the Middle South System's generating stations at December 31,1980 by
company is indicated below:

Net Capability MW(!)
Gar bineSteam Turbine

Fouil Internal
Company Total Fuelet Nuclear Combustion Hydro

|

AP&L (includes Ark-Mo) . 4,752 2,700(2) 1,694 289(3) 69..........

LP&L(4) 4,392 4,373(5) - 19 -. .... . .... ........ .

MP&L............................... 2,763 2,752 - 11 -

N O PS I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,257 1,241 - 16 -

Total Middle South System . 13.164 11.066 1,694 335 69

(1) " Net capability" as used herein is the dependable load carrying ability of the statior.s, as demon-
strated under actual operadng conditions based on the primary fuel wnich each statien v.as designed to
utilize.

(2) Includes 465 MW for White Bluff No. I which represents AP&L's 57e/o ownership share of the
8t5 MW rated White Bluff No.1.

(3) Includes ICS MW of capacity leased through 1999 and 4 MW of cagnay leased through 1987.
~ (4) Excludes 233 MW (consisting of 166 MW of steam units and 67 MW of intenial combustion

units) which represents the capability of generating stations in certain Louisiana towns and cities, which
generating stations are being operated as part of the LP&L system.

(5) Includes 203 MW Combined Cycle (Gas / Oil-Fired).

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 localloads and
other controlling economic factors. These are interconnected by a transmission system operating at
various voltages of up to 500 KV. Operating facilities are owned by the System operating company
serving the area in which the facilities are located. Under the terms of the System Agreement, generating
capacity and other power resources are shared. Among 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 hur. The minimum
of investment and the most efficient use of plant are sought to be achieved in part th..; ugh 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 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 ecsts.

The System operating companies have direct interconnections with neighboring utilities, including,
-- in individual cases. Gulf States Utilities Company. Mississippi Power Company, Southwestern Ele:tric

Power Company, SPA. Central Louisiana Electric Company, Inc.. Oklahoma Gas and Electric Company,
- Empire District Electric Company, Union Electric Company, AECC. TVA. Cajun Electric Power Co-

operative, Inc., Associated Electric Cooperative Inc. and SMEP/..
The System operating companies are members of the Southwest Power Pool, which has 38 members.

The primary purpose of the Southwe,st Power Pool is to ensure the reliability and adequacy of the electrie
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| alk pow:r supply in the Southwtst Region cf the United States. The Southwest Pcwer Poolis atmember
| ci te Nttirnal Electric Rehability Council

, ,

brangements have been made under which a group of eleven investor. owned utilities, including the
. 9ysta i operanng companies, and TVA exchange capacity and energy which is available for suen purpose
4

* cause of diversity in the periods of peak demands. The purpose of these exchange arrangements is to.

Yect ecaaamies for the benefit of each of the systems involved. The investor-owned companies are sup-
. lying 700,000 KW to TVA during the winnt exchange period, November 15 through March 15, and
'VA is supplying a like amount of povar to the investor-owned companies during the summer exchange

? :riod, June 1 through October 1, unless changed or terminated by ontof the r.:rties after four years notice.,

W the total amount to be exchanged, the Middle South System's share is a ,. _ ?Jy 30%. Each
'

r
;articipant in the arrangements is providing the n==ry transmission lines and relatal facilities in its

)'
3 articipants in the exchange substantially in proportion to * heir respective benefits.
t rritory at voltages up to 500 Kr. The annual costs of these lines and facilities are aiated among the

The Middle South System peak demand of 11,769,000 KW occurred on July 16,1980. At that time.
.et firm purchases available to the System operating companies amounted to 680,000 KW resulting in a
requirement for Middle South System generated output of 11,089,000 KW. System owned and leased

; .apability, adjusted to reflect curtailments of primary fuel (natural gas) and the use of alternate fuel, plus
.'32,000 ICW of available non-firm purchases, amounted to 12,801,000 KW. The reserve margin at the
time of ~' was approximately 15%. Continuing capability evaluations by the Middle South System

-

hdicate that during the 1980 peak load season its loss of generating capability due to natural gas curtail-
ient and the substitution of fuel oil was approximately 719,000 KW. (See " Fuel Supply".)

The peak demand, date of occurrence and net capability of owned and leased generating stations at
| 2.e time of the peak for the System operating r,mpanies are indicated below:
i Net Capability'

at Time of
Peak Demand KW Date Peak (KW)

AP&L . . . . . . . . . . . . . . . . . . . . . . 4,179,000 July 16,1980 4,057,000
LP&L . . . . . . . . . . . . . . . . . . . . . . 4,078,000 July 16,1980 4,392,000(1)
M P&L . . . . . . . . . . . . . . . . . . . . . . 2,078,000 July 15,1980 2,763,000
NOPS I . . . . . . . . . . . . . . . . . . . . . 1,091,000 Tuly 16,1980 1,257,000

| (1) Excludes 233 MW which represents the capability of generating stations in
certain Louisiana towns and cities, which generating stations are being operated as part
of the LP&L system.

Unscheduled outages of two LP&L generating units occurred in the first quarter of 1981 as a result
of mechanical problems. One unit (436 MW) is expected to return to service in early August 1981. The
other unit (748 MW) is expected to return to service in early July 1981, with a 10% reduction in capacity
after repairs. The unit is expected to be restored to full capacity during the 1981-1982 winter season.

Representatives of the Middle South System regularly review load and capacity conditions in order
to coordinate and recommend the location and time of installstion of additional generating capacity and:

of interconnections in the light of the availability of power, the location of new loads and maimum eronomy
to the Middle South System. The Middle South 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 ofi

purchased power under various contracts, to the maptitude, duration and timing of equipment forced
outages. to the ava" ability of fuel as required and to other factors.

Other Electric Property

At December 31,1980, the System operating companies owned and operated 11,597 pole miles of
electric lines of 33 KV and over (including 1,034 pole miles of 500 KV) and 63,592 pole miles of electric
lines under 33 KV. These companies also owned and operated 873 substaticas.

'
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! Gas Property
At December 31,1980, NOPSI distributed and transmitted natural gas within the limits of the City

of New Orleans through a total of 1,424 miles of gas distribution mains and 38 miles of gas transmianian
'

'

'

lin'es. Deliveries of natural gas for deribution purposes by NOPSI are received a: eleven separate
; locations or " City Gates". Cas from United is received b NOPSI at six of the City Gates and intrastate3

gas from other suppliers is received at the other gates.

At December 31,1980, Associated owned approximately 602 miles of gas transmissies lines ranging
in size from 2 inch to 10 inch and approximately 1.285 miles of gas distribution mains.

|
Transit Property

,

i At December 31,1980. NOPSI owned or leased 493 motor coaches and 35 streetcars which operate
over 509.4 miles of motor coach routes and 14.6 miles of single track equivalent of street railway track.

Titles ,

The Middle South System's electne generating stations are generally located on lands owned in fee
simple. The greater portion of the transmission and distribution lines of System operating companies

j 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 propertiest

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 of like size and character exist, but such defects and
irregularities do not materially impair t'-- use of the properties affected thereby. The System operating
companies generally have the right of eminent domain whereby they may, if n====ry, 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 are subject to the lien-

of the mortgage and deed of trust securmg the first mortgage bonds of such company.

FUEL SUPPLY

The Middle South System traditionally burned natural gas as its primary fuel but in recent years
has generally burned increased amounts of fuel oil because of naur.1 gas curtailments. However, fuel
usage in 1979 and 1980 was affected by (i) the increased amor.ats of natural gas available for use in
power plants durmg 1979 and 1980, and (ii) the higher cost of oil during 1979 and 1980. The co iAl

operation of AP&L's ANO No. 2 and White Bluff No. I turther altered the percentage generation by
fuel source in 1980.

The following tabulation shows the percentages of natural gas, fuel oil, nuclear fuel, and coal used
in KWH generation and the average fuel cost per KWH (without application of heat factor) generated
by each type of fuel during the past three years:

Natural Gas F=1 Oil Nuclear Fuel Coal

Fuel Fuel Fuel Fuel
Cost Cost Cost Cost

Percent of Per Percent of Per Percent of Per Percent of Per
Year Generation KWH Generation KWH Generation KWH* Generadon KWH

1978 .......... 42 % .74t 47 % 1.94f 11 % .27g - -

1979 .......... 57 1.31 33 2.45 10 .37 - -

1980 .......... 63 2.03 18 3.58 17 .60 2% 1.77#

I * Credits for sale of spent nuclear fuel (including plutonium and uranium residuals pursuant to an
existing contract are taken into account in compunng item costs and averaged approx)unately .0le per
KWH for the years 1978-1980. The costs of reprocessing of spent fuel are not meluded in computmg
item costs. For information with respect to the unavailabih,ty of rgi c.e.ing services, which will not be;

i required until 1985 at the earliest, see " Fuel Supply-Nuclear Fuel .
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Tha Middle South System's percentrg:s of generation by type ef fuel were, during 1980,' and cb
eniraated to be, in 1981, the following:

Naturs1Ges Fue10i1 Nuclear -Coal- -

1980* 1981* 1980 1M1 1980 1981 IMO 1981

Consolidated . . . . . . . . . 63 % 66 % 18 % 3% 17 % 18 % 2% 13 %A P&L" . . . . . . . . . . . . . 31 24 11 1 52 43 5 31
A. k-Mo . . . . . . . . . . . . . 46 54 *- - - .- - -

LP&L . . . . . . . . . . . . . . . 81 94 19 6 - - - -

M P&L . . . . . . . . . . . . . . 68 94 32 6 - - - -

N O PS I . . . . . . . . . . . . . 94 99 6 I - - -

* These percentages reflect the receipt by the System operating companies from the ERA for certain
of their 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 plant in greater proportion than the average yearly
poportion of natural gas which such power plant used as a prunary energy source in calendar years 1974
through 1976. The temporary exemptions allow the pow
granted to use natural gas as a primary energy source m, er plants for which such exemptions have been
described prohibition. excess of the amounts mandated by the above

October 31 1981, but are subject to extension for additional periods for a maximum exemSome of the exemptions granted to the System operatir.g companies expire on
five years, ,ncluding the initial period. Other exemptions have already been granted fori on term of

five-year term. Certain of these exemptions are the subject of suits filed by various industrial groups and
maximum

a gas utility company seeking to challenge such action by the ERA. The System operating companies
have intervened in these suits, which have now been consolidated and are pending in the United States
Court of Appeals for the District of Columbia Circuit.

"The balance of AP&L's generation is provided by hydroelectric power.

AP&L's ANO No. 2 and White Bluff No.1, which went into commercial operation in March 1980
:md August 1990, respectively, have altered the percentages of generation by fuel source which the Middle
South System has experienced in recent years. 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, 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 and price
of fuel and purchased power, customer energy requirements, restrictions on coal 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.

Syntam Fuels, Inc.

SFI operates on a non-profit basis for the purposes of planning and impl=,=- ' g 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 13% of the common stock of SFI. SFI supplies fuel for the Middle
South System primari'y through purchases from third parties.

SFI is also engaged in oil and gas exploration activities. During 1980. SFI had varying degrees
of participation in the drilling of 21 wells. Of these wells. SFI held a major working interest and acted
as operator of eight wells, four of which became commercial producers. Of the remaining 13 wells drilled
with other parties as operator, five proved commercially operational.

SFI's investment in developed and undeveloped oil and gas properties, however, amounted to
approximately 1% of the consolidated assets of the Middle South System at January 31, 1981. The

,
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following table sets forth information as to the estimated net quantities of reserves, all of which are
located within the United States, as of the dates indicated:

1980
,

Natural Oiland
Gas Condensate

(MCF) (Barrels)
Proved developed reserves:

As of January 1, 1980 . . . . . . . . . . . . . . . . . . . . . . . . . . . 73,167N4 1,858,523

Revisions of previous estimates . . . . . . . . . . . . . . . . . . . (13J02,714) (362,763)
Extensions, discoveries and other additions . . . . . . . . . 3,862,680 472798<

Prouaction . . . . . . . . . . . . . . . . . . . . . (5,506,657) (228,672)..............

As of December 31 1980 . . . . . . . . . . . . . . . . . . . . . . . . **'.820,378 IJ39,886

Proved undeveloped reserves as of December 31, 1980 .. 800/22 359,628

Proved developed and undeveloped reserves as of December
31, 1980 .. ....... ....... ...... ............ . 58,621.100 2,099,514

SFI's natural gas production is sold to the Middle South System and, under limited circumstances,
to third parties. Since SFI is limited to its recovery of the cost of the reserves, the cost of this natural
gas to the Middle South System is less than the cost of natural gas which could be purchased in the
open market thereby reducing the cost of energy to Middle South System customers. SFI's sales to
third parties are made at market prices and the profits realized on such sales are itsed to reduce the cost
of reserves and the cost of energy to Middle South System customers.

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 prelinunary
stages and results to date have not been signi6 cant.

At January 31, 1981, SFI estimated gross expenditures in 1981 of approximately $27.9 mil' ion
for oil and gas exploration and development and for uranium exploration.

As of January 31,1981, SFI had under charter a number of towboats and barges for the tra tsport 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 arrange-g
ments with its parent companies as follows:

, u-

ase[ sfAt

Loan Agreement dated January 4,1972 1/4/7212/31/73 10 years from date of borrowing $26,500,000-

Loan Agreement dated January 5,1974,
13.000,000as amended ................. 1/3/74-12/31/77 25 years from date of borrowing -

.....

Loan Agreement dated January 4,1978,
1/4/78-12/31/81 due 12/31/2006 $261.300.000 54.500.000as amended . . . . . . . .. ...... .....

$94,000,00C

In addition, the System operating companies, as sole holders 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 SFI in a scand financial
condition and to place SFI in a position to discharge, and to cause SFI to discharge, its obligations
under certain borrowing arrangements. The total loan commitments under these arrangements
amounted to $221.196.000 at January 31. 1981, of which $133.955.000 had been borrowed by SFI
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%2d was outstanding ct that date. SFI's parznt companirs hav2 made similar covenants and agreements-
in connection with long-term leases of oil storage end handling f cilitics and coal hopper cars having
ci January 31,1981, an aggregate discounted value of approximately $59,150,000. In addition, MSU
has guaranteed the obligations of Sri in connection with long-term leases of other oil storage and handling
?cilities and bareboat charters of towboats and barges having, at' January 31, 1981, an aggregate dis-

-

ou.ited value of approximately $38,976,000.
'

For information regarding an additional commitment of the System operating companies in con-
r ction with SFI's fuel supply business. reference is made to " Coal," under this heading.

I .tural Gao '

l
For several years prior to 1979 the imerstate pipeline companies serving the Middle South System's

! power plants. either directly or indirectly through gas distribution companies, had imposed severe levels
!

of curtailment under gas curtailment plans in effect or in the process of development. An improvement
in system supply for these pipeline companies became apparent in mid-1979 in the form of higher allowable
Jaily allocations of gas for power plant use to various companies. These higher levels of deliveries con-
tinued through 1980 and coupled with more readily available " spot" gas, purchased by SFI on an;

'

interruptible basis for Middle South Eptem use from intrastate pipelines and gas distribution companies.
ecounted for a dramatic increase in 1979 and 1980 (over 1978) in the percentage of energy generated

by gas-fired units of the Middle South System.
- The projected duration of the higher deliveries of power plant gas recently experienced is a . subject
ci disagreement among experts in the field of energy forecasting. Factors affecting the amount of gas
a*ailable for power plant use include: overall supply available to the supplying gas system, extent of
storage capability, severity of weather in the area to be served, economic activity affecting demand by
higher priority gas customers. policy regarding connection of new higher priority c+:stomers and conserva-
tion efforts by existing customers. Federal energy legislation enacted in 1078 permits curtailment of
gas deliveries to power plant users under order of the FERC during natic. sal emergency situations. The
curtailment policy of United, a major supplier to the Middle South System, is currently the subject of
review or litigation before Federal regulatory agencies and the cours and therefore constitutes another
area of uncertainty regarding future gas supply.

Natural gas produced 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 SFI.

In large part as a result of curtailments of natural gas, the System operating companies will be required
ta supplement natural gas with oil during 1981. As a result of burning oil, the generating units
require greater maintenance and restoration work. The anticipated oil usage is expected to continue to
; . duce the net generating capability of oil-burning generating units. (See " Property-Interconnections".)

| Fuel Oil

The System operating companies expect during 1981 to obtain an adequate supply of fuel oil. uch
~

supplies have been and, during 1981, will be supplied primarily by SFI. As of January 31,1981, e
fuel oil requirements of the Middle South System for 1981 were estimated to be approximately 3.J
million Sarrels, for all of which the Middle South System has contracted. At January 31,1981, the
total fuel oil inventory of the Middle South System was approximately 5.2 million barrels. The Middle
South System's storage capacity at January 31,1981 was 10.2 million barrels.

SFI has a long-term fuel oil supply agreement with Marathon Oil Company providing for the
purchase of 50.000 barrels 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 unde- this agreement commenced in January 1977. In February,1979, SFI filed suit in the
United States District Court for the Eastern District of Louisiana charging that Maratl.on had breached

.
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the contract by failing to meet the quality specifications of some of the oil delivered under the contract
and refusing to make appropriate adjustmente to the price of the oil to redect such quality deviations.
SFI is seeking money damages and speci6c eerranent of the contract. In April 1979, Marathon
filed a counter-claim against SFI alleging mutus error and ' requesting that the contract be set aside.
The matter is pending. j

=!

AP&L estimates that each unit of the White Bluff Plant will require approximately 2.5 million tons
of coal annually. AP&L has made arrangements for coal for the White Eluff 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
arrangement is to be supplied by surface mining in the State of Wyoming from a mine which has been
operational since January 1978. In September 1977, AP&L and SFI instituted proceedings before the
Interstste Commerce Commission to determine a fair rate to be paid to the railroads for transportmg

;

! this coal from Wyoming to the White Eluff Plant. Various issues arising out of these initial proceedings
and SFI's challenges to the applicability of subsequent general or specific tariff additions proposed by
the railroads are either pending before the Commission or on appeal to the Courts. Iii-p.cuve
of the outcome of these proceedings, the passage of the Staggers Rail Act of 1980 (often referred to as the

| Railroad Dereguladon Bill) may increase the cost of future deliveries of coal by rail to the White Bluff
,

; and Independence Plaats and future coal burning units of the Middle South System; that Act narrows,
in a number of respee;s, the Commission's jurisdiction over tariffs. Coal deliveries to the White Bluff
Plant began in Deewnber 1979. As of January 31, 1981 approximatdy 1.8 million tons of : cal had
been delivered.

t In Due...ber 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 devebped in Wyoming of an expected 150 to 210 million tons of coal over a period of from 26 to

,

42 years. Coal so supplied is expected to be used in the Independence Plant. AP&L, LP&L, MP&L and
NOPSI, each acting in accordance with its share of the ownership of SFI, joined in, rati6ed, con-
firmed and adopted the contract and the obligations of SEfthereunder and Peabody joined in, rati6ed,
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 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, the contract provides that SFI invest 50% of the funds for plant and equipment in excess
of $43,800,000 up to $49,000,000 and 100% of any funds required for such purposes in excess of the latter
amount. SFI also has, under me terms of the contract, the option of investing funds in certain rail facilities at
the mine and certain coalleases to be mined by the joint venture. During the period through January 31,
1981, SFI made such an optional investment in the amount of $4.8 million, which was borrowed from its

-

paient companies. In addition to this amount, SFI anticipated, at January 31, 1981, that its total
additional investments would 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 its options in the contract will be obtained
either through borrowings from its parent companies or other methods of financing. The joint venture
management has advised SFI that due to difficulties in obtaining mining pemits, first ediveries under
the contract are estimated to be delayed approximately one year to January 1,1984. SFI does not
anticipate any difficulty in obtaining alternate coal supplies at reasonable cost during the delay period.

In February 1980, SFI executed a contract with Shell Oil Company,. subject to regulatory approva!
|

which has not yet been requested, for the purchase of an estimated 247 million tons of lignite in Calhoun

! County, Arkansas over a thirty-year period. By separate agreements, AP&L guaranteed SFI's per-
formance of the contract and agreed to purchase the lignite from SFI. The lignite is to be used at AP&L'sI

planned lignite-fired power plant.

I
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SFI is involved in negotiations with various nonqJ!iliated parti:s with rerpect te - w ble
arr:.ngements f:r the transportati:n ci coal from Wyoming to the Middl2 South System, ncluding
:ransportation by a coal slurry pipeline system and by rail cara. The transporting of coal through a
t'.urry pipeline system is dependent upon, among other things, the availability of adequate supplies
.( water, the ability to fmance a project of this magnitude and to obtain necessary rights-of-way and
the tepn@ aconomics of pipeline versus other modes of transportation. SFI has entered into
long. term ieases for an aggregate of 1,350 hopper cars to be used initially to supply coal to the White
91uff Plant.

The Strip Mining Reclamation Control Act of 1977 providing for, among other things, reclamation
cf surface-mined lands, may increase substantially the cost, but the Middle South System does not
believe it will reduce the availability, of low-sulfur western coal for the White Bluff Plant and the
Independence Plant.

.

iluelear 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 uranium 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
c.nrichment of those nuclear materials required for the fabrication of nuclear fuel which may be utihmt for

..

any of the present or proposed Middle South System nuclear units and for establishing an inventory of
.uch materials during the various stages of processing. Each Middle South System company having
ouclear capacity is responsible for contracting for the fabrication of its own nuclear fuel and for purchasing
the required enriched uranium 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.

Based upon the scheduled completion dates and planned fuel cycles for the Middle South System's
nuclear units (including the two in service), the following tabuhtion shows the years through which
existing contracts will provide materials and services for the continued operation of the respective units.

Acquisition
of or Scharent.dUranium Conversion to Reprocessing Completion

Concentrate Hexa 8uoride Enrichment Fabrication (1) Date
ANO No. 1. . . . . . . . . . . . . -(2) 1994 2001 1994 In service
ANO No. 2. . . . . . . . . . . . . -(2) 1994 2001 1991 In service
Waterford No. 3. . . . . . . . . 1987 1985 2010 1993 1983
Grand Gulf No.1. . . . . . . . 1983 1983 2010 1985 1982
Grand Gulf No. 2. . . . . . . . 1984 1984 2012 1985 1986

(1) It is the Company'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, additionaJ strange-
ments 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 nc.t be needed until at least 1988.

(2) Under its a.xisting contracts. AP&L acquires uranium converted to hexafluoride directly fromthe vendor.

Additional arrangements for segments of the nuclear fuel cycle 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.
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AP&I. is a party to a nuclear fuel lease permitting it to lease up to a maximum of $130,000,000 of
nuclear fuel. Lease payments are based on u.aclear fuel use and are treated as a cost of fuel. The lease,
unless sooner terminated by one of the parties will continue until 2018. The unrecovered cost base of
the lease at December 31.1980 was $123,740,000.

In March,1981, the amount which LP&L is permitted to lease under its nuclear fuel lease was
increased to S105,000,000 of nuclear fuel. i. ease payments. based on 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 ,n ecovered cost base of the lease at December 31.1980 was $59,400.000.

MS5 is a party to a nuclear fuel lease permitting it to lease up to a maximum of $80,000,000 of nuclear
fuel. ease payments, based upon nuclear fuel used, will be treated as cost of fuel. The lease, unless
soor>.r terminated by one of the parties, will continue through October 15, 2029. The unrecovered cost
baw of the lease at December 31,1980 was $55.211,000.

Natural Gas Purchased for Reesle

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 thAcost of gas purchased for resale.
Gas rate schedules for these companies include adjustment clauses for changes in the cost of gas pur-
chased for resale.

During the year ended December 31, 1980, natural gas entitlements, subject to curtailment, of
Associated amounted to approximately 18.0 billion cubic feet. Actual curtailments during this period
amounted to approximately 480 million cubic feet. It was estimated at January 31, 1981, that curtail-
ments for the year ending December 31, 1981, based on the same contract entitlements, will amount to
300 million 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 npproxi-
mately 37.2 billion cubic feet. During 1980, United imposed curtailments on deliveries to NOPSI only
during January and portions of February and March,1980. Because of the mild weather experienced
during this period as well ts the low levels of eurtailments imposed NOPS' was allocated sufficient
quantities of gas to meet c .nomer requirements.

( NOPSI and Associated anticipate as of January 31,1981, that they will be able to obtain an adequate

i supply of ps to meet the requirements of their " Human Needs" customers. The ability of NOPSI
and At,ociated to serve their industrial customers in the future may be affected by Federal energy'

led.iation enacted in 1978, the severity of future winters and decisions by regulatory and judicial bodies.
Because of United's inability from time to time to serve NOPSI's entire requirements NOPSI has
contracted for supplementar3 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 EPRI and through this group is actively supporting the
effort to work in cooperation with the Federal government on segments of the energy research and'

development needs of the nation.

MSS is one of three companies selected nationt.P by the ERDA to design an experimental energy
storage system. If proven economically practical, w auld ultimately reduce energy costs and oil con-
sumption by storing compressed air in underground caverns for later use in producing electricity. The

|
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compressed air entrgy storage system would use excess power cvaihbh during times cf Idv customer
dunand to pump air, under pressure, into a large underground cavity.
the air would be released, then heated by burning about one-third the amount of oil normally need dDurisg high demand periods
for driving a turbine to generate a like amount of electricity. e

one of the many salt domes that underlie much of Louisiana and Mississippi. MSS' design will use as the storage facility- - ~The design site location
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 in early 1981. When the evalua-.

EPRI, and the DOE determine whether the project should be built. tion is finished, the technical, geological, economic and environmental information will help MSS,
,

For the years
1978,1979 and 1980, the Middle South System has contributed approximately $7.1

$8 0 and S10.0 million, respectively, for the various research programs in which the Middle South,

Sy stem is involved.

.

REGULATION AND LITIGATION
TIolding Company Act

The Company is a registered public utility holding company, subject to the broad regulatory provisionsof the Holding Company Act.
Section 11(b)(1) of the Holding Company Act limits the operations of a

registered holding company system to a single integrated public utility system, plus additional systems and

opinion which, among other things, (i) found that the electric properties of the Middle South System con-businesses as restricted by that Section. On March 20,1953, the SEC issued an order and an accompanying
~ '

stitute 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 uniSed operations under which electric, gas .
and transit properties are operated in New Orleans, and m 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 the jurisdiction which had been reserved over
problems under Section 11(b)(1) of the Act.
such order was completed in October 1960. The disposition of norpelectric utility properties required by

On May 5,1971, the SEC issued its findings and opinion, and an accompanying order under the
Holding Company Act which, among other things, (i) approved the proposal of the Company 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 May

12,1978, Ark Mo transferred all of its gas properties
to its subsidiary, Associated, thereby consolidating into one corporate entity gas properties which with the
exception of isolated operations of Associated. were already operated as an integrated system and enabling
Associated, as an expanded gas corporation, to establish an operating record which could provide a basis for
the eventual disposition of the securities or properties of Associated in accordance with the SEC's May 5,1971 order.

On March 2,1979, it was announced that, in the interest of increased economic efficiency. Ark-Mo and
AP&L would jointly begin developing a plan to consolidate their electric operations.Effective January 1,
1981, and pursuant to authorizations of the SEC under the Holding Company Act and of the APSC, the
TPSC and the PSCM, AP&L acquired from the Company all the outstr3 ling common stock of Ark-Mo,
whereupon AP&L, as sole stockholder of Ark-Mo, caused Ark-Mo to be dissolved and all of its assets,
including all the outstanding common stock of Associated, to be distributed and conveyed to AP&L. Con-
currently with the acquisition by AP&L of Ark-Mo's assets, AP&L assumed all of Ark-Mo's liabilities,
including all contractual commitments, lease obligations and notes payable to banks. and, with respect to the
$21,160,310 principal amount of Ark Mo's outstanding first mortgage bonds, AP&L issued to the holders
thereof, in exchange for the surrender and cancellation of such bonds, a like aggregate principal amount of
AP&L's first mortgage bonds.

Upon consummation of these tran actions Ark Mo became 3 division of
-
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| AP&L and Associated a subsidiary of AP&L. At the time of the consolidation, the net book value of

| Ark Mo was $33,112,555.
l Due to the gentinued 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
divestiture of its transit propt-ties to enable it to comply with the standards prescribed by the Holding
Company Act. The City of New Orleans filed with the SEC a memorandum 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.

By letter dated July 15, 1976, NOPSI notified the Council that (i) it was surrendering its Indeter-
minate Transit Permits and Temporary Transit Franchise; (ii) it would discontinue transit operation at
the earliest practicable time but in no event later than midnight, Decembtr 31,1976; (iii) it was tendering
its transit properties to the City of New Orleans pursuant to the option to purchase contained in the Indeter-
minate 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 transinroperties,

| or make other acceptable arrangements with NOPSI for the sale 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 each of the years

; 1977 through 1981.

Pursuant to the subsidy agreement for 1981 the City of New Orleans has agreed, subject to certain
limitations, to take mathly 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 (or such other rate of return as
authorized by the Council on NOPSI's electric and gas rate base). To the extent combined electric and gas
reve.mes 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 (or such other rate of return as authorized by the
Council), such excess is required to be applied by NOPSI to subsidize the transit operation in reduction of
the City's subsidy obligation. The subsidy agreements for each of the years 1978 through 1981 also provide
for a sharing as between NOPSI (70%) and the City (30% ) of the financial burden of any money damages,
attorney fees, court costs and/or reduction in transit fares that may ultinately 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 Reguladon

AP&L is subject to regulation by the APSC. APSC regulation includes the authority to fix rates,
determine reasonable and adequate service, 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 system, fix rates of depreciation, issue certificates of convenience and necessity and
certi6 cates of environmental compatability and public need, and control the issuance and sale of securities.
AP&L is subject to regulation by the TPSC as to standards of service and rates for service to customers
in Tennessee, accounting, issuance of securities and certificates of convenience and necessity. AP&L,

i is also subject to regulation by the PSCM as to some of its activities. Associated is also subject to
cegulation as a public utility by the APSC and the PSCM.

LP&L is subject to the jurisdiction of the LPSC as to rates and charges. standards of service, deprecia-
tion, accounting and other matters, except in the City of New Orleans where it i2 regulated by the Council,
which has power of local 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 Holding
Company Act.

MP&L is subject to regulation as to service, service areas, facilities and retail rates by the MPSC.
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NOPSI is subjec: to regulati:n by the Council. The ordinances und:r erhich NOPSI operates pro *
vide, among oth;r thiigs, for the establistuntnt and c:ntinuing ditermination cf NOPSI's rate base, the
r.ite of return on the rate base and the rates and fares to produce such return; for the keeping of books
of account; for an eption to the City of New Orleans to purchase the property and assets of NOPSI's.
electric and/or gas aed/or transit operations at respective rate base values: for the regulation of services

-

rendered and for the regulation of the issuance of securities having maturities longer than twelve months.

ranchines

AP&L holds franchises to provide electric service in 321 incorporated cities au sowns, 28 of which
*

are in Missouri. Associated holds franchises to provide gcs service in 76 incorporated cities and towns.
LP&L holds franchises to provide electric service in 115 incorporated cities and towns. NOPSI holds '

indeterminate perm;ts and a temporary franchise to provide electric, gas and transit service in the incor-
porated City of New Orleans.

LP&L supplies electric service in 381 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 located. MP&L has received from the MPSC certificates of public convenience and
necessity to provide electric service to the areas of Mississippi which MP&L serves. Associated provides
as service in 15 communities in which franchises are not required.

'ederal Power Act .

The System operating companies are subject to regulatory jurisdiction under the Federal Power Act,
tdni '.stered by the FERC and the DOE, over, among other things, the licensing of certain hydroelectric
projects, the business of and facilities for the transmission and sale at wholesale of electric energy in-- -- -

i terstati commerce and certain other activities of the System operating companies as interstate electric
ttilities, including accounting policies and practices.

AP&L holds a license for two hydroelectric projects (69 MW) which *;as granted July 2,1980.
This license, granted by the FERC, will expire February 2003.

T'3tural 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, serving 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 med in the transportation of natural gas in interstate commerce,

.

the sale of natural gas in interstate commerce for resale for ultimate public consumption and the
abandonment of either transportation facilities or the sale of natural gas for resale.

Environmental Regulation

In the area of air quality, water quality and other environmental matters, the System operating com-
panies are subject to regulation by various federal, state and local authorities. The Middle South System
has incurred increased costs of construction and increased operating costs in meeting environmental pro-
tection standards. Because environmental regulations are continually changing, the ultimate costs to the
Middle South System cannot be precisely estimated. MSU estimates, as of January 31, 1981, that the

- Middle South System will make capital expenditures for environmental control purposes of approximately
--

$46.3 million during 1981, $31.7 million during 1982, and $10.9 million during 1983.

Air Quality: Unde- the Clean Air Act. the EPA is required to establish NSPS for all new and
modified facilities emitting certain pollutants and to establish ambient air standards for those pollutants.
The NSPS for fossil fueled steam electric generating stations were revised by the EPA under the Clean
Air Act Amendments of 1977 and are being challenged in litigation in the United States Court of
Appeals for the District. of Columbia Circuit by the System operating companies and MSS as members
of a group of utilities. -
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The Clean Air Act provides a framework for states to regulate pollutants from certain sources in
order to meet the ambient air sta-dards. The states of Arkansas, Louisisna, Mississippi and Missouri
adopted State Implementation Plans pursuant to the Clean Air Act as amended through 1970. The Clean
Air Act Amendments of 1977 require revision of these pans. Among oth r things, the plans must
incorpo-ate such measures as may be necessary to prevent significant deterion tion of air quality by
certain pollutants in acccrdance with revised EPA PSD regulations.

In addition to the above litigatica, the System operating companies and MSS are oarticipating, as
members of a group of utilities, in other litigation challerging the implementation of air qtchty legislation,
including EPA regulations concerning PSD, visibility protection and certain ncncompliance penalties.

'
Given the substantial complexities of the Clean Air Act Amendments of 1977 and the rules thus

far promulgated pursuant thereto, and given the uncertainties of litigation and rulemaking, the Middle
South System cannot predict the final impaer of the amendments. Adverse *ecisions and/or regulations
could necessitate the expenditure of substannat additional funds for pollution control equipment.

Each of the System operating companies believes its existing p; ants to be generally in compliance
with currem rules on air quality.

Water Quality: In October 1974, the EPA promulgated effluent guidelines and limitations under the
FWPCA for certain existing and future steam electric generatini stations. The FWPCA established
the NPDES. which replaced the earlier Corps of Engineers Refuse Act permit program. The United
States Court of Appeals for the Fourth Circuit in 1976 remanded a significant portion of the regula-
tions to the EPA for further consideration. If the System operating companies were required to install
closed cycle cooling systems at existing plants under revised rules, substantial expenditures would be
involved. Revisions to the remanded portions of the rules concerning thermal discharges have not been
proposed by the EPA at this time.

The System operating companies hold the requisite NPDES permits for their major existing
generating stations. Facilities constructed at these stations have brought discharges into compliance with
these permita. In accordance with permit conditions, the System operating companies have reported
instances of noncompliance to the EPA.

In 1977 the FWPCA was amended and renamed the Clean Water Act. The Clean Water Act
requires revision and renewal of all current NPDES permits. At the time ~of this renewal, substantial
new etequirements on toxic and hazardous substances could be incorporated into the permits under new:

i EPA regulations issued May 19, 1980 and June 9,1980, portions of which have been challenged in
litigation by the System operating companies and MSS, as members of a group of utilities.

In March 1979, the National Wildlife Federation filed suit against the EPA in the United States Dis-
trict Court for the District of Columbia seeking to force the agency to require NPDES pern its for spillway
discharge from dams and for turbine discharges from hydroelectric dams. AP&L's two existing hydro-

| electric facilities could be affected. The System operating companies and MSS, as members of a
utilities group, have intervened in the suit. The economic effect of an adverse ruling cannot be pre-'

dicted at this time.

NOPSI has been eeperiencing certam water pollution control problems related to oil and other
materials in discharges of water from its transit motor coach garag's and maintenance facilities. Certaine

revised operating procedures have been instituted which have largely controlled these problems. At the
| direction of the Sewerage and Water Board of New Orleans, modifications of these facilities are being

designed and will be installed during 1981 to bring these facilities into compliance.

Tosic Substances: Pursuant to the Toxic Substances Control Act the EPA has promulgated
regulations for the control of polychlorinated biphenyls. These rules are requiring expenditures of funds
for the proper handling, marking, storage, transportation and disposal of this substance, which is
fraquently found in varying concentrations in capacitors and transformers manufactured before 1977.
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The System operating companies instituted plans for initial r.nd continuing complianc2 witii these
~

regulations. Portions of the EPA rules were challenged by the Environmental Defense Fund. The
System operating companies and SISS intervened in th. suit as members of a utilities group. The United
States Court of Appeals for the District of Co'tunbia Circuit set aside certain of these regulations but
grant:d in February 1981 an eighteen month stay of its ruling on the basis of a negotiated settlement
agreemert among the parties to the litigation which provides for an interim inspection program for
c rtain transformers and for a program of information gathering designed to support subsequent EPA
ruhmaking.

Nc:ardous and Solid Wastes: Pursuant to the RCRA the EPA has issued guidelines for the states to
n_e in formulating a sclid waste control program. Louisiana recently promulgated a solid waste control -

program. eficttive January 20.1981, and a related program regulating resource recovery and recpling.
The effect of this program en LP&L and NOPSI is now being evaluated. Arkansas, Mississippi and
Missouri also have solid waste control programs.

The EPA has promulgated and will continue to promulgate regulations for the cradle-to-grave
regulation of hazardous waste under RCRA.

The System operating companies filed the required August
19,19S0 notices of possible hazardous waste activities. Timely applications for permits were subsequently
filed by November 19,1980 for those facilities deemed to be treatment, storage or disposal facilities. The
RCRA also provides for state administration of certain elements of the hazardous waste program during
the initial period of this new regulatory plan. In order to obtain authority to administer such a program,
a state must show that its plan is no less stringent than the federal rules and that it has the adminis-
t.ative capacity to handle the program. The States of Arkansas. Louisiana and Mississippi have received
such authorization for portions of their programs. Plans for compliance with these programs have been

~ ~~~ or are being formulated by the System operating companies. The System operating companies and- ~ ~ '

MSS. as members of a group of utilities. are participateg in a court challenge to portions of the federal
rules and the related portions of the Consolidated Permit Rules.

Atomie Energy Act of 1954 end Energy Reorganization Act of 1974

The Atomic Energy Act of 1954, as amended, vested broad jurisdiction in the AEC over the con-
struction 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, effective January 19,
1975, the AEC was abolished, its general licen ing and regulatory jurisdiction was assumed by the NRC,
and its general research functions were assumed by the ERDA. '

As the ownee sad operator of ANO, AP&L is subject to the jurisdiction of the NRC. ANO No. I _ .
began commercial o,eration December 19, 1974. Its nuclear reactor was supplied by Babcock & 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 as a result of the inci-
dent at Three Mile Island and has agreed to make further modifications, certain of which were made
in January 1980. Additional modifications were made during a refueling outage in early 1981. The
Unit is to shut down to effect further modifications in the fall of 1981.

ANO No. 2 was placed in commercial operation on March 25, 1980. The engineering and con-
struction for ANO No. 2 was performed by Bechtel Power Corporation. The turbine-generator was
supplied by General Electric Company and the nuclear reactor was supplied by Combustion Engineering,
Inc. Pursuant to an agreement with the NRC, AP&L has made certain modifications to ANO No. 2 as
a result of the incident at Three Mile Island and has agreed to make further modifications some of
whch are expected to be made during a refueling outage in early 1981.

The full extent of additional modifications. if any, which may be required at ANO as a result of
the incident at Three Mile Island and the cost thereof are not known at this time.

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 nec,essary permit and license to construct the Unit was filed with the
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i AEC on December 31, 1970. After hearings with respect to certain interventions, 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 competi-

! tive 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
j permit for the Unit on November 14, 1974. Construction of the Unit is proceeding under the permit. )

On Sep+W 29, 1978, LP&L filed with the NRC an application for the necessary operating license
for the Unit. Recent actions taken by the NRC have resulted in delays in licensing all nuclear reactors,,

including Waterford No. 3. Petitions for leave to intervene in the operating license pr-M have been
filed by Oystershell Alliance, Inc., Save Our Wetlands, Inc. and by Louisiana Consumers' League, Inc.
In general, these petitions ask that LP&L's application be disapproved or, if approved, that it be approved
subject to additional safeguards. LP&L has answered and intends to oppose these petitions. The appli-
cation is pending.

MSE, as owner, and MP&L, as prospective c,p-w,i, of the two units at the Grand Gulf Plant are
subject to the jurisdiction of the NRC. The application with the AEC for the requisite construction
permits was Sled on November 17, 1972. The Department of Justice accepted MP&L's and MSE's
commitments. including those relating to interconnection, resern-sharing and coordinated develop-
ment with certain other systems in Western Mississippi, 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
I 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 license conditions for the Grand Gulf Plant. On September 4,
1974, the AEC issued construction permits for the two units containing such conditions. MP&L's and
MSE's joint application for operating licenses for Unit Nos. I and 2 was docketed for review by the NRC
on June 30,1978. The first unit was scheduled for commercial operation in 19t,1 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. Recent actions taken by the NRC have resulted in 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
i result of the anticipated delays in licensing and by delaying expenditures on the second unit, has changed

the scheduled commercial operation dates to 1982 and 1986 for the first unit and the second unit,
! respectively.

Under the antitrust conditioas 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 Plant to entities in a d*Anad
area of Western Mississippi through ownership of a portion of the Plant or a contractual right to par-
chase a portion of the output of the Plant. Several entities expressed an interest in participating in the
ownership of the Grand Gulf Plant. MSE has entered into an agreement pursuant to which SMEPA
is aquiring a 10% undivided ownership interest in the Grand Gulf Plant. SMEPA has become respon-
sible for 10% of the cost of construction of the Grand Gulf Plant and upon completion of the Grand

| Gulf Plant, SMEPA will be entitled to 10% of the energy from, and liable for 10% of the operating
i costs of, the Plant

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 grounds of not being
timely under the antitrust conditions referred to above. MEAM asked the NPC to commence pro-
ceedings 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 bulk power. On May 29,1980, irt response to MEAM's request for enforce-'

ment of license conditions, the NRC issued a Notice of Violation to MSE and MP&L. The Notice of
Violation stated that the NRC Staff had concluded that MSE and MP&L had violated the antitrust
conditions in the construction permits, which relate to participation by MEAM in the ownership of the
Grand Gulf Plant; to wheeting power for members of MEAM: and to selling for resale partial require-
ments power to members of MEAM. MSE and MP&L responded to the Notice of Violation on June 18,

j
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1980, denying that they had violated th2 antitrust conditions tnd the construction permits, but odering to
settia all issues raised in the Nctice of Violation by r!!: wing MEAM to acquire en interest in the Grand
Gulf Plant, by agreeing to provide wheeling services for MEAM and by filing a rate schedule with the
FERC under which members of MEAM can purchase partial requirements wholesale electric service from

. .MP&L MSE and MP&L are negotiating the settlement of these issues with MEAM. The NRC has
utained jurisdiction over this matter pending the conclusion of these negotiations.

The Price-Anderson Act limits the puhtic liability of a licensee of s nuclear power plam to:560,000,000
for a single nuclear incident, which amount is to he covered by private insurance and.

indemnity agreements with the NRC.
Insurance for this exposure for the Middle South System com-

panies which are licensees has been provided by purchasing private insurance in the maximum availabletmount of $160,000,000
and the remainder provided by such indemnity agreements with the NRC

Effective August 1,1977, as part of a program to phase out the government indemnity, every licensee of
.

t nuclear power plant became obligated, in the event of a miclear incident involving any commercial
nuclear facility in the United States that rescits in damages in excess of the private insurance, to pay
retrospr.i e assessments of up to $5,000,000 per incident for each licensed reactor operated by it and up te,
a maximum per reactor owned of $10,000,000 in any calendar year.
reduced by the aggregate amount of all such assessments payable.

The government indemnity will be

In 1980, AP&L became a member of Nuclear Electric Insurance Limited, a mutual insurer.which
provides insurance coverage to cover membert for the cost of replacement power incurred due to prolonged
outages of nuclear units caused by radioactive contamination or other specified damage. Members are
insured against such increased costs in the amount of up to $2,000,000 per week (starting 26 weeks after
the outage) for one year and $1,000,000 per week for a second year. Members are subject to assessments
of up to five times their respective annual premiums if losses exceed the accumulated funds available to

-

the insurer. The present maximum assessment for AP&L would be approximately $16.6 million.

Other Regulation and Utigation
AP&L

To supply Reynolds' Patterson Reduction Plant with capacity and energy, Reynolds, the United
States of America, acting through the Secretary of 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 KWH per year and AP&L will in turn deliver to ReynoldsI

110,000 KW and the equivalent of the aforesaid 360,000,000 KWH annually. In April 1979, SPA
notified AP&L of an increase in rates higher than that provided for in this agreement.On May 8,1979,
AP&L and Reynolds filed an action in the United States District Court in the District of Columbia for a
declaratory judgment that the proposed rate increase is unlawful. DOE and SPA filed an answerI

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 October 20,1980, the District Court entered an Order finding
the proposed rate increase unlawful and enjoining SPA and the Secretary of Energy from imposing an3
rate higher than those permitted by the agreement. On December
to the United States Court of Appeals for the District of Columbia Circuit.19,1980, DOE and SPA filed an appeal|

dismissed by DOE and SPA on January 26,1981. The appeal was voluntarily1

>

LP&L

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 de the

! heating, ventilating and air conditioning work on Waterford No. 3 and that during the course of the work
.

1
- -

.
' *-

.
.

~
.

.

* .

9



-

i '

;

|. .

| LP&L had breached the contract by terminating Waldinger's right to perform further woric thereunder, !
| and malang claim for $20,092,050.51, costs, interest, and such other relief as the Court might consider
i 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 totalling $720,235.51, reimbursement allegedly due under the contract for certam home i

; office overhead 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 infor==tian and trade
! secrets furnished to LP&L in the amount of not less than $350,000. LP&L intends to deny liability and
I defend the suit vigorously. In the opinion of General Counsel for LP&L, (a) the clamp 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 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 chimig
$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 cammomenta under the,

contract. The two suits have been consohdated for trial and on June 5,1980 LP&L filed its answer aM:

counterclaim in the suit brought by Waldinger, the answer denying liability and the counterclaim seeking
judgment against Waldmger for the same amounts as LP&L's suit against Waldager.5

! On September 5,1974, LP&L filed suit in Civil District Court for the Parish of Orleans, State of I

Louisiana, against United and Pennsoil Company, alleging breach of gas supply contracts, tortious con-
I duct, 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 reulacement fuel through June 1974),

;

| trebled to $548,713,82L On the same date LP&L filed with the LPSC a petit:on 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
i would be made available 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 October 31,1978, a suit was filed against LP&L in the Civil District Court for the Parish of
Orleans, State of Louisiana, by Save 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 the public, and an injunction to prevent LP&L from proceeding with the construction of such
Unit. On November 17, 1978, LP&L filed a declinatory exception directed at the insufficiency of
service of process upon it. In addition, on April 2,1979, a mandamus suit (to which LP&L is not a
party) was filed in the same Court by Save 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 Waterford No. 3, and if such an evacuation plan is impossible (which plaintiff
alleges it is), that these defendants be ordered to immediately enjoin the construction of Waterford No. 3.

MPAL

On October 4,1980, 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 agreed to sell natural gas. The suit, which sought 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, has been dismissed.

MP&L filed suit on August 30,1974 against United and Pennzoil Company in the United States
District Court for the Southern District of Mississippi, for damages for breach of contract and for

39
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misrepre>entations made to MP&L. The suit seeks the ree:very cf dam ges from United and Pennroi!
in the amount of $160,200,000 incurred as a result cf breach cf a Gas Sales Agreement between United
and MP&L io, the supply of up to 190,000 Mcf of gas per day for use as fuel in MP&L's Rex Brown

;

and 11axter Wilson Steam Electric Stations. The damages sought include: $50,000,000 of increased- .
_. -

fuel and power costs which MP&L incurred and passed on as fuel adjustment to its customers since
.

United began curtailing gas deliveries and through July 31, 1974, which amount MP&L seeks
to refund to its customerat $67,750,000 incurred or to be incurred by MP&L in converting its power
plam 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 proceedmgs pending cenain FPC actions; and on April 21, 1977,
the Court referred the matter to the FPC. The FERC (successor to the FPC) accepted some of the
re: erred issues. -

-

On August 9,1974, the United States filed suit against MP&L in the United States District Court
for the Southern District of Mississippi seeking (1) a determination that MP&L is a government con-
tractur as defined 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) an order enjoining MP&L from refusing to comply with the terms and conditions -- ~

imposed by Executive Order 11240 and ;mplementing regulations issued thereunder. MP&L tiled a' ~ ' ~

motion for judgment on the pleadings and the United States responded with a motion for partial sum-
mary judgment.

On April 23,1975, the District Coun 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 affinned the opinion but vreated the injunction and remanded the case to the General
Services Administration for administrative proceedmgs. On June 5,1978, the United States Supreme
Court granted 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 renewed its motion for sununary 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 the Fifth Circuit. On July 16,1979, the
District Court stayed its judgment of May 30,1979 pending this appeal. The matter has been argued,in the Court of Appeals.

NOPSI '

On August 4,1977, 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. 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 resolutic.t. The law
suit results from the fact that the transit fare increase, which became effective on November 14,1975 and.

,

despite a judgment 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, when the Louisiana Supreme Court refused to review rulings of lower 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 farc by the amount it was reduced.) On May 15, 1979,-
the District Court granted plaintiffs' request for a summary judgment against defendants and awarded the
plaintiffs S5,518,990 (plus jodicial interest), which sum was ordered 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
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plaintifis' cttorney's fees in the amount of $100,000. On June 20,1979, NOPSI and the Council filed a
suspensive appeal from this summary judgment of the District Coun to the Louisiana Fourth Circuit Court
of Appeals. On November 14,1980, the Court of Appeals ordered that the summary judgment issued
by the District Court be annulled and that the case be returned to the District Coun for further pro-
ceedings. In December 1980, the plaintiffs and the defendants petitioned the Louisiana Supreme Coun
for writs of review of the Court of Appeals decision. On January 26,1981, the Louisiana Supreme Court
denied the writs of review. Under the subsidy agreements for each of the years 1978 through 1981 with
the City of New Orleans, the City would assume 30% of any ultimate liability resulting from this litigation.
See " Regulation and Litigation-Holding 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 sched-

! ules allows it to pass increased costs of fuel on to its customers without required regulatory hearing. A

j preliminary injunction and damages in the amount of $26.2 million are being sought. On January 19,1979,
the District Coun refused to grant plaintiff's motion for summary judgment. On December 19.1979, afteri

trial of the case, the District Coun 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 Or'eans
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. NOPSI has been advised by counsel that based on 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 Court for the Parish of Orleans for damages for breach of contract.
Petitioners also include representatives of a class consisting of all persons and organizations 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 all NOPSI's natural gas requirements
for the generation of electricity. Of the total amount of damages sought, $43.2 million represents
the increased amount of fuel costs which NOPSI incurred and passed on to its consumers of
electricity through June 1,1975, since United began curtailing gas deliveries for power plant genera-
tion in April 1971. Of the remainder of the damages sought, $62.0 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 increased cost of fuel being passed on to NOPSI's
electric customers through the operation of the fuel adjustment clause in its electric rate schedules;

! $8.0 million represents expenditures up to June 1,1975 for conversion of power plants to burn cil for
prolonged periods and $52.8 million represents the profits NOPSI would have realized from the genera-
tion and sale of additional quantities of electricity had United not breached its contract with NOPSI
and delivered 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 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 jurisdiction. On February 7,
1975, the state court denied the motion. On June 26, 1979, the District Court denied defendants'
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etions izr Referral of Issues to the FERC and for stay ci tri .1 pending the outcome of stich ref;r'ral.
On September 18,19S0, the District Court ordered that discov:ry be completed by M ynat trial be set for January 1,1982. 31,1981 and .

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

clause and other obligations imposed upon contractors with the Federal government pursuant to thecontractor" as defined by Executive Order 11246 and is subject to the equal employment opportunity
rNecutive Order.

The United States also sought an order requir,ing NOPSI to submit to a review of
.u records and employment practices to determine whether NOPSI meets the non-discrunination require-
ments prescribed by the Executive Order and requiring NOPSI to comply with its provisions.
District Court rendered a dccision on November The-

16.1979 holding NOPSI to be a government contractorand entered an order on December
17,1979 pernstting the United States to proceed by administrative

action to enforce NOPSI's compliance with the Executive Order and the rules and regulations there-
_

under. On December 21, 1979, NOPST filed notice of appeal with the United States Fifth CircuitCourt of Appeals.
On March 6.1981 that Court issued an opinion affirming that NOPSI is a govern-

.1ent contractor, but vacated the order and remanded the case to the District Court for a determination of
ahether or not the United States satisfied Constitutional criteria in seeking to inspect NOPSI's records*vithout a wartant..

14SE

On January 30,1979, MSE filed suit in the United States District Court for the Southem District of
Mississippi, against Zurn Industries, Inc. alleging breach of the contract between MSE and Zurn for the
judgment for damages of $6,000,000. design and construction of two natural draft cooling towers at the Grand Gulf Plant and seeking

On March 12, 1979, Zurn filed a counterclaim against MSE,
Bechte! Power Corporation and, individually, forty-three insurance companies in the American Nuclear
Insurers property insuracce pool, which insures the cooling towers at the Grand Gulf Plant, and a third-
party compla;nt against the insteance companies.

that MSE, Bechtel, and the insurance companies breached or caused to be breached the contract betweenThe counterclaim and third. party complaint alleged
MSE and Zurn and committed other wrongful acts and seeks damages against the counter-defendants
i.: the amount of $37,130.000. On March 18. 1980, the District Court approved a settlement reached
between the insurance companies and Zurn and dismissed with prejudice the counterclaim and third-
party complaint against the insurance cornpanies. Also in 1980. the District Court allowed MSE and
3echtel to amend their complaint against Zurn and allowed Zurn, in two instances, to amend its
counterclaim against MSE and Bechtel, in each case, to allege additional damages, and has, on two
occasions, granted a motion of MSE and Bechtel for partial summary judgment, dismissing claims ofZurn for damages.

The total damages sought by MSE and Bechtel in the complaint is now $14,300,000;
and the total damages sought by Zorn against MSE and Bechtel in the counterclaim is now $36,321,000actual and $5,000,000 punitive.

Ite m 2. Properties

Reference is made to Item 1 " Business-Property" for information regarding the properties ofthe registrants.

Item 3. Legal Proceenlings

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
1 " Business-Regulation and Litigation", and Item 1 " Business-Fuel Supply-Fuel Oil" and " Fuel
Supply-Coa!" for information relating to the registrants' pending regulatory proceedings (other thanrate proceedings) and litigation.

.

42

| . . .
*

, e -

I
,

.y



- _ _ _ - ,

. .

.

Eteen 4. Seceerity Onenership of Certain Reneficial Oseners and Management. ,

(a) MSU owns 1007 of the outstanding common stock of the four other registrants, AP&L, LP&L, MP&L and NOPSI. The regis-
trants know of no contractual arrangements which may at a subsequent date result in a change in control of any of the registrants.

(b) Information called for by this item concerning the securityownership of the directors of MSU and the directors and officers of MSU-

as a gro.ip is set forth under the heading " Security Ownership of Management ** contained in the Proxy Statement of MSU to be filed in connec-
tion with its Annual Meeting of Shareholders to be held May 15,198i, which infurnution is herein incorporated by reference. The directors
listed below and the directors and officers as a group for AP&L, LP&L, MP& Land NOPSI, respectively, beneficially owned directly or indirectly
the following ctmolative preferred stock of their company and common stock of MSU:

As of Jammary 31.1988

Preferred senck. Slet Par Value Preferred stock. $25 Far Value besU (W-a= Sancit
a- .=* and Nature Aw and Haeure Anneues and Neaure

of Sensecial of DemeAcest of Deeraclat
Ownership (A) Ownership (A) Ownessinap( A)

Sono Voe. sole Vee. Solo Vee. Other
sus and Other tag and Other Img and Beneeclet

Inve.ssneset er o nt
nent Bemeecent Fercent Owner. Perce

leve.m.enia)Ownershay of onseOemeectal
S Percentlevestansat

re eetop shwcjan) setomershap of anosName Powertet

AP&L
Lawrence Blackwell ... . - - - - - - 1,600 - .0015 %g
11al E. Ilunter . . . . . . . . . .. - - - - - - - 100(G) .0001

Floyd W. lewis . . . . . . . . - - - - - - 3.935 2,921(F) .0064

Jerry L Maulden . ... .. - 100(E) .0064 % - - - - 2.923(G) .0027

Roy L Mur@y - - - 300 - .00uS% 481 214(R) .0006........

Jarnes D. Phillips .... . . . - 130(11) .0083 - - - 1,365 1.189(G) .0024

Robert D. Push . .. - - - - - - 162 3.899(l) .0038..

George K. Reeves . . . . . . . . - - - - - - 13,069 6.143(T) .0178

Reeves E. Ritchie . . . . . . . 654 50(II) .0449 - - - 3,103 - .0029

Gus B. Walton, Jr. .. .. . .. - - - - - - 19,8P - 0184

All directors and oNicers 674 320 .0634 300 40 .0074 47,412 21,159 0635

LPal.
Janws M. Cain - - - - - - - 542(G) .0005.......

Charles J. Cassidy - - - - - - 3,000 - .0028......

Ilarry M. England . . . . . . - - - - - - 100 000(G) .0008

100(K) .0069 - - - - 3,441(K) .0032Tex R. Kilpatrick .. . .. . -

Floyd W. Lewis . . . . . . . - 120(L) .0082 - - . . - 3.935 2,921(F) .0064

E. A. Rn trigue . . . . . . . 87 - .0060 - - - 3,247 - .0030

II. Duke Sheckelford .... - - - - - - 1,000 1,590(U) .0024

Jack M. Wyatt 5 - '.0003 - - - 2.391 931 .0031. ... ...

All directors and odicers 112 220 .0228 - - - 19,174 16,084 .0327
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- Peeferred seeck, sles Per Valse
As of Jer ary 31, f~a k

Anneemt and Naasre
Preterred seert, s25 Per Vetus

of new a Asisusst and Nesere
_ b SU Causesse se uk

Oesership(A) of semeGetet Ameens and Messee
seas ves- Ounnership(A) of Beererset

Demeruleep(A)
sea, vei.

- asse ves- cener
_Name_ re=erts, o.ne iew _er osas _ Po.ortop O.eenas, er com _ re top .sw et oese

Paeseet
FeementMP&L Pescast

G. Lawrence Adame ....
Robert M. Hearin ....... 5(S) 0013% - -

-
,

J. Harvey Johnston, Jr. . 275(J) .0726
- - - --

-

- -
400- -

Floyd W. I4wis . . . . . . . . - - - 600 - .0006
A004%

- --

-

Donald C Lutken
-

- -
10

Richard D. McRae ...... .0026 3,935 2,921(F) A064
-...... --

- - 3,321 1,880(M) .0048
- -

LeRoy P. Percy . . . . . . . .
- - -le -

* Dr. Walter W " .0026 - 300(N) A003
--

- --. - - 1,300 - .0013All dir-we and oSars 41 294 .0004 - 139(H) A001

- - - - -

NOPSI, - - 14,752 12.906 A257
-

-

James M. Cain . . . . . . . . .
.

-

Brooke H. Duncan
- 542(G) .3005

- -
- -..... - -

g Richard W. Freemen ...
- -, - -- -

i Sam Israel. Jr. . . . . . . . . . 162(Q) A002
- --

-* -
3,600- -

Arthur L. Jung. Jr. .....
-

.0033- -- -
1,eco- -

Floyd W.14wle -
.0009- -- -

1,406 3,000( O ) .0041
........ - -.

William C Nelson ......
- -

- -

3.935 2,921(F) A064
- -

John B. Small,ase ...... - -

- -
* - -

463 A004Charles C Teamer ......
- --

- -

300 1.16B(P) .00lt
- -

Jack M. Wyatt - - -
i' -. ....... - - 109

All directors and edicers
-

- e - .0001-
-

2,391 931 A031
- -- - - -

16,977 12,791 A276
-

(A) Based on information furnished by the respective individuals.

(B) Includes all shares which the individual has the sole powerto vote and dispose of, or to direct the voting and di
.

*

(C) Includes, fot the named persons, shares of MSU Common Stock held in the Ff.,Stock Ownership Plan of th

i

sposition of.,
.

Jack M. Wyatt,203 shares; Donald C. Lutken,280 shares; William C. Nelson,116 shares'.follows: Floyd W. Iewis, .331 shares; Jerry L Maulden,127 shares; James D. Phillips 186 shares:
! e registrants as

.

James M. Cain,160 shares;,

(D) Includes, for the named persons, shares of MSU Cominon Stock hekt in the System Savings Plan as folloi

William C. Nelson. 347 shares; James D. Phillips, 403 shares. shares; Jerry L Maulden, 574 shares; James M. Cain, 267 shares; Donald C. Lutken,741 shares; Jack M Wy tt 728 hws: Floyd W. Lewis,1,377i
*

. a, s ares;*#

(E) ReAcets 100 shares held by Jerry L Maulden for his minor child.*

-
*
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t
*
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(F) Includes 785 shares held by Floyd W. Ixwis' children, and 428 shares held in trusts of which he is a trustee. Floyd W.12wis dis-
:

{ claims any personal interest in these 1,213 shares. .

! (G) includes, for the named persons, shares of MSU Common Stock held jointly with their wives in which voting and investment powers
j are shared: James M. Cain,115 shares; liarry M. England,800 shares; Jerry L Maulden,2,222 shares; James D. Phillips,600

'

shares; Hal E. Hunter,100 shares.
,

(H) Owned jointly with wife.
I (I) Includes 2,112 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 1,787 shares held by Robert D. Pugh's wife.

| (J) Robert,M. IIcarin is a principal stockholder d VGS Corporationwhich owns beneficially approximat -S 80% of the outstanding voting.

stock of Lamar Life Corporation, which ownu 100 shares of MP&L 4.36% Preferred Stock and 17% shares of MP&L 4.56% Preferred
|

Stock.'

I (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. Tex R. Kilpatrick holds jointly with his wife 441 shares of MSU

;
Common Stock in which voting and investment powers are shared.i

(L) Floyd W. Lewis is the trustee of two trusts, the assets of which include 95 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. Ixwis disclaims any per-
sonal interest in all these shares..

31) Includes 200 shares held by Donaki C. Lutken's wife in which he disclaims any personal interest and 659 shares held in trust of whichI m

i| he is irustee.
!

s Q Reflects 300 shares owned by wife of Richard D. McRae.:
,

i 4G) Arthur L Jung, Jr. is President of Jung Realty Co., Inc., which owns 3,000 shares of MSU Common Stock.

(P) Hellects 240 shares held in trusts of which John B. Smallpage is the trustee,40 shares in which he has sole vcting 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. Jolm B. Smallpage disclaims any personal interest'

in these shares.

(Q) Reflects 162 shares owned by wife of Ilrooke H. Duncan in which he disclaims any personal interest.
;

i (R) Reflects 214 shares hekt by Roy L. Murphy's minor child. Roy L Murphy disclaims any personal interest in these hares.

| (S) G. Lawrence Adams holds jointly wit.. his wife 5 shares of hlP&L 4.56% Preferred Stock in which voting and invet ment powers aret

; shared.
I (T) George K. Reeves owns jointly with his wife 403 shares of MSU Common Stock in which votirg and investment powers are shared.;

Also includes 5,740 shares hekt by George K. Reeves' wife. ;
1;

; (U) includes 1,000 slares owned by wife of H. Duke Shackelford in which he disclaims any personal interest and 590 shares over which
!4

hlr. Shackelford has power of attorney and voting power.'

|

|
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PART H
,

Item S. Market for the Registrants' Common Stock and Related Security Holder Masters.

MSU. Reference is made to information under the headings " Corporate Information", "Financid

Review Common Stock Data" and Note S of " Notes to Consolidated Financial Statements" co.ntained in
MSU's 19SO Annual Report to Shareholders, which information is incorporated herein by reference.

AP&L, LP&L, My&L md NOPSL No similar information. required by Item 9 of Regulation
S-K is provided herein with respect to AP&L, LP&L, MP&L and NOPSI as the common stocks of all
these corupanies are held solely by MSU.

Item 6. Selected Financial Data.

MSU.- Reference is made to information under the heading " Financial Review-Selected Financial
_

N2" contained in MSU's 1980 Annual Report to Shareholders, which information is incorporated herein
iy reference.

AP&L. Reference is made to information under the heading " Ten years of Progress / Financial-
Selected Financial Data" contained in AP&L's 1980 Annual Report to Shareholders, which information is
incorporated herein by reference.

- -

LP&L Reference is made to information under the hading " Record of Progress 1970-1980"
contained in LP&L's 1980 Annual Report to Shareholders, which information is incorporated herein
'y reference.

MP&L. Reference is made to information under the heading " Mississippi Power & Light Company--
Record of Progress 1970-1980-Selected Financial Data" contained in MP&L's 1980 Annual Report to
Shareholders, which information is incorporated herein by reference.

NOPSL Reference is made to information under the heading " Financial & Operating Statistics-
Selected Financial Data" contained in NOPSI's 1980 Annual Report to Shareholders, which information
is incorporated herein by reference.

Item 7. Managements Discussion and Analysis cf Fin.mcial Condition
and Results of Operations.

MSU. Reference is made to information under the heading " Management's Discussion and Analysis
of Financial Condition and Results of Operations" contained in MSU's 1980 Annual Report to SI are-
holders, wh:ch information is incorporated he tin by reference.

AP&u Reference is made to information under the heading " Management's Discussion and Analysis
of Financial Condition and Results of Operations" contained in AP&L's 1980 Annual Report to Share-
holders, which information is incorporated herein by reference.

LP&L. Reference is made to information under the heading " Management's Discussion and Analysis
of Financial Condition and Results of Operations" contained in LP&L's 1980 Annual Report to Share '' ~ ' ' '

holders, which information is incorporated herein by reference.

MP&L Reference is made to information under the heading " Mississippi Power & Light Company---
Management's Discussion and Analysis of Financial Condition and Results of Operations" contained in
MP&L's 1980 Annual Report to Shareholders, which information is incorporated herein by reference.

NOPSL Reference is made to information under the heading " Management's Discussion and Analysis
of Financial Condition and Results of Operations" contained in NOPSI's Annual Report to Shareholders,
which information is ircorporated herein by reference.
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Iseni 8. Financial Seasemense and Syplemensary Dasa.*

MSU. Reference is made to information under the headings " Auditors' Opinion", " Consolidated
Balance Sheets", " Statements of Consolidated Income", " Statements of Consolidated Retained Earnings
and Paid-In Capital", " Statements of Changes in Cousolidated Financial Position" and " Notes to
Consolidated Financial Statements" contained in MSU's 1980 Annual Report to Share'nolders, which
information is incorporated herein by reference.

AP&L. seference is made to information under the headings " Auditors' Opinion", " Balance Sheets
at December 31,1980 and 1979", " Statements of Income and Retained Earnings For the Years Ended
December 31,1980,1979 and 1978", " Statements of Changes in Financial Position For the Years Ended
December 31,1980,1979 and 1978" and " Notes to Financial Statements" contained in AP&L's 1980
Annual Report to Shareholders, which information is incorporated herein by reference.

LP&L. Reference is made to information under the headings " Auditors' Opinion", " Balance Sheets",
" Statements of Income", " Statements of Retained Earnings", " Statements of Changes in Financial
Position" and " Notes to Financial Statements" contained in LP&L's 1980 Annual Report to Shareholders,
which information is incorporated herein by reference. -

MP&L. Reference is made to information under the headings " Auditors' Opinion", " Mississippi
Power & Light Company-Balance Sheets-December 31,1980 and 1979''. " Mississippi Power & Light
Company-Statements of Income For the Years Ended December 31,1980,1979 and 1978", " State-
ments of Retained Earnings For the Years Ended December 31,1980,1979 and 1978", " Mississippi
Power & Light Company-Statements of Changes in Financial Position For the Years Ended Decem-
ber 31,1980,1979 and 1978" and " Notes to Financial Statements" contained in MP&L's 1980 Annual
Report to Shareholders, which information is incorporated herein by reference.

NOPSL Reference is made to information under the headings " Auditors' Opinion", " Balance
Sheets"," Statements of Income"," Statements of Retained Earnings"," Statements of Changes in Financial
Position" and "Not'es to Financial Statements" contained in NOPSI's 1980 Annual Report to Share-
holders, which information is incorporated herein by reference.

|
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P A R T III

? .e .9. Directors and Executive Oficers of the Registrents.(1) '

asse omoor

he Diraceor 5t Durtos L sars?* Imo g Posinom Sincett) Poestaan and Other Direesarskaps(2)y ~a e

* actors

formation called for by this item concerning directors of MSU is set forth under the heading * Election of Directors"
c .itained in the Proxy Statement of MSU to be 61ed in connection with its Annual Meeting of Shareholders to be held May 15,1991|
w ich information is incorporated herein by reference.

*

O,icers
Royd W.14wis .... . 55 Chairman of the Board and 1968 1972 Chairman of the Board and President ofPresident MSU since May 1980; Chairman of the

Board and Chief Executive OHicer of
MSU from May 1979 to May 1980;
Pre =ident and Chief Executive Of5cer
of MSU from 1972 to May 19790)

'onald J. Winneld . . . . . . . . . 65 Senior Vice President- - May 1980 Senior Vice President-Fia=c=1 Consult-
Financial Consultant ant since May 1980; Senior Vice Presi-

dent-Finance from October 1977 to
May 1980; Vice President-F' mara=
from 1974 to October 1977; Vice Presi-
dent sire 1970

Edwin A. Lupberger . . . . . . . . 44 Senior Vice President- - Feb. 1981 Senior Vice Praident-Chief Finaneut
Chief Fmanoa10f5cer Of5cer of MSU and MSS since Feb ~ ~ ~-

ruary 1981; Vice President-Chief Fi.
nancial Of5cer of MSU and MSS from
May *.980 to February 1981 and Vice
President-Fia= ara of MSU and MSS

.

from February 1979 to May 1980; Se-
nior Vice President of Finance of
T~"~.=lis Power and Light Com-
pany from 1977 to January 1979 Vice
President and Treasurer of Gulf bower
Company from 1969 to 1977

Lan E. Stapp . . . . . . . . . . . . . . 46 Sesretary - Nov.1974 Secretary since November 1974;_ hamr
Vice President and Secretary of MSS
since June 1980* Vice President and
Secretary of EdS from 1968 to June
1980

."odney J. Estrada . . . . . . . . . 43 Treasurer Feb. 1979 Treasurer of MSU and MSS since Feb--

ruary 1979; Controller of MSS from
1970 to February 1979

.'.1&L
Direclors

Iawrence Blackwe!! ........ 70 1958 Attorney 4t-Law, Pine Bluff, AR.- -

Hal E. Hunter, Jr. . . . . . . . . $9 1981 -

Prosecuting Attorney,f Hunter & Hunter,New Madrid Coun--

ty. MO.; Member o
Attorneys-et.I4= since 1962

Floyd W. Iewis . . . . . . . . . . . . 55 1971 Chastman of the Byrd and President of- -

MSU since May 1980; Chairman of the
Board and Chief Executive Of5cer of
MSU from May 1979 to May 1980;
President and Chief Executive Of5cer
of MSU from 1972 to May 19790)

Jerry L Maulden ...... . 44 President and Chief Execu- 1979 April 1979 President and Chief Executive Of5cer of..

tive Of5cer AP&L since April 1979; Vice President
and Treasurer of MSU and MSS from
May 1978 to February 1979; President
of MSS from Febnsary 1979 through
April 1979; Vice P.esident, Treasurer,

and Secretary of APOL from May 1975
to February 19780)
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*- Diresear Present Last
Neem ,fge, resinom sacem Poeman and ouer pi.- -

2)

President, Chamnan of the Board and Di-Roy L. Murphy . . . . . . . . . . . 53 1977- -

rector of Mid-South Er.sh-lu.ings,
Co.*

(Consulting Engineers), Hot Spr
AR.

Attorney.at-Law, Nolan & Alderson, At-1971William C. Nolan, Jr. . ... .. 41 --

torneys; Director of Murphy Oil Cor-
poration qad Subsidiaries and N=1= ark
Broadcastmg Corp.

James D. Phillips . . . . . . . . . 62 Senior Vice President. Sys- 1972 Aug.1977 Senior Vice President System Engineer-
tem Engineering and ing and Planning since August 1977;
Planning Senior Vice President, Production,

Transmission and Engineering from
1973 to August 1977

President of Portland Gin Company (Ag-1971Robert D. Pugh 51 --
..........

ricultural and Agri-Business), January
I

1.1977 to present: Partner, Pugh and
Company ( Agricultural and AgruBusi-
ness),1972-1976. Portland, AR.0)

Partner. Ward & Reeves. Attorneys-at-1981George K. Reeves 66 --
. . oLaw )

Chairman of the Board from 1976 throughReeves E. Ritchie . . . . . . . . . . 66 1962- -

July 1979: President of AP&L from
1962 to 1976

Chancellor of the University of Artran==,Herman B. Smith, Jr. . . . . . . 53 1980 --

at Pine Bluff, AR. since July 1974
Wright.Lmdsey & Jenmngs, Attorneys-1981Gus B. Walton, Jr. 39 --. ... at-Law; Director of Ear Review of

Arkansas, Inc. a.id Pulaski Motor
Lodge Corporation of AR.

President of Lee Wilson & Con:pany from1980Michael E. Wilson 38 --... .

February 1977 to the present, Vice
President from February 1975 to Feb-
ruary 1977; President of Lee Wilson
Insurance Agency; President and Di-
rector of Delta Valley & Southern Rail-
way Company since February 1979

Oficers
Jerry L. Maulden . . . . . . . . . . 44 President and Chief Execu- 1979 April 1979 President and Chief Executive Officer of

tive Officer AP&L since April 1979; Vice President
and Treasurer of MSU and MSS from
May 1978 to February 1979: President
of MSS from February 1979 through
April 1979; Vice President, Treasurer
and Secretary of AP&L from May 1975
to February 19790)

James D. Phillips . . . . . . . . . 62 Senior Vice Presidect. Sys- 1972 Aug.1977 Senior Vice President-System Engineer.
tem Engineering and ing and Planning since August 1977;
Planning Senior Vice President. Production,

Transmission and Engineering from
. 1973 to August 1977
!
l Charles L. Steet . 56 Senior Vice President- - Jan. 1981 Senior Vice President-Arntant to Pres-
| Assistant to President ident since Januar* 1981; Vice Presi-.. .. ...

dent-Assistant to President from May
! 1979 to January 1981: Vice President.
| Public Affairs from May 1975 to May

1979

Jan. 1981 Senior Vice President-Energy Supply
'

Wittiam Cavanaugh III ..... 41 Senior Vice President- -

Energy Supply since January 1981 : Vice President, Gen.
eration and Construction from January
1979 to January 1981; Executive Direc-
tor of Ceneration and Construction from
August 1977 to 1979; Assistant Director
of Power Production from June 1976 to
1977; Manneer of Nudear Services
from February 1974 to 1976
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Elecasd no Pneccesg peelboe kE g M y[**" yNems

,' ': L. King . . . . . . . . . . . . . . 41 Senior Vice President- Jan. 1961Energy Delivery and Senior Vice Prendent-Energy Dehvery {
-

Services and Services since January 1981; Vice
,

JPresident. Divisions from Da==w ;1979 to January 1981; Director of Di- '

visional Services from August 1978 to
D===w 1979 Division Manager from
April 1976 to ugust 1978

*- .

~ .hs J. Harton . . . . . . . . . . . . 39 Vice President. Treasurer
Jan. 1981 Vice President. Treasurer and Chief Fi.

-~

and Chief Finanei=1 OSi- nancial 08icer. since January 1981
Treasurer from Ma 1979 to January;

car
1981; Director of rate Planningfrom April 1974 to 1979

rry D. Jaelrana . . . . . . . . . . . 36 Senior Vice President-Fi- - Jan. 1W1 Senior Vice President-Finance. Regula.mance. Regulation and
tion and Legal Services and SecretaryIagal Ser6ces and See- since January 1981 ; Vice President. Gen-

retary eral r,===1 and Secretary from May
1980 to January 1981; Secretary since
July 1979; Attorney.at-Iaw from April
1969 to July 1979, Little Rock, AR.

' 71I11e Ray Snuthern. . . .. . .. 49 Vice President-Admin.
Jan. 1981 Vice President-Artmimstrative Services-

istrative Services since January 1981; Fnn ,ve Director -

of Arta*iaintrative Services from Febre-
ary 1980 to January 1981; Director of
Internal Auditing until February 1980

nrlph C. Mitchell. III . .... 45 Vice President--Conserva. Jan. 1981 Vice President--Conservation and Renew--

tion aui, Renewable Re. able Resoortes since January 1981*
- sources Executive -Director Conservation' and-

Renewable Resources from February
1980 to January 1981; Director i srpor-
ate Communications from May 1979 to
February 1980; Director, unnagement
Services from May 1976 to May 1979-
Special assistant to President of MStf
from January 1976 to May 1976

Chart s L Kelly . . . . . . . . . . 43 Vice President-Corporate Jan. 1981 Vice President--Corporate Communica--

Commun. cations tions since January 1981; Director of
Corporate Commum,estsons from Feb-
ruary 1980 to Jannary 1981; G--

-

~

cations Manager from February 1978 to
February 1980; u.ner r of Media
Communications from August 1977 to
February 1978; News Director of
KTHV-TV in Little Rock, Arkansas
from 1966 to August 1977.

7P&L
Diverters .

.

James M. Cain . . . . . . . . . . . . . 47 1978 President of NOPSI. April 1978 to date;- -

President of MSS, November 1975 to
April 19780)

.

Charles J. Cassidy .......... dp
1966 Chairman of the Board and President of

- -

First State Bank & Trust Company, -
'

i Bogalusa, LA.
| Harry M. England . . . . . . . . . 67

1970
| President of Coastal Cannmg Enterprises,- -

Inc. and Coastal L _ Inc.; Chair-,

man of the Boards of Frst Commerce
Corpora 3cn and First National Bank of
Commerce from 1975 to 1978, New
Orleans, LA.

Tex R. Kilpatrick . . . . . . . . . 48 1972 President of Central American Life In-
- -

surance Company. We Monroe. LA.;
Director of Misco. Inu.
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i "" ^ Direcaer Presamt Durins Last S Years' *
Names g Poaltase SinceO) Possuem and Other Directorutupad)

Floyd W. Lewis . . . . . . . 55 - 1967 - Chamnan of the Board and President of.

i MSU since my 1980; Chairman of the
Board and Chief Executive Officer of
MSU from My 1979 to &y 1980;
President and Chief Executive Officer
of MSU from 1972 to my 19790)

E. A. Rodrigue . . . . . . . . . . . 68 - 1967 Chairman of the Board of LP&L from-

| May 1976 te November 1977: Presi-
I dent of LP&L.1972 to 1976: President
j of Armelise Planting Co. from Janu-

ary 1975 to present
H. Duke Shackelford .. ... 54 - 1972 Planter: President of Shackelford Co

|
-

Inc Shackelford Gin, Inc Union Oil
Mill. Inc. and Louisiana Cotton Ware.
house Co, Inc. (All Agricultural and
Agri-Businesses), Bonita. LA. : Di-
rector of Bastrop National Bank,
Bastrop, LA.

Jack M. Wyatt . . . . . . . . . . . 62 President 1976 my 1976 President of LP&I,1976 to date; Pres-,

ident of SFI from June 1975 to my
19760)

Oficers
! Jack M. Wya.t . . . . . . . . . . 62 President 1976 My 1976 President of LP&L.1976 to date; Pres-

ident of SFI from June 1975 to my
19760)

Gerald D. McLendon . . . . . . . 58 Semor Vice President- - May 1977 Senior Vice President-Operations since
Operations May 1977; Vice President-Operations

from my 1975 to my 1977
John H. Erwm. Jr. . . . . . . . . . 58 Vice Pr==wi at and - Jan. 1974 Vice President smce January 1974;

Treasurer Treasurer since 1967
W. H. Talbot 50 Secretary and Controller - 1968 Secretary and Contro!!er....... .. ..

Donald L Aswell .. . . . . . 54 Vice President-Power - My 1977 Vice President-Power Production from
Production May 1977 to present: Manager of Po-

wer Production from 1965 to May 1977
Kenneth M. Brumfield . . . . . . 62 Vice President- - m y 1977 Vice President-Administration since My

Administratiort 1977: Corporate Services Enager from
January 1975

Gus F. Delery . . . . . . . . . . . . . 53 Vice President t'~- - May 1977 Vice President-Consumer Services froe-
Services May 1977 to date; Manager of Wrket-

ing from February 1974
Joseph M. Mooney . . . . . . . . . 63 Vice President-Govern- - My 1977 Vice President-Governmental and Public

mental and Public Afairs Afairs since My 1977; Vice President
-Adminirtration from My 1975 to
m y 1977

Jack Davey . . . . . . . . . . . . . . . . 54 Vice President and Chief - ' day 1979 Vice President and Chief Engineer since
Engineer my 1979: Chief Engineer from August

1976 to my 1979; System Planning
Manager from September 1965 to,

i August 1976

MP&L
Directors

1961 - Attorney-at-Law, Artamt Forman, Tro*y,G. I4wreire Adams . . . . . . . 67 -

Ward, Smith and Bramlette. Attorneys,
;

i
Natchez, MS.

I Norman B. Gillis. Jr. . . . . . . 53 - 1968 - Attorney-at-Law. McComb, MS.: Direc-
| tor of the First National Bank of
1 Jackson. MS.

1959 - Chairman of the Board and Chief Execu.Robert M. Hearin . . . . . . . . . 64 -

tire Officer of First National Bank of
Jackson: Chairman of the Board of
School Pictures, Inc.; Director of
Lamar Life Corp.: Director of Lamar
Life Insurance Co South Central Bell
Telephone Co., First Capital Corp. and
Amerada Hess Corp.

51
-

.

i



.
. .. .

Date OdBear *

Ejected to Principal Occupadons
-MenP*

Meangsament Director Present Dunas Last 5 Years& __ Poniuon Sance(1) Positano and other Dc-c _ M
'. Harvey Nton, Jr. .... 62

1956 Surgeon-
-

R. E. Kennington II .... ... 48
1974 Chairman of the Basrd and Chie! dxecu-

-
-

tive Officer of Grenada Binkina Sys-
tem, Grenada,11S.Pryd W. Lewis . . . ..... . . . 55

1971 Chairman of the burd and President of
-

-

MSU since by 1980; Chairman ci
the Board and Chief Executive Officer
of MSU from by 1979 to my 1980;

_Pw.; dent and Chief Executive Officer
et MSU from 1972 to my 19790)

Dc,us!d C. Lutken .. . . . . .. . 56 President / Chief Executive 1970 1971 Praaident and Chief Executive Officer of
MP&L since 1971 Director of Lamar
Life Corp, T ===r; Life Insurance Co.
and Magus Corp.0)

Jchn P. Maloney . . . . . . . . . . 62 - 1980 Chairman of the Board a'-i Chief Execu--

tive Officer of Depe 'c Guaranty Na-
'

tional Bank; Presidea.s, Chief Operating
Ollicer and Director of Deposit Guar-
anty C.i~c.dma; Director of Jacksoi.
Packm' g Con w and Mississippi Val-
ley Title Insurana Company

2 Scl'ard D. McRae ......... 59 1976 Pre == dant of McRae's, Inc. (Dw c .t
- -

Stores), Jarle=an, MS.; Director of De-
posit Guaranty Corporation

I '.Roy P. Percy . . . . . . . . . . . 63 1959 Cotton farmer, Chairman of the Boards- -

of Mimsittippi Chemical Company,_Ya. . --
zoo City, MS, ari First Mississippi-
Corporation (AgricOure and Chemi-
cal Sup
Jah, plies and Gas Exploration);MS.: President of Greenville
Compress Co, Greenville, MS.0)

Dr. Walter Washington .... 57
1977 President of Alcorn State University,- -

Lonnan, MS.0)
O. M. Williams, Jr. . . . . . . . . 44 1976 Partner, Reeves-Williams Bmiders,- -

Southaven, MS.
05.rers

Dc.nald C. Lutken . . . . . . . . . . 56 President / Chief Executive 1970 1971 President and Chief Executive Officer of
MP&L since 1971 Director of Lamar
Life Corp., im==r; IJie Insurance Co. _.

and Magna Corp.0)
Norris 1 Stampley ... ... .. 60 Senior Vice President- - Jan. 1981 Senior Vice President-Nuclear sinceNuclear January 1981 Senior Vice Prc.'.aent-

Engmeering, ,(iAGcoi and Construe--

tion from May 1980 to January 1981,;
Vice President-Production and Engs- '
neerm' r from December 1977 to my
1980; Vire President-Production from
1972 to December 1977

Alex McKeigney . . . . . . . . . . . 63 Vice President-
1967 Vice President-Information Services-

In'ormation Services
W. Donald Colmer . . . . . . . . . 62 Vice President-Public Af- - 1971 Vice President-Public Affairs and Envi.fairs and E 4 - J roamental Etters,

'

Etters
Jolm D. Holland . . . .... ... 58 Vice President-Area -

Jan.1976 Vice President-Area Affairs from Jan-Affairs uary 1976 to present; Vice President
and Central Division Manager from
1971 to January 1976

J. Stewart Frame . . . . . . . . . . 59 Vice President-Personnel - May 1978 Vice President-Perscnnel and Adminis-
and Administrative trative Services since May 1978: Di-
Services rector of Personnel from April 1977 to

May 1978: Division Enager from 1962
I
| to April 1977

.
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Nams & Positaan since(1) Foamon and Other Du-- 1. ^ ' 7)
*

Walton T. Woods, Jr. . ..... 64 .Vice President-General 1my 1980 Vice President-General Property and 1

-

Property & Sernoes Services since my 1980; M nager-
General Property and Services from
1976 to my 1980

,

Thun= A. Dallas . . . . . . . . . 57 Vice Presht-Chief - June 1980 Vice President-Cluei Engmeer since 1
'

Engineer June 1980; manger-Fngmming Sys-
tems Operations and Construction from
1976 to June 1980

Donald E. Meiners . . . . . . . . . 45 Vice President-Customer my 1978 Vice President-Custo:Ler Sernees from-

Services my 1978 to date; Manager of Cus-
tomer Services from June 1977 to my
1978; Meneser of Division Operations
'.rosn 1971 to Jane 1977

Frank S. York, Jr. . . . . . . . . . 59 Vice President-Finanre
my 1978 Vice President-Finance since my 1978;-

and Secretary Controller from 1975 to my 1978;
Secretary since 1962

James R. Martm ... . 50 Treasurer
Dec. 1977 Treasurer since December 19771 Assistant

-

Treasurer from 19fA to D- alwe 1977
NOP57

Director:

James M. Cain . . . . . . . . . . . . 47 Prendent 1978 April 1978 President of NOPSI, April 1978 to date;
President of MSS, November 1975.
April 19780)

Brooke H. Duncan . . . . . . . . . 56 1967 -

Prendent and director of Jno. Worner &
-

Son, Inc. and The Foster Company, Inc.
(Canvas Fabricator), New Orleans,
LA.<4)

I4arance Eustis . . . . . . . . . . . 67 1969 Chairman of the Board az c Chief Execu-
- -

tive Officer of Laurance Eustis Mort-
gage Ceri~iG; Premdent and Chief
m.xecutive Odicer of Laurance Eastis
Insurance Agency, Inc. Director of the
Bank of New Orleans a;nd Trust Com-
pany, New Orleans, LA.

- -

txmal Shipholding Corp. , and Interna-
Richard W. Freeman ....... 67 1961 Cinirman of 'Ibe T~.: :-- Coca-Cola

- -

Botthng Company L-

Delta Airlines, Inc.,td.: Directe e ofNew Orleans,
LA.QX4)

| Sam Israel, Jr. . . . . . . . . . . . . 70 1969 Vice-Chairman and Director of ACLI In-
- -

ternational,Inc. C ---% BrokerDirector of Zap (ata Corporation, "-);-
Orleans, LA.(4)

Arthur L. Jung. Jr. . . . . . . . . 65 1951 Prwa* of Jung Realty Co, Inc, Di-- -

rector of the First Commerce Corpora-
tion and the First National Bank of
r====ece, New Orleans, LA.

Floyd W. Lewis . . . . . . . . . . . 55 1970 Chasrman of the Board and President of
- -

|

MSU since my 1980; Chairman of the
Board and Chief 1~.xecutive Officer of
MSU from May 1979 to May 1980;
President and r ef Executive Officers
of MSU from 1972 to May 19790)

Wmiam C. Nelson . . . . . . . . . 58 Vice Prendent, Admaustra- 1979 May 1978 Vice President. Administration and Legaltion and Legal and since my 1978; Vice President andSecretary
General Counsel from 1971 to May
1978; Secretary since November 1976

John B. Smallpage . . . . . . . . . 55
1969 President-Secretary and Chairman of the

-
-

Board of Donovan Boat Supplies, Inc.,
New Orleans, '. A.

Charles C. Teamer, Sr. ... .. 47
1978 Vice President for Fiscal Affairs of Dil.

- -

lard University, New Orleans, LA.
53
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FJectue to Princi Occupadoessta==r-a=* Director Pressetg g _ Possuoe smocet t; _ Possues Last S Years
end otha Direcsc:- -M,7 e.k M. Wyatt . . . . . . .. . . . . 62

1976-

President of LP&L,1976 to date; Presi-
-

dent of SFI from June 1975 to my
19760)CC.cer

_mes M. Cain . . . . . . . . . . . . 47 Fresident
1978 Ap il1978 President of NOPSL Apn't 1978 to date;

President of MS$, November 1975-,

April 19780)
John . H. Cl .vanne . . . . . . . . . 39 Vice President, Finmar.

Nov.1980 Vice President-Finance since November
-

1980 Controller from November 1976
to November 1980;from July 1974 tAssistant to VicePresident. Finance oNovember 1976

.-C.crwood A Cuyler ....... 59 Vice President. Public and
- Nov.1976 Vice President, Public and RegulatoryRegulatory Affairs

Affairs since November 1976 Vice
President. Community Relations; from
1970 to November 1976~ 'illia:n C. Nelson . . . . . . . . . 58 Vice Presidst, Admims- 1979

by 1978 Vice President, Administratson and IAgal
_

tration and I4 sal and
Secretary since May 1978; Vice President and

General Counsel from 1971 to my
1978; Secretary since November.1976---

Malcolm 1. Hurstell ....... 53 Vice President, Engmeer- June 1978ing and Production Vice President, Engineering and Produe-
-

tion from May 1978 to present;11975Vice
President. Engineering from Apn
to May 1978

mro J. Edwards, Jr. ...... 47 Vice President, Operations
June 1978 Vice President, Operations from .May

-

-

1978 to present: Vice Pre ~sident. Ad.
ministration from May 1976 to June
1978; Director of Personnel from Feb-
ruary 1975 to May 1976

ronald F. Schultz . . . . . . . . . 64 Vice President, Corporate
Nov.1976 Vice President. Corporate Communica ~-" ~

-

Consnunications
tions since November 1976: Manager
of Public Relations from 1962 to hs.vember 1976Marvey K. Hawkins ....... 46 Treasurer Nov.1976 Treasurer from November 1976 to pres.

-

ent; Assistant Secretary and Assistant
Treasurer from 1972 to November 1976

cf Shareholders of the applicable company, which annual meetings are currently expected to be held as follows:1. Each director and officer is elected yearly to serve until the first Board meeting after the Annual Meeting
MSU-May 15, 1981 MP&L-May 27,1981
AP&L-May 27, 1981 NOPSI-May 25,1981LP&IrMay 25,1981

of 1934 or to the Investment Company Act of 1940.2. Directorships shown are limited to entities subject to Sections 12 or 15(d) of the Securities Exchange Act
3. Presently a director of MSU.

4. Also a director of Hibernia Corporation and the Hibernia National Bank in New Orleans.' '' ~

Item 10. Management Remasneration and Treneoctions.

MSU
Information called for by this item concerning the directors and officers of MSU is set forth under

the heading " Remuneration of Officers and Directors" contained in the Proxy Statement of MSU to
be filed in annection with its Annual Meeting of Shareholders to be held May15,1981, which informationis incorporated herein by reference-
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The tables below set forth the aggregate remuneration, in cash, cash-equivalent and contingent form,
paid by AP&L, LP&L, MP&L ar.d NOPSI during the year 1980 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 totais of such remuneration paid to all officers and directors ,

of the respective companies during the year as a group.

AP&L
Cash and Cash-Eqmvalent

Fonns of Ramuneration

Securities
or Property,

Salanes, Insurance
Fees, Benefits or of

Directors' Reimburse-
Credited Fees (1), ment, Forms of

Name of Indmdnal or Capacities in Years Commissions, Personal Remunera-

( Number of Persons in Group Which Served of Service Bonuses Benefits (2) tion

Jerry L. Maulden . . . . . President and Director 14 $122,030 $ 3,159(3) $2,200(3)
James D. Phillips . . . . . Senior Vice President, 33 78,056 5,781(3) -

System Engineering and
Planning and Director

William Cavanaugh III Vice President, Generation 10 67,653 2,317(3) 211(3)
and Construction

Jack I. King . . . . . . . . . Vice President, Divisions 13 59,440 2,989(3) 1,115(3)
Jerry D. Jackson . . . . . . Vice President, General 0 60,589 1,501(3) 1,327(3)

Counsel, Secretary and
Assistant Treasurer

| All directors and officers as a consistin
persons, including the above named . . . . . . . .g of 22 639,214 25,072(3) 6,270(3)......

(1) The directors of AP&L are paid an attendance fee of $400 for attendance at meetings of the
Board of Directors and $400 for racetings 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 committee meet-
| ing is $200). In addition, directors who are not employeea of a Middle South System company are

paid $250 per month.

| (2) AP&L has adopted executive medical and disability plans for certain groups of employees.
The plans provide benefits in excess of those benefits generally available to salaried employees. The
medical plan provides 100% reimbursement of specified medical expenses defined i s Sectica 213 (e) (1)
(A) of the Internal Revenue Code that are not paid by the general benefit plan. up to $3,000 per year
for the employee and family. The disability plan provides 60% of basic carmngs not payable by sick
leave or basic disability plans.

(3) Reflects amounts paid pursuant to the Middle South Utilities System Savings Plan. The System
Savings Plan provides that eligible employees (who elect to partwapate in the Savings Plan) may contrib-
ute through payroll deductions each payroll period from 1% to 6% of their h e wages or salary. The
employing System company contribtites to the Plan from its current or accumsted earmags 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, ha: 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 contri'outions were made during 1980 because

,

| the additional 1% investment tax credit claimed for the tax years 197/ 1978 and 1979 has not yet been
I titIlized. For similar reasons, it is not anticipated that any contributions will be made during 1981 in

respect ot the tax year 1980.
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AP&L's retirement income plan (a d: fined benent plan) provides for a benefit at retiren$ent fro n
the Middle South System based upon (1) all years of service, after completion of one year of service
between ages 25 and 65, times (2) 1.5% for each year of service, times (3) the final average salary.

,

Final average salaryis based on the highest 60 months of covered compensation in the last 120 monthsof service.
The normal form of benent for a single employee is a life-time annuity and for a married

employee is a 50% joint and survivor annuity. Other actuarially equivalent options are available to
cach retiree.

The maximum benefit under the plan is limited by Section 415'of the Internal Revenue Code; how-
ever,- AP&L has adopted a pension equalization plan for those employees whose benefits would beaffected by such limitation.

The following tabulation shows estimated annual benefits upon retirement to persons in specified
compensation and years-of-service categories payable pursuant to the retirement incoeg and pension

.equalization plans described in the preceding two paragraphs:

**
g Years of Service

Compensadon 10 20 30 40
$ 20,000 $ 3,000 $ 0,000 $ 9,000 $ 12,000

40,000 6,000 12,000 18,000 24,000
60,000 9,000 18,000 27,000 a *,000
80,000 12,000 24,000 36,000 48,000

100,000 15,000 30,000 45,000 60,000
125,000 18,750 37,500 56,250 75,000
150,000 22,500 45,000 67,500 - 90,000
200,000 30,000 60,000 90,000 120,000
250,000 37,500 75,000 112,500 150,000

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 Chairma 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.

LPAL
Cash end Cash-Eqmvalet

_ Forms of R _h

Securities
or Pmpasty,

Selanes, Insurance
Fees Benentsor Aggregate of

Directors' Reimburse- Conta' gent
Credited Fees (1), ment, Forms ofNar se of Individualor Capachies in Year: Commissions, Personal Rernunera-Number of Persons in Group Which Served of Service Bonuses Benents(2) tion

Jack M. Wyatt . . . . . . . . President and Director 37 $142,633 $11,035(3)
__

Gerald D. McLendon .. Senior Vice President- 33 79,667 6,567(3)
-

-
Operations -

John H. Erwin, Jr. . ... Vice President and 32 69,63.5 5,467(3) --

Trcasurer
Kenneth M. Brumfield.. Vice President- 32 59,567 4,720(3) -

Administration
Donald L. Aswe!! . . . . . Vice President-Power 29 60,500 3,061(3) $1,134(3)Production
All directors r.nd officers as a group consisting of 22 per-

sons, including the above na med . . . . . . . . . . . . . . . . . 815,408 46,036(3) 6,330(3)
-

(foonsonerentonowfngnee)
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(1) The directors of LP&L are paid an attendance fee of $400 for attendance at meetings of the Board
of Directors and $250 for meetings of committees of the Board (except in the case of a committee meeting
on the same day as a Board meeting,;n which case the fee for attendance at the committee meeting is $125).

| In addition, directors who are not employees of a Middle South System company are paid $250 per month.
'

(2) LP&L has adopted an executive medical plan fer certain groups of employees. The Ian provides
benefits in excess cf those benefits generally available to salaried -mployees. The medical lan provides
100% reimbursement of specified medical expenses defined in Section 213 (e) (1) (A) o the Internal
Revenue Code that are not paid by the general benefit plan, up to $3,000 per year for the employee and
fr.mily.

(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 con-

tribute 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 accuculated earnings and profits
an amount equal to 50% of each participant's contribution for each month. Anounts 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 En.ployee Stock Ownership Plan, MSU and its subsidiaries may contribute each year to a
trustee an amount equal to the additional.1% investment tax credd allowable under the Internal Revenue
Code of 1954, as amended. The trustee uses the contribution to pm-hase Common Stock of MSU, which
is allocated to the account of each eligible employee. No contributioc, were made during 1980 becauet

the additional 1% investme-t tax credit claimed for the tax years 1977,1978 and 1979 has not yet been
utilized. For similar rease is not anticipated that any contributions will be made during 1981 in
respect of the tax year 1986

LP&L's retirement income plan (a defined benefit p an) provides for a benefit at retirement from
*

the Middle South System based upon (1) all years of service, after completion of one year of service,
between ages 25 and 65, times (2) 1.5% for each year of service, times (3) the final average salary. Final
average salary is based on the highest 60 months of covered compensation in the last 120 months of service.
The normal form of benefit for a single employe is a life-time annuity and for a married employee is a
50% joint and survivor annuity. Other actuartally equivalent options are available to each retirse.

The fellowing tabulation shows estunated annual benefits upon retirement to p.ons in specified
compensation and years-of-service categories payable pursuant to the retirement income pl.rs described
in the precedmg paragraph:

Years of Service

C-tion 10 20 30 40
'

$ 20,000 $ 3,000 $ 6,000 $ 9,000 $ 12,000

|
40,000 6,000 12,000 18,000 24,E0

l 60,000 9,000 18.00u 27,000 36,000
80,000 12,000 24,000 36,000 48,000

| 100,000 15,000 30,000 45,000 60,000
'

125,000 18,750 37,500 56,250 75,000'

15G,000 22,500 45,000 67,500 90,000
200,000 30,000 60,000 90,000 120,000

l 250,000 37,500 75,000 112,S00 150,000

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 caiapensation at the annual rate
of $25,000. The arragement also provides that during such five-year period E. A. Rodrigue will be
provided with an office and secretarial assistance Ni will be annually re-elected as a member of the
Board of Directors of LP&L, but that he will not sta or re-election at the first annual meeting following
his 70th birthday.
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MP&L
.- .

,

Cashand Cash-Foivalent
Fonns of Remuneration

Securities
or Property,

salanes, Insurana
Fees, Benefits or egate of

Directors' Reimburse- . tingent
Credited Fees (l), ment Forms ofh*ame oiIndividual or Capacit% sin Years Oommissions, Person,al Remunera-Numberof PersonsinGroup _ Which Served of Service Bonuses Benefits (2) tion

I onald C. Lu+. ken . . . . . President and Director 30 $148,394 $ 8,735(3) -

N orris L. Stampley . . . Senior Vice President- 32 75,097 5,641(3) -

Engmeering, Production
and Construction

frank S. York, Jr. . . . . Vice President--Finance 33 62,518 4,086(3) -

and Secretary
Alex McKeigney . . . . . . Vice President- 20 56,999 4,747(3) -

In'ormation Services
.' onald E. Meir ers . . . . Vice President- 19 57,168 2,260(3) $ 517(3)Customer Services -

A.] directors and officers as a group consisting of 28 er- ~ ~
~

rons, including the abos named . . . . . . . . . . . . .I 793,450 48,191(3) 3,008(3)...

-

(1) The directors of MP&L are paid, since May 1980, an attendance fee of $350 for attendance at

of a com'nittee meeting on 'ne same day as a Board meeting, in which case there is no(fee for attendan:emeeti:gs of the Board of Trectors and $350 for meetings of committees of the Board except in the case
._

at the committee meeting) In addition, directors who are not employees of a Middle South Syste.n
company are paid $200 pee month.

(2) MP&L has adopted an executive medical plan for certain groups of a sloyees. Tie plan provides

b:nefits in excess of those benefits generally available to salaried emplog13 (e) (1) (A) of the Interees. Se medied plan provides100
Rev% reimbursement of specified medical expenses defined in Section _ nal

enue Code that are not paid by the general benefit plan, up to $3,C00 per year for the employee andfxnily.

(3) Reflects amount paid pursuant to the Middle South Utilities System Savings Plan. The System
Savings Plan provides tht eligible employes (who elect to participate in the Savings Plan), may contribute
through payroll deductions . 4 payroll period from 17o to 6% of their base wages or salary. The employ-
ing System company contributes to tnc ple f-~n 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 de
upon whether or not the recipient, or his estate, has a vested, non-forfeitable right to the same. pending

Under the Employee Stocx 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 Cammon Stock of MSU, which
is allocated to the account of each eligible employee. No contributions were made during 1980 because the
additional 1% investment tax credit claimed for the tax years 1977,1978 and 1979 has not yet been- - -

utilized. For similar reasons, it is not anticipated that any contributions will be made during 1981 in
respect of the tax year 1980.

MP&L's retirement income plan (a defined benefit plan) provides for a benefit at retirement
from the Middle South System based upon (1) all years of service, after completion of one year of
service, between ages 25 and 65, times (2) 1.5% for each yea- cf service, times (3) the final average
salary.' Final average salary is based on the highest 60 monthe of covered compensation in the last.120
months of service. The normal form of benefit for a single employee is a life-time annuity and for a
married employee is a 50% joint and survivor annuity. Other actuarially equivalent options are avail-
able to each retiree.

58
1

~ *

.
s

.
*

4

.

- - - ~,c - - - . - - - - - , ,- - - - . ,-- - - - - - - - - , - , _ t - - . - - -



. ._

. .

The following tabulation shows estunated annual benefits upon retirement to persons in specified
compensation and years-of-service categories payable pursuant to the retirement income plans described in
the preceding paragraph:

Years of Service

C&=ation 10 20 30 40

$ 20,000 $ 3,000 $ 6,000 $ 9,000 $ 12,000
40,000 6,000 12,000 18,000 24,000
60,00) 9,000 18,000 27,000 36,000
80,0rJ 12,000 24,000 36,000 4P,000

100, @ 15,000 30,000 45,000 60,000

125 J00 18,750 37,500 56,250 75,000
150,000 22,500 45,000 67,500 90,000
200,000 30,000 60,000 90,000 120,000

l 250,000 37,500 75,000 112,500 150,000

NOPS1

Cash and Cash-Equivalent
Forms of Reamuneration

Securities
or Property,

Salanes, Insurance
Fees, I:ene6ts or A$+egste ofDirettxs' 1%nburse- 6-=a+

Crerkted Fees (1), ment, Forms of
Name of Individualor Capacities in Years Commbsions, Personal Remuner-

Number of Persons in Group Wluch Served of Service Bom.ses Benents(2) etion

James M. Cain . . . . . . . . President and Director 20 $108,700 $ 3,421(3) $1,070(3)

William C. Nelson . . . . Vice President, 33 66,850 4,471(3) -

Admmistration and
Legal and Secretary

A. J. Brodenunn(4) . . . Vice President, Finance 40 64,862 4,024(3) -

Hero J. Edwards, Jr. . Vice President, Operations 22 56,917 2,771(3) 1,067(3)

Sherwood A. Cuyler ... Vice Pre:ident, Public 33 54,917 4,356(3) -

and Regulatory Affairs
All directors and officers as a group consisting of 23 per-

sons, including the above named . . . . . . . . . . . . . . . . . 676,128 32,187(3) 4,861 9 )

(1) The directors of NOPSI are paid an attendance fee of $350 for attendance at meetings of the
Board of Directors and $200 for meetings of the Audit Committee of the Board (except in the case of
an Audit Committee meeting on the same day as a Board meeting, in whia.h case the fee for t.ttendance c
such meeting is $100). In addition, directors who are not employees of a Middle South System company
are paid $250 per month.

(2) NOPSI has adopted an executive medical plan for certain gr,oups of employees. The plan
vides benefits in excess of those benefits generally available to salaried employees. The meaical lan

provides 100% reimbursement of specified medical expenses defined in Section 213 (e) for the employee(1) (A) o the
Internal Revenue Code that are not paid by the general benefit plan, up to $3,000 per year
and family.

(3) Reflects amounts paid pursuant to the Middle South Utilities System Savings Plan. The
Systen Savings Plan provides that eligible employees (who elect to participate in the Savings Plan)

. may ;antribute through payroll deductions each payroll period from 1% to 6% of their base wages or

and profits an amount equal to 50%pany contributes to the Plan from its current or ==ninted earningssalary. The employing System com
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 remunera-

(foosmosos & on fouoening pere)
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t'on depending upon whether or not the recipient, or his estate, has a vested,' non-forfeitable right to
the same.

(4) A. J. Brodtmann retired effective November 1,1980.

Under the Employee Stock Ownership Plan, MSU and its subsidiaries may contribute each year-
t> 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 contrib*ution to purchase Common Stock of
MSU, which is allocated to the reount of each eligible employee. No contributions were made during
19SO because the additional 1% investment tax credit claimed for tax years 1977,1978 and 1979 has not
yet been utilized. For similar reasons,it is not anticipated that any contributions will be made during 1981 1

in respect of the tax year 1980.

lNOPSI's retirement income plan (a detined beneSt plan) provides for a benefit at retirement
.from the System based .upon (1) aU years of service, after completion of one year of service, between -

the ages 25 and 65, times (2) 1.5% for each year of service, times (3) the final average salar). Final
..verag( salary is based on the highest 60 morths of covered compensation in the last 120 months of
service. The normal form of bendt for a single employee is a life-time annuity and for a married em-
playee is a 50% joint and survin annuity. Other actuarially equivalent options are available to each
retiree.

The followmg tabulation shows estunated annual benefits upon retirement to persons in specified
compensation and years-of-service categories payable pursuant to the retirement income plans described
in the preceding paragraph: ~~ " - ~ ~ ~

%g Years of Service
Comp nsation 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
125,000 18,750 37,500 56,250 75,000

| 150,000 22,500 45,000 67,500 90,000
200,000 30,000 60,000 90,000 120,000
250,000 37,500 75,000 112,500 150,000

OTHER TRANSACTIONS

MSU and certain of its subsidiaries have had, and it is anticipated that they will contmue to have, -

relationships with Hibernia National Bank in New Orleans ("Hibernia"), through loan agreements, bank
accounts, transfer agent and registrar arrangements and through Hibernia's position as trustee for the
Middle South Utilities System Savings Plan for employees. 'Ilie maxim vi aggregate principal amount of !'
bank loans to the compar k s outstanding at any month end during 1980 was $3,750,000, and the aggregate
principal amount of such loans outstanding at December 31,1980 was $2,500,000. In addition, cash re-
ceived by Hibernia 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 Hibernia, subject to repur-

| chase agreements of Hibernia (commonly called "Repos"), pending distribution or investment in accor-
'

| dance with the Plan. Mr. Richard W. Freeman, a director of MSU and NOPSI, and Messrs. Brooke
H. Duncan and Sam Israel, Jr., encl) a director of NOPSI, are also directors of Hibernia and its parent,i

l Hibernia Corporation.
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k,P&L a'so borrowed a maximum of $480,000 during 1979 from First State Bank & Trust Company in
Byalusa, Louisiana.

Mr. Charles J. Cassidy, Chairman of the Board and President of the Bank, is a
director of LP&L

.

Lamar Life Insurance Company ("Lamar Life") provides group hospital and medical msurance for
MP&L. Total premiums paid by MP&L to Tamar Life for 1980 aggregated approximately $994,000. Mr.
Donald C. Lutken, President and a director of MP&L and a director of MSU, and Mr. Robert M. Hearin,
a director of MP&L, are directors of Lamar Life and of its parent, Tamar Life Corporation.In addition,
Mr. Lutken owns beneficially approximately 1.4% of the outstanding voting stock of T2 mar Life Corpo-
ration, and VGS Corporation, of which Mr. Hearin is a principal stockholder, owns hana%11y approxi-
mately 81% of the outstanding voting stock of Lamar Life Corporation.

|

_ __
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|

i

|

61
.

I

i

t

|
|

- . . -_ - . , _ . . _ . _. ____



. .

PART IV

.' tem 11. Eskibits, FinancialStatement Schedulee and Reports on Form 8.K.

Page

(a) 1.(a) The following financial statements have been incorporated herein by reference (see
Item 8).

.

MSU and its subsidiaries consolidated: .

Auditors' Opinion; Consolidated Balance Sheets at December 31,1980 and 1979;
Consolidated Statements of Income, Changes in Financial Position, and
Retained Earnings and Paid-In Capital for the years ended Decem!xr 31,
1980.1979 and 1978; and Notes to Consolidated Financial Statements; all
as set forth in MSU's 1980 Annual Report to Shareholders.

AP&L, LP&L, MP&L and NOPSI:

Auditors' Opinions; Balance Sheets at December 31,1980 and 1979; Statements
of Income, Retained Earnir.gs and Changes in Financial Position for the years
ended December 31,1980,1979 and 1978; and Notes to Financial Statements;
all as set forth in the 1980 Annual Reports to Shareholders for the above listed
companies.

(a) 2. Financial Statement Schedules . _ _ _ _ _ _

Auditors' Opinion
................................................... F-1

Financial Statements of Middle South Utilities, Inc.:

Balance Sheets-December 31,1980 and 1979 . . . . . . . . . . . . . . . . . . . . . . . . . . . . F-2

Statements of Income-Years Ended December 31,1980,1979 and 1978 .... F-3
Statements of Retained Earnings and Paid-In Capital-Years Ended December

31, 1980, 1979 and 1978 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .F.4
Statements of Source of Funds for Investment-Years Ended Dwe#uer 31,

1980, 1979 and 1978 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .F-3
Notes to Financial Statements incorporated by reference from MSU's 1980

Annual Report to Shareldders

Other Financial Statement Schedules are listed in the Index to Financial State-
ment Schedules . . . . . . . . . . . . . . . . . . . .

............................... S.1

(a) 3. Exhibits

Exhibit; for MSU, AP&L, MP&L, and NOPSI are listed in the ExhibitIndex ..... ..................................................... E-1
(b) Reports on Form 8-K

No reports on Form 8-K have been filed by any of the registrants during thefourth quarter of 1980.
-
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MIDDLE SOUTH UTILITIES, INC.

SIGNATURES

Pursuant to the requirements of Sxtion 13 or 15(d) of the Securities Exchange'Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the '-Mg---f, thereunto duly
authorized. The signature of the - ':Ag ' company shall be deenned to relate only to matters having
reference to such company and cay Mi= ries thereoL

MInoLE SouTu UnuTIEs, INC.

By F. W. lewis
F. W. Lewis. Chairmann of tbs Beard,

Prealdest and Dhecese

Pursuant to the requirements of the Securities Exchange Act o* 1934, this report has been signed
below by the following persons on behalf of the avgistrant and la the e= pari +Ian and on the dates i=dic=*ad

'

The signature of each of the - ' -i 'shall be deemed to relate only to anatters havtag refestace to the
above-named cosepany and any subsidiaries therent

Sismature Tide Does

F. W. Lewis Chairman of the Board, March 26,1981
F. W. I4wis President and Directer

'

(Principal Executive
Officer)

E. A. LUPBERGER Senior Vice President- March 26,1981
E. A. Lupberger Chief Financial Officer

(Principal Financial and

GEORGE F. BENNETT '

George F. Bemmett

JAMES M. CAIN
~ ~'

James M. Cass ,

RICHARD W. FREEMAN
Richard W. Fresunam

D. C. LUTIEN
D. C. Latkan

JERRY L. MAULDEN ,

Jerry L. Mamiden

LEROY P. PERO
IARoy F. Percy

' "
ROBERT D. Puon

Robert D. Pugh

GEORGE K. REEVES
George E. Repes

F. G. Surra
F. G. Sumith

WALTER WASENGTON
Waher Washingeos

R. E. L. WILSON
R.E.L.WEsen

| J. M. WYATT
' J. M. Wyatt a
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. .

ARKANSAS POWER O LIGHT OEMPAST

SIGNATURES
.

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
r:gistrant has duly caused this report to be signed on its behalf by the undersigned, tisereunto duly
.ithorized. The signature of the undersigned company shall be deemed to relate only to matters having

.4crence to such company and any W"' -i.s therent *

ARKANSAS POWER & LIGHT COMPANY

By JERRY L. MAULDEN
Jerry L M=h, Fnsident,

Qief Executive OEicer and Director
_. ..

'

.ursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
* low by the foHowing persons on behalf of the registraat and la the capacities and on the dates indicated.2e

'Ibe signature of each of the ---54d shnu be d==I to relate only to matters having reference to the
rbove-named company and any subsidaaries thereof.

Esmeemre 'mie Dese

JERRY L. MAULDEN President, Chief Executive March 26,1981 -

Jerry L M=h Officer and Director
(PrincipalExecutive
Officer)

JOHN J. HARTON Vice-President, Treasurer March 26,1981
3che J. Harton and Assistant Secretary,

Chief Financial Officer
(PrincipalFinancial and
Accounting Officer)

,

,

LAWRENCE BLACKWELL
Imwrence Blackwell

F. W. LEWIS
F. W.14wis

RoY L. MURPHY '

. Rey L Murphy
|

WILLIAM C. NOLAN, JR.
Wittiana C. Nolan, Jr.

IDM PS ' Directors March 26,1981
_

3, ,

ROBERT D. PUcH
Robert D. Pagh

!

REEVES E. RITCHIE
Reeves E. Ritchie

HERMAN B. SMITH, !R.
Hennem B. Sankh, Jr.

.

MICHAEL E. WILSON
Michael E. Wilson s
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LOUISIANA POWER & LIGHT CGMPANY

SIGNATURES

Pursuant to the requirennents of Section 13 or 15(d) of the Securities Exchange . set of 1934, the
registraat has doly caued this report to be signed on its behalf by the ' r';-- ', thereamto duly
authorized. The signature of the undersigned company shall be deemed to relate only to =ne*=s having
reference to such company and any =Mdiaries thersoL

IaxnSIANA POWER & LIGHT COMPANY

By J. M. WYATT
J. E Wyatt, PresMeat and Direcear

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the foHowing persons on behalf of the registrant and in the capacities and on the dates ladicated.
The signature af each of the undersigned shan be h=ad to relate only to matters having reference to the
above-named .mmpany and any subsidiaries inerect

asmalm time Does

J. M. WYATT President and Director March 26,1981
J.E Wyset (PrincipalExecutive

OfBeer)

J. H. ERWIN, Js. Vice President and March 26,1981
J. H.Erwin,Jr. Treasurer

(Principal Finanm=1 and
Accounting OfBeer)

.

JAMES M. CAIN
Jamnes E Cala

_

| CHARI.ES J. CASSIDY
'

| camries 3. Cassidy

HARRY M. ENGLAND
Harry E W=@=8

. Directors March 26,1981h R. KII. PATRICK
Tes R. Ellpatrick

F. W. LEWIS
F. W. Imwis

E. A. RooRIGUE
E.A.B +

H. DUEE SHACEELPORD
H. Daim W
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|MISSISSIPPI POWER O LIGHT COMPANY
. -

!'

\

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of L934, the

authorized. The signature of the undersigned company shall be deemed to relate only to matters havingregistrant has duly caused this report to be signed on its beialf by the undersigned, thereunto duly
reIerence to such company and any subsidaaries thereof.

.

mississippi POWER & LIGirr COMPANY

By D. C. LUTKEN
D. C Lates. Pr u.=c

Chiet F.udve Oficer and Direeder

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.
.The signature of each of the undersigned shall be deemed to relate only to matters having reference to the
bove. named company and any subsidiaries thereof.

s natures Title Date

D. C. LUTKEN
President, Chief Executive March 26,1981D.C Lamas

Officer and Director
(PrincipalExecutive
Officer)

~

F. S. YORK, JR. Vice President, Finance March 26,1981F. S. York, Jr.
and Secretary
(Princi
Officer) pal Financial

J. R. MARTIN Treasurer March 26,19812. R. Maras (Princi
Officer) pal Accounting

G. LAWRENCE ADAMS '

G. Lawrence Adams

NORMAN B. GILLIS, JR.
Norunna B. Guns, Jr.

ROBERT M. HEARIN
Robert M. Hearta

J. HARVEY JOHNSTON, JR.
J. Harwy r , Jr.

ROBERT E. KENNINGTON,11
Robert E. Ka==Imrton, H

F. W. LEWIS , Directors
F. W. Lewis March 26.1981

JOHN P. MALONEY
John P. Malemer

_

RicnARD D. McRAE
Richard D. McRae

LEROY P. PERCY
LeRoy P. Percy.

WALTER WASHINGTON
Walter Washleston

ROBERT M. WTLLIAMS, Jai.
Robert M. Willinnas, Jr. '
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NEW ORLEANS PUBLIC SERVICE INC.
. .

~

SIGNATURES

Pursuant to the requirennents of Se'ction 13 or 15(d) of the Secadties Exchange Act of 1934, the
registraat has duly caused this report to be signed on its behalf by the=~'-@'., thereamL, duly
authorized. The signature of the undersigned company shall be deemed to relate only to asetters havingreference to such company and any subsidiaries thereol

NEw ORLEANS PuntIC SERVICE INC.

By JAMES M. CaIN
Jamnes AL Cain, Freeldaat and Direeter

Persuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capeWe and on the dates ladicated.
*ne signatr e of each of the undersigned shall be deemed to relate on< to matt
above-massed company and any subadiaries therect ers having reference to the

81sameur. Title Does

JAMES M. CAIN~
President and Director March 26,1981Jam M. Cain (Princi

Officer) pal Executive
t

JorIN H. CHAVANNE Vice President-Finance March 26,1981John E Chamane (Principf Financial and
Accounting Officer)

BROOKE H. DUNCAN '

B rudw & D amesa

- ~~ LAURANCE EUSTIs
1aurnace Essde

R. W. FREEMAN
~

R. W. Pressman

Sci ISRAEL, JR.
d.in Isrmal, Jr.

ARTHUR L. JUNO, JR.
.

Arthur L. Jeg, Jr.

Directors March 26,1981
*

F. W. Lewis

WItuAM C. NELSON
, Watam C. Nelson
1

JOHN B. SMALLPAGE
Johm 3.samenpase

CHARLES C. TEAMER
Quries C. Tammer

|

J. M. WYATT,

'

J. M. Wynst
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. . .

AUDITORS' OPINION

Mznot. Sottra Urrr. mss, Iwc. Ann Strasm1 ARMS

We have examined the consolidated dnancial statements of Middle South Utilities, Inc. and subsidiaries
and the financial statements of certam of its subsidiaries, listed in Item 11 herein, as of December 31,1980
and 1979 and for each of the three years in the period ended December 31, 1980, and have issued our
opinions thereon dated February 13, 1981; such An=nA=1 statements and opinions are included in your
1980 Annua' Reports to Shareholders and are incorporated herein by reference. Our examinations also
comprehended the supplemental schedules of Middle South Utilities, Inc. and subsidiaries and of certain of
its subsidi.tries. listed in item 11. In our opinion, such supplemental schedules, when considered in relation
to the basic financial statements, present fairly in all material respects the information shown therein.

. We have also examined the financial statements and supplemental schedules of Middle South Utilities, Inc.,
| listed in Item 11. Our examinations were made in accordance with generally accepted auditing standards
l

and, accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the financial statements referred to in the preceding paragraph present fairly the financial
position of Middle South Utilities, Inc. at December 31,1980 ad 1979 and the results of its operations
and source of funds for investn..nt for each of the three years in the period ended December 31,1980, in
conformity with generally accepted accounting principles applied on a consistent basis ; also, in our opinion,
such supplemental schedules, when considered in relation to the basic Ea*ndal statements, present fairly
in all material respects the information shown therein.

D u.or:Tz HAsEINs & SE1.1.s
New Orleans, Louisiana
February 13,1981

.

I
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MIDDLE SOUTH UTILITIES, INC. . .

.

BALANCE SHEETS

ha.===kar 31,1980 and 1979

ASSETS
.

1980 1979

(In Thousands)
Investments in Wholly-owned Subsidiaries-et equity (&h-W III) . .. . $2,012,474 $1,803,840
C rrent Assets:

Cash ....................................................... 992 1,315
dotes receivable from subsidiary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,100-

Temporary investments-et cost, which appronmwe market ....... 1,450 38.714
Dividends receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .42,014 -

Other....................................................... 40 103

Total........................................... 44f3 42,232

Total....................................... $2,056,970 $1,846,072
-

LIABILITIES
Capitalization:

| Common stock, $5 par value, authorized 150,000,000 shares; assued
t

and outstanding 107,349,943 shares in 1980 and 90432 shares
in 1979 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ,. . . .,998$ 536,75G v 452,165.........

Paid-in capi tal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 748,593 630,445
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 619,572 581,445

Total common shareholders' equity . . . . . . . . . . . . . . . . . 1,904,915 1,664,055
Long-term debt---promissory notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108,150 -

Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,013,065 1,664,055

Current Liabilities:

Notes payable-.-banks . . . . . . . . . .
............................. 145,900-

Accounts payable:
Associated company

.............................. 97 124
.. .

Other . . . . . . . ... ............................. 271 208
. ..

Interest and taxe= exrued .. . ............................ 72 71
Dividends declared . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .43,465 35,714

Total........................................... 43,905 182,017
--

Total....................................... $2,056,970 $1,846,072
II

Notes to Financial Statements of Middle South Utilities, Inc. and Subsidiaries are incorporated
herein by reference from MSU's 1980 Annual Report to Shareho ers.u
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. .

MIDDI.E SOUTH UTILITIES, INC.
;

STNITMENTS OF INCOME
i

Fee b Years Emded D-har 31,1980,1979 and 1978

19 0 1979 1978

(In Thousands),

Dividends from subsidiaries . . . . . . . . . . . $176,251 $141,793 $119,216
Undistributed earmngs of subsidiaries .. 45,515 53,942 75,357

Interest on loans to subsidiaries . . . . . . . . 1,361 1,115 798
Other int rest . . . . . . . . . . . . . . . . . . . . . . . 526 881 404

Total . . . . . . . . . . . . . . . . . . . . . . 223,653 197,731 195,775

R-a am and Other Deductions:
Mministrative and general expenses ... 3,355 2,919 2.247
Taxes 8 ^ 17 12.............................

Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,383 12,737 8,078

Total . . . . . . . . . . . . . . . . . . . . . . 27,746 15,673 10,337
'

Net Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . $195,907 $182,058 $185,438

FFATEMENTS OF SOURCE OF PUNDS FOR INVES'I1EITF
For b Years Ended D---- L-- 31,1980,1979 and 1978

1990 1979 1978

Funds From Operations:

Net income . . . . . . . . . . . . . . . . . . . . . . . . . $195,907 $182,058 $185,438

Undistributed earnings of subsidiaries .. (45,515) (53,942) (75,357)

Total . . . . . . . . . . . . . . . . . . . . . . 150,392 128,116 110,081

Dividends Declared On Common Stock .. ... (156,968) (132,585) (110,849)

Funds used in business . . . . . . . (6.576) (4,469) (768)
Funds From Financing:

C=waan_ stock . . . . . . . . . . . . . . . . . . . . . . 202,733 202,269 143,147
Notes payable:

Issues 294,250 209,000 111,000.........................
I

Retirements (332,000) (192,100) (140,000)....................

Funds from haariag-net . . . . 164,983 219,169 114,147

Decrease in Working Capital (' excluding notes
payable) 5,524 4,415 4,908.............................

Mince 11mneous-net (281) (415) (287)......................

Investraent in Subsidiaries . . . . . . . . . . . . . . . . 4163,650 $218,700 $118,000

| Notes to Financial Statements of Middle South Utilities, Inc. and Subsidiaries are incorporated
herein by reference from MSU's 1980 Annual Report to Shareholders.

' F-3
1
i

I

1
1

l

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



. .

MIDDLE SOUTH UTILITIES, INC. ,

FTATEMENTS OF RETAINED EARNINGS AND PAID.lN CAPITAL
For the Years Ended Deeember 31,1980,1979 and 1978

RETAINED EARNINGS

1980 1979 1978- d

-(In Thousands)

Retairied Earnings, January 1 . . . . . . . . . . . . . $581,445 $534,893 $460,608

Add-Net Income . . . . . . . . . . . . . . . . . . . . . . 195,907 182,058 185,438

Total . . . . . . . . . . . . . . . . . . . . . . 777,352 716,951 646,046

Deduct:
Dividends declared on common stock-

$1.59, $1.535 and $1.46 a share for
1980,1979 and 1978, respectively . . . . 156,968 132,585 110,849

Capital stock expenses, etc. . . . . . . . . . . . . 812 2,921 304

Total . . . . . . . . . . . . . . . . . . . . . . 157,780 135,506 111.153

Retained Earnings, December 31 . . . . . . . . . $619,572 $581,445 $534,893

PAID-IN CAPITAL

Paid-in Capits!, Jan'uary 1 . . . . . . . . . . . . . . . . $630,445 ' $499,850 $401,151

Add excess of Proceeds over Par Value:
8,500,000 shares of common stock sold in

94,460January 1978 . . . . . . . . . . . . . . . . . . . . . - -

8,500,000 shares of common stock sold in
84,490January 1979 . . . . . . . . . . . . . . . . . . . . . --

5,000,000 shares of common stock sold in
38,099November 1979 . . . . . . . . . . . . . . . . . . . -.-

7,000,000 shares of common s'tock sold in
May 1980 . . . . . . . . . . . . ... . . . . . . . . . . 50,819 -

8,000,000 shares of common stock sold in
October 1980 . . . . . . . . . . . . . . . . . . . . . 54,023 -

Common stock issued in connection with
dividend reinvestment and stock pur-
chase plan . . . . . . . . . . . . . . . . . . . . . . . . 11,030 5,865 4,053

Common stock issued in connection with
employee stock ownership plan . . . . . . 74 126 54

Common stock issued in connection with
employee savings plan . . . . . . . . . . . . . . 2,202 2,021 132

Retirement of 994 unclaimed shares of
(6)M SU stock . . . . . . . . . . . . . . . . . . . . . . . --

.

j Pat 1.in Capital, December 31 . . . . . . . . . . . . $748,593 $630,445 $499,850

Notes to Financial Statements of Middle South Utilities, Inc. and Subsidiaries are incorporated
herein by reference from MSU's 198Q Annual Report to Shareholders.
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. .

INDEX TO F1NANCIAL STATDIENT SCHEDULES

Schedule g
,

III Investments in. Equity in Earnings of. and Dividends Received From Related Parties

1980,1979 and 1978:
Middle South Utilities, Inc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-2

V Utility Plant
1980,1979 and 1978:

|
Middle South Utilities, Inc. and Subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . 5-3--S-5
Arkansas Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-6--S-7
Louisiana Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S.8

Mississippi Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-9

New Orleans Public Service Inc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 10--S-11

VI Accumulated Depreciation and Amortization of Property

1980,1979 and 1978:
Middle South Utilities, Inc. and Subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . S-12-S-14
Arkansas Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-15

Louisiana Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-16

Mississippi Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-17

New Orleans Public Service Inc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5-18-S-19

VIII Valuation and Qualifymg Accounts

1980,1979 and 1978:
Middle South Utilities, Inc. and Subsidiaries . . . . . . . . . . . . . . . . . . . . . c . . S-20

Arkansas Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . < S-21

Louisiana Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-22

Mississippi Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-23

New Orleans Public Service Inc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-24

X Supplementary Income Statemen' Information
1980,1979 and 1978:

Middle South Utilities, Inc. and Subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . S-25

Middle South Utilities, Inc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-26

Arkansas Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-27

Louisiana Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-28
S-29

| Mississippi Power & Light Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
New Orleans Public Service Inc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S-30

Schedules other than those listed above are omitted because they are either not required, not applica-
ble or the required information is shown in the financial statements or 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.
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MIDDLE SOUTH UTILITIES, INC.

SCHEDULE Ill-INVESTMENTS IN, EQUITY IN EARNINGS OF, AND DIVIDENDS

RECEIVED FROM RELATED PARTIES
.

Years Ended Decesaber 31,1980,1979 and 1978
Ga Theenames Escept Laare Announts).

Coluna A Cotuna B Coluna C Colman D Column E

oNPen Additions Deductions Peh
Equity Dur.ributicaNumber of Taken Up of E.*ronnes Number of

auY E
branassFracapal Asuiates PnacapalAmount A mount and Other (Lasses) AmountName of lasuer and of acads in Dottars Persons for Other ware Other of Doods AnnouetinDescripuon of Invenement and Notes (a) the Period (b) Taken Up (c) and Notes Dollars

Year Ended December 31, 1980:
AP&L, Common Stock ... ...

34,236J73 $ 518,617 $ 39,827 5 30,000 $ 71,463 $ (3) 36,636J73 $ 516,984
LP&L, Conanon Stock . . . . . . 65,140,000 487,441 76,173 70,000 69,110 395 75,746,400 564,109MP&L, Common Stock 4,540,000 169,804 31,570 21.974 - 4,540,000 179,400

... -

NOPSI, Common Sock ..... 5,935,900 78,668 3,944 10,091 138 5,935,900 72,383-

Ark Mo, Common Stock . . . . . 4,691,988 27J15 3,261 5,750 3,613 - 6,991,938 33,112MSE, Common Stock .... ... 385J00 514,949 56,991 37,900 - - 443,600 639,840MSS:
Common Stock . . . . . . . . . . . . 2,000 20 2,000 20

- - - -

Notes . . . . . . . . . . . . . . . . . . . . . $6,626 6,626 $6,626 g_- _- - .--

Total . . . . . . . . . . . . . . . . . $1.803,840 $221,766 $163.650 $176.251 $ 530 $2.012,474

Year l'nded December 31, 1979:
AP&L, Common Stock ..... 31,836J73 $ 479,408 ? 66,268 $ 30,000 $ 57,060 34,236J73 $ 518,617-

LP&L, Common S tock . . . . . . 53,776,000 417,192 49,688 75,000 52,67J $1.765 65,140,000 487,441MP&L, Common Stock .... 4,540,000 169,038 20,197 19,432 - 4.540.000 169,804-

NOPSI, Common Stock ... 3,935,900 78,812 9,045 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-

M S E, Common Stock . . . . . . 272,000 353,732 47,517 113J00 385J00 514,949- -

MSS:
Common Stock . . . . . . . . . . . . 2,000 20 - - - -- 2,000 20
N otcs . . . . . . . . . . . . . . . . . . . . . $6,626 6.626 $6.626 6.626

- - - -

Total . . . . . . . . . . . . . . . . . $1.533.638 $195.735 $218.700 $141J94 $2.440 $1.803.840

Yes Ended December 31, 1978:
AP&L, Common Stock ....... 30,636,773 $ 438,602 $ 73,600 $ 15,000 $ 47,793 31.836J73 $ 479,408--

LP&L, Common Stock . . . . . . . 46,200,000 363J63 45,636 50,000 42.194 $13 53J76,000 417,192MP&L, Common Stock . . . . . . 4.540,000 160,374 26,461 17J97 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 - - 272.000 353,732MSS:
Common Stock . . . . . . . . . . . . 2,000 20 - - - - 2.000 20
N ot es . . . . . . . . . . . . . . . . . . . . $6,626 6.626 - - - -

$6.626 _ 6.626
Ti.*al $1.340.298 $194.573 $118.000 $119.216 $13 $1,533.638...............

(a) Represents 100% ownership interest.

(b) Investment in common stock of subsidiaries by MSU.

(c) Charges to subsidiaries' retained earnings not recognized by MSU.
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MIDDLE SOUTH UTILITIES, INC. AND SICSIDIARIES

SCHEDULE V-UTI1JTY PLANT
*Year Ended Deesmaher 31,1980

3aTheoseuds)

Coluna A Columen B Coloma C Colema D Cahuma a Coimma F

Other

lanos at ) aalance
C3assiacation Additions astarumeans (Notes 2 atand

(Note 1) of to as Cast or Sanes anda) of Pened

Electric Utility Plant:
S 440$ 440Intangible - - -

..................

Production 1,461,244 $ 858,846 5 1,788 $ o,314 2,324,615.................

Transmission 604,699 72,205 3,036 224 674,092...............

Distribution . . . . . . . . . . . . . . . . . 1,380,818 100,215 14,855 3,440 1,469,619

General . . . . . . . . . . . . . . . . . . . . 103,619 4,89/ $ 9.092 155 89,579
5,144Leased to others . . . . . . . . . . . . 5,144 - - -

11,917Plant held for future use . .... . 11,800 117 - -

Plant in process of reclassinca-
,

tion 317 (317) - - -
.....................

Plant purchased or sold . . . . . . . 25,568 4,141 - (5,899) 23,810

Natura1 Gas:
297Intangible 297 - - -

.......... .......
4,6704,670 - - -Storage ....................

14,911Transmission 14,852 62 3 -
...............

78,761Distribution . . . . . . . . . . . . . . . . . 75,942 3,144 325 -

6,964General . . . . . . . . . . . . . . . . . . . 6,809 433 278 -

| Transit:
Land ..... ................. 135 135- - -

4,385Way and structures . . . . . . . . . . 4,245 141 1 -

10,2371,580Revenue equipment . . . . . . . . . . 11,817 --

General . . . . . . . . . . . . . . . . . . . 2,852 68 140 (2) 2,778
3,144,710Construction Work in Progress .... 3,282,202 (75,479)* 62,013** -

22,32622,326Nuclear Fue! . . . . . . . . . . . . . . . . . . . . - --

(317) _ 4,246Plant Acquisition Adjustments ... .. 4,582 (19) -

Total Utility Plant . . . $7,002,052 $990.780 $103,111 $ 3.915 $7.393.636
1

1 Notes:
(1) All intangible > identifiable in the accounts are i,et forth above.

(2) Transfer of gross assets from plant purchased or sold to other functional groups of
$10,131

| accounts ................................................................. m-

(3) Transfers among fun-tional groups of accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 42'

-

Transfer in the balance in plant purchased or sold to appropriate accounts . . . . . . . . . . . $ 4,194
Represents accumulated expenses associated v ith Ark-Mo/AP&L merger . . . . . . . . . . . 38
Amortization of plant acquition adjt.atments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (317)

| Total............................................................ $ 3,915,

|

| * Includes cost of nuclear fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,625

| ** Sales include the following:
i Cost of nuclear fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S44,663

Sales and leaseback transactions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,416
1

Book value of utility plant sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 934

gTotal ..............................................................
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MIDDLE SOUTH UTILITIES. INC. AND SUISIDIARIES
. .

ACBEDULE V-UTILITY FLANT

Year Emded Desember 31.1979
aa n semede

-

Columna A Cahmun B Columa C Colman D Columen E Coloma P,

at BalanseQassiacation Additions Retirements (Credats) et f.e4Odese 1) at Cost or sales avese 2) of Period

Electric Utility Plant:
Intangible $ 424 $ 16.................. - - $ 440
Production . . . . . . . . . . . . . . . . . . 1,439,807 25,872 $ 4,429 $ (6) 1,461,244
Transmission 589,394 15,313 994 (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 . . . . . . 11,296 514 10 11,800-

Plant in process of reclassifi-
cation . . . . . . . . . . . . . . . . . . . . 317 317

- - -

Plant purchased or sold . . . . . . . 23,685 1,796 87 25,568-

Natural Gas:
Intangible . . . . . . . . . . . . . . . . 280 17 297- -

Storage 4,669 1.................... - - 4,670
Transmissica 9.202 5,652 2 14,852............... -

Distribution . . . . . . . . . . . . . . . . . 72,625 3,587 270 75,942-

General 6.280 792 269 6 6,809....................

Truisit:
Land 135 135...................... - - -

Way ard structures . . . . . . . . . . 4,109 139 3 4,245-

Revenue equipment . . . . . . . . . . 14,206 1,252 3,641 - 11,817
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 . . . . . . . $6.052.023 $1.076.245 $125.967 $ (249) $7,002.052_
Notes:

(9 All intangibles identifiable in the accounts are se: forth above.
|

(2) Transfers among functional groups of accounts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 26

Represents accumulated expenses associated with Ark-Mo/AP&L merger . . . . . . . . . . . . . $ 87
Amortization of plant acquisition adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (336)

Total .................................................................. $ (249)
' Includes cost of nuclear fuel . . . . . . . . . 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $46,804

" Sales included the following:
Sales and leaseback transactions . . . . . . . . . . . . 465,357..............................

Book value of ati!ity plant sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . _ 34,199
Total .................................................................. g
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MIDDLE SOUTH UTIIJTIES, INC. AND SUBSIDIARIES

smnULE V-UTILITY PLANT
,

Year Ended Deesmaker 31,1978
.

da Thousamss)

Columna A Calama 3 Coloma C Colema D Columen E Cohuma F

Other

'E .._ .t
(Notes 2 at and*'TM Addat. tons as.tiremens dn w F.n.4C3aselscetion w =C= r seimmoie n

Electric Utility Plant:
$ (69) $ 424Intangible $ 257 $ 236 -

..................

| Production . . . . . . . . . . . . . . . . . . 1,405,360 34,803 $ 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
....................

5,144Leased to others . . . . . . . . . . . . . 5,144 - - -

Plant held for future use . . . . . . 11,215 68 39 (48) 11,296

(2,051) 23,68525,736Plant purchased or sold . . . . . . . --

Natural Gas:
28053 227Intangible - -

..................

(1)Production . . . . . . . . . . . . . . . . . . 1
-- -

4,6694,668 1Storage - -

....................

l Transmission . . . . . . . . . . . . . . . . 8,231 865 11 117 9,202,

Distribution . . . . . . . . . . . . . . . . . 70,804 2,119 183 (115) 72,625

General 5,917 794 426 (5) 6,280
................. ..

'2ransit:
Land 155 135- - -

......................
4,109Way and structures . . . . . . . . . . 3,961 150 2 -

14,206Revenue equipment 17131 1,075
,

' - -

2,631General 2,3% 387 152 -
....................

2,465,517Constmetion Work in Progress .... 1,759,440 714,287* 8,210** -

;
(320) 4.917 .' Plant Acquisition Adjustments . . . . . 4,493 744 -

Total Utility Plant . . . $5,183,284 $ 895,366 $ 27,480 $ 853 $6,052.023

Notes:

| (1) All intangibles identifiable in the accounts are set forth above.

(2) Transfer of gross assets from plant purchased or sold to other functional groups of accounts $3.347
|

$ 192' (3) Transfers among functional groups of accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Transfer of the balance in plant purchased or sold to appropriate accounts . . . . . . . . . . . . . . $1,296
Adjustment to capitalized lease . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (54)

| Represent:, a direct ehnrge for costs esociated with computer software . . . . . . . . . . . . . . . . . (69)

| Amortization of plant acquisition adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (320)
$ 853Toral .................................. .................. .........

$8.910* Includes cost of nuclear fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

| " Includes cost of nuclear fuel sold to non-affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $8.210

S-5

.

1

!

__ _ _ _ , _ _ ___ . _ _ _ _ _ - _ _ __



.-

. .

ARKANSAS POWER O LIGHT COMPANY -

.

SCHEDULE V-UI1LITY FLANT
Years Ended Dessenhor 31,1980,1979 and 1978

(le Thouseeds)

)~

Columns A Cohms a CohenC , Colume D Columno E Cohen F )
omer o

n,-o **dEE"
"

m or n.4

'! car ended December 31,1980
Electric Utility Plant:

Intangible $ 86 $ 86.............. - <- -

Production . . . . . . . . . . . . . 486,968 $ 834,573 $ 166 1,321,375 l
-

Transmission . . . . . . . . . . . . 227,732 43,866 2,463 269,135-

Distribution . . . . . . . . . . . . . 491,445 33,011 4,995 519,461-

General 21,425 1,473 3,199
.

19,699 '. .............. -
-

Plant purchased or sold .. 87 $ 38 125- -

Plant in process of reclassi-
fication . . . . . . . . . . . . . . . 317 (317) - - -

Plant held for future use .. 3,472 71 3,543- -

Construction Work in Progress 980,054 (680,328) 17,350 * 282,376-

Nuclear Fuel . . . . . . . . . . . . . . . . 7,151 7,151- - -

Plant Acquisition Adjustments 300 (20) 280- -

Total Utility Plant .. $2.211,886 $ 239,500 $ 28,173 $ 18 $2,423,231
Yen ended December 31,1979

Electric Utility Plant:
Intangible $ 86 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 of reclassi-
fication . . . . . . . . . . . . . . . 317 317- - -

Plant held for future use .. 2,968 514 10 3,472-

Construction Work in Progress 785,684 248,883* 54,513 * 980,054-

(19) 300 |Plant Acquisition Adjustments 319 - -

'

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) $ Ri.............. - -

Production . . . . . . . . . . . . . . 464,741 $ 8,034 $ 624 472,151-

Transmission . . . . . . . . . . . 218,859 2,310 218 220,951-

Distribution . . . . . . . . . . . . . 435,774 32,876 4,231 430 454,849
General 16,721 1,565 1,045 17,241................ -

Plant held for future use .. 3,119 (112) 39 2,968-

Plant purchased or sold .. 430 (430)
- - -

Construction Work in 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) $1,964,249
_

(Foosnotes on following pego)
.
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ARKANSAS POWER & LIGHT COMPANY

SCHEDULE V-tmLITY FLANT-(Camdened)
Yeare Ended Deceanber II, 1980,1979 and 1978

u nw

wee im im

Notes:

(1) Represents a direct charge for costs associated with computer
$ (69)software - _-...............................................

(2) Amortization of plant acquisition adjustment . . . . . . . . . . . . . . . . $ (20) $ (19) $ (20)
|| - _

(3) Represents purchase of Citizens Light & Power Company
$ 430distribution system . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - -

m

(4) Represents accumulated expenses associated with Ark-Mo/
AP&L merger . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 38 $ 87 -

* Includes cost of nuclear fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - $20.314 $ 785
$13,532" Includes cost of nuclear inel (sold in 1978 to SFI) . . . . . . . . . . . - -

* Sales included the following:
Sale and leaseback transactions . . . . . . . . . . . . . . . . . . . . . . . . . $16,416 $20,314 -

Book value of utility plant sold . . . . . . . . . . . . . . . . . . . . . . . 934 34.199 -

Total.............................................. $17,350 $54,513 -

.
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LOUISIANA POWER AND LIGHT COMPANY . .

SCHEDULE V-UTILITY PLAYr
Years Emded Deessaker 31,1980,1979 and 19't8

ga neumane

Coluhn A Colues a Columns C Colman D Coluna E Cohuma F

Other

at salanenada m maClaestilcados of at Cost '
astiremeens ones at aseor Sales a A s) , of Perted

Year ended December 31,1980
Elect + NHty Plar.t:

Intangible . . . . . . . . . . . . . . . . . . . . $ 63 $ 63- - -

Prod uction . . . . . . . . . . . . . . . . . . 483,180 $ '5,684 $ 75 $ 6,302 505,091
Transmission . . . . . . . . . . . . . . . . 163,712 3,817 106 201 167,624
Distribution . . . . . . . . . . . . . . . . . . 511,071 43 /85 5,638 3,465 552,683General . . . . . . . . . . . . . . . . . . . . . 42,523 741 14J85 163 28,642
Leased to others . . . . . . . . . . . . . . 5,144 5,144- - -

Plant held for future use . . . . . . . 4,599 4,599- - -

Plant purchased or sold . . . . . . . . 25,481 4,141 (5.937) 23,685-

Construction Work in Pro
Nuclear Fuel . . . . . . . . . .gress . . . . .

831,837 198,508 1,030,345- -

15,175 15,175.......... - - -

Plant Acquisition Adjustments . . . . . 1,4 % (19) (107) 1,370-

Total Utility Plant . . . . $2.069,106 $281,832 $20.604 $ 4,087 $2.334.421
' lear ended December 31,1979

Electric Utility Plant:
Intangible . . . . . . . . . . . . . . . . . . . $ 63 $ 63- - -

Production . . . . . . . . . . . . . . . . . . . 479,987 $ 5,100 $ 1,907 483,180-

Transmission 159,967 3,891 138 $ (8) 163,712................

Distribution . . . . . . . . . . . . . . . . . 475,478 41,351 5766 8 511,071
General . . . . . . . . . . . . . . . . . . . . . 42,912 786 1,175 42,523-

Leased ' others . . . . . . . . . . . . . . 5,144 5,144- - -

Plant held for fumre use . . . . . . 4,599 4,599- - -

Plant purchased or sold . . . . . . . . 23,685 IJ96 25,481- -

Construction Work in Progress . . . . . 599,4 % 232,341 831,837- -

Plant Acquisition Adjustments . .... 1,621 (125) 1,4%- -

Total Utility Plant . . . . $1.792.952 $285.265 $ 8.986 $ (125) $2.069,106
Year ended December 31,1978

_

Electric Utility Plant:
Intangible $ 63 4 63................... - - -

Production 457,645 $ 21,208 $ 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** 599,496Plant Acquisition Adjustment ..... . 1,290 433
-

(102) 1.62.-

Total Utility Plant ... $1.509,785 $300,618 $18.645 M $1792.952
.

Notes:
asse im ms

(1) Transferrf gross assets from plant purchased or sold to other fune-
tional groups of accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10.131 4.2.917-

(2) Transfers among functional groups of accounts . . . . . . . . . . . . . . . . . . . D-

u _-(3) Transfer of the balance in plant purchased or sold to appropriate ac-
-

counts...................................................... S 4,194 $ 1,206
Amortization of plant acquisition adjustments . . . . . . . . . . . . . . . . . . . . (107) $(125) _ (102)

-

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4.087 g $ 1.194_
* Includes cost of nuclear fue! . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 568- -

** Includes cost of nuclear fuel ($4,834 sold to SFI in 1978) . . . . . . . . . =======
$13.044- -
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MISSISSIPPI POWER O LIGHT C2MPANY, ,

SCHEDUI.E V-UTILITY PLA.Tr
Years Ended D-a-b 31,1980,1979 and 1978

Ga Haasmads)
*

Coluna A Coimme 3 Coluna C Coloma D Columa E Columa F
Other

Balance as Additises DetnI Batanesn aae=H== Begastag as Cost astatements (Creets) at Eatof . ..- (Note 1) or Sales ovoies 2 4) of Pened
Year ended December 31,1980

Electric Utility Plant:
Intangible

$ 34. .............. .......
| Production . . . . . . . . . . . . . . . . . . . . . . . . 352,658 $ 2,483 $ 58 $ 1 355,084

$ 34
- - -

Transmission . . . . . . . . . . . . . . . . . . . . . . 149,887 22,261 364 26 171,810
Distribution . . . . . . . . . . . . . . . . . . . . 201,361 13,371 2,669 (28) 212,035General 17,094 1,962 450 1 18,607

................ ........

Plant held for future use . . . . . . . . . . . . 3,270 46 3,316Construction Work in Progress . . . . . . . . . 25,913 (8,211)
- -

17,702Plant Acquisition Adjustments . . . . . . . . . 2.406
- -

(182) 2.224
- -

Tott! Utility Plant . . . $752.623 $31,912 $3.541... ....
S(182~) $780.812Year ended December 31,1979 ~

'

Electric Utility Plant:
Intangible . . . . . . . . . . . . . . . . . . . . , . . . $ 34
Production

- $ 34
- -

351,646 s 1,232 S 214 $ (6) 352.658
.......... ............

Transmission . . . 146,227 3,930 266 (4) 149,887
. ........ ....

Distribution . . . . . . . . . . . . . . . . . . . . . . . 190.820 12.406 1,869 4 201,361
Gen eral . . . . . . . . . . . . . . . . . . . . . . . . . . 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 . . . $721.625 $33.660 $2.480 $(182) $752.623

.... ...

Year e::ded Dece nber 31, 1978
Electric Utility Plant:

Intangible ........................ $ 34
$ 34

- -

Production . . . . . . . . . . . . . . . . . . . . . . . . 349,195 $ 2,756 $ 248 $ (57) 351,646

-

Transminion . . . . . . . . . . . . . . . . . . . . . . 132,966 13,454 1% 3 146,227
Distribution . . . . . . . . . . . . . . . . . . . . 180,035 13,063 2,278 190,820General . . . . . . . . . . . . . . . . 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 $24.728 $2.917 S(235) $721.625
.........

Notes:_
_ -

- ====
19s0 1979 1Ms

(1) Represents increas of S31.912, $33.660 and $24,728 less transfers
to plant in service of $40.123
and 1978 respectively . . . . . .,.$18,567 and $29,567 in 1980,1979

.. ........................... $(8.211) $15.093 $(4.840)
(2) Transfer among functional groups of accounts . . . . . . . . . . . . . . . . $--8 $ 10 s 32
(3) Amortization of plant acquisition adjustments . . . . . . . . . . . . . . .

- ======

S (182) S (182) $ (181)
(4) Adjustment to capital lease . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$J)- -

_

-
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NEW ORLEANS PU2LIC SERVICE INC. -

SCHEDULE V-UT1111Y PLANT
Years Ended E E 31,1980,1979 and 1978

aan so
:

Cohems A
Columen 3 Colume C Columna D Cohann E Cahuma F

~ Other
3alance at 7 BalanceCumiscata= Desiand' AddJtices Retirements

(Cred,its) w r.ad.a
at Ew ra a con er anin moi :) n

Year ended 6ecember 31,1980
Electric Utility Plant:

Production . . . . . . . . . . . . . . . . . . . . . . . . $131,290 $ 6,103 $1,488 $ 11 $135,916Transmission 33,679 1,847 22..................... 35,504-

Distribution . . . . . . . . . . . . . . . . . . . . . . 135,246 7,100 1,001 141,345-

General . . . . . . . . . . . . . . . . . . . . . . . . . . 17,883 527 290 (9) 18,111
Plant held for future use . . . . . . . . . . . 279 279

- - -

Natural Gas:
Transmission 6,295 30..................... 6,325- -

Distribution . . . . . . . . . . . . . . . . . . . . . . . 57,900 2,424 301 60,023-

General . . . . . . . . . . . . . . . . . . . . . . . . . . 5,577 123 175 - 5,525
Transit:

Land ............................ 135 135- - -

Way and structures . . . . . . . . . . . . . . . . 4,245 141 1 4,385-

Revenue equipment . . . . . . . . . . . . . . . . 11,817 1,580 10,237- -

Gen eral . . . . . . . . . . . . . . . . . . . . . . . . . . 2,852 68 140 (2) 2,778Construction Work in Progress . . . . . . . . . 4.785 (1.370) 3,415- -

Total Utility Plant . . . . . . . . . $411.983 $16.993 $4.998 _- $423,978

Year ended December 31, 1979
Electric Utility Plant:

Production . . . . . . . . . . . . . . . . . . . . . . . . $128,886 $ 2,846 $ 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 $(3) 17,883
Plant held for future use . . . . . . . . . . . 279 279- - -

Natural Gas:
Transmission ..................... 688 5,607 6,295- -

Distribution . . . . . . . . . . . . . . . . . . . . . . . 55,224 2,889 213 57,900-

Gen er- 1 . . . . . . . . . . . . . . . . . . . . . . . . . . 5,327 447 203 6 5,577
.

Transit:
Land ............................ 135 135- - -

Way and structures . . . . . . . . . . . . . . . . 4,109 139 3
i

4,245| Revenue equioment . . . . . . . . . . . . . . . . 14,206 1,252 3,641 - 11,817

-

Gen eral . . . . . . . . . . . . . . . . . . . . . . . . . . 2,631 417 193 (3) 2,852
Construction Work in Progress . . . . . . . . . . 3.243 1,542 4,785 -- -

Total Utility Plant . . . . . . . . $394,498 $23.962 $6.477 _ _- $411,983

-

(Continued :n nest page)
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NEW ORLEANS PUBLIC SERVICE INC.

SCHEDULE V-UTILITY PLANT-(Cestimmed)

Years Ended Deesmaher 31.1980.1979 and 1973 -

Os Thommeed

Colums A Colume 3 Coleens C Colums D Colums 5 Colums F
Oster

at Belamme
Addittoes asuressmes (Credus) et Bat

Classisestion of et Cost or Sales (hete 1) of Ported

Year ended December 31, 1978
Electri: Utility Plant:

Production . . . . . . . . . . . . . . . . . . . . . . . . $126,663 $ 2,783 $ 560 - $128,886
Transmission 34,175 24 555 - 33,644.....................

: Distribution . . . . . . . . . . . . . . . . . . . . . . . 123,300 6,994 847 $ 48 129,495

General . . . . . . . . . . . . . . . . . . . . . . . . . . 15,938 - 1,549 856 16,631-

- - 08) 2797. ant held for futare use . . . . . . . . . . . 327

Natural Gra:
Transmission 688 688- - -.....................

Distribution . . . . . . . . . . . . . . . . . . . . . . . 53,616 1,744 139 3 55,224
General . . . . . . . . . . . . . . . . . . . . . . . . . . 4,999 710 379 (3) 5,327

Transa:
Land ............................ 135 135- - -

Way and structures . . . . . . . . . . . . . . . . 3,961 150 2 4,109-

Revenue go;W . . . . . . . . . . . . . . . . 13,131 1,075 14,206- -

General . . . . . . . . . . . . . . . . . . . . . . . . . . 2,396 387 152 2,631-

Construction Work in Progress . . . . . . . . . . 1.643 1.600 3,243- -

Total Utility Plant . . . . . . . . . 3380.284 $17.704 $3,490 $394,498-

; Note:
| me im me
'

(1) Transfers among functional groups of accounts . . . . . . . . . . . . . $11 56 -1$5
=-= === =

|

|
\

|

|
.
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MIDDLE SOUTH UTILITIES, INC. AND SUQSIDIARIF4

SCHEDULE VI-ACCUMULATED DEPRECIATION AND AMORTFZATION OF FROPERT? |
Year Emded Dessenber 31,1980

Ga thousands)

Cahams A Column B Colusia C Columin D Coh mis E Cahnuna F
otor*Addi:1ons Dedactaeas Chaagse-i-

Belames at Charged to owr Retirements. Add aeleman
Incoese Accounts Renewnis, and at EndDescription of odote 1) (Note 2) Aer'=- (Note et For ed

Accumulateri depreciation of
utility (. ant:

Electric:
Intangible . . . . . . . . . . . $ 121 $ 63 $ 184- - -

Production 462,5 % 68,695 $1,161 $ 1,423 $ 2,682 533,711..........

Transmission 164,787 15,417 2,413 79 177,870........ -

Distribution 419,791 49,922 10,585 980 460,1G8......... -

General . . . . . . . . . . . . . 41,367 3,306 1,394 (10,635) (16,990) 39,712
Leased to others . . . . . 2,578 346 2,924- - -

Natural Gas:
Intangible . . . . . . . . . . . 155 69 224- - -

Production (5) 5.......... - - - -

Storage ............. 1,373 212 - - - 1,585
Transmission 3,994 833 3 50 4,874........ -

Distribution 27,926 2,148 409 11 29,676......... -

General . . . . . . . . . . . . . 2,747 211 107 258 56 2,863
Transit:

Way and structures .. . 1,475 94 2 1.567- -

Revenue equipment . . . 9,599 521 1,581 8,539- -

General . . . . . . . . . . . . . 660 153 125 - 688_-
Total . . . . . . . . . . . $1,139,164 $141,995 $2.662 $ 6,164 $(13,132) $1,264,525

Accumulated depreciation of
non-utility property . . . . . . . . . $ 154 $ 38 $ _8 - Ll84-

Notes:
(1) Accumulated amortization of utility plant acquisition adjustments classified as

depreciation.

(2) Provision on basis of usage or estimated life of transportation equipment (is of the useautomobiles.
trucks and aircraft) charged to clearing accounts and allocated on the bas
of su ch equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,501
Amortization of pipelines charged to fuel expense . . . . . . . . ... . . . . . . . . . . . . . . . . . . . . 904
Interest on decommissioning of ANO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 257

Total........................................................ $ 2.662
(O Transfer of reserve from plant purchased or sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,223

Transfer of reserve a
subsidiary . .........pplicable to property transferred between departments and

...................................................... 33
Accumulated depreciation on equipment purchased under a lease-purchase agreement 61
Transfer of gain on sale from reserve to other accounts . . . . . . . . . . . . . . . . . . . . . . . . . . (17,776)
Adjustment for depreciation recorded on buildings sold in 1980 . . . . . . . . . . . . . . . . . . (24)
Salvage less cost of removal on property retired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 351

Total....................................................... $ (13,132)
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MIDDLE SOUTH UTILITIE5a INC. AND SIES1rIARIf5

SCHEDULE VI-ACCUMULATED DfPRECIATION AND AMORTIZATION OF PROPERTY-

9

Year Es ded Deemedner 31,1979

GaTh d.)

Col a A Coloma B Col aC Coloma D Colome E Coloma F

ca.m.ero.use Ddu

a m.,.o.,m ctr.'.i. M a o.r .us c.a.s.- a.
mar - (No 3) of P. nodD crtpoca ciP. nod ovoss 1) (Nos. 2) a

Accumulated depreciation of
utility plant:
Electric:

$ 121Intangible . . . . . . . . . . . . . S 58 $ 63 - - -

Production . . . . . . . . . . . . 414,204 50,333 $1.E5 S 3,037 - 462,5 %

663 $ 114 164,787Transmission 150,946 14,390 -..........

11,035 (58) 419,791Distribution 384,177 46,707 -...........

General . . . . . . . . . . . . . . . 38,582 3,258 1,761 2,259 26 41,367
2,578Leased to others . . . . . . . 2,232 346 - - -

Natural Gas:
- - - 155Intangible . . . . . . . . . . . . . 87 68
- - - (5)Production . . . . . . . . . . . . (11) 6
- .- - 1,373Storage ............... 1,161 212

Transmission . . . . . . . . . . 3,436 540 2 20 3,994-

Distribution 26,266 2,061 - 394 (7) 27,926
...........

General . . . . . . . . . . . . . . 2,671 209 86 242 23 2,747

Transit:
1,475Way and structures . . . . . 1,395 91 11- -

9,5993,640Revenue equipment . . . . . 12,367 872 --

General . . . . . . . . . . . . . . . 685 149 174 660- -

Total $1.038.256_ $119.305 $2.943 521.457 $ 118 $1.139,164
...........

_

Accumulated depreciation of non-
$ 154

| utility property . . . . . . . . . . . . $ 124 $ 30 - - -

1

Notes:

| (1) Ac:umulated amortization of itility plant acquisition adjustments classified as depre-
ciation.

(2) Provision on basis of usage or estimated life of transportation equipment (auto-
mobiles, trucks and aircraft) charged to clearing accounts and allocated on the basis
of the use of such equipment

~

$ 1,847..............................................
1.096Amortization of pipelines charged to fuel expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

_

Total............................................................ $ 2.943

(3) Transfer of reserve from plant purchased or sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 50
Transfer of reserve atrheable to property transferred between departments and|

1
| sub si diary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Accumulated depreciation on equipment purchased under a lease-purchase agreement 59

Accumulated depreciation on property acquired. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

$ 118Total .......................................... ................
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MIDDLF SOUTH UTILITIES, INC. AND SUGSIDIARIES ' '

SCHEDUI.E VI--. ACCUMULATED DEPRECIATION AND AMG3T12ATION OF PROPER'1T
fear Ended Deessaker 31,'1978.

Ga Thouammes)

Chluma A Colums 3 Colume C Coloma D Cahums E Columa F
'

Omar
Aggagens rua. i g

Salence et Chersed so Astirements. Add Relenes
laceae A- Reneweis, and. (Deemet) et andDescription of (Note 1) Oeene 2) Aer - Oceae 3) of Pernoda

A: cumulated depreciation of util-
ity plant:

Electric:
Intangible . . . . . . . . . . . $ 3 $ 55 5 58- - -

Production . . . . . . . . . . 366,086 46,804 $1,890 $ 1,434 $ 856 414,204
Transmission 137,696 14,198 102 1,110 60 150,946........

Distribution 348,541 44,829 183 10,306 930 384,177.........

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 f.7- - -

Production (16) 5 - - - (11)..........

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 11,8/8 477 (12) 12,367. - -

General . . . . . . . . . . . . . 951 133 399 - 685-

Total . . . . . . . . . . . $ 935,702 $112,803 - $4.5% 516.737 $ 1,889 $1,038,256
'

==.- - -- _ . = =
Accumulated depreciation of nor.-

dlity property . . . . . . . . . . . . $ 93 $ 31 $ 124- - -

Notes:

(1) Accumulated amortizadon of utility plant acquisition adjustments classifW as
depreciation.

(2) Provision on bas:s of usage or estimated life of transportation equipment (aute
mobiles, trucks and aircraft) charged to clearing accounts and allocated on the bsri,i

of th e use of such equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,7061

I Amortization of company owned pipelines charged to fuel expense 1,890........ .....

Total............................................................ $ 4.5%
i (3) Accrued depreciation on acquisition of Citizens Light and Power Company ..... .. $ 282
| Transfer of reserve from plant purchased or sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,349
I Reserve applicable to property transferred between departments and subsidiary .... 146

| Accumulated depreciation on equipment purchased under a lease-purchased agreement . 89
Adjustment for depreciation recorded on buildings sold in 1976 . . . . . . . . . . . . . . . 23

Tott.1............................................................ $ 1,889
,
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ARKANSAS POWER & LIGHT COMPANY

S(MFnULE VI-ACCUMULATED DEPRECIATION AND AMORTIZATION OF FROPERTY
Yeare Emded D-=-b=- 31,1980,1979 and 1978

(la Thousands)
_ . . . _ .

Column A Cohunn 3 Columin C Column D Column E Colum.: F
Other

Additions Deductines Changes

manance at to osser mettrements. Add Salanes
"araa'at Charged to Accounts asneweis and (Deduct) .st and

Desertption of Penod income (Noes 1) ts (Notes 2 aM Di of Pened" - -

Year ended December 31,1980
; Ac-umulated depreciation of

utility plant:
Electric:

Production $149,453 $35,035 $ 2'i7 $ (173) $ (2) $184,916.......

2,545 7 62,361Transminion 58,778 6,121 -.....

7istribution 148,657 17,725 - 3,853 (7) 162,522.... .

General . . . . . . . . . . 7,559 593 7 601 (22) 7,636

Total . . . . . . . . $364,447 559,574 $ 264 $ 6.826 $ (24) $417,435
eme==.

Accumulated depreciation of
non-utility property $ 29 $ 6 - $ 8 - $ 27.....

Year ended December 31,1979
Accumulated depreciation of

utility plant:
Electric:,

$149,453$ 1,526Production $133,973 S17,006 --.......
58,778359Transmission 53,619 5,518 --.....

148,6574,104Distribution 136,163 16,598 --......

General . . . . . . . . . . 7.440 586 S 45 512 7.559-

' 331.195 $39,738 $_ 45 $ 6,501 - $364.447$Tot d . . . . . . . .
Accumulated riepredation of .

.

$ 29non-utility property . . . . . . $ 23 $ 1 - - -

Year ended December 31,1978
- ~

-

Accumulated depreciation of

ectn
$133,973$ 593Production $117,726 $16,840 --

.......

Transmission 48,490 5,310 - 181 53,619-
.....

Distribution 123,850 15,699 - 3,668 3 282 136,163......

( G-neral . . . . . . . . . . 7.382 516 $ 267 748 23 7.440

l Total . . . . . . . $297.448 $38,365 $ 267 $ 5.190 $ 305 $331.195

Accumulated depreciation of
$ 28non-utility property . . . . . . $ 25 $ 3 - - -

1900 1979 1978

Notes:
(1) Provision on basis of usage of transportation equipment (automobiles,

trucks and aircraft) charged to cleanng accounts and allocated on the
basis of the use of such equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7 $ 45 $267

Interest on decommissioning of ANO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 257 - -

Total........................................... $264 $ 45 $267

$282(2) Accrued depreciation on acquisition of Citizens Light & Power Company - -

- =====
(3) Adjustment for depreciation recorded on buildings sold in 1980 and

$3) gI 1976 ..........................
-..................... ......
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LOUISIANA POWER O LIGHT COMPANY

SCHEDULE VI-ACCUMULATED DEPRECIATION AND AMORTIZATION OF PROPERTY
Years Ended Dessenhor 31,1940,1978 and 1978

Ga Themsends)
- ,

.--- -Colunn A 'olumn a Coluna C Column D Column F Cole-tm F

Cjshuw.,2 n -- n

s.a = E"EE|'r
_

anaemenu. Ada s.ime.fr'sm c"d:'.:d.'' t''at Mr.T.tb" 12:t #4",'o.
-

Year endei December 31,1980
Accumulated depreciation of

utility plant:
Electric:

Production . . . . . . . . . . $131,815 $15,184 - $ (82) $ 2,684 $149,765Transmission . . . . . . . 50,742 4,576 - (328) 13 35,659Distribution . . . . . . . . . 148,631 20,881 3,279 938 167,171-

C n eral ............. 20,228 1,526 $1,140 (12,117) (17,188) 17323Leased to others . . . . . 2,578 346 -_ _ 2,924 -
-

-

Total . . . . . . . . . . . $353,994 $42,513,
-

- $1,140 $ p2481 $_(13.553) $. ~93,342.m
Year ended December 31,1979,

Accumulated depreciation of
utility plant:

Electric:
Production . . . . . . . . . . $117,756 $15,045 $ 986 - $131,815-

Transmission . . . . . . . . 46,457 4,473 189 $ 1 50,742-

Distribution . . . . . . . . . 132,942 19,39.7 .
3,636 (72) 148,631-

General . . . . . . . . . . . . . 18,1 % 1,602 $1,482 1,052 20,228-

Leased to others . . . . . 2,232 346 2.578
- - -

Total . . . . . . . . . . . $317,583 $40,853 $1,482 $ 5,863 $ (71)
Year ended December 31,1978

-

$353,994
_

Accumulated depreciation of
utility plant:

Electric:
Production . . . . . . . . . . $103,361 $14,258 5 720 $ 857 $117,756-

Transmission . . . . . . . . 42,202 4,342 57 (30) 46,457-

Distribution . . . . . . . . . 117,506 17,874 2,%1 523 132,942-

General . , . . . . . . . . . . . 15,404 1,569 $1,688 464 (1) 18,1 %
Leased to others . . . . . 1,8_86 346 ,-

_

2,232-
_

Total . . . . . . . . . . . $280,359 $38,389 $1,688 $ 4,202 $ 1.349 $317,583
Notes:

teso 1979 197:
(1) Provision on basis of estimated life of transportation eqv5-

ment (automobiles and trucks) charged to a clearing account
and allocated on the basis of the use of such equipment . .... . $ 1,140 $1,482 $1.688

(2) Transfer of reserve from plant purchased or sold . . . . . . . . . . . . $ 4,223 $ (79) $1,349
Accumulated depreciation on property acquired . . . . . . . . . . . . . . 8-

Transfer of gain on sale from' reserve to other accounts . . . . . . . . (17,776)
-

- -

Total........................................ $(13,553) $ (71) $1,349
-
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MISSISSIPPI POWER O LI!HT COMPA1W
. .

,

SCHEDI:1.E VI-ACCUMULATED DEPRECIATION AND AMORTIZATION OF PROPERTY
Years i.mded Deessaber 31,1980,1979 and 1978

(la Thouanads)
_=

Column A Column 3 Column C Colman D Colemm E Cohuna F

oa.e
g f%aanM&ama

= EU ama.m. .C*
444 a.im.i =

W"af ct:2." Win :;r.a.". 8:2i1 o"aa.%--

Year Ended December 31,1980
Acnunulated depreciation of

utility plant:
Electric:

Production . . . . . . . . . $114.518 $13,943 $ 904 5 39 - $129,306

333 $ 61 37,758
| Transmission . . . . . . . . 35,067 2,963 -

66.2521,991Distribution . . . . . . . . . 62,790 5,453 --

General 6,101 313 71 267 - 6,218
............ ~**

Total . . . . . . . . .' S218.476 ' S22.672 S 975 5 2.650 $ ~61 $239,534

Accumulated depreciation of
$ 125non-i.tility property . . . . . . . . S 100 S 25 - - -

Year Ended December 31,1979
Accumulated depreciation of

utility plant:

|
Electic:

$114,518 ,
|

Production . . . . . . . . . S 99,752 $13,859 $1,096 $ 189 -

V3. 67112 3 59
| Transmission . . . . . . . . 32,430 2,690 -

1,624 - 62.790Distribution . . . . . . . . . 59,294 5,120 -

General 5.823 305 86 113 6,101-
.. .........

Total . . . . . . . . . . $197.299 S21.974 $1.182 $ 2.038 $ 59 $218.476

Accumulated depreciation of
$ 100non-utility property . . . . . . . S 75 S 25 - - -

. :==
Year ended December 31,1978

Accumulated depreciation of
utility plant:

Electric:
Production . . . . . . . . . S 86,793 S11,337 $1,890 $ 268 - S 99,752

152 5 89 32,430Transmission . . . . . . . . 29,620 2,873 -

2,040 - 59,294
| Distribution . . . . . . . . . 55,393 5,941 -

General 5,518 377 96 168 - 5,823'

............

Total . . . . . . . . . . $177,324 S20.528 $1.986 S 2.628 $ 69 $197.299

Accumulated depreciation of
--. - - S 75non utility property . . . . . . . S 50 S 25

I

1900 1979 1978

Nons:
(1) Provision on basis of estimated life of transportation equipment

j (automobiles. trucks and aircraft) charged to a cleanng account and
allocated on the basis of the use of such equipment . . . . . . . . . . . . . . . . $ 71 $ 86 $ %
Amortization of pipelines charged to fuel expense . . . . . . . . . . . . . . . . 904 1,096 1,890

Total $975 $1.182 $1.986' ............................. .............

(2) Accumulated depreciation on equipment purchased under a lease-
purchase agreement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S 61 S 59 $ 89

m ===m==
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NEW ORLEANS PUBLIC SERVICE INC.

ECHEDULE VI-ACCUMULATED DEPRECIATION AND AMORTIZATION OF PROPERTY
Yeers Ended December 31,1980,1979, and 1978

a, n. :a

e'abann A Columin 3 Column C , Column D Column E Column F
OtherAdditions Deductions Changes

Balance at Charged
to Otaer Retsrements.Desca spt2on Bestaning Charged to Accourns Renewals and Add at End

Balmof Pernod Income (Note) Replacements th) of PenedYear ended December 31,1980
Accumulated depreciation of

utility plant:
Electric:

Production S 61,938 $ 4,268.... .
4 1,618-

$ 64,588Transmission . . . . 12,847 1,081
-

(218)
-

14,146Distribution . . . . . . . 45,938 4,457
-

910-

49,485-

General . . . . . . . . 5,991 684 $ 53 246
Natural Gas: 6,482-

Transmission . . . . . 394 635 - -
- 1,029Dis:ribution . . . . . . . 21,282 1,685 385-

22,582General . . . . . . . . . . 2,169 161 66 155

-

Transit: 2,241-

Way and structures 1,475 94 2-

1,567Revenue equiprnent. 9,599 521
--

1,581-

8,539General . . . . . . . . . . 660 153
-

125-

Total . . . . . . . $162.293 $13.739 $ 119 $ 4.804
_

688-

$171,347.-.

Year ended December 31,1979
Accumulated depreciation of

utility plant:
Electric:

Produrion . . . . . . . $ 58,117 $ 4,157 - $ 336 $ 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
Natural Gas:

5,991-

Transmission . . . . . 51 343 -

394
- -

Distribution 20,003 1,616......
337-

21,282-

General . . . . . . . . . . 2,120 169 56 176
. Transit: 2,169-

1

) Way and structures 1,395 91 11' -
1,475.-

Revenue equipment. 12,367 872 3,640-

9,599-

General . . . . . . . . . 685 149 174-

660-

| Total . . . . . . . . ' $155.018 $13.379 $ 91 5 6.195 $162.5_-
S-18
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NEW ORLEANS PUBLIC SERVICE INC.

SCHEDUI.E VI-ACCUMULATED DEPRECIATION AND AMORTIZATION OF PROPERTY-(Contissed)

Years Ended Deesember 31.1980.1979 and 1978

Ga Thoes.nes)

Coluna A N-a Column C Columa D Columa E Calama P

AMdom h

=T a.orem m. a.isaises. =

"M:| t i:::!.'' T=' i". "* '" an ora:'.-
Year ended December 31,1978

Accumulated depreciation of
utility plant:

Electric:
Production . . . . . . . $ 53,885 $ 4,084 - S (148) - $ 58.117

11,625535Transmission 11,100, 1,060 --
....

948 - 42.959
i Distribution . . . . . . . 39,839 4.068 -

5.696
| General . . . . . . . . . . 5,795 603 $ 35 737 -

t

1 Natural Gas:
51Transmission . . . . . 51 - - -

-

20,003191Distribution . . . . . . 18,643 1,551 --

2.120General . . . . . . . . . . 2,248 176 27 331 -

,

' Transit:
630 - 1,395Way and structures 1,938 87 -

(12) - 12,367Revenue equipment. 11,878 477 -

General . . . . . . . . . . 951 133 399 685--

$155.018Tota! . . . . . . $146.277 $12.290 $ 62 S 3.611 -

1m sm n
Note:

Provision on basis of eshmated life of transportation equipment (automobiles
and trucks) charged to a cleanng account and allocated on the bais of the
use of such . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . g g 3_62

,

|

,
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MIDDLE SOUTII UTILITIES, INC. AND SUZSIDIARIN . .

SQIEDULE VIII-VALUATION AND QUALIFYING ACCOUNTS
YeareEnded E : 31.1980,1979 and 1978

'

(la Thomsonds)

Column A
Column B Column C '' '~r D Cetens B

= Additions

Salance at fr Balaase
|tf.To"r cf.m'a terrr a:om:,"r; on.'ro's,-

Year ended December 31,1980

Accumulated Provisions Deducted from Assets-
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . . $ 1.800 $_4.378 $ 3 $ 3,928 $ 2,253

Reserves Not Deducted from Assets:
Property insurance (Note 4) . . . . . . . . . . . . .

$11,858* $ 6,167 $ 307 $ 2,154 416,178*Injuries and damages (Not s 3 and 4) ,,... 6,122 5,3% 743 5,360 6,901
Pensions and benefits (Note 5) . . . . . . . . . . . 1,639 98 1,541

-
-

To tal . . . . . . . . . . . . . . . . . . . . . . . . . . . $17,980 $13.202 $ 1,050 $ 7,612 $24,620
Year ended December 31,1979

Accumulated Provisions Deducted from Assets-
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . .$ 1.601 $ 3.904 $ 3,705 $ 1,800-

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 S 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 $ 1,601

Reserves Not Deducted from Assets:
Property insurance . . . . . . . . . . . . . . . . . . . . . $ 8,268 $ 2,839 - $ 3,161 $ 7,947Injuries and damages (Note 3) . . . . . . . . . . . 4,038 5,513 $ 412 4,999 _ 4,963

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . $12.3_06 $ 8,352 3 412 $ 8,160 $12,910Notes:

(1) Charged to clearing and other accounts.

(2) Deductions from reserves represent losses or expenses for which the respective reserves were
i

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. certain of the System operating companies commenced
recognizing deferred income taxes on reserves which resulted in no effect on net income.

(5) Pensions and benefits reserve is provided to account for provisions made by AP&L for group
medicalinsurance coverage on its employees up to a limit as defined in the policy with the carrier.-

* Reclassification of the property insurance reserve balances for two subsidiaries in 1979 and for
one subsidiary in 1980 have been made to deferred debits for financial statement presentation.
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_

ARKANSAS POWER O LIGHT COMPANY* *

SCHEDULE VIII-VALUATION AND QUALIFYING ACCOUNTS
Years Ended Decenaer 31.1980.1979 and 1978

(In Thousands) *

Column A Columna B Column C Colums D Column E
Additions

Deductices

Charged to r se at

Beheo[of Inconne Accouars (Note 1) of PenedDesi.rtpoon

Year ended December 31,1980
'

Accumulated Provisions Deducted from Assets-
S 1.100 $ 1.3 %Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . . S 924 S 1.572 -

Reserves Not Deducted from Assets:
Property insurance (Note 3) . . . . . . . . . . . . $(1,413)*$ 3,161 - $ 923 $ 825

1,685 772Injuries and damages (Notes 2 and 3) . . . . 604 1,853 -

1,639
__

98 1,541,

Pension and benents (Note 4) . . . . . . . . . . . . -

$ 2.706 $ 3.138To tal . . . . . . . . . . . . . . . . . . . . . . . . . . . S (809) S 6,653 -

f Year ended December 31,1979

| Accumulated Provisions Deducted from Assets-
.G 991 S 9,24

| Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . . S 744 S 1.171 -

-- -

r

! Reserves Not Deducted from Assets:
$ 3,963 $(1,413)*

f Property insurance (Note 3) . . . . . . . . . . . . . . $ 239 $ 2,311 -

1,842 604' Injuries and damages (Notes 2 and 3) ..... 670 1,776 -

$ 5.805 $ (809)Total S 909 $ 4.087 -
.... ......................

Year ended December 31,1978

Accumulated Provisions Deducted from Assets-
$ 1.370 $ 744Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . . S 410 $ 1.704 -

Reserves Not Deducted from Assets: $ 1,098 $ 239S 565 $ 772Property insurance -
.... ................

Inic:ies and damages (Note 2) . . . . . . . . . . 570 1.856 - IJ56 670

S 2.854 S 909Total . . . . . . . . . . . . . . . . . . . . . . . . . . . S 1,135 S 2.628 -

| Notes:
(1) 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

i amounts previously written off.
(2) 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.

' (3) EHective during the first quarter of 1979, AP&L commenced recognizing deferred income taxes
on reserves which resulted i's no effect on net income.

(4) Pensions and benefits reserve is provided t > account for provisions made by AP&L for group
medical insurance coverage on its employees up to a limit as denned in the policy with the carrier.

* Reclassi6ed to deferred debits for the purpose of Snancial statement presentation.
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LOUISIANA POWER & LIGHT COMPANY

SCHEDULE VIII-VALUATION AND QUALIFYING ACCOUNT 5*

Years Emded Deesember 31,1980,1979 and 'd78

de noussees)

Column A
Cohuma 3 Colussa C Cohmma D Coluna R

Aamu =

M Y ni
E= '!:::"'" M:|||"fr ni|||:'ri .,"4"-

Year ended December 31.1980

Accumulated Provisions Deducted from Assets-
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . .Q $ 1.093 $ 3 g096 Q

Reserves Not Deducted from Assets:
Property insurance (Note 4) . . . . . . . . . . . . . $ 5,792 $ 600 $ 487 $ 5,905Injuries and damages (Notes 3 and 4) ..... 1,130 639 $ 439 1,115 1.093

-

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . g $ 1.239 M g g
i

Year ended December 31,1979

Accumulated Provisions Deducted from Assets--
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . .QQ QS Q

Reserves Not Deducted from Assets:
Property insurance (Note 4) . . . . . . . . . . . . . $ 3,661 $ 600 $ 3,436 $ 1,905 $ 5,792
Injuries and damages (Notes 3 and 4) ..... 1,194 454 586 1.104 1,130

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,85-- --.5 .$ 1.,.054. 3 4,02. 2 $ 3,009 .$.6,922- -r -

Year ended December 31,1978 1

AccumulatM Provisions Deducted from Assets-
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . .QQ L468 Q

Reserves Not Deducted from Assets:
Property insurance . . . . . . . . . . . . . . . . . . . . . . $ 3,691 $ 634 $ 664 $ 3.661Injuries and damages (Note 3) . . . . . . . . . . . 874 1,035 5 343 1,058 1.194

-

| - -
-

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . $
- ggQ$yg

=

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 asui
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.
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MISSISSIPPI POWER O LIGHT COMPANY

, SCHEDUI.E VIII-VALUATION AND QUALIFYING ACCOUNTS
Years Emded Deeember 31,1980,1979 and 1978

(le Thousseds)

Cohann A Columen 3 Column C Colume D Cahums E
Addiuons

Deduccoms

to Charend tw to
Doncrtpuon of riod laceae Accousas (Noes 1) of Ported

Year ended December 31,1980

Acetunulated Provisions Deducted from Asar.s-
! Doubtful Accounts . . . . . . . . . . . . . . . . . . . . S 154 $ 659 _- S 659 _5154
1

. .

Reserves Not Deducted from Assets:
Property insurance (Note 3) . . . . . . . . . . . . '$ 1,364 $ !.944 - $ 100 $ 3,208

647 1.046Inju:ies and damages (Note 2; . . . . . . . . 1.076 6,17 -

$ 747 $ 4.254Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . S 2.440 $ 2.561* -

Year ended December 31,1979

Accumulated Provisions Deducted from Assets-
$ 448 $ 154Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . . $ 154 $ 448 -

! Reserves Not Deducted from Assets.
Property insurance (Note 3) . . . . . . . . . . . . . S 900 $ 1,348 $ 899 $ 2,283 $ 1,364
Injuries and damages (Note 2) . . . . . . . . . . . 1.387 636 - 947 1,076

To tal . . . . . . . . . . . . . . . . . . . . . . . . . . . S 2.287 $ 2.484 $ 899 $ 3.230 $ 2.440

Year ended December 31,1978

Accumulated Provisions Deducted from Assets-
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . $ 154 _S440 _- .S.,,.440 $ 154

- -

Reserves Not Deducted from Assets:
Property insurance . . . . . . . . . . . . . . . . . . . . . . $ 570 $ 380 - $ 50 $ 900
Injuries and damsges (Note 2) . . . . . . . . . . . 1.291 629 533 1,387-

S 583 $ 2.287
i

- Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$ 1.861 S 1.009
-

--- - - -
i

|

Notes:

(1) Deductions from reserves repremst 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.

(2) Injuries and danuges reserve is provided to absorb all current expenses appropriate thereto and
for the estimated cost of settling claims for injuries and damages.

(3) Effective during the Erst quarter of 1979, MP&L commenced recognizing deferred income taxes
on gwif nsurance reserves which resulted in no effect on net income.i

|
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NEW CRLEANS PUBLIC SERVICE INC.
. .

SQIEDUI.E VIII-VAI.UATION AND QUALIFYING ACCOUNTS
Years Ended E ' r 31.1980,1979 and 1978

(In Thoosende)

Column A
Columa 3 Cohama C Colume D Columa E-

Anaiu

f."Ei!|', ""%""'as

M:|.f "4||"" t%|rff 5%1 t$
ao.- =

Year ended December 31,1980

Accumulated Provisions Deducted from Assets-
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . .$ 500 $ 823 $ 848==- --. 5 475

-

Reserves Not Deducted from Assets:
-

Property insurance (Note 4) . . . . . . . . . . . . .
$ 6,181 $ 360 $ 307 $ 576 $ 6,272Lijuries and damages (Notes 3 and 4) ..... _ 3,080 2.230 304 1,874 3.740-

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,261 $ 2.590 $ 611 $ 2,450 g
Year ended December 31,1979

Accumulated Provisions Deducted from Assets-

Doubtful Acwunts . . . . . . . . . . . . . . . . . . . . . . . .' S 370 $ 1.309$ 1,179 $500-

Peserves Not Deducted from Assets:
;

Propeg insurance (Note 4) . . . . . . . . . . . . .
$ 3,021 $ 360 $ 3,143 $ 343 $ 6,181, Injuries and damages (Notes 3 and 4) ..... 1,475 1,602 1.479 1,476 _ 3,080{ Total . . . . . . . . . . . . . . . . . . . . . . . . . . . .$ 4.4% $ 1,962 $ 4,622 $ 1,819 g

Year ended December 31,1978

Accumulated Provisions Deducted from Assets-
Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . .$ 270

Reserves Not Deducted from Assets:
.

.$ 1.,086, $986 5 370-

%

Property insurance . . . . . . . . . . . . . . . . . . . . . . $ 3,329 $ 1,034 $ 1,342 $ 3,021Injuries and damages (Note 3) . . . . . . . . . . . _ 1,075 1.925 t 70 1,595 _ 1,475

-

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . .$ 4,404 $ 2.959 r_70 _$ 2.937 $ 4,496
u

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 ofamounts previously written of.

(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, NOPSI commenced recognizing deferred income
taxes on reserves which resalted in no efect on net income.

.

!
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MIDDLE SOUTH UTILITIES, INC. AND SUZSIDIARIES

SCHEDULE X-SUPPLEMEYTARY INCOME STATEMENT INFORMATION.

Yeare Ended Dee miber 31.1980,1979 and 1978

(la Thousands)

! Columen A Coluna 3

Charged to
sosis and

liam espuesse (Nose 1)

Year Ended December 31,1980

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $59,961
| State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,741

Other................................................ 9,411

Total $99,113............................................
-

Year Ended December 31,1979

Taxes, other than payroll and income taxes :

Ad Val orem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $54,388

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,639

! Other................................................ 6,619

Total $86,646.............................................
-

Year Ended December 31,1978

Taxes, other than payroll and iwame taxes :

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,139

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,853

Other................................................ 7,527

Total $78,519 -
.............. .............................

====

! (1) Taxes other than payroll and income taxes iradude 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 m miscel-
laneous income and deductions-net for Aaaad=1 statement presentation.

!
|

|

,

I
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MIDDLE SOUTH UTILITIES, INC.

SCHEDULE X.-SUFPLEMENTARY INCOME STATEMENT INFORMATION
Yeare Emded Deessiber 31,1980,1979 and 1978 .

GaThemenads)

asum

Columen A
Columin B.

ca.re.d i.
Dent ames and

sme====

Year Ended December 31,1980

Taxes. other inan payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .-

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
-

Other................................................ $ 3
Total ............................................ s 3

=====----.
Technical services, consultation and assistance rendered at cost

under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .4 1,251
Year Ended December 31,1979 -

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .-

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
-

Other................................................ 4 3

Total............................................
Technical services, consultation and assistance rendered at cost -$

3

under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .4 762!

Year Ended December 31,1978
~;

t

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . ., . . . . . . . . . . . . . . . . . . . . . . . . . . .
-

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -

Other................................................ $ 3

Total............................................ $ 3
Technics! services, raaaidtation and assistance rendered at cost

under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ._$ _544

.

.
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AREANSAS POWER O LIGHT CSMPANY* *

SCHEDULE X--SUPPLEMETTARY INCOME STATEMENT INFORMATION
Years Ended Deesember 31.1980,1979 and 1978

(la Theunaads)

Columns A Colusan B

Charged to
cosa and

Itain a=P (Note 1)

Year Ended December 31,1980

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . $22,443........ .......................

; State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,762

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,629... . .......

Total.......................................... $34,834
__

Technical services, consultation and assistance rendered at cost
under contract with MSS . . . . . $10,629...... ...................

Year Ended December 31,1979

Taxes, other than payroll and income taxes:
Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $20,820

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,901

Other................................................ 1,529

Total $31,250............................................
~

Technical services, consultation and assistance rendered at cost
under contract with M SS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,382

-

Yen.r Ended Decereber 31,1978

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $19,045

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,161

Other 1,284................................................

Total........................................... $28,490
-

Technical services, consultation and assistance rendered at cost
under contract with M SS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,358

(1) Taxes other than payroll and 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.
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LOUISIANA POWER AND IJGHT COMP NY

SCHEDULE X.--SUPPIIM5'NTARY INCOME STATEMENT INH)RMATION
Years Emded Deemanhar 31,1980,1979 and 1974

Gs Thousands)

NmA um3
Charged se

leem espes s.e.s med
es

geese g)

Year Ended December 31, 1980

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $11,138
State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .- 5,611

Other................................................ 1,890

Total............................................. $18,639

Technical services, consultation and assistance rendered at cost
under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10.347

Year Ended December 31,1979

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,732
| State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,368
t

Other................................................ 2,151

Total............................................. $16,251

Technical services, consultation and assistance rendered at cost
._

'

under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,534
1

l Year Ended December 31,1978i

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,123
State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,643

Other ................................................ 3,003
1

Total............................................. $15,769

Technical eervices, consultation and assistance rendered at cost
under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,825

(1) Taxe: other than payroll and income taxes include taxes charged to
! clearing accounts and distributed from those accounts to appropriate operating and
i

construction accounts or charged directly to co.atruction and other appropriate! accounts.

1
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MISSISSIPPI POWER AND LIGHT COMPANY

SCHEDULE X-SUPPLEMENTARY INCOME STATEMENT LNFORMATION
Yeare Ended n_._w 31,1930,1979 g 1973

fle Thousand,)

cotuses A colums a

charsed to
esem sad

Issa espouses 0*ees 1)

Year Ended December 31,1980
;

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10,855

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,502

Other............................................... 1,748

Total 317,105............................................
ar m

Technical services, consultatic:. and assistance rendered at cost
under contract with MS S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S 5,546

-

Year Ended December 31,1979

Taxes, other than payroll and income taxes:
Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10,345

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,707

Other................................................ 1,112

Total............................................ $15,164
.. m

Technical services, consuhation and assistance rendered at cost
under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,771 *

Year Ended December 31,1978

Taxes, other than payroll and income taxes: ,

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,768

State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,406

Other................................................ 814

Total............................................ $13,988

Technical wrvices, consultation and assistance rendered at cost

| under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,978
1

(1) Taxes other than payroll and income taxts include taxes charged to
clearing accounts and distributed from those accounts to appropriate operating and
construction 'ecounts or charged directly to construction and other appropriate

i

I accounts.
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NEW ORLEAN5 PUBLIC SERVICE INC.

SCHEDULE X-.-8UPPIIMENTARY INCOME STATEME!TT INFORMATION
Years Ended Desammber 31,1980,1979 and 1978

Ga Thousands)

'
-

.

column A ,

cohuun 3

c.a.e.a s.e=rs .!!am
*=Psamaa (Nees !)

Year Ended Decen a 31,1980

Taxes, other than payroll and income taxes:

Ad Valorem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,868
State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,322

Other................................................ 453
Tot 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $13,643

_

Technical services, consultatics and assistance rendered at cost
undr contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,638

=

Year Ended December 31,1979

Taxes, other than payroll and income taxes:

Ad Valore.n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,671
State ano city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,560
Other

..................... 422.. . ..................

Tctal
............................................ $12,653

Technical services, consultation and assistance rendered at cost
under contract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,994

Year Ended December 31.1978

Taxes, other than payroll and income taxes:

Ad Val orem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,127
State and city franchise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,737
Other . .

......................................... 495
Total ... .. ................. ................... $10,359

Technical services, consultation and assistance rendered at cost
under coniract with MSS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,907

_

(1) Taxes other than payroll and income taxes include taxes charged to
clearing account and distributed from those accounts to appropriate operating and
construction accounts or charged directly to construction and other appropriate
accounts.
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EXHIBIT INDEX- -

The following exhibits indicated by an asterisk preceding the exhibit number are 61ed herewith.
The balance of the exhibits have heretofore been filed with the Commission, respectively, as the exhibits
and in the file n'imbers indicated and are incorporated herein by reference.

(3) Articles of Incorporation and By Laws

MSU
(a) 1-Restated Artides of Incorporation of MSU, as currently in effect (9(a)-1 to Form 10-Q

for the Quarter ended June 30,1979, in 1-3517).

(a) 2-By-Laws of MSU as amended and currently in effect (9(a)-2 to Form 10-Q for the
Quarter ended June 30,1979, in 1-3517).

AP&L

(b) 1-Agreement of Consolidation or Merger of AP&L, as amended through July 16, 1975
(A-1 in 70-5744).

(b) 2-Statement of Cre.cion of the 11.04% Preferred Stock of AP&L (C-1 to Rule 24 Certifi-
cate in 7^>-5744).

(b) 3-Amendments to Agreemet of Consolidation or Merger of AP&L adopted June 17,1976
(A-Ic to Rule 24 Gertificate in 70-5818).

(b) 4-Statement of Creation of the 8.84% Preferred Stock of AP&L (C-1 to Ruh 24 Certificate
in70-5923).

(b) 5-Statement of Creation of the 10.40% Preferred Stock of AP&L (C-2 to Ru;e 24 Certifi-
cate in 70-6246).

(b) 6-Statement of Creation of the 9.92% Preferred Stock of AP&L (C-1 to Rule 24 Certificate
in 70-6308).

(b) 7-Stateme.it of Creation of the 13.28% Preferred Stock of AP&L (C-1 to Rule 24 Certificate
in 70-6386).

*(b) 8-By-Laws of AP&L as presently in efect.

LP&L .

(c) 1-Restated Articles of Incorporation of LP&L as executed February 21,1980 (A-1 in
70-6491).

(c) 2-Articles of Amendment to LP&L's Restated Articles of Incorporation as executed October
28,1980 (C-1 to Rule 24 Certificate in 70-6491).

(c) 3-By-Laws of LP&L as amended and presently in effect (A-3 in 70-6553).

MP&L

(d) 1-Restated Articles of Incorporation of MP&L. as filed in the office of the Secretary of
State of the State of Mississippi on May 27,1976 (Item 14(b)(5) of Form 8-K for
the month of May,1976).

| (d) 2-By-Laws of MP&L :s presently in effect (A-1 in 70-6550).

NOPSI

(e) 1-Restated Articles of Incorporation of NOPSI executed September 30,1%9 (A-1 in
70-6392), as amended by Article:: of Amendment executed February 27,1980 (A-2(a)-_
to Rule 24 Certificate in 70-6392) and as amended by Articles of A=aadmaat exe-
cuted March 19,1980 (C-1 to Rule 24 Certificate in 70-6404).

(e) 2-By-Laws of NOFSI as presently in eHact (A-1 in 70-6392).

E-1
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(4) Instruments Defirw; lights of Security Holders, Including ladentures
MSU

(a)
.

1-Credit Agreement, dated as cf June 27,1980 (B-1 to Rule 24 Certificate, dated June 27,
1980 in 70-6450).~

(a)
~

2-See (4)(b) through (4)(e')' below for instruhtents defining 'the rights of holders of
~

long-term debt of AP&L, LP&L, MP&L and NOPSI.
(a)

3-Aracaded and Restated Bank Loan Agreement, dated as of June 30,1977, among MSE,
the Banks named in Schedule 1 thereto and Manufacturers Hanover Trust Compa.ty,
as agent for the Banks (A to Rule 24 Certificate, datei June 30,1977 in 70-5399), asamended March 20,1980 (A to Rule 24 Certi6cate in

70-5399).
. (a) 4--Mortgge and Deed of Trust, usted as ot June 15, 1977 from MSE to United States

Trust Company of New York and Malcolm J. Hood, Trustees, as supplemented by
two Supplemental Indentures (B and C to Rule 24 Certificate datcJ June
in 70-5890 (6rst) and B to Rule 24 Certificate in 70-6259 (second)).

30, 1977

(a)
5-Loan Agreement, dned as of December 8,1980, betwe-n SFI, AP&L, LP&L, MP&L,

NOPSI and Citibank, N.A. (A to Rule 24 Cenificate in FL No. 70-6519).
(a) 6-Loan Agreement, dated as of December 20,1972,

NOPSI and The First National Bank of Chicago (B-3 to Rule 24 Certi6cate in Filebetween SFI, AP&L, LP&L, MP&L,
No. 70-5274).

AP&L

(b) -Mongage and Deed of Trust, as amended by thirty-three Supplamental Indentures
in 2-5463 (Mortgage;; 7(b) in 2-7121 (First); c) in 2-7605 Second); 7 m ~

d,)

2-8100 (Third); 7(a -4 in 2-8482 (Fourth); 7 -5 in 2-9149 Fifth); 4(a int-9789
D(b)-9 in(Sixth); 4

)-7 in 2-10261 Seventh 4(a)-8 in 11043 (Eighth);nth) ; 2(b)-10 in 2(-157672 211468
m.70-4099,(Tw(elfth); 4(di in 2 23185 (Th(irteenth); 2(c, Tenth) ; D in 70-3952 (Eleventh);.-

in 2-24414 (Four-teenth); 2
m 2-25913 (35107 (E)igrteenth); 2(d) in(2-36646Fiftm:h : 2(c) in 2-28869 Sixteen 2(d) in 2-28869, Seventeen( ; 2 c) in 2-
wen (tieth); 2(c) in 2-41080 (Twenty-first); C-1 to Rule 24 CertificateNineteenth) : 2(c)m 2-39253 (

in 70-5151 (Twenty-second); C-1 to Rule 24 Certificate in
C to Rule 24 Certificate in 70-5343 70-5257 (Twenty-third);
70-5404 (Twenty-6fth); C to Rule (24 Certi6cate inTwenty-fourth); C-1 to Rule 24 Cert'ificate in70-5502
to Rule 24 Certificate in 70-5556 (Twenty-seventh); C-1 to R(ule 24 Certificate inTv enty-sixth) ; C-1
70-5693 (Twenty-eighth); C-1 to R.ile 24 Cenificate in~

C-1 to Rule 24 Certificate in 70-6078 (Twenty-ninth);
70-6246 (Thirty-first;; C-1 w Rule 24 Certificate in70-6174 (Thirtieth); C-1 to Rule 24 Certificate m

70-6498 (Thirty-second); and
A-4b-2 to Rule 24 Certificate in 70-6326 (Thirty-third)). '

LP&L

'
(c) -Mortgsce and Deed of Trust as amended by tanty-eight Supplemental Indentures

(7(dj in 2-5317 Mong e); 7(b) in 2-7408 (First); c) m 2-8636 (Second ;
4(h)-4 in 2-12264 Founh ; i;)-5 in 2-12936 (Fifth));4(b)-3 in 2-10412 Third

b)-7 in 2-22340 (S(eventh));D in 70-3862 (S h);
4(c)-9 in 2-25801 (Ninth)(; 4(c)-10 in 2-26911 Tenth) ; 2(c) in 2-28123 (Eleventh) ;) in 2 24429 (Eighth);

in 2-38378 (Fou(rteenth);); C to Rule 24 Certif(icate in 70-4793 (Thirteenth); 2(b)-2
'

2(c) in 2-34659 Twelfth
2(b)-2 in 2-39437 (Fifteenth); 2(b)-2 in 2-42523 (Six-

teenth); C to Rule 24 Cenifiente in 70-52C (Seventeenth); C to Rule 24 Certificate
in 70-5330 (Eighteenth); C-1 to Rule 24 Certifieste in 70-5449 (Nineteenth); C-1to Rule 24 Certificate in 70 5550
70 5598 (Twenty-first); C-1 to Ru(le 24 Certificate inTwentieth); A-6(a) to Rule 24 Cenif.eate in

70-5711 (Twenty-secondj ;
C-1 to Rule 24 Certificate in 70-5919 (Twenty-third); C-1 to Rule 24 Certificate in
70-6102 (Twenty-fourth); C-1 to Rule 24 Cenificate in 70-6169 (Twenty-fifth); C-1
to Rule 24 Cenificate m 70-6278 (Twenty-sixth); C-1 to Rule 24 Cenifcate in
70-6355 (Twenty-seventh) and C-1 to Rule 24 Certificate in 70-6508 (Twenty-eighth)).
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.MP&L.

(d) -Mortgage and Deed of Trust. dated as of S ember 1,1944, as amended by seventeen
Supplemental Indentures (7(d) in 2-5437 fortgage) ; 7(b) in 2-7051 (First) ; 7(c)
in 2-7763 (Second): 7(d) in 2-8484 (Thi d); 4(b)-4 in 2-10059 (Fourth); 2(b)-5
in 2-13942 (Fifth): A-11 to Form U-1 in 70-4116 (Sixth); 2(b)-7 in 2-23084
(Seventh); 4(c)-9 in 2-24234 (Eighth); 2(b)-9(a) in 2-25502 (Ninth); A-11(a)
to Form U-1 in 70-4803 (Tenth); A-12(a) to Form U-1 in 70-4892 (Eleventh);
A-13(a) to Form U-1 in 70-5165 (Twelfth); A-14(a) to Form U-1 in 70-5286
Thirteenth); A-15(a) to Form U-1 in 70-5371 (Fourteenth); A-16(a) to Form U-1
in 70-5417 (Fifteenth); A-17 to Form U-1 in 70-5484 (Sixteenth); 2(a)-19 in
2-54234 (Seventeenth)).

NOPSI

(e) -Mortgage and Deed of Trust, as amended by ten Supplemental Indentures (B-3 in 2-5411
(Mortgage) ; 7(b) in 2-7674 (First) ; 4(a)-2 in 2-10126 (Second) ; 4(b) in 2-12136
(Third); 2(b)-4 in 2-17959 (Fourth); 2(b)-5 in 2-19807 (Fifth); D to Rule 24
Certificate in 70-4023 (Sixth); 2(c) in 2-24523 (Seventh); 4(c)-9 in 2-26031
(Eighth) ; 2(a)-3 in 2-50438 (Ninth) : and 2(a)-3 in 2-62575 (Tenth)).

(10) Contracts
MSU

(a) 1-Agreement among certain Middle South System companies, relating to System Plannmg
and Development and Irw-System Transactions, dated April 16,1973 (5(a)-1 in
2-49306).

2-Revised Service Schedules MSS-1 and MSS-2, effective Jul 2,1973, to Agreement(a) among certain M'ddle South System companies, dated Aprif 16,1973 (5(a)-1(a) in
- 2-50187). ,

(a) 3-Middle South Utilities System Agency Agreement, dated December 11,1970 (5(a)-2
in 2-41080).

(a) 4-Amendment, dated February 10,1971, to Middle South Utilities System Agency Agree-
ment, dated December 11,1970 (5(a)-4 in 2-41080).

(a) 5-Middle South Utilities System Agency Coordination Agreement, dated December 11,
1970 (5(at 3 in 2-41080).t

(a) 6-Form of Service Agreement between MSS and each of the other companies in the Middle
South System (D in 37-63).

(a) 7-Drm of Amendment dated as of January 1,1972, to Service Agreement (A to Notice,
dated October 14,1971 in 37-63).

(a) 8-Availability Agreement among MSE and certain other Middle South System compa-ies,
dated June 21,1974 (B to Rule 24 Certificate, dated June 24,1974 in 70-5399).

(a) 9-First Amendment to Availability Agreement, dated as of June 30,1977 (B to Rule 24
| Certificate, dated June 24,1977 m 70-5399).

(a) 10-First Assi:punert of Availability Agreement, Consent and Agreement, dated as of June
30, 1977. witn Manufacturers Hanover Trust Company, as Agent (B to exhibit A
to Rule 24 Certificate, dated June 24,1977 in 70-5399).

|
(a) 11-Second Assignment of Availability Agreement, Consent and Agreement, dated as of

( June 30,1977, with United States Trust Company and Malcolm J. Hood, as Trustees
'

(C to exhibit A to Rule 24 Certificate, dated June 30,1977 in 70-5890).

(a) 12-Third Assignment of Availability Agreement, Consent and Agreement, dated as of
January 1,1980, with United" States Trust Company and Malcolm J. Hood, as
Trustees (5(a)-11 in 2-66638).
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(c) 13-Fourth Assignment cf Availability Agreement, Consent and Agreement, dated as of
March 20,1980, with Manufacturers Hanover Trust Company, as Agent (B to Rule
24 Certificate dated March 28,1980 in 70-5399).

(a) 14-Caital Funds Agreement, between the Company and Middle South Energy, Inc., dated
fune 21,1974 (C to Rule 24 Certificate, dated June 24,1974 in 70-5393).

(a) 15-First Supplementary Capital Funds Agreement and Assignment, dated as of June 30,
1977 among MSU, MSE, and Manufacturers-Hanover Trust Com y, as Agent for
various banks (D to Rule 24 Certificate, dated June 30,1977 in 7 5199).

(a) 16--Second Supplementary Capital Funds Agreement and Assignment, dated as of June 30,
1977, among MSU, MSE and United States Trust Company of New York andMalim
70-5890).J. Hood, as Trustees (E to Rule 24 Certificate, dated June 30,1977 in

(a) 17-Third Suppiementary Capital Funds Agreement and Assignment, dated as of January 1,1980, amon
Malcolm J.g MSU, MSE and Umted States Trust Company of New York andHood, as Trustees (D to Rule 24 Certificate, dated July 9,1980 in
70-6259).

(a) 18--Fourth Supplementa Capital Funds Agreement and Assignment, dated as of March 20,1960, among M MSE and Manufacturers Hanover Trust Company, as Agent for
various banks (C t Rule 24 Certificate, dated March 28,1980 in 70-5399).

(a) 19-Agreement dated January 29,1952, for the sale of electric power and ertergy between
AP&L, the United States of America (SPA) and Reynolds, together with supplerr.ents,dated Wrch 14,1952, April 10,1952, April 15,1952, April 17,1952, April 23,1952
and A. 25,1952 (13(d) in 2-9789).

(a) 20-Supplemental Agreement, dated August 20,1952, between AP&L, the United States of
America (SPA) and Reynolds (13(d)-1 in 2-10261).

; (a) 21-Supplemental Agreement, dated August 27,1952, between AP&L, the United States of'

America (SPA) and Reynolds (13(d)-2 in 2-10261).
(a) 22-Contract, dated May 31,1966, between AP&L and Reynolds (13(c)-1 in 2-25465).
(a) 23-Amendment of June 2,1969 to Reynolds Contract, dated May

| 2-41080).
31,1966 (5(c)-2 in

| (a) 24-Amendment of May 26, 1970 to Reynolds Contract, dated May 31,1966 (5(c)-3 in| 2-41080).

(a) 25-Amendment effective as of July 8,1977 to Reynolds Contract, dated May 31,1966 (5(c)-4
in 2-60233).

(a) 26-South Central Electric Companies-TVA Diversity Power Exchange Arrangements with
exhibits and related documents as compiled December 20,1962 (4(b) in 2-21005).

(a) 27-Amendments of July 1,1963, to South Central Electric Companies-TVA Diversity
Power Exchange Arrangements (4(c) in 2-22340).

(a) 28-Amendment of April 11, 1972, to South Central Electric Companies-TVA Diversity
Power Exchange Arrangements (4(b)-3 in 2-45916).

t

(a) 29-Southwest Power Pool Coordination Agreement, dated as of December 17,1969, An,end-
ment to Southwest Power Pool Coordination Agreement dated December 17,1%9,
and Southwest Power Pool Amendatory Agreement, dated as of November 19, 1970
(5(n)-1 in 2-41080).

| (a) 30-Coordination Agreement, dated as of Februa 10, 1964, and Memoranduas of Agree-
ment, dated June 24, 1971, regarding Sche uling of Diversit
among vanous other South Central Electric Companies (5(n) y Capacity and Energy,

,

2 in 2-41080).
| (a) 31-Reliability Coordination Agreement between TVA and AP&L, LP&L, MP&L, NOPSI

and M S, dated as of November 21,1968 (5(n)-3 in 2-41080).
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32-Reliability Coordination Agreement between Middla South S stem companies and(a)
South;rn companiu, dated ts of November 1,1%7 (5(n)-4 in y-41080)

.

*(a) 33-Agreement between MSU and Donald J. Winfield regarding consulting services.

AP&L

(b) 1-Agreement among AF&L and certain otix- Middle South System companies, relating
to System Planning and Development aue Intra System Transactions, dated April 16,
1973 (5(a)-1(a) in 2-49306).

(b) 2-Revised Service Schedules MSS-1 and MSS-2, effective July 2,1973, to Agreement
among AP&L and certain other Miodle South System companies, dated April 16,
1973 (5(a)-1(a) in 2-50187).

(b) 3-Middle South Utilities System Agency Agreement, dated December 11,1970 (5(a)-2
in2-41080).

(b) 4-Amendment, dated February 10, 1971, to Middle South Utilities System Agency Agree-
,

I ment, dated December 11,1970 (5(a)-4 in 2-41080).
1

(b) 5-Middle South Utilities System Agency Coordination Agreement, dated December 11,
1970 (5(a)-3 in 2-41080).

(b) 6-Service Agreement with MSS, dated as of April 1.1963 (5(a)-5 in 2-41080).

(b) 7-Amendment, dated January 1,1972, to Service Agreement with MSS (5(a)-6 in
2-43175).

(b) 8-Availability Agreement among MSE and certain other Middle South System companies,
dated June 21,1974 (B to Rule 24 Certificate, dated June 24,1974 m 70-5399).

(b) 9.-First Amendment to Availability Agreement. dated June 30,1977 (B to Rule 24 Certifi-
cate, dated June 24,1977 in 70-5399).

(b) 10-First Assignment of Availability Agreement, Consent and Agreement, dated as of
June 30.1977, with Manufacturers Hanover Trust Company, as Agent (B to exhibit
A to Rule 24 Certificate, da:ed June 24,1977 in 70-5399).

(b) 11-Second Assignment of Availability Agreement, Consent and Agreement, dated as of
June 30,1977, with United States Trust Company and Malcolm J. Hood, as Trustees
(C to exhibit A to Rule 24 Certificate, dated June 30,1977 in 70-5890).

(b) 12-Third Assigmucut of Availability Agreement, Consent and Agreement, dated as of January
1,1980, with United States Trust Company and Malcolm J. Hood, as Trustees (5(a)-
11 in 2-66638).

(b) 13-Fourth Assignment of Availability Agreement, Consent and Agreement, dated as of
March 20,1980, with Manufacturers Hanover Trust Company, as Agent (B to Rule
24 Certificate dated March 28,1980 in 70-5399).

(b) 14-Agreement dated January 29, 1952, for the sale of electric power and energy between
AP&L, the United States of America (SPA) and Reynolds, together with supple-
ments, dated March 14,1952, April 10,1952, April 15,1952, April 17,1952, April 23,
1952 and April 25,1952 (13(d) in 2-97f.9).

(b) 15-Supplemental Agreement, dated August 20, 1952, between AP&L, the United States
of America (SPA) and Reynolds (13(d)-1 in 2-10261).

(b) 16-Supplemental Agreement, dated August 27, 1952 between AP&L, the United States
of America (SPA) and Reynolds (13(d)-2 in 2-10261).

(b) 17-Contract, dated May 31, 1966, between AP&L and Reynolds (13(c)-1 in 2-25465).

(b) 18-Amendment of June 2,1969 to Reynolds Contract, dated May 31,1966 (5(c)-2 in
2-41080).
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(b) 19-Amendment of May 26, 1970 to Reynolds Contract, dated'May 31,1966 (5(c)-3 in
2-41080).

(b) 20--Amendment erTective as of July 8,1977 to Reynolds Contract, dated May 31,1966 (5(c)-4
in 2-60233).

(b) 21-Agreement, dated August 20, 1954, between AP&L and the United States of America
(SPA) (13(h) in 2-11467).

.

(b) 22---Amendment, dated April 19, 1955, to the United States of America (SPA) Contract,
dated August 20,1954 (5(d)-2 in 2-41080).

(b) 23-Amendment, dated January 3,1964, to the United States of Amenca (SPA) Contract,
dated August 20,1954 (5(d)-3 in 2-41080).

(b) 24-Amendment, dated September 5,1968, to the United States of America (SPA) Contract,
dated August 20,1954 (5(d)-4 in 2-41080).

(b) 25-Amendment, dated November 19,1970, to the United States of America (SPA) Contract,I

dated August 20,1954 (5(d)-5 in 2-41080).

(b) 26-Amendment, dated July 18,1%1, to the United States of America (SPA) Contract,
dated August 20,1934 (5(d)-6 in 2-41080).

(b) 27-Amedment, dated December 27,1%1, to the United States of America (SPA) Contract,
dated August 20,1954 (5(d)-7 in 2-41080).

(b) 28-Amendment, dated January 25,1958, to the United States of Amenca (SPA) Contract,
dated August 20,1954 (5(d)-8 in 2-41080).

(b) '29-Amendment, dated October 14,1971, to the United States of An=rica (SPA) Contract,
dated August 20,1954 (5(d)-9 in 2-43175).

.

(b) 30-Amendment, dated Jan 10,1977, to the United States of An=rica (SPA) Contract,
dated August 20,1954 5(d)-10 in 2-60233).

(b) 31-Agreement, dated May 14,1971, between AP&L and the United States of Amenca (SPA)
(5(e) in 2-41080).

(b) 32-Amendment, dated January 10, 1977, to the United States of America (SPA)
Contract, dated May 14,1971 (5(e)-1 in 2-60233).

(b) 33-South Central Electric Companies-TVA Diversity Power Exchange Arrangements with
exhibits and related ho,sts as compiled December 20,1962 (4(b) in 2-21005).

(b) 34-Amendments of July 1,1963, to South Central Electric Cana-alaa-TVA Diversity
Power Exchange Arrangements (4(c) in 2-22340).

(b) 35-Agua,st, dated November 26,1963, between AP&L and AECC (13(g) in 2-22741).
(b) 36--Amendments, dated Ma 16, IC6t., September 29, 1966, November 9,1966, March 3,1967, June 8,1967, ember 11,1967, December 14, 1967, February 11,1%9,

June 25,1969, April 27 970, Ma
26,1563 (5(h)y 8,1970, and January 19,1971, to AECC Contractdated November 1 in 2-41080).

(b) 37-Amendment, dated July 30, 1971, . the AECC Contract, dated November 26, 1963
(5(h)-2 in 2-43175).

(b) 38-Amendment, dated April 20, 1972, to the AECC Contract, dated November 26. 1963
(5(h)-3 in 2-46152).

(b) 39-Amendment, dated November 2 1972, to the AECC Contract, dated November 26,
196'l (5(h)-4 in 2-47975).

(b) 40-Amendment, dated May 9,1974, to the AECC Contract, dated November 26, 1963
(5(h)-5 in 2-53844).
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(B) 41-Amendment, dated January 13, 1975, to the AECC Contr:ct, dated Nsvember 26,1963
(5(h)-6 in 2-53844).

(b) 42-Amendment, dated December 16,1975, to the nECC Contract, dated November 26,1963
(5(h)-7 in 2-57628).

(b) 43-Amendment, dated January 4,1977, to the AECC Contract, dated November 26, 1963
(5(h)-8 in 2-60233).

(b) 44-Power Coordination, Interchange, and Transmission Agreement dated April 20, 1972,
between AP&L and AECC (5(i) in 2-46152).

(b) 45-Amendment, dated November 2,1972, to the Power Coordination, Interchange, and
Transmission Agreement dated April 20,1972 (5(i)-1 in 2-47975).

(b) 46-Amendment, dated April 25, 1973, to the Power Coordination, Interchange, and Trans-
mission Agreement, dated April 20,1972 (5(i)-2 in 2-49306).

(b) 47-Amendment, dated May 9,1974, to the Power Coordination. Interchange, and Trans-
mission Agreement. dated April 20,1972 (5(i)-3 in 2-53844).

(b) 48-Amendment, dated January 13,1975, to the Power Coordination. Interchange, and Trans-
mission Agreement, dated April 20,1972 (5(i)-4 in 2-53844).

(b) 49-Amendment, dated May 22, 1975, to the Power Coordination, Interchange, and Trans-
mission Agreement, dated April 20,1972 (5(ii-5 in 2-54693).

(b) 50-Amendment, dated December 16, 1975, to the Power Coordination, Interchange, and
Transmission Agreement, dated April 20,1972 (5(i)-6 in 2-57628).

(b) 51-Amendment, dated January 4,1977, to the Power Coordination, Interchange, and Trans-
mission Agreement, dated April 20,1972 (5(i)-7 in 2-60233).

(b) 52-Amendment, dated js.ae 30, 1977, to the Power Coordination. Interchange, and Trans-
mission Agreement, dated April 20,1972 (5(i)-8 in 2-60233).

(b) 53-interconnection Agreement. dated October 8,1941, between AP&L and Empire District
Electric Company together with' schedules in effect as of July 1,1971 (5(j)-1 in
2-41080).

(b) 54-Interconnection Agreement, dated July 12, 1954 between AP&L and Ok'nhame Gas &
Electric Company, together with schedules in effect as of July 1,1971 (5(j)-2 in
2-41080).

(b) 55-Interconnection Agreement, dated October 1,1954, between AP&L and Southwestern
Electric Company, together with schedules in efect as of July 1, ?971 (5(j)-3 in
2-41080).

(b) 56-Aureement. dated October 1,1971, between AP&L and Ark-Mo (5(j)-4 in 2-43175).

(b) 57-Agreement, dated December 14,1972, between AP&L and Arkansas Louisiana Gas Com-
pany regarding peaking plant at Mablevale. Arkansas (5(k)-1 in 2-47975).

(b) 58-A greement. dated December 14,1972, between AP&L and Arkansas Louisiana Gas Com-
pany regarding electric generating plant designated as Lynch plant at North Little
Rock, Arkansas (5(k)-2 in 2-47975).

(b) 59-Agreement, dated December 14,1972. between AP&L and Arkansas Louisiana Gas Com-
pany regarding electric generating plant designated as Couch plant near Stamps,
Arkansas (5(k)-3 in 2-47975).

(b) 60- A;:reement. dated December 14, 1972,' between E and Arkansas Louisiana Gas
Company regarding electric generating plant des,
and Helena peaking plant at Helena, Arkansas (k.ated as Ritchie Unit No.1, No. 2k)-4 in 2-47975).

(b) 61-Agreement, dated December 14. 1972, between AP&L and Arkansas Louisiana Gas
Company regarding electric generating plant designated as Lake Catherine Unit Nos.
1,2,3 & 4 near Lake Cathctme, Arkansas (5(k)-5 in 2-47975).
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(b) 62-Contract, dated May 28, 1943, Amendm nt to Contract
'

1

dated Jul|

Supplement to Amendment to Contract, dated December 30,1949,y 21,1949, and'

between AP&L
and McKamie Gas Cleaning Company; Agreements, dated as of h,e 4 30
between AP&L and former stockholders of McKamie Gas Cleaning Company,1965,

i

i
and

letter agreement, dated June 22,1966, by Humble Oil & Refining Company acc;pted
by AP&L June 24,1965 '.5(k)-7 in 2-41080). e

(b) 63.--Sales Contract, dated J.oy 14, 1970, betweeg AP&L and Kerr-McGee Corporatior
(5(1)-1 in 2-41080).

(b) W A-ht to Sales Contract, dated October 19,1978, between AP&L and Kerr-McGee
Nuclear Corporation (5-(1)-2 in 2-63192).,

(b) 65-Life Storage Agreement. dated October '19,1978, between AP&L and Kerr-McGee
Nuclear Corporation (5(1)-3 in 2-63192),

(b) WAgreement, dated April 3,1972, between MSS and Gud United Nuclear Fuels Corpo-
ration (5(1)-3 in 2-46152).

(b) 67-Agreement, dated April 25, 1947, Supplementary Agreement, dated April 6,1966, and
,

|

Amendatory Agreement, dated December 29,1966, between AP&L and Southwestern
Electric Power Company (formerly Southwestern Gas and Electric Company) (5(m)-1in 2-41080).

(b) 68-Letter Agreement, dated April 21, 1967, accepted April 24, 1967, betwee < AP&L and
LP&L (5(m)-2 in 2-41080).

(b) 69-Operating A greement between AP&L, Oklahoma Gas and Electric Company, and South-
western Gas and Electric Com
dated December 9,1947 (5(m)pany (now Smithwestern Electric Power Company)-3 in 2-41030).

(b) 70-Extension of Agreement and Indenture, dated September 6,1977, between AP&L,
Oklahoma Gas and Electric Company and Southwestern Electric Power Company
(5(m)-4 in 2-63192).

(b) 71-Southwest Power Pool Coordination Agreement, dated as of December 17,1969, Amend-
ment to Southwest Power Pool Coordination Agreement, dated December 17,1%9, :

and Southwest Power Pool Amendatory Agreement, dated as of November
(5(n)-1 in 2-41080). 19, 1970

(b) 72-Coordination Agreement, dated as of February 10, 1964, and Memorandum of Agree-
ment, dated June 24,1971, regarding Scheduling of Diversity Ca
among AP&L and other South Central Electric Cn=paMes (5(n) pacity and Energy,2 in 2-41080).

(b) 73-Reliability Coordination pt between TVA and AP&L, LP&L, MP&L, NOPSI,
and MSS, dated as of November 21,1968 (5(n)-3 in 2-41080).

(b) 74-Reliability Coordination Agreement between Middle South Sptem companies and
Southern Companies, dated as of November 1,1967 (5(n)-4 m 2-41080).

(b) 75-Coal Supply Agreement, dated as of June 14, 1973, between At aJ. and Kerr-McGee
Corporation (5(o)-2 in 2-47975).

(b)
| 76-Amended Coal Supply Agreement, dated September 21,1978, between AP&L and Kerr-
'

McGee Coal Corporation (5(o)-2 in 2-63192).,

(b) 77-Nuclear Fuel Lease. dated as of June 25,1974, as amended and restated as of August 31,
1978, between AP&L and Southwest Fuel Company (&l(a) to Rule 24 Certificate
in 70 6185).

*(b) 78-First Amendment, dated as of March 20,1981, to the Fuel Lease, ' fated as of August 25,
1974, as amended and restated as of August 31, 1978 betwien AP&L and RussellEnergy, Inc.

(b) 79-Group Annuity Contract with John Hancock Mutual Life Insurance 'ompany, dated
November 17,1966 (11(e) in 2-30777).
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80-White Bluff Og(rating Agreemem among AP&L and AECC and Jcnesboro, dated June(b)
27,1977 (B a) to Rule 24 Certificate in 70-6009)

(b) 81-White Bluti Ownership Agreement among AP&L and AECC and Jonesboro, dated June
27,1977 (B-1(b) to Rule 24 Certificate in 70-6009).

(b) 82-Agreement between AP&L and Cunway, dated June 29,1979 (5(r)-3 in 2-66235).

(b) 83-Transmission Agreement between AP&L and Jonesboro, dated August 2,1977 (5(r)-3
in 2-60233).

(b) 84-Power Coordination, Interchange, and Transmission Service Agreement, dated as of June
27,1977, between AECC and AP&L (5(r)-4 in 2-60233)

(b) 85-Independence Steam Electric Station Operating Agreement among AP&L and AECC and
Jonesboro and Conway, dated July 31,1979 (5(r)-6 in 2-66235).

(b) 8bIndependence Steam Electric Station Ownership Agreement cmong AP&L and AECC
and Jonesboro and Conway, dated July 31,1979 (5(r)-7 in 2-66235).

,

! (b) 87-Amendment, dated December 28, 1979, to the Independence Steam Electric Station
'

Ownership Agreement (5(r)-7(a) in 2-6622-)

(b) 88-Power Coordination. Interchange and fransmission Service Agreement, dated as of
July 31,1979 between AP&L and Jonesboro (5(r)-8 in 2-66235).

(b) 89-Power Coordination, Interchange and Transmission Agreement, datM as of June 29,
1979, between Conway -.2 AP&L (5(r)-9 in 2-66235).

*(b) 90-Agreement, dated June 21,1979 2 tween AP&L snd Reeves E. Ritchie.

LP&L

(c) 1-Agreement among LP&L and certain other Midd'e South System companies, relating
to System Planning and Development and Intra-System Transactions, dated April 16,
1973 (5(a)-1 in 2-49306y.

(c) 2-Revised Service Schedules MSS-1 and MSS-2, effective July 2,1973, to Agreement
among LP&L and certain other Middle South System companies, dated April 16,1973
(5(a)-1(a) in 2-50187).

(c) 3-MiIdle South Utilities System Agency Agreement, dated DMer 11,1970 (5(a)-2 in
2-41080).

(c) 4-Amendment. dated as of February 10. 1971, to Middle South Utilities System Agency
Agreement, dated December 11,1970 (5(a)-4 in 2-41080).

(c) 5-Middle South bulities System Agency Coordination Agreement. dated December 11,
1970 (5(a)-3 in 2-41080).

(c) 6-Service Agreement with MSS, dated as of April 1,1963 (5(a)-5 in 2-42523).
|

| (c) 7-Amendment. dated as of January 1,1972, to Service Agreement with MSS (4(a)-6 in
2-45916).

(c) 8-Availability Agreement among MSE and certain other Middle South System ccmpanies,'

| dated June 21,1974 (B to Rule 24 Certificate dated June 24,1974 m 70-5399).

(c) 9-First Amendment to Availability Agreement, dated as of June 30,1977 (B to Rule 24
Certificate dated June 30,1977 in 70-5399).

(c) 10-First Assignment of Availability Agreement, Consent and Agreement, daud as of June
i M,1077, with Manufacturers Hanover Trust Company, as Agent (B to exhibit A to
| Rule 24 Certificate dated June 30,1977 in 70-5399).

. (c) 11-Second Assignment of Availability Agreement, Consent and Agreement, dated as of
| June 30,1977, with United States Trust Company and Malcolm J. Hood, as Trustees

(C to exhibit A to Rule 24 Certificate dated June 30,1977 in 70-5890).
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(c) 12-Third Assignment of Availability Agreement, Consent and Agreement, dated as of
January 1,1980, with United States Trust Company and Malcolm J. Hood, as Trustees
(5(a)-11 in 2-66638).

(c) 13-Fourth Assignment of Availability Agreement, Consent and Agreement, dated as of
March 20,19S0, with Manufacturers Hanover Trust Company, as Agent (B to Rule 24
Certificate dated March 28,1980 in 70-5399).

(c) 14-South Central Electric Companies-TVA Diversit'y Power Exchange Agreements with
exhibits and related documents as compiled December 20,1962 (4(b) m 2-21005).

(c) 15-Amendments of July 1,1963 to South Central Electric Companies-TVA Diversity
Power Exchange Arrangements (4(c) in 2-22340).

(c) 16-Amendments of April 11, 1972 to South Central Electric Companies-TVA Diversity
Exchange Arrangements (4(b)-3 in 2-45916). '

(c) 17-Coordination Agreement, dated as of February 10,1964, and Memorandum of Agreement,
dated June 24,1971, regarding Scheduling of Diversity Capacity and Energy, among
LP&L and other South Central Electric Companies (5(n)-2 in 2-41080).

(c) 18-Re,iability Coordination Agreement between TVA and AP&L, LP&L, MP&L, NOPSI
and MSS, dated as of Nevember 21,1968 (5(n)-3 in 2-41080).

(c) 19-Reliability Coordination Agreement be.Reen Middle South System companies and
Southern System compt.nies, dated as of November 1,1%7 (5(n)-4 in 2-41080).

(c) 20-Interconnection Agreement of September 1,1951 among LP&L, Central Louisiana
Electric Company, Inc. and Gulf States Utilities Company, as supplemented and/or
amended by letter of agreement dated October 15, 1922 extended the term of said
Interconnection Agreement, and by various service schedules and agreements for addi-
tional interconnection points, through Service Schedule K dated May 11,1971 5(e)
in 2-42523).

(c) 21-Coordination Agreement of September 1,1955 between LP&L and Central Louisiana
Electric Company, Inc., covermg system planning for coordir.ation of construction and
operation of generating, transmission and substation facilities (5(f)-1 in 2-42523).

(c) 22-Letter of Agreement, dated Jan ng 20, 1959, between LP&L and Centra! Louisiana
Electric Company, Inc., supp'ementing and modifying their Coordination Agreement
of September 1,1955 as set forth in the " Operating Instructions" attached to said
letter of agreement (5(f)-2 in 2-42523).

(c) 23-Letter of Agreement, dated September 18, 1970, between LP&L and Central Louisiana
| Electric Company, Inc., supplementing and modifying their Coordination Agreement of
| September 1,1955 as set forth in the memorandum attached to said letter of agree-

ment (5(f)-3 in 2-42523).

(c) 24-Letter of Agreement, dated May 1,1973, between LP&L and Central Iouisiana Electric
Company, Inc., supplementing their Coordination Agreement of September 1,1955
(5(e)-4 in 2-50187).

(c) 25-Southwest Power Pool Coordination Agreement, dated as of December 17,1969, Amend-
ment to Southwest Power Pool Coordination Agreement, dated December 17, 1969,
and Ruthwest Power Pool Amendatory Agreement, dated as of November 19, 1970
(5(n)-1 in 2-41080).

*(c) 26-Memorandum of Understanding, eHective December 1.1977, between LP&L and E. A.
Rodrigue.

MP&L

(d) 1-Agreement among MP&L and certain other Middle S3uth System companies, relating
to System Planning and Development and Intra-System Transactions, dated April 16,i

'

1973 (5(a)-1 in 2-49306).
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(d) 2-Revised Service Schedules MSS-1 and MSS-2, effective July 2,1973, ts Agreement.

among MP&L and certoin other Middle South System companies, dated April 16,
1973 (5(a)-1(a) in 2-50187).

(d) 3-Middle South Utilities System Agency Agreement, dated December 11,1970 (5(a)-2
in 2-41080).

(d) 4-Amendment, dated February 10,1971, to Middle South Utilities System Agency Agree-
ment, dated December 11,1970 (5(a)-4 in 2-41080).

(d) i,-Middle South Utilities System Agency Coordination Agreement, dated December 11,
1970 (5(a)-3 in 2-41080).

(d) 6-Service Agreement with MSS, dated as of April 1,1963 (D in 37-63).

(d) 7-A.nendment, dated January 1,1972, to Service Agreement wit,. aISS (A to Notice, dated
October 14,1971 in 37-63).

(d) 8-Availability Agreement among MSE and certam other Middle South System companies,
dated June 21,1974 (" Availability Agreement") (B to Rule 24 Certificate dated
June 24,1974 in 70-5399).

(d) 9-First Amendment to Availability Agreement, dated as of June 30,1977 (B to Rule 24
Certificate dated June 30,1977 m 70-5399).

(d) 10-First Assignment of Availability Agreement, Consent and Agreement, dated as of June 30,
1977, with Manufacturers Hanover Trust Company, as Agent (B to exhibit A to
Pule 24 Certificate, dated June 30,1977 in 70-5399).

(d) 11-Second Assignment of Availability Agreement, Consent and Agreement, dated as of
June 30,1977, with United States Trust Company and Malcolm J. Hood, as Trustee
(C to exhibit A to Rule 24 Certificate dated June 30,1977 in 70-5890).

(d) 12-Tbird Assignment of Availability Agreement, Consent and Agicement, dated as of
January 1,1980, with United 9tates Trust Company and Malcolm J. Hood, as Trustees
(5(a)-11 in 2-66638).

(d) 13-Fourth Assignment of Availability Agreement, Consent and Agreement, dated as of
March 20,1980, with Manufacturers Hanover Trust Company, as Agent (B to Rule 24
Certificate dated March 28,1980 in 70-5399).

(d) 14-South Central Electric Companies-TVA Diversity Power Exchange Arrangements with
exhibits and related documents as compiled December 20,1962 (4(b) in 2-21005).

(d) 15-Amendments of July 1,1963 to South Central Electric Companies-TVA Diverrity Power
Exchange Arrangements (4(c) in 2-22340).

(d) 16-Amendments of April 11, 1972 to South Central Electric Companies-TVA Diversity
Power Exchange Arrangements (4(b)-3 un 2-45916).

(d) 17-Coordination Agreement, dated as of Febrr.ary 10, 1964, and Memorandum of Agree-
ment, dated June 24, 1971, regarding Scheduling of Diversity Capacity and Energy,
among NOPSI and other South Central Electric Companies (5(n)-2 m 2-41080).

(d) 18-Reliability Coordination Agreement between TVA and APE LP&L, MP&L, NOPSI,
and MSS, dated as of November 21,1968 (5(n)-3 in 2-41080).

(d) 19-Reliability Coordination Agreenmat between Middle South System companies snd
Southern Companies dated as of November 1,1967 (5(n)-4 in 2-41080).

(d) 20-Southwest Power Pool Coordination Agreement, dated as of December 17, 1969,
Amendment to Southwest Power Pool Coordination Agreement, dated December 17,
1909, and Southwest Power Pool Amendatory Agreement, dated as of November 19,
1970 (5(n)-1 in 2-41080).

(d) 21-Substitute Power Agreement. dated as of May 1980, between MP&L, MSE and SMEPA
(B-3(a) in 70-6337).
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NOPSI '

(e) 1-Agreement among NOPSI and certain other Middle South System companies, relating
to System Planning ar:d Development and Intra-System Transacions, dated April 16,
1973 (5(a)-1 in 2-49306).

(e) 2-Revised Service Schedules MSS-1 and MSS-2, effective July 2,1973, to Agreement
among NOPSI and certain other Middle South System companies, dated April 16,
1973 (5(a)-1(a) in 2-50187). .

(e) 3-Middle South Utilities System Agency Agreement, dated C R 11,1970 (5(a)-2
in 2-41080).

(e) 4-Amendment, dated as of February 10, 1971, to Middle South Utilities System Agency
Agreement, dated December 11,1970 (5(a)-4 in 2-41080).

(e) 5-Middle South Utilities System Agency Coordination Agreement, dated D ber 11, I

1970 (5(a)-3 in 2-41080).
! (e) 6-Service Agreement with Middle South Services, Inc., dated as of April 1,1963 (5(a)-5

in 2-42523).

(e) 7-Amendment, dated as of January 1,1972, to Service Agraarnant with Middle South
Services, Inc. (4(a)-6 in 2-45916).

(e) 8-Availability Agreement among MSE and certain other Middle South System com-
panies, dated June 21,1974 (B to Rule 24 CertiScate dated June 24,1974 m 70-5399).

(e) 9-First Amendment to Availability Agreement dated June 30,1977 (B to Rule 24 Cer-
tificate dated June 30,1977 in 70-5399).

(e) 10-First Assignment of Availability Agreement, Consent and Agreement, dated as of June
30,1977, with Manufacturers Hanover Trust Company, as Agent (B to exhibit A to

-Rule 24 Certificate dated June 30,1977 in 70-5399).

(e) li-Second Assignment of Availability Agreement, Consent and Agreement, dated as of
*

June 30,1977, with United States Trust Company and Malcolm J. Hood, as Trustees
(C to exhibit A to Rule 24 Certificate dated June 30,1977 in 70-5890).

(e) 12--Third Assignment of Availability Agreement, Consent and Agreement, dated as of
January 1,1980, with United States Trust Company and Malcolm J. Hood, as

|
Trustees (5(a)-11 in 2-66638). |

(e) 13-Fourth Assignment of Availability Agreement, Consent and Agreement, dated as of F~

March 20,1980, with Manufacturers Hanover Trust Company, as Agent (B to Rule
j 24 Certificate dated March 28,1980 in 70-5399).

.

(e) 14-South Central Electric Companies-TVA Diversity Power Exchange Arrangements |
with exhibits and related documents as compiled December 20,1962 (4(b) in 2-21005).

I
(c) 15-Amendments of July 1,1963 to South Central Electric C~aaaaies-TVA Diversity Power,

| Exchange Arrangements (4(c) in 2-22340).

(e) 16-Amt -dments of April 11, 1972 to South Central Electric Companies-TVA Diversity
Po.er Exchange Arrangements (4(b)-3 in 2-45916).

(e) 17-Coordination Agreement, dated as of February 10, 1964, and Memorandum of Agree-
ment, dated June 24,1971, regarding Scheduling of Diversity Ca
among NOPSI and other South Central Electric Companies (5(n)pacity and Energy,

,-2 in 2-41080).
I

(e) 18-Reliability Coordination Agreement between TVA and AP&L, LP&L, MP&L, NOPSI,
and MSS, dated as of November 21,1968 (5(n)-3 in 2-41080).

(e) 19-Reliability Coordination Agreement between Middle South System companies and
Southern Companies dated as of November 1,1%7 (5(n)-4 in 2-41080).
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(e) 20-Southwest Power Pool Coordination Agteemers, dated as of December 17,1%9, Ame 2d-
ment to Sou+hwest Power Pool Coordination Agreement, dated December 17, 1969,
and Southwest Power Pool Amendatory Agreement, dated as of November 19, 1970
(5(n)-1 in 2-41080).

(e) 21-Copy of Agreement betseen NOPSI and United Gas Pipe Line Company, dated Jan-
uary 31,1975, relating to supply of power plant gas (5(e)-1 in 2-62575).

(e) 22-Copy of Letter Agreement, dated August 22,1978, amending Agreement filed as Exhib:t
5(e)-1 hereto (5(e)-2 in 2-62575).

(e) 23-Copy of Agreement between NOPSI and United, dated January 31, 1975, relating to
supply of gas for resale (5(e)-3 in 2-62575).

(e) 24 - 1977 Subsidy and Indeamity Agreement, executed as of January 28, 1977, between
the City of New Orleans and NOPSI ((a) to Form 10-K for Fiscal Year Ended
December 31,1977 in 1-1319).

'e) 25 - 1978 Subsidy and Indemnity Agreement, necuted as of February 14, 1978, between
the City of New Orleans and NOPSI ((bj to Form 10-K for Fiscal Year Ended De-
cember 31,1977 in 1-1319).

(e) 26-1979 Subsidy and Indemnity Agreement, executed as of December 29,1978, between the
City of New Orleans and NOPSI ((b) to Form 10-K for Fiscal Year Ended De-
cember 31,1978 in 1-1319).

(e) 27-Addendum. dated May 3.1979, to 1979 Subsidy and Indemnity Agreement between the
| City of New Orleans and NOPSI (5(f)-4 in 2-66638).

(e) 28 - 1980 Subsidy and Indemnity Agreerr.ent, executed as of January 9,1980, between the
City of New Orleans and NOPSI (5(f)-5 in 2-66638).

| *(e) 29 - 1981 Subsidy and indemnity Agreement, executed as of December 31,1980, between the
City of New Orleans and NOPSI.

(13) Annual Report to Seenrity Holders

*(a) MSU's 1980 Annual Report to Shareholders

*(b) AP&L's 1980 Annual Report to Shareholders

*(c) LP&I.'s 1980 Ann:al Report to Shareholders

*(d) MP&L's 1980 Annual Report to Shareholders

*(e) NOPSI's 1980 Annual Report to Shareholders

| *(22) Subsidiaries of the Registrants
1

.

.

4
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LOUISIANA POWER & LIGHT RESPONSE

Ouestion No.

410.5 Describe ass c a of the regulatory environment including, but not
necessarily limited to, the following: Prescribed treatment of
alloece for f,:nds used during ccnstruction; rate basc (original
cost, fair value, other); accounting for deferred inccme taxes and
investment tax credits; fuel adjustment clauses in effect or pro-
posed; historical, partially projected, or fully projected test
year.

Response

Iouisiana Power & Light Ccupany (LP&L) operates in two retail
regulatory jurisdictions. Approximately 97% of LP&L's retail
business is under the jurisdiction of the Iouisiana Public Service
Ccmmission with the rarainder subject to the jurisdiction of the
City Council of the City of New Orlearis. In all retail rate cases
to date the City Council has granted LP&L the same rates for the
custcmers under its jurisdiction as were granted y the Iouisiana
Public Service Cm mission.

On Novenber 28, 1981, the voters of Orleans Parish will vote on
changing the jurisdiction of both New Orleans Public Service Inc.
(NOPSI) and LP&L frcm the City Council to the Public Service Ccm-
mission. If approved, all of LP&L's retail rates as well as
NOPSI's, will be under tha jurisdiction of the Public Service ,

Conmission.
.

The louisiana Public Service Ccnmission's practice has been to use
a historical test year but to make an attrition adjustment to give
the owi initf for the utility to actually earn the alloweo rate
of return during the period the rates would be in effect. The
Commission also uses an average original cost rate base that
includes all Construction Work in Progress (CWIP) but they also
include in inccrne Allowance for Funds Used During Construction
(AR".JC) . In LP&L's last rate case the Ccr.ni.ssion's order lowered
the AFUDC rate to three percent on $1,260,000,000 of CWIP in
Waterford 3, thus allowing the Ccnpany additional cash earnings.

All non-investor supplied capital, including deferred inccme taxes
and pre-1971 investment tax credits, are deducted frcm the rate
base.

LP&L's fuel adjustment clause in all of its retail rates read as
follcus: "Plus -001 cent per kwh used during the nonth for each
.001 cent of the average fuel cost per kwh as delivered to Cun-
pany's custoners during the second preceding calendar nonth, ad-
justed for any over or under collection."



Tesconse (Cont'd)

This clause allcus IP&L to pass through its total fuel cost asso--

ciated with generating kwh's for its Iouisiana custmers. In
addition, IP&L is allowed to pass through the energy cost of any
kwh's which were purchased for its Inuisiana custcrrers with the
exception of mergency pcwer on which only the fuel cost can be
passed through.

Corrections for over and under collections are made by takin'; the
cumulative over and under amount and dividing by the kwh sales
for the twelve month period ending with the current month. This
adjustment factor is added or subtracted to the fuel adjustment
which is based on the second prior month's costs and generation.

.

|
| .

'
_
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LOUISIANA POWER & LIGHT RESPONSE

Ouestion No.

410.6 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 attacheci form to provide
this information. Provide cxapies of the sutznitted financially
related testimony ard exhibits of the staff and ocznpany in the
nest recent rate relief action or pending action. Furnish copies
of the hearing examiner's report and rehu.erdation, and final
opinion last issued, including all fi ancially related exhibits
referred to therein.

Resconse

In May 1981 the louisiana Public Service Ccmnission granted LPL
a Sil7,761,000 rate increase based on the test year 1980. 'Ihis
increase was in addition to the interim increase of $32.( Ltillion
which was granted in October 1980. 'lhe hission ellowed a rate
of return of 11.78 percent and a return on ecx: con equity of 14.9
percent. Included in the rate increase was an attrition allowance
of $15 million. See Table 410.6-1 for rate develo;xnents.

The follcwing documents were sent to the NIC under separate cover:

1. Inuisiana Power & Light Ccxtpany, Direct Testimony of John H.
Erwin,. Jr. (Sworn on May 26, 1980).

2. Iouisiana Power & Light CcInpany, Exhibits of John H. Erwin, Jr.

3. Before the Public Service Ccanission of the State of Iouisiana,
,

ExParte Iouisiana Pcwer & Light Ccxupany (Docket No. U-14078),
'Ibstimony of Bruce M. Iouiselle, re, Revenue Requirements,
October,1979, Kosh Imielle Lurito & Associates, Inc. ,
Arlingtcn, Virginia.

4. Before the Public Service Ccxunission of the State of Iouisiana,
ExParte Iouisiana Pcwer & Light CcInpany (Docket No. U-14078) ,
Exhibit of Bruce M. Iouiselle, re, Recenue Require.ents,
October,1979, Kosh Iouiselle Lurito & Associates, Inc.,.
-Arlington, Virginia.-

5. Before the Public Service Ccxunission of the State of Ioaisiana,
ExParte louisiana Power & Light Ccxtpany (Docket No. U-14078),
Testinony of Richard J. Lurito, re, Fair Rate a Return,
October,1979, Kosh Iouiselle Inrito & Associates, Inc.,
Arlington, Virginia.

.

I
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Resconse (Cont'd)

6. Before the Public Service Caimission of the state of Iouisiana,
ExParte louisiana Power & Light CaTpany (Docket No. U-14078) , "
Exhibit of Bruce M. Ioliselle, re, Revenue Requirements, October,
1979, Kosh Iouiselle Lurito & Associates, Inc., Arlington,
Virginia.

7. Before the Louisiana Public Service Caarission, Docket No. U-14078,

,

Ioaislana Power & Light CaTpuy, ExParte, In Re: Proposed
! Revision of its Electric Rates and Charges, Order No. U-14078

(Ordered on D - W 18, 1979).

The folloaing additional documents are being furnished:

1. Before the Public Service Comnission of the State of Iodsiana,
ExParte Iouisiana Power & Light Canpany (Docket No. U-14630),
Testimony of Richard J. Lurito, re, Fair Bate of Return, April,
1981, Kosh Iouiselle Lurito & Associates, Inc. , Arlington,
Virginia.

:

2. Before the Public Service C*unission of the State of Iouisiana,'

ExParte icuisiana Power & Light Capary (Docket No. U-14690),
,

i Exhibit of Richard J. Lurito, re, Fair Rate of Return, April,
1981, Kosh Iouiselle Lurito & Associates, Inc., Arlington,
Virginia.

3. Before the Public Service ch=4 msial of the State of Iouisiana,

ExParte Iouisiana Power & Light Canpany (Docket No. U-14690),
'Iestinony of Bruce M. Ic;iselle, re, The Revenue Requirenent,
April,1981, Kosh Iouiselle Lurito & Associates, Inc.,
Arlington, Virginia.

4. Before the Public Service rheiasion of the State of Ionisiana,
ExParte Iouisiana Power & Light Canpany (Docket No. U-14690),
Detailed Analysis Exhibit of Bruce M. Ioniselle, re, Finaneial
Inplications of the 1981-1990 Construction Pr % =u, April,
1981, Kosh Ioni=11e Lurito & Associates, Inc., Arlingtcn,
Virginia.

|

Before the Public Service heiasion of the State of Iouisiana,
'

f. r
ExParte louisiana Power & Light Carpany (Docket No. U-14690),
Exhibit of Bruce M. Iouiselle, re, The Revenue Requirement,
April,1981, Kosh Ioni=11e Lurito & Associates, Inc.,
Ar]ingtcn, Virginia.

6. Before the Iouihiana Public Service rW=insicn, Docket No- U-14690,
ExParte Iouisiana Power & Light Capany, In Re: Prop > sed Revision .
of Its Electrical Rates and Omrges Within the State af Iouisiana,
Order No. U-14690A. (Ordered May 26, 1981)

.

- -,.-------._r_ , ,,m-., - - --. . , - _ _ , _ _ _ . - . . _ _ _ . _ , _ - . - - _ - .
-
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TABLE 410.6-1

RATE DEVEIDPMENTS

Electric Gas Steam
Granted

Test year utilized 1980 N/A N/A
'

Annual arount of revenue increase requested-
test year basis (000's) S203,600

Date petition filed 5/30/80
Annual anount of revenue increase allowed-

test year ha=in (000's) S156,400
Percent increase in revenues allowed 21%
Date of final order 5/26/81
Effective date 5/27/81
Rate base finding (000's)
(bastruction work in progress included in See Response to

rate base (000's) Questicn No. 410.5
Rate of return on rate base authorized 11.78%
Rate of return on cxxmon equity authorized 14.9%

Revenue Effect (000's)

Anount received in year granted
Anount received in s' W t year $172,000*
(If not available, annualize amounts received

in year graated)

Pendird Recuests None

|

| * AnmalivM for year 1981

|

|

I '
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1 A. QUALIFICATIONS
,

l

1 Q. Please state your name and occupation.

2 A. My name is Richard J. Lurito. I am the senior economist
3 at Kosh Louiselle turito & Associates, Inc. with offices

.

! 4 in Arlington, Virginia..

!

.

5 Q. Please outline your education and experience.

6 A. I received the Bachelor of Arts degree in Economics from

| 7 the University of Illinois in 1958 and the Ph.D. degree
:

8 from Georgetown University in Economics in 1969. My

9 doctoral dissertation treated the measurement of
10 economies of scale in production. During my graduate

i

| 11 study. I was awarded Fellowships by Georgetown
{

12 University, the Relm Foundation, the H. B. Earhart

13 Foundation m d *.he American Enterprise Instituth I was
14 an Instructor in Economics at Georgetown from 1967-1969

15 and an Assistant Professor from 1970 to 1973. For two

16 years, I was a Lecturer at the University. During this
. 17 pe riod , I taught Economic Theory, Labor Economics,1

18 Statistics, Industrial Organization and Government
19 Regulation of Business.

20 In July of 1971 I took leave of absence from

21 Georgetown to become Deputy Economic Counselor to the

22 Administrator of the General Services Administration.
- -

1

23 In February of 1972, I was promoted to Acting Economic-

24 Counselor, a position I held until 1 joined Kosh
.

e

e

W

. - - - - - - - - - - _ - - - --
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1 Louiselle Lurito & As.sociates in October 1972. As

2 Acting Economic Counselor, it was my responsibility to
3

advise the Administrator of General Services on economic
, 4 matters affecting all aspects of GSA's operations.
.

5 Typical of the issues I dealt with were the economics of
.' 6 the construction-lease alternative, the appropriate

7 level of the social rate of discount, alternative
l

8 Government procurement policies or regulations to save
9 costs, and regulatory policies to improve competition.

10 I was the GSA representative to the Cabinet Committee on

11 Construction, the Interagency Committee on Construction
12 and the Government Regulations and Purchasing Review

t

! 13 Board.

14 I served as an economic consultant to the
15 Depa rtment of Health, Education and Welfare, to the(

16 General Services Administration, and several law firms
17 dealing with international economic issues and problems,
18 labor economics, indus try economic analysis and the
19 economics of human capital. Among the issues and

20 problems I have dealt with in this connection were: a)
21 an evaluation of the WIN (Work Incentive) Program, b)
22 analyses of the effects of U.S. foreign trade policy on,

1

23 American industry, c) an analysis of minimum wage-hour,

.

24 legislation, and d) assembly of information inputs into
.

|

25 a computerized retrieval system of ' anti-trust law and.

26 economica. Since joining Kosh Louiselle Lurito &
-

1.
27 Associates, Inc., I have been involved in the
28 preparation of financial and economic studies concerning

|

.
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1 various aspects of utility rate regulation: fair rate

2 of return, the design of utility rates for various rate
3 classifications, and the broad subject of cost
4 all o c a t i on . I have testified in the District cf.

5 Columbia and the States of Louisiana, Maine, Maryland,
"

6 New Jersey, New York, North Carolina, Ohio, Tennessee
7 and Washington as well as before the Federal
8 Communications Commission, the Canadian National Energy
9 Board, and the Federal Energy Regulatory Commission.

_ _ _ _

,

*
.

e

t

O

e

e

e
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i

| 1 B. GENERAL PRINCIPLES
i 1

i '

<

! 2 Q. Mr. Lurito, are you familiar in general with the organi-
!

| 3 zation, operation and financit.1 structure of the
!

j 4 Louisiana Power & Light Company (LP&L)?

5 A. I am.
I
i

*

,

4 6 Q. Rave you made a detailed study of the cost of capitalI
i

7 and fair rate of return for LP&L?

j 8 A. I have.
I

j 9 [I ask that a multi page document bearing on its cover
10 sheet the title:

11 Before the
:

12 Public Service Commission

13 of the
;

14 State of Louisiana

; 15 Ex Parte

4 16 Louisiana Power & Light Company

17 [ Docket No. U-14690] ;,

18 Exhibit

19 of

20 Richard J. Lurito

21 re
'

22 Fair Rate of Return
.

23 April 1981
.

24 be marked for identification.).

.

.

1
~ _ = . - _ _ - . _ - . - - - - _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - ~ ~ ' ~ ~ ~ - ' ~ ~ ' ~ - ~ '
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1 Q. I show you Exhibit for identification, and ask

2 if it was prepared by you or under your supervision and
.

| 3 direction.

4 A. It was.

'

.

5 Q. Does that exhibit summarize certain of the basic data
"

6 upon which you relied in making your study, and your
7 analysis thereof?

I

8 A. Yes it does.

| 9 Q. What are the principal sources of the data that you u:- i

10 in making your analyses?

11 A. Tine Annual Report to Stockholders, Moody's Manuals,
|

12 Standard and Poor's Stock Guide, certain financial' data

13 contained in the Wall Street Journal, and, of course,
14 the record and exhibits in the instant proceeding.

15 Q# Will you tell the Commission what, in your opinion, is
16 the fair rate of return for the Louisiana Power & Light

17 Company?

18 A. The analyses I propose to present indicate that a fair

19 rate of return for LP&L is from 11.73% to 11.82% to be

| 20 applied to an original cost rate base.

l
!

.

21 Q. Will you briefly describe the function of the fair rate, ,

22 of return in utility ratemaking?-

*

23 A. Fair re*e of return is a basic element in utility rate-
24 making, and its role is as follows: the fair rate of

25 return times the rate base egnals the fair return; the
l

l

.

--e - g - - - - - - ,-,.----w.. .,---w.-*yw,,- . - ,.,-,p -,,..m---------e - , . . . _ , , - - , _ - - - - - - , - - . - - -
--

-



-6-

1 sum of all operating expenses (including taxes and depre-
2 ciation) and the fair return equals the utility's
3 revenue requirement. Rates for the various r/ pes of ser-
4 vice and various groups of cuctosers are then designed

5 so as to colleet from customers, in the aggregate, a som,

6 equal to the above revenue requirement. It is thus
"

7 evident that the fair return, i.e,, the product of the

8 fair rate of return and the rate base is one of the
9 costs that makes up the total cost of service.

10 Q. ' Jill you outline briefly why utility prices need to be
11 set by means of a formula involving fair rate of return,
12 whereas the determination of prices in general requires

13 no such formula?

14 A. In a free enterprise economy, the levels of prices and

15 earnings are genere11y determined by the forecs of compe-

16 tition. However, unlimited price competition does not

17 * work in the .ase of public arility pricing.
18 Ut il i t i e s are for the most part " Natural

l

| 19 Monopolies", in which unlimited price competition does

20 not work and, consequently, tends toward monopoly.

21 Absent such competition-the normal regulator of both

22 prices and earnings in the economy--a substitute must be
?

23 found to maint'ain utility prices and earnings at competi-

24 tive levels, a substitute that will simulate the,

25 workings of competition for the utility industries..

.

e

*, , - ,y-- - - , , . - - - . - ,,.,c -,,r. ,---.--e ,--r- - - ~ , - , , , -. ,--.--,---,--.--e. - . - - - - , - , . . , . , , - - - - - -- -
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1 The substitute that has been developed is regula-
2 tion. The basic function of regulation is to establish

3 the conditions under which consumers are assured of an
4 adequate supply of good service at reasonable prices.

| 5 In order to do that, regulation must provide the utility
1
'

6 & reasonable chance of earning a f air return on its

7 investment. If it does not, investors will shy away
-

8 fr om utilities, and service will deteriorate, and
9 eventually may even stop.

10 Thus, to a:sure good service, regulation must make
<

11 it possible for the utility to compete in the capital
12 markets for the funds it requires. The utility's

13 earnings, i.e., its RETURN, both actual and prospec-

14 tive, must k suffhient to maintain the credit of the

15 utility so that it can attract the required capital on
16 reasonable terms. The rate of return is but an inter-

i

17 mediate factor; the basic requirement is a fair and
18 reasonable dollar return.

19 In order to attract capital on reasonable terms,
20 the utility must be able to pay the going price. Attrac-
21 tion of capital involves the same general conditions as

22 the attraction of any other input the utility needs for
23 efficient and successful operation: labor, materials,
24 plant, managerial skill, etc. The utility must be able

.

25 to pay the going price for these items as well as for
.

26 capital. In the last analysis, regulation needs to set-

*
27 utility prices so that, in the long run, the utility can
28 recover all of its costs, including the cost of capital.

.

-- - - - - - - - _ -
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1 Q. How important is the rate of return in fixing utility
~

2 rates?

3 A. Rate of return is a most important element. This impor-
4 tance stems not only from the fact that the financial

, 5 health of the utility, and hence its ability to provide
6 good service, depends on the adequacy of the return, but

.

7 also because the return is one of the major itets of
8 cost of service.

9 According to the Company's data for the twelve
.

10 months ending December 31, 1980, utility operating
11 income, essentially the dollar return for the Company's
12 Louisiana operations was $192.0 million or approximately
13 23% of annual revenues of $820.8 million, i.e., 23 cents
14 of each dollar of operating revenues went to return.

15 Moreover, a small change in the rate of return has

16 a very substantial effect on revenue. For example, a
17 change of 0.1% in the rate of return applied to a rate

! 18 base, of say $1.r billion, equates to a change in annual
19 revenue requirements of approximately $3,600,000.

20 Q. In general how does one determine what is a fair rate of

21 return?

22 A. The principles involved in determining a fair rate of

,
23 return are rather straightforward. What is complex is

24 the application and quantification of those principles..

'

25 The utility has the responsibility of providing
.

26 good service to all who demand it, at reasonable and
27 non-discriminatory rates. If it is operating

|

|

.

_
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1 efficiently and economically, and fulfilling its public.

2 utility responsibility, the utility is entitled to every
3 reasonable opportunity of earning a fair return. That

4 in turn then means that regulation should set rates so

, 5 that the utility can obtain a sufficient amount of
.

6 revenue to cover all , xpenses and have enough lef t over

7 to cover the cost of capital. If the utility earns its
-

8 cost of capital, it can attract the required additional
9 capital in reasonable amounts and on reasonable terms.

10 This is the basic principle.

11 In practi.e. one must analyze the factors that
12 affect the costs of the various types of capital--debt,
13 preferred, and common equity, to arrive at an overall

14 cost of total capital, i.e., the fair rate of return.
15 The data for such an analysis are found in the

16 ma rk e t pla ce where capital is hired, the financial
17 markets.

18 In these highly competitive markets the demand for

19 investment funds meets the supply of funds, and out of

20 this competitien are developed the terms at which

21 various enterprises, both regulated and unregulated, can

22 satisfy their capital requirements.

23 The cost of any form of capital is d'etermined, in'
24 principle, by three considerations:

*

.

25 1. the pure rate of interest;
.

! 26 2. the compensatit.n for inflation; and.

27 3. the compensatien for subjecting*

28 one's capital to risk.
,

.

s --...,m , , -,_.,..m - _ _ _ - , . , . . - - , . , - . - . - , _ . . ,,-
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1 The pure rate of interest reflects Msically the
2

't

time preference for, and productivity r,f capital. Pure
|

3 interest is the payment required to induce the owner of
4 funds to postpone the use of those funds, and to allow

i
5 someone else to use them for a certain length of time.
6 Pure interest is based on the hypothesis that there is

4

7-

no ut.eertainty involved in the investment; that is, that
8 there is no doubt that the periodic interest will be
9 paid, and that at maturity the funds will be returned.

"

10 In actuality there is no cuch investment although
1* Government bonds may at times approach that situation.

12 First, while the funds may very well be returned, r e to
13 inflation they may be returned with a loss in pur.hasing
14 power. Second, each type of commitment has more or less

15 risk attached to it.

16 Therefore, 12. addition to pure interest, compens.a-
17 tion must be provided to offset the loss in purchasing
18 power. Furtherm.re, risk must be compensated for other-

19 vise t'ne funds will not be forthcoming. Consequently.

20 the cost of capital is a composite of these three
21 factors: 1) pure rate of interest, 2) compensation for
22 inflation, and 3) the payment for risk. Obviously the

23 greater the risk, the higher will be ' the cost of

24
, .

capital.

25 while risk is difficult to quantifn investors must
.

- 26 consider and analyze the various factors which sffect
* 27 the risk of an investment, and come to some sort of

28 opft ion as to the relative uncertainty, or looking at
*

I

.

l-
. .-- . _ _ __ _ __ _ . _ __ __
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1 the other side of the coin, the relative desirability or
2 potentiality of various investment opportunities. The
3 relative ecsts of espital, as set by investors, reflect
4 their views as to these relative risks.
5 There are many factors affecting risk, the princi-

.

6 pal ones being--the type of utility, the type of rate
7 regulation to which it is subject, th; apital struc--

8 ture, operating ratio, the composition of revenue, the
9 earnings record of the utility, the extent of competi-

10 tion presented by substitute service, the service area,
11 growth potential, and the quality of management.

12 However, for our immediate purposes we are not so
,

13 auch interested in the amount of risk as we are in the
14 rate of return inves tors demand for subjecting their
15 capital to a given level of risk.

16 The terms on which a company's debt and equity
17 securities are traded provide evidence as in the cost of
18 that particular type of capital to the issuing cc:npany.
19 The yields of a company's bonds will reflect the cost of

20 additional debt to that company and the terms on which
.

21 the company's common stock is bought and sold provide a

22 basis for estimating the cost of equity.
23 In addition to analyzing the secur'ities of the'
24

.
company in question, and in order to get as much

; 25 evidence as possible, as w11 as to guard against the.

26 possibility that the data for the company in question
*

27 may be limited or di L 3rted, it is desirable to select

.

e
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1 other cc anies, which are as similar as pcssible to the

2 one in question, and on the basis of the market's

3 appraisal of those other companies, to impute a cost of
4 capital to the company in question, allowing ss best we

5 can for any differences.
.

6 Obviously the companies whose market experience is

7 to be used in that way should reflect a degree of risk-

8 a.imilar to that of the utility in question. We are thus
9 led to a consfderation of factors which affect risk and,

10 by a qualitative consideration of these factors, to a
11 determination of which companies do present en
12 investment opportunity of similar risk to that of the

13 company in question.

14 Q. Is the cost of capital deter.nined as a unit, or is it

15 established by determining the cost of its components?

16 A. Since capital is not homogeneous, and for the typical
17 utility consists of debt plus equity capital, the

18 seasurem nt of the cost of capital consists of ascer--

19 taining:

20 1. The cost :! debt capital.

21 2. The cost of preferred stock capital,
,

22 3. The cost of equity capital, and

23 4. The ecpital structure, i.e., the
.

24 composition of total capital on the

25 basis of which the above costs of
* 26 debt, preferred and equity may be

27 combined to arrive at an overall
*

i
,

| 28 cost of total capital.
.

.
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1 Q. How does capital structure affect the cost of capital?
2 A. The capital structure may affect both the cost of debt

3 and the cost of equity; the smaller the proportion of
4 debt, the safer is the debt investment. A company whose

5 total capital is $1.8 billion of which $450 milltoa is
.

6 . debt, is in a much less uncertain, such safer position.
*

7 than if it has $1200 million of debt--all other things
8 being the same. Conversely, as leverage increases,
9 1.e., equity ratio decreases, a cotyany may encounter

10 se riou s problems, especially if earnings decline.
11 Declining earnings in the face of a rising debt ratio
12 will have two serious effects. First, the equity

13 earnings will decline rapidly and second, interest

14 coverage for the bonds will fall. C9nsequently, as

15 le 9 rage increases, the ef f ect of a given decline in

16 earnings has increasingly serious implications for both

17 the cost of debt and equity owing to increasing risk.

!

18 Q. Why, then, have any debt?

19 A. A superficial appraisal of the above considerations

i 20 might lead one to conclude that a utility should have

21 little or no debt et all. Such a conclusion is, how-

22 ever, unwarranted. Investors in common stocks are not'

23 interested solely in safety and stability. If they

24 w re, they would turn to the generally safer, more
.

25 stable debt investment. Equity investors are villing to-

*

26 accept hazards at.d risk, but they want the opportunity

.

e

e
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1 to make sufficiently high earnings to compenstate them

2 for subjecting their capital to those risks. Furthe r,

3 be ne fit s in terms of a lowr cost of capital can and
4 should be realized by obtaining capital from all the
5 componento of the capital markets, thereby taking advan-.

6 tage of the supply of different types of capital.
-

7 Therefore, in computing the cost of capital it is
'

8 essential to use a balanced capital structure which vill

9 provide debt with adequate protection and yet will
10 contain enough leverage so that equity tarnings are
11 sufficient but are not made so volatile as to become
12 speculative gambles. Of course, the cost rates of debt

13 and equity must be consistent with the capital structure

14 used.

15 Q. Are the " cost of capital" and " fair rate of return", as

16 you use those terms, egreatially equal?

17 A. Yes they are. It should be noted, however, that the

--- 18 problems involved in determining the cost of capital and

19 its major components are in substantial measure matters

20 of judgment. Necessarily, since many factors enter into

21 a determination of cost of capital, judgments have to be

22 made. If, at each point where a judgment has to be
l
' 23 made, or where a question has to be resolved, the

24 honefit of any reasonable doubt is resolved in the diree-
,

- 25 tion of a lower cost of capital then a fair rate of

*

26 return based on such a cost of capital vill tend to be

1 .

|
l

I
,
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1 at, or in the direction of, the lower end of the range
2 of fair rate of return. On the other hand, if most

3 reasonable doubts, or questions are resolved in the
4 direction of a higher cost rate of capital, then the end

5 casult w'il be at or near the upper end of the range of,

6 cost of capital and fair rate of return.

.

4

.

O

e

e

e

e
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1 C. COST OF DEBT

.

2 Q. Mr. Lurito, will you direct your attention to the cost
3 of debt and describe how you proceeded to develop that
4 cost?,

5 A. In the present case, cost of debt has several important
*

6 aspects. First, there is the questier. of the cost of
7 outstanding debt, and whether the cost of a wholly-owned
8 subsidiary, or the cost of the consolidated system, is
9 appropriate for determining the cost of capital to the

10 cubsidiary. Second, there is the question of the cost
11 of any additional debt that needs to be issued to meet

12 the future construction program.
'

13 before discussing the development of the cost of
14 debt, I would like to deal with a threshold problem:
15 whose cost of debt and whose capital structure are we

16 concerned with? We are ultimately concerned with the
17 rates and, hence, fair rate of return for Louisiana

18 Power & Light Company. So at first glance it would s'eem

19 that we should, in fact must, be interested in the cost

20 of debt and capital structure of LP&L. But what is the
21 capital structure of the Company; is it the nominal
22 capital structure as shown on its book's of account?

23 This is not true with respect ' to the common stock of,

'

24 LP&L, and only partially true with respect to the bonds,,

- 25 because of the 100% stock ownership by Middle South
.

26 Utilities, Inc. (MSU). A purchaser of an LP&L bond

;

.

|
*
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I knows that MSU will not stanc. hy and allow LP&L to
2 default. As to stock, the influence of Middle South is.

3 very nearly absolu:;e. The safety ; * LP&L's equity is
4 not influenced by that company's capital structure,.

5 since an equity investment in LP&L isibut a portion of
.

6 the equity of the MSU System. The re f o re , it is the
7 capital structure of the System that influences an.

i8 investment in the equity of LP&L and, therefore, the
9 actual book capital structure of LP&L is not firancially

10 relevant. What is significant is the capital structure
1

11 of Middle South Utilities.
12 Therefore, it is my opinion that the capital struc-
13 ture to be used in arriving at a fair rate of return for
14 Louisiana Power & Light Company is the System capital
15 structure.

16 Likewise , with respect to the question of whether,
17 in determining LP&L's cost of capital, it is appropriate
18 to use LP&L's ccat of debt, or the cost of debt of MSU,
19 it is my opinion that the appropriate cost is the cost
20 of debt of the System.,

I

21 The parent company, Middle Sou2 Utilities, is a
22 holding co 4any. One of the principal characteristics
23 and advantages of a holding company form of' organization'

; 24 is the ability it gives management to finance a wide
25 diversity of activities on a System basis. Managemenc.

26 retains complete control over the financing decisions..

27*

This control gives it great flexibility and the power to
28 direct the timing and amounts of outside financing so
29 that maximum economy to the System is achieved.

i

|.
t
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1 A consequence of this flexibility and System
2 orientation is that the actual financing of any compo-
3 nent of the System, at any particular time, is
4 completely arbitrary. Thus, you would expect to find,
5 and do find, that the cost rates of debt of similar

.

6 individual components of a holding company organization
|-

vary considerably above or below the System's average
8 cost of debt. Now I am not suggesting that tLere is
9 anything necessarily wrong with a holding company form

10 of organization. But what I am suggesting and
,

11 recommending is that any inst advantage of the holdinr
12 company arrangement be shared by all the customers
13 se rved by its diverse components. This can be

14 accomplished by the use of the System cost of debt as
15 the basis for determining the return requirement of each

16 operating unit of the System.

17 Q. Will you, in fact, rely on the cost rate of debt for the
18 Middle South System for overall rate of return determina-

19 tion purposes?

20 A. I will with one qualification. Middle South Energy,
21 Inc. (MSE), a subsidiary of the System was formed in
-2 1974, to provide financing for the construction of base

23 load generating units, the output of which is to be sold
.

24 to subsidiaries of the System. The operations of MSE.

25 are largely devoted to the construction of Grand Gulf.

.

e

e
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1 nuclear Units #1 and #2. Unit #1 is scheduled for com-
2 mercial operation in 1982 and Unit #2 in 1986. At

.

3 present MSE is accruing AFUDC at a net-of-tax rate; con-
4 sequently, when the plant it is now constructing goes

, 5 into operation, the rates at which MSE will sell power
5 to the MSU subsidiaries-rates to be set by the FERC-

.

7 will be sufficient to allow it to recover its capital-
S related construction costs. In view of this, it would

9 not be appropriate to reflect the level or cost of MSE's
10 debt (or equity for that matte:-) in determining the
As- level or cost of the System's debt. Accordingly, I

12 will use the MSU System cost rate of debt, excluding
13 MSE, for overall rate of return determination purposes.

14 Q. ? lease explain how you arrived at the cost of debt for
15 the MSU Syst a , excluding MSE?

16 A. On Page 1 of Exhibit , I show the outstanding long-
17 term debt for each subsidiary of Middle South Utilities

I

18 at December 31, 198n. The detailed development of the
19 System cost of long-tern debt is shown on Appendix Page
20 1.

21 As shown on Page 1 of the Exhibit, the cost at
22 December 31, 1980 of the long-term debt outstanding 1s
23 8.83%. In determining the cost of debt at December 31,,

24 1981, I relied in large part on the Company's estimate,

:
4

'

25 of MSU's 1981 construction program, excluding MSE, ard
.

26 its internal financing cources. According to the

27 Company, its 1981 cons truction program, excluding MSE

.

'
,.
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1 at.d excluding AFUDC, will be $717.347 million. Its

2 internal sources .of funds are estimated to be $291.238
3 million. Hence, its external financing requirements
4 will be $426.109 million ($717.347 million - $291.238

.
5 million), plus $02.640 million to finance its ATUDC and

6 $124.473 million to meet its maturing debt and sinking
*

7 fund requirements. In total, then the System will needs

8 to raise $633.222 million of capital externally. In

9 view of the System's year-end 1980 capital structure, it
10 is my opinion that an attempt must be made to increase

11 its equity ratio as rapidly as market conditions permit.
12 Accordingly, the System should sell $312 million of

13 first mortgage debt and draw down $18.62 million from
14 pollution control bonds already sold, issue $41.40
15 million in promissory notes, increase short-term debt by
16 $24.705 million, sell $30.00 million of preferred stock

17 and $206.496 million of common stock. Such financing
|

18 will bring the System (excluding MSE) to an equity ratio
19 near 30%.

20 In view of the fact t. hat the System will have to

21 issue additional long-term debt this year, I have
22 presented data in the Appendix on past and pmsent bond

23 yields. In this connection, I havra compiled the yields
24 on the four top grades of the Moody Public Utility.

25 Bonds. Moody's is a financial reporting organization-
.

- 26 that ratas bonds, i.e., it classifi.es them by grade; a

!
'

27 bond rated AAA is of the highest quality, AA is next,
.

4

!
l
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1 and so on. In addition to rating, or grading bonds, the

2 Mcody organization also prepares, keeps current, and pub-

3 lished an index of the yields of various types of bonds,

4 by individual grades. The System's subsidiaries' first |

5 mortgage bonds are rated "A" or "BAA" by Moody's.,

'

6 Page 3 of the Appendix to my Exhibit shows the
.

7 monthly and annual yields, beginning with January 1950,

8 of the Moody AAA Public Utility Bonds. These yields rep-

9 resent the composite or average yield of a group of ten

10 selected AAA bonds. The makeup of the group changes

11 from time to time, and the changes are made so that the

12 group continuously represents (in the opinion of the

13 Moody organization) the current yields of the top grade

14 ut ili t y bonds. Page 4 of the Appendix shows

15 corresponding data for AA bonds; Page 5 for A; and Page

16 6 for BAA bonds.

( 17 The Moody yields reflect the general course of

18 interest rates. For example, the effect of the Treasury

19 Department-Federal Reserve " Accord" early in 1951 isj

!
~

in bond yields. As of March20 reflected by an upward shift
'

21 19 , 1981, the Moody AAA yields were 13.32%, AA yields

1 22 were 14.13%, A yields were 14.92%, and BAA yields were
i
'

23 15.49%.

,
24 On Pages 7-10 of the Appendix I show the derivation

25 of the cost of new debt issues of electric and combina-.

26 tion utilities for the years 1978, 1979, 1980 and 1981,
.

G

e
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I to date. As Appendix Page 10 shows, recent new A-rated

2 debt is costing about 15.4%. For purposes of my

3 analysis, I will use 14.5% as the cost to the System of
4 issuing $312 million of new first mortgage debt this
5 year.

.

6 As mentioned, the Eystem will increase its

7 promissory notes by some $41.4 million. These notes
-

8 carry a cost rate based en the prime rate plus .5%. In

9 view of the fact that the prime rate has been falling
10 and is expected to continue to fall, it is my judgment
11 that over the period of time rates are like1y to be in
12 effect the prime rate will average 13.5%. Hence, a 14%

13 cost rate for the promissory notes is reasonable. The

14 cost rates for the $16.62 million of pollution control

15 nonds are known since they have already been sold.

16 Given its St,33.222 million external financing needs

17 in 1981, it appears that MSU will have to increase its
~

18 19 81 y e a r end , short-term indebtedness to a level of

19 $242.176 million. It is reasonable to expect that

20 short-term debt at year-end 1981 will be coinposed of

21 bank loans and commercial paper. Given a prospective

22 prime rate of 13.5% and a commercial paper rate of 13%,

23 a 13.5% rate is indicated.

24 As shown on Page 1 to my Exhibit, the cost of debt

23
.

at Deceeber 31, 1981, inclusive of the $242.176 million

- 26 of short-term debt I recommend be outstanding, is 9.93%.
-

27 I will uwe 9.93% as the c.at of debt in determining the

28 fair rate of return for the Louisiana Power & Light
,

29 Company.

!

.
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1 D. COST OF PREFERRED

2 Q. Ple ise describe your studies and state your conclusions

3 as to the cost of preferred stock to the Middle South
, 4 Utilities System.

5 A. As shown on Page 2 of Exhibit at December 31,,

*

6 1980, the MSU System had outstanding $620.724 million of

7 preferred stock at a composite cost of 9.78%. The

8 de t ail ed development of the cost of outstanding

|
9 pra' erred is shown on Appendix Page 2.

10 During 1981, the MSU System will have to issue an

11 additional $30 million of preferred stock to meet its
12 construction program. To determine the cost of this
13 additional pref erred, I have sNwn on Page 11 of the
14 Appendix the Moody indexes for the "High Grade" ("as")

15 and " Medium Grade" ("a") public utility preferreds by
16 years 1950-1980 and by months for 1981. These yields

17 indexes are similar in nature to the Moody bond yields I
18 previously discussed.

19 In addition, on Pages 12-15 of the Appendix I show

20 preferred stock offers made directly to the public uy
21 electric utilities, including combination companies
22 during the years 1978, 1979, 1980 and 1981 to date. The

23 cost of new "a"-rated preferred is in the 13.75%-14.5%
.

24 area. A 14% cost rate is reasonable. As Page 2 of the.

25 Exhibit shows, the cost of preferred at year-end 1981,
.

e

|
I
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1 tacluding the $3G milliou of additional preferred to be
2 is s u e d this year and excluding sinking fund
3 requirements, is 9,97%. I will use 9.97% as the cost of
4 preferred in the determination of the fair rate of

5 return to LP&L.
,

.

! -

.

9

.
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1 E. COST OF EQUITY -

2 Q. Turning now to the matter of the cost of equity, would
3 you discuss the cost of equity capital as an economic

-
:

4 c>ncept?

5 A. In economics, the market price of any good or service.

6 represents what willing buyers are prepared to pay and
7 wh a t tilling sellers are prepared to accept for
8 something of value. Hence, it is said that the market

9 price is determined by the forces of supply and demand.

10 On the demand side, the price that a purchaser is
(

|
11 willing to pay for a certain amount of a good or service

12 depends on his evaluation of the worth to hit- of the
l

13 benefits he expects to receive from his purchase. Of

14 course, there is a risk that his benefits evaluation may
15 pr ove to be overly optimistic or pessimistic.

l

16 Consequently, the buyer must also take into account this

17 risk aspect in establishing the price he is willing to
18 pay. In any case, the price that a purchaser is willing

!
'

19 to pay for a good or service reflects his assessment of

20 the benefit to be derived from th: purchase.

21 Certain goods and services, such as a ticket to a

22 football game or a haircut. provide benfits whir:h are

23 enjoyed immediately or user snort periods of time.
.

24 Others, such as an automobile or an education, provide

25 benefits which are enjoyed over substantially longer-
,

|
) 26 periods of time. These kinds of goods and services are
|

5
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1 typically purchased for non-monetary benef.c purposes..

2 However, there are other kinds of goods which are
3 purchased because the benefits they provide are monetary
4 in nature and typically are received over longer periods

.

5 of time. A share of common stock is an example of such

6 a good.

7 The market price of a share of common stock, like
8 the price of other goods, is set by the forces of supply
9 and demand. Here again, on the demand side, the price

10 that a purchaser is willing to pay for a share of stock
11 depends on the future stream of income he expects to re-
12 ceive from the ownership of a portion of the equity
13 earnings of the company. Because the future stream of
14 income the purchaser expects to receive is not in hand
15 at the time of the purchase, he quite rationally places
16 less value on it than if it were2 That is, a dollar to
17 be received sometime in the future is not worth e dollar
18 today to an investor. There are three reasons for this.

19 First, to the extent that the investor anticipates a
20 positive rate of inflation, a dollar to be received in

21 the future will have a lower purchasing power than a
22 dollar does today. Since the investor is paying for the
23 etock in today's dollars, he will discount the dollars
24 he expects to receive in the future by the rate of

.

,
25 inflation he anticipates. Second, the investor, as

26 indicated, must decide to buy or not to buy the stock.

27 today. If he does, he is giving up the use of his
.

4
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1 capital funds to.ic y to someone else in exchange for
2 future income. In order to do this, the investor

3 r pires compensation. Because the inve ,tos demands

4 compensation for postponing the use of his funds, he
"

5 must again discount the value of th: iqcome he expects
, 6 to receive in the future. The size of this discount,

7 fa ctor is, of course, related to the compensation
8 required for portponing today's consumption until some
9 time i4 the future. Finally, the investor takes into

10 account the possibility that some or all of the eam

11 of income ha expects to receive in the future may not
12 materialize. That is, the investor is taking a risk
13 when he gives up a dollar today for the promise of
14 future income. Obviously, then, the less certain the
15 investor is that the future stream of income he expects
16 will be forthcoming, the less those future dollars of

,

17 inecme are worth to him today. In other words, the

18 greater the equity risk, the investor perceives, the
19 more he will discount a future dollar of expected
20 inecue. Or putting it somewhat differently, the greater
21 the perceived risk, the greater is the cost of equity
22 capital.

23 These three factors se have been discusslag, infla-
.

24 tion, postponement of consumption and risk, in combina-
.

25 tion, comprise the investor % cest of equity capital.
26 lt is apparent then that the price an investor is.

-

27 willing to pay for a share of stock today depends
.

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ .
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1 directly on the size cf the future stream of income he '

2 expects to receive from its ownership and inversely on
3 the cost of equity capital. It is also apparent that a

4
.

2 hare of comon stock is not at all homogeneous; rather,

5 it comes in different qualities, which, in turn, consnand

| . 6 different prices.

7 Q. How do you propose to measure the cost of equity
8 capital?

9 f.. As I have already mentioned, the market price of a snare

10 of common equi <, or any security for that matter,
11 depends on two factors: 1) the expected stream of

12 future income to be derived from the ownership of the

| 13 stock, and 2) the investors' required rate of return, or
14 cost of equity, which, as seen, depends, among other
15 things, on the equity risk perceived by investors. In

16 view of this, it is cicar that the cost of equity

| 17 depends on the investors' expected stream of future

| 18 income and the market price of the equity. Approaches

19 to the estimation of the cost of equity capital have

20 been developed precisely along these lines.

21 The Discounted Cash Flow (DCF) method can be used
* 22 to estimate the cost of equity capital or any other

23 security, and it is based on the economic logic I have
.

24 been discussing. It is a market-oriented, opportunity,

- 25 cost approach which views the relationship between the

26 cost of equity, investors' income expectations and
.
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1 market price in a rational economic way. Specifically,

2 the DCF method views the investors' cost of equity
3 capital as being equal to the dividend yield plus the
4 expected growth in dividends per share.

.

5 To see the logic of this approach, consider a
6 simple world, where the dividend per sha e is at a given.

| 7 level and is expected by investors to remain at that
8 level indefinitely. In this world, the market price
9 could be set at a level equal to the dividend per si.are

10 divided by the investors's cost of equity. Or putting

11 it somewhat differently, the cost of equity would be
12 eq ual to the dividend yield. This is the case, of

13 course, because investors are not expecting to derive a
14 portion of the return they require through market price
15 appreciation and/or dividend per share growth, since, as
16 indicated, they expect no dividend growth. Under these

17 circumstances, it is clear that the investor's cost of
'

18 equity can only be obtained from the current (and con-

19 stant) level of dividends per share. Hence, in this

20 world, rational investors will set the market price they
21 are willing to pay for the stock at a level such that

!

22 the current (and constant) level of dividends per share-
23 when divided by the market price will produce a return

[

! 24 on investment (dividend yield) equal to thei'r cost of

,
25 equity. For example, if investors require a 10% rate of
26 return from the stock and if they receive a $3 dividend-

27 per share which they expect will not change, it is clear
|

-

|

|
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1 that unless they set the price at $30 per share, they
2 will net be able to obtain their 10% cost of equity
3 capital. By, setting the price at $30, a $3 dividend
4 will produce a 10% dividend yield, because $3 divided by
5 $30 is 10%. Consequently, when no growth in dividends

*
6 per share, hence market price, can be expected, rational

7 investors wil' set the market price at that level which
8 will allow them to earn their cost of equity solely from
9 the dividend yield of the stock. In this case, the

10 stock can be viewed as if it were a bond in the sense
'

11 that the yield on a bond represents the cost of debt
12 precisely because the coupon rate for a bond is

13 constant. Hence, the debt investor must recoup his
14 entire required return in the yield.
13 The DCF method, which derives the investors'

16 required rate of return (cost of equity) from the divi-
17 dend yield, plus the expected growth in dividends per

| 18 share, if applied to the example just given, would have
I

| 19 correctly determined the cost rate of equity capital,
1

20 since under the method. a positive (10%) dividend yield
i 21 would have been added to a zero growth in dividend expec-
|

!
22 tation in arriving at the investors' cost of equity

? '
323 capital. The DCF approach is also capable of accu'rately I

.

24 determining the cost of equity capital under more com- Ii .

25 plex and. realistic conditions where rational investors !
.

*

26 can and do expect future growth in dividends per share.

27 For example, suppose that investors, upon evalua--

28 ting the risk of an eqt,ity investment in a particular
i

29 utility, decide that they require a 10% return or. t..eir

--, - . . - . - . _- --- - - - -
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1 investment in the utility--a return they consider
2 commensurate with returns on other investments haring
3 corresponding risks. Suppose further that these

4 investors, upon evaluating the prospects of future
"

5 growth in dividends per share, dee.ide that it is
6 reasonable to expect a 3% annual growth. It is clear

,

7 that if they require a 10% return on their investment,
8 1.e., they have a 10% cost of equity, they will set the
9 market nice that they are willing to pay for the stock

l

10 at a level sufficient to produce a 7* dividend yield.

! 11 Since today's investors expect a 3% growth in dividends
1. 2 per share in the future, they recognize that tomorrow's

i

13 investors will be willing to pay more for the stock if
14 that rate of growth materializes. Hence, today's

i

15 investors realize that their 10% rate of return require-
16 ment will be derived from two sources: 1) from the
17 dividend yield, and 2) from higher future dividends
18 and/or market price appreciation if they decide to sell
19 the s tock. Thus, rational investors set the market
20 price at a level which allows thee the opportunity of
21 earning their cost of equity capital thrc iyh a combina-
22 tion of dividend yield and dividend growth. These are-i

|

| 23 precisely the two components of the investor's cost of
~

i 24 , equity capital which the DCF method seeks to determine.
.

25
. In the Appendix to my testimony, I have presented the

26 mathematical derivation and properties of the DCF,

27 method.
.

t

|
. _ . ._. .. _ _ _ _ .
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1 Q. Up to tnis point you have described how the DCF method

2 and formula work in principle and in theory. Will you

3 now explain how you intend to use this method as a basis

4 for estimating the cost of equity to LP&L7
.

5 A. Where regulation is on a net investament or original e se
6 basis we see interested in developing a reasonable rate,

7 of return on equity for the utility, i.e., a cost of

8 equity in the regulatory sense and not necessarily the
9 minimum rate. The purpose of using a cost rate of

10 equity in excess of the capitalf zation rate is to pro-
11 vide earnings that, on balance, will maintain the market

12 price of the . company's stock sufficiently above book
13 value so that additional sales of stock can be made at

| 14 net proceeds no less than book value per share. The

15 first step, is, thureforty to deteruine what rate earned
t

16 on equity, consistent with that cost rate, is needed to
17 allow the investor the opportunity of earning his
18 required return.

19 We are obviously concerned with the Louisiana Power

20 & Light Company. Normally, we would be interest.ad in,

!
'

21 rnalyzing the financial market data of LP&L, because
22 these data would provide important evidence for estima-

23 ting its cost of equity. Howeecr, since the common
1

~

24 stock of LP&L is not traded we must rely on the finan-
.

25 cial market data of other companies which are generally
26 similar to LP&L..

.

I
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1 Q. Will you describe briefly how you selected the companies

2 similar to LP&L7

3 A. My selection was based on resolving the problem I was
; 4 fsced with. We are trying to determine the cost of

.

5 equity to LP&L. Since LP&L obtains all of its equity
6 capital from its parent, Middle South Utilities, we are,

7 obviously interested in the parent's cost of equity, as,

|

| 8 indicated by the DCF method. However, while we are

; 9 interested in the cort of equity of companies similar to

| 10 the parent, we are are also interested in the cost cf
|

11 equity of companies similar to LP&L.

12 consequently, i e, order to estimate the cost of
l 13 equity to LP&L, I sttdied the financial market data as

14 well as other cata fo; MSU and a group of ten companies
15 I selected as being of substantial * y similar investment4

16 risk as LP&L.

17 In selecting this group of comparable companies, I
18 applied certain criteria to all electric and combination
19 companzes whose stock is traded on the market. The cri-

20 teria were:

21 1. Total revenues in 1979 in the range
22 of $325 million to $2.0 billion
23 (Total revenues for the Middle South

.

24 System in 1979 we $1.8 billion;
.. .

,
25 for LP&L $557.5 million, virtually
26 all of which came from electric.

27 operations);

1
-

.

:
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1 2. Revenues from electric operations in -

2 1979 equal to at least 80% of total

3 revenues;

4 3. Cash dividends were continuously
.

5 paid out of curernt earnings during
6-

the period used to analyze dividend
7 yields;

8 4 Tne company was subject during the

9 entire pe riod 1965-1980 to state-

10 wide regulation on an original cost
.

11 rate base basis; and

12 5. The ratio of market price to book
13 value did not exceed two times on
14 average during the period 1965-1940.

'

15 The considerations leading to the last criterien
16 wera as follows: Under the type of regulation which
17 uses a rate base equal te_ vr essentially equal to, net
18 investment, at least adequate earnings are being allowed
19 if these result in. market prices of the common stock
20 sufficiently above book value, so thet the utility can
21 sell additional common stock at net proceeds no less
12 than the book value per share. .

23 Common stock can normally be sold at a price some
! .

24 7% to 10% below the going market price. As is well.

,
25 anown, stock prices vary,, and if we pu*. the utility in

j 26 the position of being able to sell stock at no less than
'

.

-_ _ _ _ . _ _ _ _ _ _ _ _ _
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1 net book value when the stcck market is down, we may ex-.

2 pect to see utility stock prices substantially more than
3 7% to 10% above book at a time when the stock market is
4 high.

.

5 However, on occasion there was a tendency on the
6 part of some regulatory agencies to allow earnings on a,

7 more than adequate rather than a meager basis. These

8 high earnings contributed to maintaining market prices
9 for some regulated companies substantially above bok

i

10 value per share.

, 11 For those reasons, utilities' market to bo9k ratios
1

12 can vary significantly. Therefore, in order t:

| 13 eliminate those companies whose securities may have been
t 14 subject to speculative pressure, and as another step in

15 the selection of companies similar to LP&L, I eliminated
16 -those companies whose ratios of market te book were
17 abnormally high during the earlier part of the period of
18 analysis.

19 I limited the companies to those regulated on the
20 basis of an original cost rate base to further the

|
21 objective of obtaining a homogeneous group of electric
22 companies. Under originsi cost regulation, regardless
23 of the jurisdiction, the rate base is nearly ur.1 form in

. .

24 principle and measurement. This is not the case with
i

-

| 25 regard to fair value.
l

26 The specification of what is fair value is.

27 virtually impossible. One state uses cost of reproduc-
28 tion new less depreciation; another uses an unspecified

1

I

|
... _ _ _ _ _ ____ _ _ _ . . _ , . _ _ . . _ _ _ _ . . . _ _ _ _
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.

1 average of original cost and trended original cost.
2 Still another sakes a very small adjustment to original
3 cost, yet calls itself fai value. Another uses an

|

4 arbitrary, rather small percentage mark up. Thur,, in
*

! 5 analyzing securities of companies located in fair value
6 states, we have an unknown as to what investors are,

l

| 7 reelly appraising. Consequently, I have relied on those
|
I B electric companies operating in states where regulation

9 is on an original cost basis.

; 10 As sentioned, I have also limited the companies to
I
| 11 those which in each year have p.id out in common
; 12 dividends less than 100% of current earnings over the

13 period used to analyze dividend yields. Companies whose

14 earnings are so low as to require the payment of
i

15 dividends out of capital, give a strong indication to
16 investors that the continuation of the dividend is in
17 doubt. Under these circumstances, estimates of the

18 growth rationally expected by investors can .ot be made

19 with confidence.

20 Page 16 of the Appendix indicates those electric
; 21 companies which qualified on the basis of the criteria I
t

! 22 mentioned, i.e., size, type of operation, type of regula-
23 tion, payout ratio, and market to book ratio. Also, on

~

24 Pa ge 16 of the Appendix I show certain comparability

| 25 data both for G and LP&L as well as CM ten electric
l 26 companies selected on the basis of the criteria already,

27 discussed. It seems to se that the general investment
'

28 similarity is c.1carly indicated. In my opinion the's

1

L
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|

! I group of companies selected after application of all the '

2 various crite.ia I described is generally cimilar to
3 LP&L's (and EU's) operations from an investor's stand-
4 point. Consequently, the determination of a cost of.

5 equity based on the experience of these ten companies I
*

6 selected will provide valid additional evidence on the
7 basis of which the cost of equity for LP&L can be.
8 estimated.

!

9 Q. At this point, will you explain how you proceeded to
10 develop, for MSU and the selected group of companies,
11 the growth . rates that you will use as a basis for
12 estimating the cost rate of equity for LP&L?

,

13 A. The firs'; step was to determine the period of time
14 during which to analyze growth. In 1946 fears of a
15 post-war depression cent the stock m eket tumbling until
16 it bottomed out in 1949. Late in 1949, it becast

1

17 generally clear that we would not have the classical
18 post-war depression, and business, as well as the stock

19 market, took off. Since the 1949 recession, we have

20 had, with few exceptions, a continued growth in business

21 and prosperity. The exceptions were five' short reces ~
|

22 sions.
,

The first lasted from about the middle of 1953,
23 to the third c,uarter of 195'+; the second lasted from the,

. 24 last quarter of 1957, to the middle of 1958; the third
*

25 one lasted frem the middle of 1960, through the first
26 quarter of 1961; the fourth one lasted from the end of

|
'

.

.
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! 1 1969, to the end of 1970; and the most recent recession

2 lasted from the fourth quarter of 1973 to the second
3 quarter of 1975. And, we seem to be in a recession at
4 the present time, a recession that officially started in

.

7 January of 1980. In my opinion, the period 1965 through
6 1980 will provide a framework which we may use to esti-i .

7 mate a growth rate which may, in turn, be used to
1

8 develo; the cost of equity for LP&L.

9 Since the estimate of the growth plays an important
10 role in the determination of the cost of equity, I have
11 made several different analyses of growth that obtained

12 during the period 1965-1980. My first step was to

13 compute the annual rate of growth for MSU and each of

in the selected comparable companies of:

15 1. Dividends per share, and

16 2. Book value per share,

17 for all the periods beginnir.f, in each year since 1965
, . _18 and ending in 1079. The method used was "Least
|
| 19 Squares", a standard statistical approach to fitting a
l

20 line to data to obtain a trend over time. On Pages 3
|

21 through 13 I have plc?.ted the book value per share and
I
'

22 dividend per share for each of the companies, i.e.,-

23 Middle South Utilities and each of the ten selected
24 comparable companies. There I show for each company the
25 computed growth rates for selected periods ending in,

!

26 1979.-

.

__
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1 Q. You have indicated that the Discounted Cash Flow method

2 deals with the gr o.rth in dividends per share. That
i

3 being the case, why did you in addition compute the
4 growth in book value per share?

.

5 A. There can be no doubt that the growth in dividends
6 depends in the long run on the growth in per share.

7 earnings. In analyzing book value per share I as funda-

8 mentally analyzing the growth in earnings per share,
9 since the growth in book value per share is equal to the

10 growth in earnings per share adjusted to eliminate any

11 trend in the rate earned on book equity.

12 The reason we must eliminate any trend, up or down,

13 in the rate earned on book is rather obvious. Suppose a

14 compan~'s rate of equity earnings shows a patter such as

15 this--9%, 9 1/2%, 10%, 10 1/2%, 115, etc. Can we

16 rationally assume that such a growth will or for that

17 matter can continue adefinitely? Similarly a declining
18 trend of say 11%, 101/2%,10%,91/2%, etc., must stop

19 sometime, and soon, else the utility and its customers

20 are in serious trouble.

21 So instead of computing the growth in earnings per,

1

22 share and then eliminating any trend in the rate earned,-

23 I short-cut the process by computing the growth in book
.

24 value per share. And I emphasize that in so doing I
.

25 have derived the growth in earnings per share properJ 7

| 26 adjusted to remove the trend.-

.

O

e
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|

i
1 It must be noted, however, that the historical
2 growth in book value per share may or may not be a
3 reasonable indicator of future dividend growth if it is
4 ba s ed on earned returns on equity that cannot be-

5 expected to prevail in the future. Furthermore, if the
*

6 historical growth in book value per share was so
7 severely affected by the sale of common stock below book

8 value per share that it has been negative, such a
9 situation cannot be expected "oy invas: ors to continue

10 into the longer term future because the very survival of
11 the company would be called into question. However, a

12 situation where the growth from ratained earnings is in
13 excess of the historical growth in book value per share,
14 where book value per share growth is positive, can

15 continue indefinitely. Under this situation, tne

16 divider.J growth that can be anticipated lies between
17 book value per shart growth and the growth from retained

18 earnings. If the investor anticipates that the~~

| 19 company's market to book ratio will rise f.o a point
20 where di2ution is minimal, then he could rationally

| 21 expect dividend growh to approximate the growth from
I

| 22 retained earnings. On the other hand, if he does not-

23 anticipate any significant change in the market to book

; 24 ratio, then his expected dividend growth would be more

| . 25 in line with a book value per share growth consistent
^

26 with a market to book ratio less d.an one. The inves-

27 tor, of course, eculd also expect a dividend growth in

28 between the growth from retained earnings and book value

-- _. _ _ _ _ - - _ , _ - _ , .-. . . _ . . - - - . - - -- - ._ _._
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1 pe r share growth. He-.ce , an analysis of expected
2 dividend growtb must consider the likely future growth

3 in book value per share as well as the growth in book
.

4 value per share from retained earnings growth.
*

5 Experienced growth in dividends per share may or
6 may aot provide a reasonable guide to future growth,

7 because it may reflect aberrations which cannot be
8 expected to continue. For example, management may allow

9 the dividend rate to remain the same for a period of
10 years until earnings reach a level where an increase in

11 the dividend is likely to " stick"; or management may
12 increase the payout, i.e., increase dividends more
13 rapidly than earnings; or, if in needs of cash, it may
14 maintain a constent dividend in the face of rising per
15 share earnings. Thus, it is important that the analyst
16 supplemer.t his analysis of past dividend growth by
17 developing additional indicators of future dividend

18 growth.

19 Q. Did you consider other data in arriving at your

20 esthtates of growth?

21 A. Yes. As I previously pointed out, Page 3. through 13 of
i 22 the Exhibit not. o'nly'show the actual dividend and book

23 value growths, but also the computed growth rates for
"

24 several intermediate periods. I have also computed and
.

25 analyzed the year-to year total growth in book value per.

|
|

*

|
|
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1 share and the growth in book value from retained
2 earnings during the period. This is shown graphically
3 for MSU on Page 14 Furthermore, as I will discuss in

4 greater detail later, I have relied on the average divi-
.

5 dend yield for the 36-month period ending February 28,
6 1981; consequently, estimates of growth must reflect the,

7 same factors which influenced the level of dividend
8 yields during this 36-month period. On Page 15 I have

~

9 developed the average growth from retained earnings over '

10 the 1978-1980 period for MSU, as well as for the ten
11 selected comparable companies. These growth rates are

12 necessary and useful inputs into any aaningful analysis.

| 13 of growth expectations.

14 I have supplemented these computed figures with
'

15 graphic anlayses of the past growth in book value per
:

16 share to see if further insight can be obtained. The

17 graphic analyses are in a sense as indicative and valid
e

j 18 as the precise numerical computations, and I consider
|
) 19 them as useful inputs in my ultis. ate judgment of growth.
1

20 In estimating future dividend growth, I have
i

21 considered these historical growths and many other
22 factors, including: 1) the growth in total capital for.
23 the companies during the entire period and recently; 2)

'

24 the average historical market to book ratios for the
\

! 25 selected companies during the entire per'od used as a.,

26 framework for analyzing growth, as compared to the.

27 market to book ratios for the companies in recent years

28 and currently; 3) the level, relative stability, and
,

_,.- - . _ _ . . . , . _ . _ _ _ - . . , . . _ _ _ . . , _ . . , ,- .__ _..-_s
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1 relative trend of equity earnings Wich produced such
2 market to book ratios; and 4) the level, relttive
3 stability and trend of each company's dividand payout
4 and earnings retention policy.

.

5 Q. Would you summarize your position as to the factors that
-

6 should guide a rational appraisal c" future 11-idend
7 growth?

8 A. The past can be used as a guide to the future, if and
9 only if, the many factors which produced the experience

10 of the past can be presumed to persist in the futu're.

11 This principle is applicable to the issue at hand.

12 Since we are concerned with estimating future dividend
13 gr owt h , we must assess whether the factors which

14 generated past dividend growth will persist in the
15 future. Accordingly, the analyst must apraise the

i 16 likely rate of earnings and payout ratio that is likely
17 to prevail in the future, the potential for dilution of *

18 book value per chare that may exist, and the likely
19 prospective market and economic conditions that will

20 persist. It is only af ter an appraisal of such factors
>

21 that the pest can be used in some meaningful way as a
1
1 22 guide to future growth.

.

O

m

!
*

.
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1 Q. Mr. Lurito, what other factors did you take into account.

2 in developing growth rates for MSU and the ten companies

3 you selected for analysis?

4 A. I have mentioned previously that I will use the average
.-

5 dividend yield for the 36-month period ending February
6 28, 1981, in determining the cost of equity for the.

7 companies selected and for MSU. I have used the average
|

8 dividend yield for this recent period to avoid having my
9 results influenced by a spot market situation. Sir:a we

10 are seeking to set rates which can be relatively stable
11 over the near-term future, we are interested in deter-
12 mining a f air rate of return and cost of equity which
13 will obtain over the near-term future. We are simply
14 not interested in today's o( yesterday's spot cost of

'
15 equity or f air rate of return.

16 To see what this means, consider the following.
17 Subsequent to the dismal market experience of 1974-1975,

18 the electric utility market improved during 1976 and
19 1977; indeed, the average market price of electric
20 stocks in 1977 was some 30% above its 1974-1975 levels.

,

21 In 1978, the market price for electrics, while somewhat

22 be low the 1977 levels, remained quite firm until.
23 November, when a sharp decline was experienced. The

'

24 average market price in 1.'73 was about 5% below the 1977 ~

25 level. Af ter the sharp decline of November 1978, the.,

26 market slowly eroded until September of 1979, when.

! 27 another sharp decline occurred which, by the end of
.

,, , - , , , - - . ,.,w, - - - . . , - - - - - - - - . , . , . , - - ~ , , - - . - - . - , , , , _ , , _ _ _ _ _- - - . - , , , n . --
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1 March 1980, took the market to a level about 26% below
!

2 the 1978 average experience. Since March 1980, the
c 3
!

market has slowly recovered to a level which by February

| 4 1981 is 20% below the 1978 experience. Thus, over the
l *

5 36 months ending February 28, 1981, a cycle was
6 completed during which the market fell from a high point

.

7 reached in mid-1978 to a low point in March 1980, com-

; 8 parable to what was experienced in 1974, and then it

9 recovered part of its loss. On average, the market

10 expe rience over this period was about 9% below the 1978

11 average level and s, bout 14% above the February 1981

12 warket situation. While it is difficult to predict the

13 market with precision, in my judgment, the recent modera-

14 tion in inflation and interest rates means that the
15 longer term prospects for the market are more favorable

16 so that the sharp downside experience of the July 1980-
17 February 1981 period is not likely to be repeated in the

18 nearer term future. Thus, i.he current, spot situation
1

i 19 of.the market is not an appropriate basis for the deter-
|

20 mination of the fair rate of, return for regulatory
1

21 purposes. As mentioned, the 36-month period ending

22 February 28, 1981 is appropriate for this purposes
23 Accordingly, the growth rates used should be consistent

.

24 with the experience over this 36-month period.
.

25 It should be mentioned that over the 36-month.

*

26 period I will use to analyze dividend yields the race of

27 inflation proceeded at an 11.81% average annual rate.

- . .. . _ . - _ - -. - . .
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|

| 1 Hence, only a relatively moderate improvement in recent *

t

2 inflation rates would be necessary for future inflation

3 rates to approximate what has been experienced over the
i

4 period of time used to analy.te dividend yields.
t

I

l *

5 Q. Will you now discuss how you arrive at your estimate of

6 the future growth in dividends per share for MSU and the

7 ten comparable companies you have selected?

3 A. Before answering the question, I must poir:t out that I

9 will discuss some of the financial parameters I

10 analyzed; the discussion in no way purports to be
11 exhaustive. With respect to Middle South Utilities, it

i

12 should be noted that over the 1978-1980 period, the
13 Company's growth from retained earnings has averaged

14 3.68%. However, the trend is strongly downward, from

15 5.70% in 1978, to 3.21% in 1979, to 2.14% in 1980.

16 MSU's year-to year growth in year-end book value per

17 share over this period was .24%. The negative book

18 value per share growth is explained by the fact that
19 Middle South has sold stock at net proceeds considerably

20 below book value per share. As I mentioned previcusly,

21 rationt_1 inves tors cannot expect MSU's book value per-
! 22 sha re to fall indefinitely, although given the

.

23 realities, they could well expect the Company's future,

24 book value per share growth to be positive, albeit below
' ,

25 its growth from retained earnings. While the Company's

26 historical dividend growth has been in excess of its
.

|

I

l
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I historical growth in book value and earnings per share
! and its historical growth from retcined earnings, this
3 situation cannot be expected to persist. It cannot be

4 expected to persist because its past dividend growth has
.

5 been achieved at the expense of a rising payout ratio
6 which reached a level in excess of 80% last year. /

-

7 2.00% future dividend growth rate is all that investors
8 can rationally expect because it reflects a reasonatia
9 balance between book value growth and growth from

10 retained earnings in the longer run.

11 As f ar as Detroit Edison is concerned, its growth
12 from retained earnings was 1.08% over the 1978-1980

13 period while its year-to year growth rate in year-end
14 book value per share was negative 1.27% due to sales of

( 15 common stock well below book value. A 1.5% growth rate
1

16 is all that can be expected in view of the realities.

17 Florida Power Corporation's growth from retained

18 earnings ns 3.47% over the 1978-1980 period, while its
19 year-to year growth in year-end book value per share was

; 20 4.00%. However, its recent earnings and growth have

21 been well below its prior experience and are falling. A
22 4.25% growth estimate is appropriate in my opinion.

23 l'lorida Power & Light experienced a 5.83% growth
.

24 from retained earnings over the 1978-1980 period; last
.

25 year it was 3.68%. '"he Company had a 5.24% year-to year
*

26 growth in year-end book value per share over the period,

27 which fell from 8.41% in 1978, to 5.60% in 1979, to
_ 28 1.72% last year. In my judgment, a 5.5% growth rate is

29 justified.

__.
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1 Hawaiian Electric's growth picture is quite stable.
2 Since 1970 the Company's growth from retained earnings

3~ and year-to year growth in year-end book value per share

| 4 has varied within the 4-5% area. Over the 1978-1980
| .

! 5 period, its growth from retained eart.Ings averagei 4.57%

,

6 and its year-end book value per share growth was 3.72%..

t

7 A 4.5% growth rate is clearly indicated.
|
'

8 LILCO's 1978-1980 growth from retained earnings was

I 9 3.47% while its year-to year growth in year-end book
!

| 10 value per share was .44% due to stock sales below book
|

| 11 value per share. A 3.25% growth estimate is indicated.
t

12 New York State Electric & Gas' growth from retained

13 earnings has been steadily in the 3.75% to 5.25% range

14 in the 1978-1980 period, averaging 4.56%. nowever, its

[ 15 year-to year growth in year-end book value per share has

16 been significantly lower--2.31%- due to sales of common
,

,

17 stock at net proceeds below book value per share. A

18 3.75% growth rate estimate is indicated based on all my

( 19 - analyses.

20 Niagara Mowhawk's growth from retained earnings

21 averaged 2.80% over the 1978-1980 period while its

22 growth in year-end book value per share was . 59% over- -

23 the period due to stock sales below book value. A 2.5%
. .

24 growth rate is indicated.
.

25 PEPCO's 1978-1980 growth from retained earnings was
* 26 2.78% and its year-to year growth in year-end book value

| 27 per share was 2.41%. However, the trend in both growth

28 rates has been upward with growth from retained earnings

- _ . _ _ _ . . _ _ _ - _ _ . . _ _ . _ _ _ . _ _ . , _ . _ . _ - . . . . ._ _ _ _ ._ _._, ___ __ _ _
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I being 3.82% in 1980 and book value growth being 3.22% A

2 3.25% growth rate expectation is justified based on my
3 studies. -

4 Over the 1971-1977 period, Utah Power & Light's,

5 year-to-year growth in year-end book value 4as 3.33%,
.

6 while growth from retained earnings averaged 4.16%.
1

| 7 Book value growth fell to only 1.33% over the 1978-1980
l

8 period reflecting the sale of stock below book value per
9 share. The Company's growth f rom retained earnings

10 aversged only 1.79% over the period. If investors

11 expect the Company's growth to return to its historical

12 and more typical level, a 3.50% growth is all that can

13 rationally be expected.

14 Over the 1978-1980 period, VEPCO's growth from

i 15 retained earnings was 2.36% whereas its year-to year
|
i

16; growth in year-end book value per share was only 1.04%.
1

j 17 Given the Company's continuing difficulties with its

18 nuclear power plants, a 2.75% growth is all that can be
|

| 19 expected.
|

| 20 In view of all these considerations and an analysis
|

21 of the historical and current growth data, I estimate
22 the expected growth rate for Middle South' Utilities. to'

23 he 3.00%; for the selected comparable companies the esti-

24 mate o5 average growth is 3.48%. The growth rate for,

'

25 each individual company is shown on Page 16 of the
.

26 Exhibit. These are the growth estimates i will use as a

27 basis for estimating LP&L's cost of equity.
,

. ___ - - _ _ _ _.. .-__ , - . . _, --- -. ___
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1 Q. Mr. Lurito, will you now discuss how you used these
2 growth rates and dividend yields as a basis for estima-

3 ting LP&L's cost of equity?

4 A. A proper application of the OCF method requires that the,

5 growth rates used to refleet investor expectations be
'

6 consistent with the investor expectations a6 reflected
7 in the market prices used to establish the dividend

8 yields. Clearly, it would be improper to combine the
9 high and rising dividend yields experienced by MSU and

10- the ten selected comparable companio d. .ing most of
11 1978, 1979 and 1980, with high growth rate expectations

12 based perhaps on some historical experience which bears

13 2ittle or no relationship to the conditions which pro-
14 duced the high dividend yields. Consequently, the divi-

15 dend yields generated during the 36-month period ending
16 February 28, 1981, are the appropriate yields to use in

17 combination with current investor growth expectations.

18 As shown on Page 16 of my Exhibit, I combined the

19 previously developed growth rates with the dividend
!

20 yield over the 36-month perod ending February, 1981. Asi

21 mentioned, I have used the average monthly dividend

22 yield for this 36-month period, for the reasons already-
23 diset.ssed and also to avoid having my results influenced

24 by a spot market situation.,

25 As shown on Page 16 for the ten d ectric companies,,

t .

26 I combined the 3.48% average growth rate previously

|
27 developed with an average dividend yield of 10.31% to

,

i
,
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I arrive at an indicated capitalization rate of 13.78%.

2 For MSU, I combined the 3.00% growth rate with an 11.03%

3 dividend yield to arrive at an indicated capitalization
4 rate of 14.03%. Based on this study. I conclude that,

5 the equity capitalirstion rate for LP&L is in the 13.75%

( 6 te 14.00 range.
'

,

7 If the Company earns at this rate, the market price

8 of its stock, if it were traded, would ted to equal its
9 book value in the kind of market environment that we

10 have experienced over the last three years, and inves-;

11 tors would, in fact, be receiving what the economist

12 would call the cost of equity capital. This would also
r

13 be quite close to what would be an appropriate level of

14 earnings if LP&L's parent, Middle South, were not to
i

15 finance by the issuance of common stock. Were it neces-

16 s cy to issue common rtock in the near-term future, then

17 the rate of earnings would have to be higher than this

18 13.75%-14.00% capitalization rate, so that the utility
19 would have an opportunity to sell stock at no less than

20 book value per share in an average market situation.

21 Q. As I understand it, the cost of equity under the DCF~

. 22 approach is estimated by combining; the dividend yield

23 and the expected gr ath in dividends per share. Are uni-,

24 form procedures used by analysts in determining the
.

25 appropriate dividend yield to be used in a DCF analysis?

26 A. Leaving aside for the a> ment the issue as to whether the

27 current dividend yield is appropriate to use for pur-

28 poses of estimating the cost of equity for regulatcry

__ - . _ _ _ .- _ .-__ __ _ _ _
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1 purposes, analysts do differ as to whether the current
2 dividend per share needs to be increased by a portion or

3 all of the expected annual growth in dividends per share
4 in order to produce an unbiased estimate of the dividend.

5 yield and , hence , the cost of equity capital that is
*

6 appropriate to apply to a regulated utility. In the

7 Appendix to my testimony I have set forth a detailed
8 analysis of this issue and show that for regulatory pur-
9 poses the cost of equity capital is best estimated using

10 a dividend yield based on the given month's dividend
11 rather than on an upward adjusted di;idend.

12 Q. Mr. Lurito, does the DCF method meet the criteria of
13 Bluefield and Hope in that it reflects returns "commen-

14 surate with returns on investments in other enterprises
15 having corresponding risk"?

16 A. Yes, it does, and I would like to discuss the reasons

j 17 for my opinion. However, it should be mentioned that in

18
-__

discussing the Bluefield and Hope decisions I do so as

19 an economist and financial ana3yst and not as a lawyer.

20 Under the DCF approach, the principle is that a
!
'

21 utili::y's earnings should be sufficient to provide a-
22

.

return to the investor which is equal i.o, or similar to, .

23 the return requirement of i aestors in the common stock,

24 of the company and in the stock of companies similar in
*

25 risk to the utility. In other words, the DCF method

.

, --m ._
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. 1 views the investor's required rate of return (capitaliza-
2 tion rate) as an opportunity cost. The rationale for

3 use of the DCF approach is that the investors' required
4 rate of return for companies of corresponding risk can
5 only be determined through an analysis of the relative

.

6 stock market prices set by investors for their secur-
7 ities. To see why the investors' required rate of

*

8 return must be analyzed in terms of marketplace trans-
9 actions, consider the following:

10 Suppose there were two companies, one a regulated

11 elee?.ric ecipany and the other a wild-cat oil well
12 drilling company. Suppose further that they are both
13 earning the same rate of return on book equity. Do we

i

14 have sufficient information upon which to conclude that

15 these two companies provide comparable returns on invest-

16 ment? Clearly not, because we do not know whether the

17 returns earned by mach are commensurate with their -la-

18 stee risks. It must be remembered that it is the
19 investor's required return that is at issue, not the --

20 companies'.

21 To determine whether the returns are commensurate
22 with risk, the investor's return on the ma'rket price of
23

: -
his stock, i.e., his investment, in the two companies

24 must be considered. There can be no doubt that given.

25 equal earnings, the investor will pay more for the stock
\ -

26 of the electric company since the risks associated with

27 such an investment are less thsn for the oil well dril-
.

'2J ling venture. Hence, all other things being the same,

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
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,

I the different market prices for the stock of these two
l

| 2 companies reflect th inferential risks as perceived by

3 the investor despite the fact that the returns on book

4 equity were the same. In other words, it is the market
i

*

l 5 price which balances risk and return. By setting dif-

*

6 ferent prices for the stock, the investor obtains dif-

7 ferent returns on his investment--returns which reflect
8 the diff erencas in risk as between the companies. It

| 9 should be noted that it is through the price mechanism

10 that risk differentials can be expressed and differen-

11 tial returns earned; the returns on book equity tell us

! 12 nothing about relative risk or relative investor return

13 requirements.

14 Now consider two regulated electric companies with

15 different rates of earnings on book equity but with "cor-

16 responding risks". Certainly, all agree with the basic

17 ;rinciple of finance that risk and required return are

18 directly related. Thus, similar risk companies have

19 similar return requirements. That being the case, inves-

|' 20 tors will set the market prices for the ctock of these

21 two companies at different levels because they are

22 earning at different levels. However, the level estab -

23 lished for each stock will allow the investor to obtain

24 a similar return on his investment; this will occue be-
,

25 cause they view the stocks as having similar risk.
.

26 Thus, it is through the market prices paid by investors

27 that " returns commensurate with returns on
.

28 investments...having corresponding risks" are

29 established.

._- _ . _ _ _ _ _ _ _ _ _ - - _ _ _ _ . . _ _ _ _ _ _ -
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1 Both of these examples show clearly that given a "

2 level of earnings, the mar'tet price of any company's

3 stock reflects the risk and investors' return regr. re-
4 ment of that stock relative to all alternative invest-,

5 ment opportunities. It is for these reasons that the
*

6 DCF method, which relies on an analysis of marketplace

7 tra nsa ctions , can determine the return required by in-
8 vestors in companies of corresponding risks.

9 Q. Mr. Lurito, from the economist's point of view is there

10 anything in the language of the Hope and Bluefield

11 decisions that indicates or implies that a fair return

12 on equity capital is one which will, at each and evec
13 point in time, ensure that a utility's market to book

14 ratio will be at least one?

15 A. No. The economic spirit of those decisions is that the

16 return to the utility equity owner, i.e., the investor

17 in utility common rtock, should be commensurate with

18 returns that he could earn were he to invest in the
19 coramon stock of other enterprises of corresponding risk.

20 Thus, these decisions express well the concept of oppor-

21 tunity cost. Now economic theory tell us'that, in the

22
.

long-run, unless a firm earns the opportunity cost of

23 equity capital, it <:annot survive. Tc -t is, unless all,

24 costs, including the cost of capital, are covered by'

.

25 revenues, the firm cannot remain in business over the

26 long-run. Economic theory also tells us that firms can
,

|

_ . - - _ - _ _ _ _ _ _ _ _ _ _ _ _
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I and do . survive in the short-run, even if they do not
2 earn the opportunity cost of equity capital. As long as

3 the firm is able, in the short-run, to cover its vari-

4 able costs, it will continue to operate. Since capital,

5 costs are fixed costs in the short-run, the firm will
'

j 6 not always earn the opportunity cost of capital. Like a
|

| 7 firm, the equity investor's realized rate of return on

8 his common stock investment will not at each and every

| 9 point in time equal his required return; however, on
i

IQ balance in the longer run he must be allowed the oppor-

11 tunity to earn his required rate of return, or he will

12 eschew equity invest. rant.
I
| 13 As is well known, if investors expect a firm to

14 earn on equity at a rate equivalent to their required

15 rate of return on equity (opportunity cost of equity),

| 16 they will set the price of the common stock at a level
'

17 which tends to equal book value per share. Accordingly,
l

18 a utility should be allowed to earn rates of return

19 which, on balance, in the longer run can be expected to

i 20 af ford the equity investor the opportunity to earn his
|

21 required rates of return. That is, the investor can

22 reasonably expect that regulation will allow returns on-

23 equity which, on balance, over the longer run will tend

24 to produce market to book ratios of at least ons. Not.

- 25 to do so is to procote economic confiscation because the

26 investor will witness the dilution of his ownership

27 position on balance over the longer run.
.

o
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,
1 This in no way means that the investor can reason-

s

'

2 ably expect that regulation will allow returns on equity

3 which at each and every point in time will produce a
[ 4 market to book ratio of one or more. Surely the competi-
| 5 tive firm, which regulation is designed to simulate.

6 does not and cannot expect such a rate of earnings at
-

7 each and every point in time. The only requirement is

8 that regulation set rates that can accomplish this goal
9 on balance over the longer run.

10 The point is clear: to set rates on the basis of

11 spot costs of equity capital can be unf air both to

12 investors and consumers. To base the cost of equity on

13 a high point in the market enle when the computed cost

14 of equity would be unrepresentative can only serve to

15 penalize investors on balance over the longer run when

16 the average market situation reasserts itself. To base
|
| 17 the cost of equity on a low point in the market cycle

. 18 when the computed cost of equity is also unrepresenta-

| .19 tive can only serve to penalize the consumer on balance

20 over the longer run when a more normal market environ-

21 ment is reestablished. Consequently, the cost of equity

22 in its proper regulatory light can only be viewed in

23 this context. Not to do this is contrary to the

24 economic mandate set out in the Hope decision, viz. ,,
-

25 that the ratemaking process is designed to simulate
*

26 competition, a process which as recognized in the Hope

*
.

|
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~

1 de cis ion balances the investor and the consumer
2 interests. In my opinion, the method I use to determine

3 the cost of equity capital is in the mainstream of
4 economic logic and is consistent with the economic,

5 spirit of tia Hope and Bluefield decisions.
\

.

6 Q. Mr. Lurito, you stated previously that the first step
7 was to determine the investors's required rate of return

8 (capitalization rate) and then to determine the rate the
9 Company should be allowed to earn on equity. Are those

10 two rates equal?

11 A. They ar.e not necessarily equal. Based on the data shown,

i

! 12 on Page 16, the capitalization rate for LP&L, which I
13 have dete mined to be 13.75% to 14.00% is an economic
14 concept. It is that return on investment which the in-
15 vestvr must expect to earn in order to induce him to

M furnish equity capital to the company. Clearly then,
i

17 this capitalization rate is essentially independent of
18 whatever rate the company in fact earns on its book
19 value. If investors expect the company will earn con-

20 siderably above the rate, they will respond by
21 increasing the price they are willing to pay for the
22 stock to a level above book value. Conve rsely, if the

23 com},any is expected to earn considerably below the rate,-

.

24 the investor will bid down the price of the stock to a
.

25 level below book value. The result is always the same;

|
26 the investor sets the market price he is willing to pay
27 in order that he be able to realize his required rate of '

28 return, that is, his capitalization rate.

. -. _ _ . _ _ . . . . - - . .
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1 Now one response to this is that since the investor
2 will always set the market price so as to realize his re-
3 quitad return, why should regulation be concerned about

.

'
4 allowing the company to earn in excess of the bare cost,

5 rate or capitalization rate of aquity. The answer is

! 6 that to set the allowed rate of return at that level
*

7 would result in dilution of the stockholders' investment
B vere the company to have to issue additional stock.

9 When the rate earned on book value of the equity is
10 eq ual to the capitalization rate, the market price per
11 share will tend to equal the book value per share. If

12 the compcny's stock is selling at book value and the

13 company needs to sell st3ek, there is no doubt that the
14 net proceeds from the sale of this additional stock will

15 be below book value, i.e., diluuon will result. This

16 is because incident to the sale of stock are two costs,
17 the cost of financing and pressure, which act to reduce

18 the net proceeds to the company.
.__

19 By cost of financing, I am referring to such crits
20 as legal and brokerage fees, accounting expenses, taxes

21 and the like. Pressure is a little more complex. When

22 additional stock is thrown on the market, it may have'
23 the tendency of putting the market pric. under pressure,

~

2.4 1.e., the price may drop. If there is this pressure,

*

25 drop in the market price during an offering period, it
26 should be accounted for, since we are attempting to set

27 equity earnings sufficient to allow for additi,onal finan-
28 cing. Based on studies I have made, shown on Appendix

_ _ _ _ , _ _ , - - - _ _ . _ _ - _ . . . _ _ _ . _ _ _ _ _ .--
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1 Pages 17 through 25, the effects of the cost of

2 financing and pressure would act to reduce the net

3 proceeds by no more than 7.5%. This indicates that at
.

4 bare minimum the allowed r.te earned on equity would
.

5 have to be sufficient to produce a market price about

6 7.5% above book value, i.e., a market to book ratio of.

7 1.075 if the company needed to sell additional common

8 stock.

9 Obviously, such a margin is not sufficient under

10 %.e usual circumstances. As is well known, stock prices

11 fluctuate for two reasons: one, the earnings of the

12 company itself fluctuate. causing the market price to

13 change; two, changes in the general level of confidence

14 in the economy cause stock prices generally to vary,
15 which in turn tends to pull all stocks up or down.

16 Thu s', allowing for just a minimum margin would provide

17 no protection against these very real fluctuations in

18 market prices. In that cz.se, the company would have to

19 be lucky to avoid dilution. It would have to hope that

20 when it needed to raise equity capital its market price

21 was at or above normal. That is clearly not a

22 reasonable basis for setting rates where the company has.
,

'

23 the need to sell :.dditional common stock.
1 ..

.

O

e

e

o
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|

| 1 Q. What is an appropriate rat.e to be earned on book value
l

! 2 at this time in light of an investors' required rate of
i

l 3 return of 13.75% to 14.00%?
i
| 4 A. The threshold question is, does Middle South Utilities
[ 5 need to have available to it additional equity in the !

!6 near future; that is, the period of time zates subject-

i

7 to this proceeding a e likely to be in effect? MSU's

8 equity ratio at year-end 1980 was 30.0%. The System's

9 equity ratio, excluding MSE, was only 28.4%. Given the

10 System's 1981 construction program, excluding MSE, and

11 the financing necessary to meet it, its tar-end 1981

12 equity ratio will mest likely be only 29.4%. As pre-

13 viously indicated, a total of $206 million in common

14 stock sales vill be required to provide part of the
15 financing necessary to meet the System's 1981 construc-

16 tion objectives. Since these sales will not even be
17 sufficient to produce an equity ratio within the range

18 of reasonableness, the answer to the threshold question

19 is that Middle South Utilities does have need for addi-
_ 20 tional equity financing in the near-term future. Thus,

21 under the prospective circumstances that the Company

22 needs to attract additional equity capital, then it'

23 should ba allowed to earn at a rate sufficient to pro-.

24 tect it against possible downward price fluctuations, as
.

25 well as to allow it to cover financing costs and pres-
'

26 sure. Since the Company will have to sell additional

27 equity, the extent to which the allowed return on equity

28 should exceed the investors' required rate of return

29 must be determined.

.- -_ . . - . . - - . ... - _-- - - . - _ _ _ - _ - - -
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1 There are three basic factors that need to be con-
I sidered in making this determination. First, in what

3 phase of the stock asrket are we now? Second," what is

4 the probable market drop for MSU common stock, on a rela-,

5 tiv' ly short-term basis; and third, what is rn appro-
'

6 priate allowance for the cost of financing and pressure?

7 I shall consider these factors in order.:

8 As concerns MSU, the current aarlet price for its

9 common stock is on the low side. At present, the $12

10 market price f or MSU common is about 70% of its high

11 price over the last three years. Thus, it is clear that

12 we still are in a somewhat depressed utility market situ-
~

13 ation relative to what was experienced over the Inst

14 three years.

15 Second, based on an analysis of market prices over

16 the last 36 months, which compares the high price in a

17 given month with the low price two months later, it is

18 reasonable to expect that on average a 7% margin of pro-

19 tection against short-term market declines in MSU's
.

20 common stock :s all that is required in a reasonably

21 normal market. This is the kind of decline that can be

22 expected at any time in the market cycle. I selected a

23 two-month period because setting of the sales date of a..

24 new stock issue usually requires approximately a two-.

25 month lead time.
.

.

e
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1 Third, as I have previously discussed, studies we
1

2 have made over a period of many years indicate that the

3 cost of rinancing and pressure is no more than 7.5%. To

4 take care of these factors on a compound basis, a mar et
.

5 price 16% above book value is needed.

*

;

6 Q. Have you made a study to determine what rate earned on

7 book equity will iroduce a market price 16% above book?

8 A. Yes. It will be recalled that I have found the capitali-
,

9 zatie a rate for LP&L, i.e., the investors' required rate
10 of return, to be 13.75% to 14.00%. I have also deter-
11 mined that a reasonable market to book ratio is * .16.
12 The remaining question is, what margin in the rate of

13 earnings above the capitalization rate is necessary to

14 cause the market price to move to a level 16% W ove book

15 value?
|

16 DCF theory, as well as common sense, tells us that

17 as the rate of earnings en book value increases above

18 the investors' required rate of return, the investor

19 will bid up the price of the camnon stock so that he can

20 anticipate receiving his required return, no more and no

21 less. Assume for a moment that a company' pays out all

22 of its earnings in the form of' dividends. Then the in-

(
i 23 vestor's total return is egal to the dividend yield.

.

24 Assume further that the capitalization rate is 11.5%,*

* 25 and that ircrestors expect the company to earn 11.5% on

| 26 book value. As a result the investor will set the mar-
\ -

27 ket price at book value in order to obtain an 11.5%

.- . - - - - _ , . - --- - - . ---. - - - - _ _ _ . - . - - _ - - - - - _ _ _ _ _ - - - _ _ _ _ _ _ _ _-.
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I dividend yield, i.e., an 11.5% return. Now suppose the.

2 company's rate of earnings increases to 12.5% and that

3 it pays it all out in dividends. Investors, still re-

4 quiring an 11.5% return, will bid up the market price so,

5 that they will establish a market price at 1.087 times
*

6 book value. Obviously, this must happen, since all

7 investors are competing "or this return, that is, the
8 11.5%, and are willing to pay the price which will allow

9 them the expectation of earning their 11.5% required,

;

10 return. In that way, the 12.5% rate earned on book will

11 produce an 11.5% return on market price.

12 Returning to the real world, we find that companies

13 generally do not pay out 100% of earnings in dividends.

14 In the past, Middle South Utilities has paid out about
[

| 15 65% of its earnings as dividends. In view of this, the

16 response of '?.vestor will depend primarily on four

17 factors: . . . .: t , the rate earned on book; ser:ond, the

| 18 capitalization rate; third, the dividend payout ratio

19 (or the retention ratio, which is one minus the payout

| 20 ratio); and, fourth, the growth in total equity capital.

2J The last factor bears further discussion. When the

22 company sells stock at net proceeds above book value,'

23 the company, and, hence, the investor, is able to obtain

24 growth in earnings and dividends per share. Assume a,

25 company has 100 shares outstanding with a book value per
.

26 share of $20, i.e., a total equity of $2,000. If that

27 company were to sell an additional 10 shares at net

-- - - . . - - - _ . - - -. _--
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1 proceeds of say $30, the equity c.e: ital would incrests

2 by $300, so that shares would now total 110, and equity

3 would total $2,300. This produces a new book value per

4 share of $20.91. Thus, the sale of stock added $.H to
.

5 book value per share, wh'.ch resulted in a growth t.f

6 4.6%.
-

7 Now, with a constant rate of earnings on book value

8 of say 12%, we find that earnings per share based on a

9 $20 book value per share would be $2.40 and on a $20.91

10 book value per share would be $2.51. Again, an incratase

11 of 4. 6%. With a constant dividend payout ratio, the
12 dividend would also increase by 4.6%. Summarizing, we

13 see that g. owth in dividends can come about solely from

14 the sale of stock at net proceeds above book valse.

15 The amount of such growth that can be expecced is a

16 function of two fa: tors; first, the total growth in

17 equity capital the company needs in the future, an/ the

18 portion of this that will be obtained from retained
i

19 earnings.

20 To continue the previous example, were the company

21 to need a total increase in equity capital of $400 in a

22 year and were it to have additional retained earnings of '

23 $100 in that year, it would have to sell stock,,

I
24 sufficient to realize $300 of net proceeds. Thus, it,

25 can be seen that the total capital that must be obtained
*

26 by the sale of stock is equal to the total needed

27 increase in equity capital less the incre,ase to be
28 obtained from retained earnings.

- _ _ _ _ . , _ _ - - _ _ . . _ _ . _ . __ . _ _ . _ _ _ . . . _ _ __ _ _ . _ .
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1 On Page 17 of my Exhibit. I show that based on a "

2 capitalization rate of 13.75%, a 1.16 market to book

3 ratio will be obtained with a 14.7% rate of earning'. on
4 book value. As shown there, I nave based this determiJa-

.

S tion on MSU's historical and likely long-term future
6

-

retention ratio of 35% and a growth in total equity capf-

7 tal of 11%. I have also used the 7.5% maximum cost of
8 financing and pressure, which I discussed previously, in

9 determining the net proceeds of stock sales. On Page 18

10 of the Exhibit, I show that a 14.95% return on equity
11 would be needed to produce a 1.16 market to book ratio

12 at a 14.00% e,uity capitalization rate.

13 While the formulation appearing on Pages 17 and 18

14 seems complex, in reality it is not. Simply put, as

15 shown there, the expected market price is equal to the

16 dividend divided by the difference between the capitali-

17 zation rate and the growth in book value per share.

18 This basic DCF equation is then expanded to determine

19 the total growth in book value per share from the two

20 sources previously discussed, retained earnings and out-

21 side sales. This then permits us to determine what

22 market to book ratio will be associ'ated with a'

23 parsicular rate earned on book value and a particular,

24 capitalization rate in the kind of situation se have
,

25 been experiencing. -

.

|
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1 In my judgment, if LP&L were to be allowed to earn

2 14.75% to 15.00% on its book equity, as opposed to rate

3 ba s e , and if, in fact, it earned at that level for a
4 long enough period to demonstrate to investors that this

.

5 is a sustainable level of earnings, then I think it is a
6 reasonable conclusion that its common stock, if traded,.

7 would sell at prices ab?u. 16% above book in the kind of

8 market situation that has prevailed, on average, ove
9 the last three years, and is likely to prevail in the

10 pearer term future. Hence, I bu f e,-e that a 14.75%-

11 15.00% return on equity is a fair and reasonable level

12 of earnings for Louisiana Power & Light.

13 Q. Mr. Lurito, what did you mean when you said book value
,

14 as opposed to rate base?

15 A. Were a utility's total financial capital equal to its
16 rate base, a 10% allowed return on rate base would, of

17 course, equate to a 10% allowed return on total capital.
18 However, if rate base exceeds total capital, a 10%

| 19 allowed return on rate base will produce more than a 10%

20 s11 owed return on total capital. For example, suppose a

21 utility had $1,000 of equity capital in its capi:.al-
, 22 structure and a 100% equit: ratio. Suppose further that
1 ..
'

l 23 its rate base were $1,200 because $200 of plant,

| 24 represented non-investor supplied capital. If a 12.5%
*

25 return on book eq'tity were found appropriate, but such a

26 return were applied to rate base, tne allcwed d; liar

|
I
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1 return would be $150. Such a dollar return represents a

2 15% return on book equity and not a 12.5% retur- 'n book

3 eq ui ty. It is clear that such a result would also
4 obtain even if the utility had an equity ratio less than,

5 100%.
~

.

l

6 Q. What is the relevance of this to the case at hand?
7 A. At December 31, 1980, unamortized job development tax

8 credits were equal to about 2.5% of LP&L's total

9 investor-supplied capital. Were an 11.73% overall rate

10 of return allowed on a $1,025 rate base, that is, on a

11 ratt base which included $1,000 of invastor-supplied
. .

12 capital and $25 of unamortized investment tax credits, a

13 company would have a total dollar return of $120.23

14 ($1,025 x 11.73%). If the company has a capitsi struc-

15 ture consisting of $500 cf debt at a cost rate of 9.93%,

16 $130 of preferred at a cost rate of 9.97% and $370 of

17 eq uity capital at a cost rate of 14.75%, its fixed

18 charge obligations would be $62.61 ($500 x 9.93%, plus

19 $130 x 9.?7%). Thus, it would have $57.62 ($120.23 -

20 $62.61) in income applicable to its common equity. S':r.h

21 an income available for equity wou2d p~oduce a 15.6%

22 re turn on equity ($57.62/$370). In other words, a

23 14.75% allowed return on equity would actually result in,

24 the opportunity for LP&L to earn a 15.6% return on
.

25 equity capital.

.

. . . . . _ __ , - - . .
'
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1 In view of the fact that in past rate orders this
2 Convissia has not deducted unamortized job development

3 investment tax credits free the Company's rate base, a

4 14.75% return on equity, if adopted, will, besel on the
.

5 capital structure and cost rates of capital I find appro-
i

6 priate for regulatory purposeee provide the Company the.

'

[ 7 opportunity to earn about a 15.6% return on equitv,
!

E Counsel hr.s advised me that based on the recent IRS

9 regulations relating to the issue of unamortised invest-

10 ment tax credits, this Commission can, in determining
11 the appropriate return on equity to be allowed in this

12 case, take into consideration the effect on several

13 financial indicators, such as capital structure,

14 coverage ratios, earnings / price ratios, and market to

15 book ratios, of not deducting unamertized investment tax
,

! 16 credits froc rate base and allowing a return on such
i

17 credits of no less than the overall cost of inventor-
18 supplied capital. In view of this, I would urge this

19 Commission to consider the fact that while a 14.75% re-

20 ' urn on book equity would, if earned, likely produce a.

21 1.16 market to book ratio, the effect of not deducting

22 unamortized job developunt investment tax' credits from

23
. .

the rate base will likely generate a higher market to

24 book ratio than the 1.16 I have targeted. Indeed, at a
1 -
.

25 14.75% cost of equity, a 15.6% return on equity, if
26 earned, could well produce a market to book ratio in

-

27 excess of 1.20. I also urge the Commission to take note

|
.

e
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1 of the fact that interest and fixed charge coverage
2 ratios v.'.11 also be more favorable than what would

3 2ppear to be implied by an allowed return on book equity

4 of 14.75%. Should the Commissian find that a 15% return,

5 on equity is appropriate, the Campany would in effect be
*

i 6 allowed to earn 15.8% on equity. While I hen not

7 reduced my 14.75% to 15.00% return on equity recommenda-

8 tion in light of thic Jise.assion, it would be prey r for
9 this Commission to give whatever weight it considers

10 appropriate to it in determining the fair rate of return

11 for the Company.

___.

O

S

e
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1 F. CAPITAL STRUCTURE

2 Q. Having developed the cost rates of debt, preferred and

3 equity, what was the next step in the determination of
.

4 the cost of capital and fair rate of return to Louisiana

5 Power & Light?-

6 A. ileving developed these cost rates, I next developed the

7 applicable capital structure. For the reasons stated

8 previously, I have relied on the cost rates of the

9 various types of capital and the capital structure of

10 Middle South Utilities, excluding Middle South Energy.

11 I, therefore, developed the capital structure of

12 the System, excluding MSE, at December 31, 1981, by
13 adjusting the capital structure as of December 31, 1980

14 for 1981 financing. This produces a capital structure

15 containing 57.46: det. 13.13% preferred, and 29.41%

16 common equity.

17 I previously indicated in the discussion of the

18 cost of debt and preferred that MSU should meet its

19 $717.347 million 1981 construction program through the

20 flotation of $372.021 million in new long-term debt, $30

21 million of new preferred, $206.496 r:Illion of common'
.

22 stock and by increasing its short-ters debt by $24.705

23 million. I also posited that $124.473 million of thej ,

l *

! 24 funds raised externally will be used to meet its
*

25 maturing debt and sinking fund requirements. The

26 capital structure at December 31, 1981 was de,veloped by

.

- - . , --- - y. , - , --
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I adjusting the December 31, 1980 capital structure to
2 include the 1981 fi'.to.1cing described above. In my

3 opinion, however, this does not produce a reasonable
4 capital structure, that is, one which balances safety
5 and economy. Based on my studies, e capital structure

6 containing 50% delt, 13% preferred and 37% common equity
-

7 is required to meet the test of reasonableness.

8 Q. On what basis do you conclude that a capitel structure

9 containing 37% common equity is reasonable?

10 A. Rate regulation should nei necessarily be based on the

11 existing capital structure, but rather on a safe and

12 economical capital structure. The two main criteria in
13 ene determination of an appropriate capital structure

14 are economy and safety.

15 The advantage of debt in the capital structure is

16 that it costs less than equity. Not only is debt less

17 costly, but the interest charges are deductible for in-

18 come tas purposes, and, hence, act to reduce such taxes.

19 Therefore, it would appear that the more of this lower
i

20 cost capital there is in the capital structure, the

21 lower the overall cost of capital and fair rate o f'

22 return will bs.

23 Whether that turns out to be the case depends, of
'

|
' 24 course, on whether the increase in the debt ratio acts

*
25 to increase the cost rates of both debt and equity so as

26 to over-balance the benefits of the larger proportion of

27 debt. This is the question of economy.

_ , . _ _ . . _ -_. _ _
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1 In addition, there is the overriding question of,

2 safety. A company must be sure that it does not finance

3 with so much debt that it car.not cover interest charges
4 during a period of depressed earnings.

.

5 A balance sust, therefore, be struck between
6 economy on the one hand, and stiety un the other. Of

.

7 course, ultimate safety is achieved where there is no
8 debt in the capital structure, but that is totally
9 unrealistic. Not only would 100% equity financing be

10 overly and unnecessarily conservative, bat it would
11 preclude the utility from tapping a large source of
12 capital, i.e., the institutions that by law or predispo-
13 sition put all er a birge part of their funds into debt
14 securities. Ref erence here is to pension trusts, and

15 the like.

16 Ultimately, safety is the determining factor as to
17 what constitutes an appropriate capital structure,

. 18 because withir. rather wide limits the overall cost of
19 capital fallt as the debt ratio rises. The economy is

20 there; the question is how far may a company go without

21 exposing itself to the danger of impat ted credit or
22 worse, possible default during a recession.-

-

23 Theoretical studies have been published that' argue
'

24 that the cost of capital is unaffected by the capital
.

25 structure. There also have been studies that argue the,

!

! 26 opposite position; the latter contending that the former-

27 are based on unrealiscic assumptions, contrary to the
'

,

-_ _. - _ _ _ , . _ _ _ _ _ _ . _ _ _ _ _ _ _ _ _ _ _
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1 facts of corporate life. It would seem beyond argument

2 that if income taxes are taken into account (and the
3 former school does not take them into account) the con-
4 clusion must be that capital structure does affect the.

5 overall cost of capital.

.

6 Q. With these principles in mind, why shouldn't the
.

7 determination of the fair rate of return always be be, sed

8 on the noe of the actual capital structure?
9 A. Assuu: first that the utility has a capital structure,

10 containing an excessive amount of debt. Use of such a
11 capital structure in the determination of the fair rate
12 of return could result in such low earnings as to make
13 it impossible f% the company to be able to lower its
14 debt ratio. Low and volatile equity earnings stemming
15 from excessive debt ratios are not conducive to equity

| 16 financing. If this situation persists, the credit of
i

17 the company may well deteriorate to a point where even

18 with its unbalanced capital structura, the cost rates of
19 debt and equity would rise. Consequently the overall

20 cost of capital would be higher that it would have been

21 had the company mantained a reasonable capital structure'

22 all along.
.

23 Suppose now that the contrary situation exists;,

24 namely, the debt ratio is well below a " desirable" debt
.

25 ratio. Use of such a capital structure would impose an

26 unnecessary penalty on the ratepayers, with no,real bene-

. - _ _ _ . . _ - . - - _ . - . - . _ - - _ _ . - _ - . - , . - - - . _ . - . . - - - - .- _ - _ _ . - .-.
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1 fit to investors. Thus, here too, sound regulation '

2 would require the use of a " desirable" capital structure
3 for rate regulatory purposes. Consequently, regardless

*

4 of the relationship betemen the Ac.tual and the,

!
5 " desirable" capital structure, it would seem that regula-

*

6 tion should, except in the most unusual circumstances,
7 be based on the " desirable" capital structure.

8 It is not really in the interest of investors to

9 have too low a debt ratio. The extra protection for the
10 debt may neither be necessary nor productive of a lower

11 cost of debt; and the loss of leverage for the equity
12 may adversely affect the quality of the equity invest ~
13 ment. Equity investors are willing to assume some

14 risks, else why would they invest in equities? They

15 also want a chance for higher earnings, else why take
'

16 9e risks? One important way of achieving these higher

17 equity earnings is by having leverage (i.e., having part
18 of the operation financed by low cost debt); this
19 permits a higher return on the equity than is available
20 on the total capital. For example, if total capital

21 earns 9%, but half of it is financed with 6% bonds, the
t

| 22 equity will earn 12%. However, if only one quarter is'
23 financed with 6% bonda, the equity will earn only 10%.

24 At a given overall rate of earnings, the lower the debt.

'

25 ratio, the lower the rate of equity earnings.
.

26 It must be kept in mind that while debt is entitled

27 to adequate protection, equity is entitled to, a reason-
28 able amount of leverage and the increased rate of equity
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1 earnings such leverage will produce. Thus, even frora-

2 the investors' point of view, too low a debt ratio is

3 not without its disadvantages.

4 On the other hand, too high a debt ratio will hurt
.

5 not only the investor, but also the consumer, because
*

5 too high a debt ratio will eventually harm the utility's
/ ability to attract capital which will result in a higher
8 required rate of return and higher utility rates.

9 Thus looked at with some perspective, it is to
10 everyone's advantage for rate regulation to be based on

11 a reasonable (" desirable") capital structure; one that

12 is safe, but one that also is _ economical. So while we

13 do not have a conflict to resolve, we do have to strike

14 a balance as to capital structure.

15 With the above principles as a guide, I now turn to

16 the question of whether Middle South Utilities' proforma

17 year-end 1981 capital structure is a reasonable one for

18 fair rate of return purposes.

19 I have compared MSU's equity ratio, on a year-end

20 basis, to that of all other operating electric and combi-

21 nation companies regulated on an original cost basis,

22 some 64 companies. The average year-end equity rat to

23 for these companies in 1979 was 35.8%. MSU's was 29.6%
.

24 in 1979 and 30.0% in 1980. Thus, MSU's year-end 1979,

'

25 and 1980 equity ratio was far lower than the ratio for
.

26 the average company. Consequently, I rec.ommend that a

.

- - , - - - . . ,- ,n,. - - , . - - _ , ,-, - - - -v, . , - - - - . ~ .
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I capital structure containing 37% equity be used for
2 regulatory purpout in this case since such a ratio is

3 in line with that of the typical electrie.

.

4 Q. Mr. Lurito, did you perform any other tests to determine
.

5 the safety of the capital structure you have recom-
6 mended?

7 A. Yes I did. I tested a 37% equity ratio given the

8 overall cost rate of capital I have previously set
9 forth. The study that was performed might beat be

10 described as a " variability test." For ca h year 1960

11 through 1980, I developed the rate earned on average

12 to t al capital f or Middle South Utilities. Using

13 standard statistical techniques, I then developed a
14 measure of the variability of the rate earned on average

i

l 15 total capital for MSU during the period, taking the
16 trend in the rate earned on average total capital into

17 account. The rate earned on average total capital for

18 MSU during the 1960-1980 period ranged from a low of

19 6.21% in 1961 to a high of 10.88% in 1980. During this

| 20 pe riod , the rate of earnings on average total capital
1

| 21 grew at a trend rate of 2.48% and the average rate of.

22 earnings over the period was 7.93.%. Given these data,

23 .the variability of earnings for MSU was developed during.

.

24 the period, taking the slight upward trend into account.
.

25 Before we get lost in statistical jargon, this can

26 be explained in more simple terms by way of an example.

27 Suppose a given company has certain rates of earnings

28 over a ten-year period. Suppose further that the

- _ _ . _ . - _ _ - _ _ _ . _ _ _ _ - -- ._ _.
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I company's rate of earnings has been increasing slightly

2 during the period. Using statistical methods, the trend
3 line in the rate of return on average total capital can
4 be computed, and the extent to which the actual returns

.

5 deviated, or fluctuated, around this trend line can be

6 measured. The actual rate of earningw in a F &'tn year
*

,

i

| 7 vill most likely be either above or below the trended
l

8 value for the given year. The question is: "What are

9 the chanciis that in a giv(n year, the actual rate of

10 return on average total capital will be above or below

11 the trendad value by a certain amount?" It is here that

12 statistical theory can help. Us_ng standard statistical

13 theory, it can be shown that 67% of the time the actual

14 value will be within one " standard error" of the trended
15 value. Another way of saying this, with respect to the

16 rate of return on average total capital, is that the

17 actual rate of earnings on average total capital in a
18 given year can be expected to deviate from the trended

19 value in that year by more than one standard deviation

| 20 only one-third of the time, say about three years out of
|

21 the ten years.

22 Returning now to the case ,at hand, I' computed the

23 standard error of estimate, which is the accepted
24 measure of deviation or fluctuation around a trend line,.

'

25 for the rate of return on average total capital for MSU
'

26 for the period 1960 through 1980. The standard trror of

27 o timate of the rate earned on average total capital for

.

--v,..- .- - --- ,,- , - - , - - - , , , . , , . . . _ . - - - - , - , , , ,--- , - - .
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4 MSU during this period was 4.2499% which would indicate

2 that we can expect the actual rate of earnings in any

3 given year to deviate either up or down from the trended,

4 value by more than 4.2499% of the trended value only one
.

5 out of three times. Not only did I compute the standard

6 error of estimate from 1960 to 1980, but also f rom each.

7 of the years in the period to 1980. The average of

8 these standard errors of estimate was 4.5496%.

9 Now statistical theory would also indicate that the

10 chances that the actual rate of return on average total

11 capital for riiddle South Utilities would deviate from =

12 the trended value, again above or below, by more than

13 2.5 standard errors of estimate are only 1 in 80, which

14 are thin odds indeed. If we use the higher aversge
1

15 standard error of estimate. 4.5496% over the 1960-1980

16 time interval, this means that the actual value can be

17 expected to deviate below the trended valu,e by 10.63%

218 (1-1/1.04596 5 x 100), or more in only 1 out of 80

19 times. The question is, what effect would such a 10.63%

20 deviation below an 11.73% overall rate of return
21 consistent with a 37% equity ratio have on MSU's af ter

22 tax interest coverage?

,
23 To answer this question, I assume that MSU was

24 earning an 11.73% overall rate of return and that this.

..

25 rate of return fell by 10.63%, that is, it fell by 2.5
.

26 standard errors of estiimate. If this happened, the rate

27 of return on total capital would be 10.48% (1, .1063 x

28 11.73%). The portion of this 10.48% rate of return

- - - - - - -
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I wh ich MSU would have to use to meet its interest
2 obligations is 4.97 percentage points (50% of 9.93%).

3 This means then, that MSU's interest coverage, after
4 taxes, would still be 2.1 times. What all this means,.

5 of course, 1- that a capital structure containing 37%
*

6 equity is eminently safe for regulatory purposes.
7 It should be remembered that I have based my test
8 on a very drastic possib2s- outcome. That is, I have

9 used the average standard error of estimate found f or
s

10 the period 1960-1980 along with a 10.63% fall in the

11 overall rate of return-a fall that can be expected to
12 occur in only 1 out of 80 years. Despite these drastic
13 assumptions, we fini that a capital structure containing
14 37% common equity is capable of withstanding an earnings

15 decline with a 1 in 80 chance of occurring and still pro-
16 duce an after tax interest coverage of 2.1 times. Thus,

17 in my opinion, a 37% equity ratio for MSU is well within

18 the range of reasonableness.

19 'Mr. Louiselle has performed an exhaustive analysis

20 of the financial integrity of LP&L at various AFUDC capi-
21 talization rates using the capital structure I have

22 recommended. As he has shown, vsre LP&L to capitalize

23 AFDUC at the rates he has recommended for Waterford and

24 the other construction projects, its coverage, both,

.

25 total interest and indenture, would be at levels
.

26 sufficient to allow it to finance its future

27 con s t ruction programs on reasonable terms. These

28 analynes confirm the reasonableness of the capital
29 structure I recommend be used for regulatory purposes.

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



!

-81-

!

1 G. FAIR RATE OF RETURN

2 Q. Having developed the cost rates of debt, preferred and

3 equity what was the next step in the detemination of
,

4 the cost of capital and fair rate of return to the
*

5 Louisiana Power & Light Company?

6 A. As shown on Page 19 of my Exhibit, at year-end 1981

7 Middle South Utilities, excluding MSE, should have a

| 8 capital wi.ructure consisting of 50% debt, 13% preferred,

9 and 37% equity capital. Combining this desirable
l
l 10 capital s tructure ant the cost rates I have developed

11 produces a cost of capital of 11.73% to 11.82%.

1

12 Q. Does the 11.73% to 11.82% rate of return include any

13 margin for safety?

14 A. Yes it does. The cost rates of debt and preferred stock

15 fully reflect the increased cost of the additional finan-

-16 cing necessary in 1981. One of the significant causes

| 17 of the erosion in the rate earned on book equity is the

18 sale of additional debt and preferred stock at cost

19 rates in excess of th'e fair rate of return. By basing

20 the fair rate of return on the costs 'of debt and'
l

21 pr e f e rred , inclusive of the additional financing, this

22 po t ential cause of equity earnings erosion will be.

1

1
'- 23 nearly eliminated at least through 1981.

\
'

.
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1 Q. What then is your recommendation as to the fair rate of-

2 return for t.he Louisiana Power & Light Company?

3 A. I find that the fair rate of return for LP&L is from
j 4 11.73% to 11.82% to be applied to a net original cost,

i

5 rate base.
'
,

I

l

l
,

i

.

,

|

1

I

I

1
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1 APPENDIX

2 DISCOUNTED CASH FLOW MODELS:
3

THEORETICAL PROPERTIES AND APPLICATION UNDER UTILITY REGULATION
'

4 The purpose of this Appendix is to set forth the mathematical

5 derivation and properties of various Discounted Cash Flow
6 (DCF) models. These models can be divided into two cate-
7 gories, discrete and continuous. Within the discrete models
8 category, there are, of course, virtoally an infinite number
9 of possibilities as to the time pattern of payment of the

10 expected dividends per share. However, the properties of
11 three of the basic time patterns of dividend payments are in-
12 teresting to consider.

13 I. Eiscrete Models
i

14 A. It can be assumed that dividends grow at a constant
15 compound annual rate, g, and that they are paid annually
16 at the end of each year, t. Under these conditionsg-the
17 price today, Po, can be shown to be as follows:

18 () ) Po = D1 , where D is the dividend expected
3k-3

19 to be paid at the end of year 1

20 and k is the equity capitalization

21 rate.

I 22 The equity capitalization rate is:
~

23 (2) k = D /Po + g

| 24 Hence, the appropriate dividend yield to use to compute.

25 the equity capitalization rate is D /Po. 'Ihe proof for3

26 equations (1) and (2) appears on Appendix Schedule I tu

|

- - - ---.-. , - . . _ _ - . . - - - - - - . .
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1 my Exhibi'.. A numerical example appears on Appendix
2 Schedule 2. In this example, the selling price of the
3

.
stock at the end of year 5 can be vnved as a dividend

4 payment.
.

5 B. It can be assumed that dividends grow at a rate which
*

6 when compounded quarterly produces an annual growth
7 rate, g. it is assumed that divider:!s are paid
8 quarterly at the end of each quarter. Under these
9 conditions, the price todsy, Po, can be expressed as

10 follows:

(I * E} 1 + E}
(1 + k/4)+ (1 + k/2) + (1 + E}+ (1 + R) ' 'k+111 (1) Po = Do

( (1 + 3k/4) (1 + k) k-g
, ,

12 The proof for this equation appears on Appendix Schedule

13 3 to my Exhibit. #r no':ed there, equation (1) cannot be
14 manipulated to produce an equation for k as simple as
15 that which results from Discrete nodel IA. Never-

16 theless, in applying the DCF method, equation (1) can be

17 solved for k, since Po, Do and g are knowns.

18 C. It can be assumed that dividends grow at a constant

19 compound rate, g, and that they are paid quarterly at
20 the end of each quarter. It is further assumed that
21 they remain ' constant for four quarters, increase and
22 remain constant for another four quarters. Under these,

''
23 conditions, the price today, Po, can be shown to be as

.

24 follows:

.

1 1 1 I 'k+1'25 (1) Po = Do '

_ (1 + k/4) + (1 + k/2) + (1 + 3k/4), (1 + k) k-g

_ - _ _ , - . _ _ _ __. - _. _ _--__ . _ _ .
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1 The proof for this equation appears on Appendix Schedule
2 4 to ry Exhibit. As noted there, equation (1) cannot be

3 manipulated to produce an equation for k as simple as
! 4 that which results from Discrete Model IA. Never-( ,

I

5 theless, in applying the DCF method, equation (1) can bi
*

6 solved for k, since Po, Do and g are knowns.

7 II. Continuous Model

8 The continuous DCF model assumes that dividends per

,

9 share grow continuously at an ranual rate, g, and that
!

I 10 the dividend is paid out contirwously. Under thesel
'

11 conditions, the price today, Po, can be shown to be as

12 follows:

!

13 (1) Po = Do , where Do is the current annual
* -g

| 14 dividend, and k is the equity
1

15 capitalization rate.
l

16 The equity capitalization rate is:

17 (2) k = Do/Po + g

. 18 Hence, the appropriate dividend yield to use to compute
19 the equity capitalization rata is Do/Po. The prodf of

20 equations (1) and (2) appears on Appendix Schedules 5

.
21 and 6 to my Exhibit,

22 III. The Dividend Yield, Equity Capitalization Rate,
- -- - - 23 -- Return on fquity Nexus

_

.

24 As can be seen from the foregoing analysis in this Appendix,
25 the appropriate calculation for the dividena yield in the
26 process of estimating the equity capitalization rate, k,

|
t

-
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1 depends on the time pattern assumed for the payment of divi-
2 dends. For example, if it is assumed that dividends are paid
3 annually, the appropriate dividend yield to use'in estimating

| 4 the equity capitalization rate is Da /Po, where D.

2 is the

5 expected (pidend and Po is the current sto-k price. On the
| *

6 other hand, if it is assumed that dividends stow and are paid
7 continuously, the appropriate dividend yield to use to
8 estimate the equity capitalization rate is Do/Po.

l 9
|

However, neithe7 of these assumed time patterns of divi-
10 dend payments reflects the typical pattern of dividend pay-
11 ments for public utilities. The typical pattern for

12 utilities is the one described by Discrete Model IC, shown on
13 Page 2 of this Appendix, where the quarterly dividend remains
14 constant for a year, then increases and remains constant for

I 15 another four quarters and then grows again, etc. In this

16 more realistic world, ther2 is no constant relationship br~
17 tween the current quarter 3y dividend, Do, and the extent to

18 which it should be increased, in order to obtain the appro-.

| 19 priate dividend yield for purposes of estimating the equity
1

20 capitalization rate. In ocher words, while it was seen that,

i

21 it is appropriate to increase the current dividend by one
22 plusthedividendgrowthrateinthecasewhieredividendsare
23 assumed to grow annually and to be paid annually, there is no,,

24 such simple relationship in the more realistic case just dis--

25 cu n, s e d . To see this is the cace, consider the following
26 example. Suppose it is assumed that the equity capitaliza-
27 tion rate is 13%, that investors expect dividends to grow at

.-- . . - . . . ._--_-. . . _ . --_ _ . _ - - - . _ _ - ._ _
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1 a 4% rate and that the current quarterly dividend per share ..

2 is S.40. Equation (4), which appet rs on Appendix Schedule 4

3 to my Exhibit, can be used to solve for the market price, Po,
4 investors would be willing to pay for such a stock as

.

5 follows:

.

'

1 1 1 I
' .1 "| + 1 '6 Po = $.40 ,

1 + .13/4 1 + .13/2 ,1 + .13(3)/4 1 + .13, .13 .04_
,-

,

7 Po = (18.60034

0 If the analist observed an $18.60034 market price, a
9 $.40 current quarterly divide--J and knew that investors re-

10 quired a 13% return on their investment and expected a 4%,

11 growth rate, he would use a 9% dividend yield (13% - 4%) in

12 applying the DCF method. However, a 9% dividend yield would

13 not be produced usin; 4Do/Po or 4Do(1+g)/Po, but rather
14 8.602% or 8.946%. In this case, both the ura of a current

15 dividend yield and a dividend yield based on the expected .

16 dividend would produce an understated estimate of the equity
17 capitalization rate.

18 Suppose the example above were changed so that a 6%

19 growth rate were expected, everything else remaining the
20 same. Using equation (4), the current market price would be:

'

1 1 1 1 .13 + 1 '
' '

._. _ _ _ _ . _ _ _ . _ _ _, 21 Po =_$.40 +,33 1 + *13/2 + 1 + *13 Ul/4 1 + 13; .13 .06,

g

*

22 Po = $23.91472

.

+

b ' " * ' ' - " ' " "" " - ' * * - * ^ - ' ' * - ' " T'- -"-'1Y*'' '* P*- ~ " ' 8''''-*-~""''*''w-*W***" " ' ' ' ' ' * - ' * " - - " - ' * ' " " - " " * ' " ' ' " ' ' - ' - ' - - ' " ' - ' ' ' ' ' - " '
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1 If the analyst used 4Do/Po to estimate the dividend
2 yield, he would obtain 6.6904%; if he used 4Do(1+g)/Po to
3 estimate the dividend yield, he would obtain 7.09187%. Since,

4 the correct dividend yield is 7% (13% - 6%), the use of the
.

5 eurrent dividend yield understates the equity capitalization
6*

rate whereas the use of the expected dividend would pr oduce

7 an overstatement of the capitalization rate.

8 Tne point is clear: the extent to whien the use of the
9 current dividend yield understates the equity capitalization

( 10 rate or the extent to which the use of the expected dividend
11 understates or overstates the capitalitation rate depends on

'

12 the ratio of the expected growth rate to the capitalization
13 rate. The larger the ratio, the smaller is the markup of the
14 curren t dividend necessary to obtain th correct dividend
15 yield and the capitalization rate. The larger the ratio, the
16 greater is the extent to which the use of the expected divi-
17 dend in computing .t'.e dividend yield tends to overstate the

18 correct dividend yield and capitalization rate.

19 Even though equation (4) can be used to determine the

20 correct dividend yield to be used to arrive at the correct

21 equity capitalization rate this in no way means that thes

22 resulting equity capitalization rate is' appropriate for
23 regulatory purposes. To see why this is the case consider

.

24 the following example. Suppose the equity capitalization
.

25, rate for a utility is correctly determined to be 13%, and
'

26 that this 13% was arrived at either by correctly marking up

27 the current dividend by some amount that was dictated by the

_ _ . - _ - _ _ ._ _ _ _ __.________._ _ _ __ _ _ _ _ _ . - _ . _ - _ _ _ _ _ - . - - .
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I relationship between the expected growth rate and the equity
2 s.apitalization rate or by dirt etly estimating the capitaliza-
3 tion rate through the use of equation (4). Suppose further|

I
'

4 that regulation desired to permit the utility to earn a,

5 return on equity sufficient to produce a market to book ratio
'

i
6 of 1.0. As will be shown, were the .stility to be allowed to

j 7 earn a 13% return on equity, it would actually bc, allowed to
8 earn in excess of 13%. This occurs because a 13% rate of
9 earnings when applied to rate base causes earnings to grow

i

! 10 continuously at a 13% rate which results in un annual rate of

11 earnings in exuess of 13%. This result is analogous to

, 12 putting $100 in a savings account at a 10% interest rate
1

13 where interest is computed on a d.sily basis. The daily com-
14 pounding will result in $10.51 of interest at year end, not
15 $10. Hence, the effective interest rate is about 10.5%, not
16 10%.

17 The point $s clear: if regulation were to allow a 13%

18 return on equity because the equity capitalization rate were

cor'rectly found to be 13%, the utility would in effect be per-19

20 mitted to earn in excess of 13%. This would, of course,
21 allow the utility to achieve a market to book ratio above the

22 1.0 targeted by regulation, which is improper. The question
1
1 23 that arises, therefore, is 9. set return on equity should the,

24 utility be allowed to earn? The correct answer can be.

25 obtained in either of two w sys: (a) adjust the allowed
.

26 return on equity to a level below 13%, even though the
27 correct equity capitalization rate is 13%, or (b) compute the

.

-.-- ,.. m .. - - , - , _ ., , . . . _ . , - . . . - , - , . _ . . - , - -m_ _ - , -. .___maar- . - - - - --
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1 equity capitalization rate using the current dividend and
2 current market price to calculate the dividend yield which
3 results in an understatement of the capitalization rate of
4 13% and allow the utility to earn at that rate which will, as,

5 seen, actual 11 result in a highet earned return on equity.
'

6 To see this concretely, consider the case at hand.
7 Suppose this Commission were to allow MSU to earn 13.75% on

8 equity, which, given the 13.75% equity capitalization rate I
9 have found appropriate, would tend to produce a market to

10 t::ak ratio of 1.0. The Company's book value per share at
11 year-end 1980 was 317.75. If regulation were to allow a

12 13.75% return on equity on a $17.75 book value per share, the
I
| 13 Company's earnings per share would grow continuously at ai

14 daily rate of .1375/365, or .000376712. Hence, at the end of
15 the first quarter, 91 days, MSU's earnings per share would be
16 $.618915 ($17.75 x 1.000376712'l - $17.75). If it pays out a

17 $.405 dividend, its retained earnings per share are $.618915

, 18 - $.405, or S.213915. Itc book value per share is now
1

19 $17.75 + $.213915, or $17.963915. In the second g;srter its
20 earnings per share will be $.626375 ($17.963015 x 2.000376712'l

21 - $17.963915). If it pays out $.405, its retained earnings
22 pe r share are $.221375. Its book value per share is
23 $17.963915 + $.221375, or $18.185290. In the third quarter

24 its ea rnings per share will % $.634093 ($18.185290 x,

-

25 1.00036712'* - $18.185290). If it pays out $.405, its
. -

26 retained earnings per share are $.729093. Its book value per

27 share is $18.185290 + $.229093, or $18.414383. In the fourth
*

.

,___,_.--,._.--,,_.,y,, ,. ,... -4 _ , _ _ _ . , , _ , . . , - . . . - . . . . , , . . . . _ _ _ . - _ . . - _ , . - .
.
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i quarter, its per share earnings will be $.6420*1 ($18.414383
2 x 1.000376712"- $18.414383). If it pays out S.405, its

3 retained eenings per share are $.237081. Its book value per
4 share at the end of the fourth quarter is $18.414383 +

.

5 $.237801, or $18.661464
'

6 In this year, the Company's income available for equity
7 per share is the sum of its quarterly earnings per shaiv;, or
8 $2.521381 ($.618915 + $.626355 + $.634093 + $.642081). Its

9 rate of return per share is thus 14.20% ($2.521381/517.75),
10 which is above the 13.75% equity capitalization rate. Hence,
11 a market to book ratio greater than 1.0 will result.

12 However, as was mentioned, I have estimated MSU's,

13 dividend yield using the average of 36-months of current
14 diviend yields; this perhaps understated the equity capitali-
15 zation rate if investors determine the market price they are
16 v.(111ng to pay for MSU stock using a DCF model like Discrete

17 Model IC. To measure the extent of this possible

13 unde rs ta tement , I solved equation C.(1) shown ,on ? age 2 of

19 this Appendix using the 13.75% capitalization rate I have
,

i 20 recommended, the 3.00% growth estimate I found appropriate

21 for MSU, and MSU's current $.405 quarterly dividend per
22 share. The result is a market price of $15.805123. Such a

23 market price and a $1.62 annual dividend produces a dividend
.W

24 yield of 10.25%, and an equity capitalization rate of 13.25%.,

-

25 Hence, it may understate tha appropriate dividend yield by 50
.

26 basis points. However, as seen, a 13.75% return on equity
27 allowance permits the Coopany to earn 14.20% on equity, not

_ _ _ - . ._. . . __ _ _--___ _ _ _ ._- _ - - _ ._- - - _ - - _ _ - - _ - . _
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1 13.75%, or an excess of 45 basis points. Therefore, the

2 possible enderetatement of the equity capitalization rate
3 using my method of computing the dividend yield is virtually
4 offset by the excess earnings a 13.75% return on equity, if.

5 allowed, would produce. Accordingly, the 13.75% equity*

.

6 capitalization rate and the 14.75% return on equity based on
7 it that may be appropri:ts in this case can be used for
8 regulatory purposes.

!
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