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MISSISSIPPI POWER & LICHT COMPANY
REPORT OF MANAGEMENT

The management of Mississippi Power & Light Company has prepared and is respensible for the
financial statements and related financial informatio. included herein, The financial statements are
based on generally accepted accounting principles. Financial information included elsewhere in this
report is consistent with the financial statements.

To meet its responsibilities with respect to financial information. management maintains and
enforces a system of internal accounting controls that is designed to provide reasonable assurance, on a
cost-effective basis, as to the integrity, objectivity, and reliability of the financial records, and as to the
protection of assets. This system includes communication through written policies and procedures, an
employee Code of Conduct. and an organizational structure that provides for appropriate division of
responsibility and the training of personnel. This system is also tested by a comprehensive internal
audit program.

The independent public accountants provide an objective assessment of the degree to which
management meets its responsibility for faimess of financial reporting. They regularly evaluate the
system of internal accounting controls and perform such tests and other procedures as they deem
necessary to reach and express an opinion on the fairness of the financial statements.

Management believes that these policies and procedures provide reasonable assurance that its
operations are carried out with a high standard of business conduct.
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Jerry L. MAULDEN Cerarp D, Mclnvare
Chairman and Chief Executive Officer Senior Vice President and Chief Financial Officer
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MISSISSIPPI POWER & LIGHT COMPANY
DEFINITIONS

Certain abbreviations or acronyms used in MP&L's Financial Statements. Notes, and Manage-
ment’s Financial Discussion and Analysis are defined below:

Abbreviation or Acronym

AFUDC .

B 1y '

Availability Agreement .. ... ... .

Entergy ........,
Entergy Services

Entergy System or Svstem ... .. ..

BABEE s s v A St i
FERC .....

FERC Complaint Case settlement .

Final Order on Rehearing . ... .. ..

G&R Bonds . .

G&R Mortgage . 1 g% d grpemz b

Grand Gulf Station

Grand Gulf )

Grand Gulf 2. .
Independence Station . ... ..
KWH

LP&L

MWH

Money Pool ..

MP&L.. .

MPSC

NOPSI .. - Wy g
Reallocaticn Agreement

Yerm

Allowance for Funds Used During Construction

Arkansas Power & Light Company

Agreement, dated as of June 21. 1974, as amended,
among Syste n Energy and the System operating
companies and the assignments thereof

Entergy Corporation

Entergy Services, Inc.

Entergy and its various direct and indirect
subsidiarics

Financial Accounting Standards Board

Federal Tnergy Regulatory Commission

Settlement effective May 21, 1991, whereby System
Energy credited approximately $47.6 millien in
the aggregate (including interest) against its June
1991 bills to the System operating companies for
capacity and energy from Grand Gulf 1.

An order issued by the MPSC on September 16,
19585, with respect to MP&Ls Grand Gulf I-
related rate issues

General and Refunding Mortgage Bonds issued and
issuable under MP&L's G&R Mortgage dated as of
February 1, 1988, as amended

General and Refunding Mortgage established by
MP&L effective February 1, 1988, to provide for
issuances of G&R Bonds

Grand Gulf Steam Electric Generating Station

Unit No. 1 of the Grand Gulf Station

Unit No. 2 of the Grand Gulf Station

Independence Steam Electric Generating Station

Kilowatt-Hours

Louisiana Power & Light Company

Megawatt-Hours

Entergy System Money Pool, which allows certain
System companies to borrow from. or lend to,
certain other System companies

Mississippi Power & Light Company

Mississippi Public Service Commission

New Orleans Public Service Inc,

1951 Agreement. superseded in part by a June 13,
1985 decision of FERC. among the System
operating companies and System Energy relating
to the sale of capacity and energy from the Grand
Gulf Station
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MISSISSIPPI POWER & LIGHT COMPANY
DEFINITIONS — (Concluded)

Abbrevistion or Acrenym

Revised Plan . ... ..o i

System Energy . ... ..

T T P Ry LT ol
System or Entergy System ... ... ... ..

Svstem operating companies
Unit Power Sales Agreement

Term

MP&L's Grand Gulf 1-related rate phase-in plan,
originally approved by the MPSC in the Final
Order on Rehearing, as modified by the MPSC
order issued September 29, 1988, to bring such
plan into compliance with the requirements of
SFAS No. 92

Securities and Exchange Commission

Statement of Financial Accounting Standards
promulgated by the FASB

System Energy Resources. Inc

System Fuels, Inc.

Entergy and its various direct and indirect
subsidiaries

MP&L, AP&L. LP&L and NOPSI. collectively

Agreement, dated as of June 10, 1982 as amended.
among the System operating companies and
System Energy, relating to the sale of capacity and
energy from System Energy's share of Grand
Gulf 1
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MISSISSIPPI POWER & LIGHT COMPANY
REPORT OF MANAGEMENT

The management of Mississippi Power & Light Company has prepared and is responsible for the
financial statements and related financial information included herein. The financial statements are
based on generally accepted accounting principles. Financial information included elsewhere in this
report is consistent with the financial statements,

To meet its responsibilities with respect to financial information, management maintains and
enforces a system of internal accounting controls that is designed to provide reasonable assurance, on a
cost-effective basis, as to the integrity, objectivity, and reliability of the financial records, and as to the
protection of assets. This system includes communication through written policies and procedures, an
employee Code of Conduct, and an organizational structure that provides for appropriate division of
responsibility and the training of personnel. This system is also tested by a comprehensive internal
audit program.

The independent public accountants provide an objective assessment of the degree to which
management meets its responsibility for fairness of financial reporting. They regularly evaluate the
svstem of internal accounting controls and perform such tests and other procedures as they deem
necessary to reach and express an opinion on the fairness of the financial statements.

Management believes that these policies and procedures provide reasonable assurance that its
operations are carried out with a high standard of business conduct.
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Jerny L. MavLDeN GeraLp D McInvarLe
Chairman and Chief Executive Officer Senior Vice President and Chief Financial Officer



MISSISSIPPI POWER & LIGHT COMPANY
AUDIT COMMITTEE CHAIRMAN'S LETTER

The Mississippi Power & Light Company Audit Committee of the Board of Directors is comprised
of four directors, who are not officers of MP&L: E. B. Robinson, Jr. (Chairman), John O. Emmerich, Jr.,
Dr. Clyda S. Rent, and Dr. Walter Washington. The committee held three meetings during 1992,

The Audit Committee oversees MP&L's financial reporting process on behalf of the Board of
Directors and provides reasonable assurance to the Board that sufficient operating. accounting, and
financial controls are in existence and are adequately reviewed by programs of internal and external
audits,

The Audit Committee discussed with Entergy's internal auditors and the independent public
accountants (Deloitte & Touche) the overall scope and specific plans for their respective audits, as
well as MP&L's financial statements and the adequacy of MP&L's internal controls. The committee
met, together and separately, with Entergy’s internal auditors and independent public accountants,
without management present, to discuss the results of their audits, their evaluation of MP&L's internal
controls. and the overall quality of MP&L's financial reporting. The meetings also were designed *o
facilitate and encourage any private communication between the committee and the internal auditors

or independent public accountants.
//// ﬁ Z < %

E. B. Robinson, Jr.
Chairman, Audit Committee
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INDEPENDENT AUDITORS REPORT

To the Shareholders and the Board of Directors of
Mississippi Power & Light Company

We have audited the accompanying balance sheets of Mississippi Power & Light Company
(MP&L) as of December 31, 1992 and 1991, and the related statements of income, retained earnings,
and cash flows for each of the three years in the period ended December 31, 1992, These financial
statements are the responsibility of MP&L's management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects. the financial
position of MP&L at December 31, 1992 and 1991, and the results of its aperations and its cash flows for
each of the three vears in the period ended December 31, 1992 in conformity with generally accepted
accounting principles.

Doteitre * T oveda

DELOITTE & TOUCHE
New Orleans, Louisiana
February 12, 1993
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MISSISSIPPI POWER & LIGHT COMPANY 5

BALANCE SHEES :

l

ASSETS |

December 31, !

1982 1891 Q

(In Thousands) :

Utility Plant (Note 1): |

s o L o I ek e T Moo e, il e g W L R $1.364, 419 $1,327,039 '

Construction work in Progress .. ..........coiiia o i 25.879 21.219 f
Electric plant acquisition adjustments .. ... ......... .. ... 45 227

e e Ml et e e T S, E R W =R 1,390.343 1.348 485 ”

Less — Accumulated deprecmhon and amortization . ... ... ... ... 549,150 524,626 :

A7 DT T TS Gty e RN R A e 541193 823,859 :

Other Property and Investments: :

Investment in subsidiary company — at equity (Note 8) ............. L 5,531 ';

i T e Sl ) S P o 3 B A CER Sy T 4,382 1,035 ~

7 R R e | ar woe e Shvat il e Bk sl o L I 9,913 6,566

Current Assets: :

Cash and cash equivalents (Note 1): i

o Ry TR T T S A IR/ R e A 3.438 152 -“

Temporary cash investments — at cost, whlch approximates market:
Associated companies (Note 4) . ... ... .o civieiivinniareans 2 2356 4.560

Other ... .. iy L= S 1 i e LI Ll 0y T 28214 42,530 :

Total cash and cash equivalents. ..............c.ociiiiiian. 34,008 47242 i,

Notes receivable (INOEE 1) | . oo ivn sun s drrmn s s sdns e shassesas 7.405 5838 ‘

Accounts receivable: |

Customer (less allowance for doubtful accounts of $1.3 million in ;

1992 and $1.4 million i 1991 .. . e 29,284 30.251 '
Associated mmpam'es (R I8 . < ano ek e aat e AP 3.605 1.000

OB o5 L U L el b bl o un e A, 4,718 5318 :

Fuel inventory — at a\erage PAHE 1o cals § T e Ry Rl B e 7.325 9,386 ;

Materials and supplies — at average Cost. ... .ovvvainviiecirrrians 21472 20,107 ;

Rote defersals (NoRe 8 5. o ohahian 5 UL 3" 5 oo S0 A ek lbmers s v is 72816 38.372 f

Prepayments and other ... ... ... .. AEEPCI TP e e 1,354 3,791 c

Total........... P A R Al T - : 181,987 161,305 |

Deferred Debits: w

Rate deferrals (INOe 2) .. ..ottt cn et i iaetneaen 600,102 652,076 |

Notes receivable (Note 1) ... .. R O Y ey - e N 15,7 14,746 |

Other. .. 0 e o L PRI -y PR WIR s T T Dt ot ] 4 T 11,792 13,723 ﬁ

Total . oo ine s S renansiivid ey | SRTESD 650,545 |

AR 0 T s Sic o da i n by b i i kg v Bl 3 coeeos 81,660,726 8167227 F

|

See Notes to Financial Statements. g
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BALANCE SHEETS

MISSISSIPPI POWER & LIGHT COMPANY

CAPITALIZATION AND LIABILITIES

Capitalization:

Common stock, no par value, authorized 15,000,000 shares; issued
and outstanding 8,666,357 shares in 1992 and 7,579 400 shares in
TODE TNDRE B, 1) Lovie b 2t e adls woals o dlsrm d s s s 214 &g RN ag et

Retained earnings (Note T) .. ....ooovroioirianiiniaiiinmininanns

Total comme.. shareholder’'s equity .. ....... ... . ... 0000

Preferred stock — net of premium and expense (Note 5):
Without sinking fund .. ... ..o oo e
With sinking fund . ., ... oo

Long-term debt (Note 8) . ... .....ooooiivuiimniamianiiiniaianrsios

Other Noncurrent Liabilities:

Obligations under capital leases . . ... ............. ..o .
Accumulated provision for losses. . ... ... o

Current Liabilities:
Currently maturing long-term debt (Note 6) .. ..
Accounts payable:
Associated companies (Note 10) ..

Dthar ..o e s TP o | .

Customer deposits . . ........ v iramnivaiirioiaara
Taxes accrued ., . e o el st Bl
Accumulated deferred income taxes 4\'ote 3)

Interest BOerUBd . o o iici v v o n ik wan e vrh LY
Dividends declared . . .. .. .. o Pk T or ol A W O 1 976 N
Obligations under capital leases. ... ......... v
Other . ......coonvnes

T e TP TRRAP TeI s e o b 9 5 e

Deferred Credits:

Accumulated deferred income taxes (Note 3) ....... ... ...

Accumulated deferred investment tax credits (Note 3)
Other .............

Totel= 1.7 5 5y ki i e T s

Commitments and Contingencies (Note 8)
TOREL o v nade; s o 4k B

See Notes to Financial Statements.

December 31,

1962 1991

(In Thousands)

$ 199326 8§ 174326
230,201 243819

429 527 418,145
57854 38,077
60,581 69,339
512675 502,848
1,060,637 1,028 409
842 981
2,946 1413
3788 5,304
55230 100,210
27,634 30,165
5649 20 483
20,460 19.622
26,452 26.278
31 842 18995
22,391 22,26¢
2472 2 40
151 143
7.745 5,112
205026 245,698
346,107 349 564
36.999 38 576
8,169 4,031
391,275 392,77

$1.660,726 $1.672.275

e P S A T S p—
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MISSISSIPPI POWER & LIGHT COMPANY
STATEMENTS OF CASH FLOWS

Operating Aotivities:

NP INODIIE L. 5 - L sl TN RIS E SR v

Naoncash items ¢ luded in net income:

Change in rate deferrals (Note 2) .. .......... ...

Depreciation and amortization. . ... .. .. ..

Deferred income taxes and inv estmmnt tax o rc-dns o
Allowance for equity funds used during construction

Provisions for estimated losses . ... ... . ...
Changes in working capital:

Receivables . ... .. B0 25w Dyt & e leEa ks ermsan 3
Accounts payable .. .. ... .. e il A T <

Taxes and interest acerned . . ... ...

Custorier dePosits. . . . <\ v viiimpininais o § o

Materials and supplies . et waTichest e v
Other working capiml ACCOUDES .\ o\ iit v,
Other .

Net (ash flow prov |ded b\ op(-rahng activities . .,

Investing Activities:
Construction expenditures ... .

Allowance for equity funds vsed dunng constrisckion .......

Net cash flow used by investing activities . . . .

Financing Activities;
Proceeds from issuance of:

General and vefunding bonds ... ... .. ... ...,

Common stock .. ..

Preferred stock .
Retirement of:

First mortgage bonds . .

Preferred stock

Other long-term debt .
Dividends paid:

Preferred stock . ... . ARAn v T B S

Common stock . . ... .. ..., .. a3 Bl s o B
Changes in short-term borrowings . .............

Net cash flow used by financing activities. . ., ... ..

Net increase (decrease) in cash and cash equivalents . ... ...

Cash and cash equivalents at beginning of period . . . ..

Cash and cash equivalents at end of period .. ..., ...

SUPPLEMENTAL DISCLOSURE OF CASH FLOW
INFORMATION:
Cash paid during the period for:
Interest (net of amount capitalized) ... ... .. ...

LT U S S CURG NPCLNLC R . BT RR: VE A

See Notes to Financial Statements

10

For the Years Ended December 31,

1902 1991 1960
(In Thousands)

& 65036 $ 63088 $ 605830
17,530 14,626 (25,067)
31,493 30,089 35.023
18,685 30 857 33,888

(665 ) (1.302) (261)
(1.467) 1,226 1,327
{924) (3.743) (4.401)
(14.363) (3,253) (4.212)
2279 (2072) 1,551
838 T 359
696 {3,938) (6.829)
2,445 K19 (2.651)
{2.505) 1.338 11.256
R 18,773 128,505 103813
(53.451) (58.368) (51.64%)

B 665 1.302 261

__{52813) {57,066) (51.387)
65 000 — 30.000
25 000 — —
19.777 - —

(101 416} - (30,000)
(9,500 (9.500) (2.500)
(210) (200) (335)
(9.445) (10,322) (10,892)
(68,400) (7.847) (33.901)
Lot i (30000 (1,700)
_(79.194) (30.569) (49,328
{153.234) 40.570 3,09%
47242 6672 L 3,574

$ ';31908 47,242 $ 6672

$ 62727 § 69545 § 64,796

$ 14566 § 2108 § 1685



LN T TR TR TR L b e B e e R e g N — o p— RN R R Bp——

MISSISSIPPI POWER & LIGHT COMPANY
MANAGEMENT’S FINANCIAL DISCUSSION AND ANALYSIS

LIQUIDITY AND FINANCIAL CONDITION
Overview

As detailed in the Statements of Cash Flows, MP&L's cash requirements in 1992, including
dividend payments to Entergy, were satisfied primarily with internally generated funds and cash on
hand supplemented by issuances of debt and common and preferred stock.

Operating Activities

Net cash flow from operations totaled $117 4 million in 1992, While there were no significant
nonrecurring ttems. various factors contributed to our cash position at year end. As previously
deferred costs are recovered, collections under our Grand Gulf 1 rate phase-in plan exceed the current
cash requirements for the Grand Gulf l-related costs. In the income statement, these revenue
collections are offset by the amortization of previously deferred costs, therefore, there is no effect on
net income. See Note 2. incorporated herein by reference, for additional information on MP&L's rate

phase-in plan,

Investing Activities

In 1992, cash was used primarily for construction expenditures related to existing plants.

Financing Activities

In 1992, MP&L's primary financing activives included the refinancing of high-cost debt and
preferred stock, and dividend payments on common and preferred stock,

Capital and Refinancing Requirements and Capital Resources

See Note 8, incorporated herein by reference, for information on MP&L’s capital and refinancing
requirements for 1633 through 1995.

Earnings coverage tests, bondable property additions, and accumulated deferred Grand
Gulf 1-related costs recorded as assets, limit the G&R Bonds and preferred stock that MP&L can issue.
Based on the most restrictive applicable tests as of December 31, 1992 and assuming un annual interest
or dividend rate of 9%, MP&L could have issued 8277 million of additional G&R Bonds or $200 million
of additional preferred stock; however, based on the remaining amount of preferred stock authorized,
but unissued, by MP&L's charter, MP&L only could issue $17.5 million in additional preferred stock.
MP&L's charter, however, could be amended to increase the amount of authorized preferred stock.
MP&L has the conditional ability to issue G&R Bonds against the retirement of bonds without
satisfying an earnings coverage test.

See Notes 5 and 6, incorporated herein by reference, for information on MP&L's financing
activities and Note 4. incorporated herein by reference, for information on MP&L's short-term
borrowings and lines of credit.

11



MISSISSIPPI POWER & LIGHT COMPANY

STATEMENTS OF INCOME

For the Years Ended December 31,

1902 el 1990 |
(In Thousands) :
Operating Revenues (Notes 1, 2 and 10) .. ... ............. ... 8817650 8754632  $761.188 :
Operating Expenses: :
Operation (Note 10): |
Fuel for electric generation and fuel-related expenses .. . .. 112,032 104,553 119,166 ,
Purchased power ... ... ... . i 301,912 254 868 306,296 ‘
T I e TRW T PR A AR - N R L Lt . 104,287 98 K84 93,204 |
T T N S T B g e T T T Pt o e 42,153 37.660 31,132 ‘
Depreciation and amortization (Note 1) ................... 31,493 30,089 35,023 "‘
Taxes other than income taxes ... ... ....cconviiiieinrnis 40,738 37.534 36,788
Income taxes (Note 3) .. ... 7 PRy S I Ty o i o), W 40,751 36,537 31.510 :
Rate deferrals: :

BAYS BORSTTRIEL s i Tk s 1y AT N oot k1 e I (22.876) (53.333) (89,273)

Amortization of rate defervals . . ....... ... .............. 61,456 58,480 58,480

Income taxes — {eredit) (Note 3) .............ovvvniiiis (19.070) (6,601) 6,503

- PR RC N A " 692876 628671 632219

Operating Income ... ........... L ol e 8 s el g e s 124,774 125,961 125 969
Other Income: |
Allowance for equity funds used during construction .. .. ... 668 1,302 261 :

Miscellaneous — net .. .....oooo it 4,562 1,525 (1,066)
Income taxes — {(debit) (Note 3). . ... .. ... . ..0ccoiivivs.es (1.467) K1 398 |
R L LIS P S WP il 3,763 2,908 (407) *
Interest Charges: .
Interest on longtermdebt . ... .. .. i 60,709 63,628 63,975 ;
Oher INTErest == DO . .. oo s e i h s st et s tasan s snss 3,357 4013 4,743 :'
Allowance for borrowed funds used during construction . . . .. {565) (1,860) (986) !

p 1 ) B I R . P S 1 I S 63,501 5,781 67,732

NOE INCOMIE < oo v s s vs srn e wss se aels an v i & n'dn hin oo s 1 65,036 63,088 60,530

Preferred Stock Dividend Requirements. .. ................... 9513 10,074 10.802
Earnings Applicable to Common Stoek ........ ... .. § 55523 § 53014 § 50,028 :

See Notes to Financial Statements.
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MISSISSIFPI POWER & LIGHT COMPANY

STATEMENTS OF RETAINED EARNINGS J

For the Years inded December 31, i

1992 1981 1990 “

{In Thousands) .

Retained Earnings, January 1............. b s e AN $243 810  $199393  $183,286 :

Add: i

TSR T ) SR e = e e P T v 65,036 63,088 60,530 !

Crew o S S SO et o o S R R = ey T 308855 262481 244116 |

Deduct: :

Dividends declared: :

Preferred stock . . ... ... oo T 9,513 10,074 10,802 i
ey o e Tt SRR Uk T LW 1T 68,400 7.847 33,901

Preferred stock expense - . ..........c.oiiiiiiiiiienianan 741 741 20 :

177 1 [NTNTE ol P, o Y g gt o8 o WO i e 78,654 18,662 44,723 |

Retained Earnings, December 31 (Note 7) ................00. $230.201  $243819  $199.393 ‘

See Notes to Financial Statements.
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MISSISSIPPI POWER & LICGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS

Net Income

MP&L's net income increased in 1992 due primarily to increased operating revenues and
decreased interest expense and income tax expense, partially offset by increased maintenance expense.
Net income increased in 1991 due primarily to a reduction in depreciation expense and a decrease in
income tases caused by lower federal income tax rates on the utilization of net operating losses. These
increases in net income were partinlly offset by the reduction in revenues from sales for resale from a
one-time intra-svstem equalization billing adjustment recorded in September 1991 and the impact in
1990 resulting from the recording of materials and supplies inventory. Significant factors affecting the
results of operations and causing variances between the vears 1992 and 1991, and 1991 and 1980 are
discussed under “Revennes and Sales” “Expenses.” and “Other” below

Revenues and Sales

See “Selected Financial Data — Five-Year Comparison.” incorporated herein by reference. fol-
lowing the Notes, for information on operating revenues by source and KWH sales.

Electric operating revenues were higher in 1992 resulting from an increase in other revenue of
approximately $36.5 million related to MP&L's rate deferral over/under recovery and an increase of
approximately $14.0 million in retail operating revenues due to lower fuel adjustment credits. Neither
of these revenue fluctuations affected net income. Revenues from sales for resale were higher in 1992
resulting from the September 1991 one-time equalization billing adjustment referred to below, While
total energy sales were relatively flat in 1992 increased sales for resale to nonassociated companies,
resulting from changes in generation avalability and requirements among the System operating
companies, were offset by lower retail sales resulting from milder temperatures

Electric operating revenues were lower in 1991 resulting from a decrease in revenues from sales
for resale as a result of a ane-time intra-system equalization billing adjustment. (Certain 1985-1991
intra-system equalization billings under the System Agreement were adjusted in 1991, reducing
operating revenues by approsimately $10.6 million.) Miscellaneous revenue decreased by approxi-
mately 86.1 million in 1991 resulting primarily from a reduction in MP&L's collections through its fuel
adjustment clause. These decreases were partially offset by a 89.7 million increase in retail operating
revenues, Energy sales were 2% higher in 1991 resulting from sales for resale to associated and non-
associated compames due 1o changes in generation capability and requirements among the Svstem
operating companies.

Expenses

Fuel for electric generation and fuel-related expenses decreased in 1991 as a result of an
approvimately 815 milhon decrease in oil-fired and gas-fired generstion cost due to lower oil-fired
generation requirements and Jower average unit gas prices, respectively, Maintenance expense was
higher in 1992 due primarily to an inerease in scheduled maintenance at MP&L's power plants. This
inereased level of regular scheduled maimtenance is anticipated to continue over the next few vears.
Maintenance expense was higher in 1991 due primarily to the 1990 recording of approximately
$7.2 million of materials and supplies inventory, which correspondingly reduced 1990 maintenance
expense

Depreciation expense decreased in 1991 primarily as a resuit of the implementation of revised
depreciation rates in the second quarter of 1991 approved by the MPSC, resulting from a new
depreciation study. Implementation of the new rates resulted in a reduction of approximately

4
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MISSISSIPPI POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS — (Concluded)

$9.0 million in depreciation expense in 1991 compared to the amount that would have been recorded
using the previous depreciation rates. MP&L's deferrals of Grand Gulf 1-related costs decreased in
both 1992 and 1991 resulting from the collection of a larger portion of these costs under the step-up
provisions of our phase-in plan. Total income taxes were lower in 1992 due primarily to an increase of
approximately $4.8 million in estimated income tax benefits related to tax depreciation resulting from
certain elections made in 1991. Total income taxes were lower in 1991 due primarily to the 85.2 million
decrease related to the impact of reductions in federal income tax rates on the utilization of MP&L's
1986 and 19587 federal net operating losses in 1991 and 1990.

Other

Miscellaneous other income — net increased in 1992 due primarily to interest income in connec-
tion with the settlement of deferred coal charges from System Fuels and increased in 1991 due
primarily to a 1990 reduction in previously recorded finance charges related to sales of heat pumps.
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MISSISSIPPI POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

SIGNIFICANT FACTORS AND KNOWN TRENDS

The Energy Policy Act of 1992

The Energy Folicy Act of 1992 (Energy Act). signed into law in October 19692, will have a
significant impact on our industry. This act will increase competition and alford the Entergy System
the opportunity. and the risks, associated with an open and more competitive market environment.
The Energy Act reforms the Public Utility Holding Company Act of 1935 and encourages competition
in the wholesale energy market. The Energy Act creates a new class of energy providers known as
exempt wholesale generators (EWGs). EWGs will be able to compete in the wholesale market without
the constraints of certain regulation, The Energy Act also gives FERC the authority to order investor-
owned utilities to provide transmission access to or for other utilities, including EWGs.

Least-Cost Planning

In Decenber 1992 MP&L [led a Least Cost Integrated Resouwsce Plan (Plan) with its retail
regulator. The Plan includes demand-side measures such as customer energy conservation and shifting
electrical usage to off-peak periods. Supply-side measures generally include greater efficiency of power
plants through the reconfiguration or addition of equipment. These measures are designed to delay the
building of any new power plants by the Entergy System for the next 20 years. Without implementing
such measures, new electric generating capacity would be needed as early as 1999, Under the Plan.
which s subject to regulatory approval, customers would see a slight increase in rates while the initial
measures are implemented. Once the programs go into effect. it is anticipated that a reduction in
customer bills will result. It is MP&L's intention to seek recovery for all demand-side Plan related costs
in an appropriate proceeding filed with the MPSC at the conclusion of the Plan docket. Following
implementation. savings will be generated from lower costs than would have otherwise been
necessary. Least-cost planning enables MP&L, along with its customers and regulators, to prepare to
meet our future energy needs

Retail and Whaolesale Rate Tssues

To enhance our competitive position, MP&L is not currently planning to file for general changes
in retail rates in 1993 (with the exception of minor increases under the Plan). MP&L is aggressively
following a cost reduction program to avoid potential earnings erosions that might result from this
policy See “Corporate Reorganization” below. To avoid rate increases in the longer term, MP&L plans
to take advantage of opportunities available through least-cost planning, as discussed above.

In 1992, FERC approved, with certain modifications, the proposal of the System operating
companies and Entergy Power to sell wholesale power at market-based rates and to provide to electric
utilities “open access” to the System’s transmission system {subject to certain requirements). Various
intervenors in the proceeding filed petitions for review with the United States Court of Appeals for the
District of Columbia Circuit. FERC's order. once it takes effect, will increase marketing opportunities
for MP&L. but will also expose MP&L to the risk of loss of load or reduced revenues due to
competition with alternative snppliers,

Clean Air Act Amendments

The Clean Air Act Amendments of 1990, among other things, place limits on emissions of sulfur
dioxide and nitrogen oxide from fossil-fueled generating plants. Utilities must comply with the first
phase by 1995 and with the second phase by 2000. Based on current evaluations of our existing
facilities. we believe that no additional equipment will be required to control sulfur dioxide cmissions
to comply with the Act, We may be required to install emission controls at owr two coal units and to
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MISSISSIPPI POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

SIGNIFICANT FACTORS AND KNOWN TRENDS — (Concluded)

install continuous emission monitoring systems at some or all of our fossil-fueled units to control
nitrogen oxide emissions. We currently estimate that total capital costs of approximately 87.1 million
could be required to comply with this and other provisions of the Act,

Corporate Reorganization

We, as a part of the Entergy System, are continuing to reorganize our corporate structure and
streamline our operations in order to bring MP&L's administrative and general costs in line with top
performing electric utilities. In addition. we are also implementing more stringent budgeting practices
to contain costs,

Accounting Issues

See Note 9, incorporated herein by reference, for information on postretirement benefits other
than pensions (SFAS No. 106) and postemployment benefits (SFAS No. '12). See Note 3, incorporated
herein by reference, for information on accounting for income taxes (SFAS No, 109).

Summary

MP&L's future financial condition will be affected by many opportunities and challenges. Our
positioning related to the provisions of the Energy Policy Act of 1992 will enable the Entergy System to
aggressively and effectively compete in the evolving electric energy industry. Our Least Cost
Integrated Resources Plan will also help us to plan and work with our customers and regulators to meet
future energy needs. In addition. MP&L will continue to streamline operations and contain costs in an
effort to bring MP&L in line with top performing electric utilities




MISSISSIPPI POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

MP&L maintains accounts in accordance with FERC and other regulatory guidelines. Certain
previously reported amounts have been reclassified to conform to current classifications.

Revenues and Fuel Costs

MP&L records revenues when billed to its customers with no accrual for energy delivered but not
vet billed.

MP&L's rate schedules include fuel adjustment clauses that allow current recovery of estimated
fuel costs, with subsequent adjustments of estimates to actual.

Utility Plant

Utility plant is stated at original cost, with additions to utility plant recorded at cost. The original
cost of utility plant retired or removed, plus the applicable removal costs, less salvage, is charged to
accumulated depreciation. Maintenance, repairs, and minor replacement costs are charged to operat-
ing expenses,

AFUDC represents the approximate net composite interest cost of borrowed funds and a
reasonable return on the equity funds used for construction. Although AFUDC increases utility plant
and represents current earnings. it is only realized in cash through depreciation provisions included in
rates. MP&L's effective composite rates for AFUDC were 12.0%, 10.4%. and 9.4% for 1992 1991, and
1990, respectively.

Depreciation is computed on the straight-line basis at rates based on the estimated service lives of
the various classes of property. Depreciation provisions on average depreciable property approximated
2.5% in 1992, 2.4% in 1991 and 3.1% in 1990.

MP&L filed. and the MPSC approved, a new depreciation study in June 1991 Implementation of
the new depreciation rates effective January 1, 1991, which are lower than previous depreciation rates.
resulted in a reduction of approximately $9.0 million in depreciation expense in 1991 as compared to
the amount that would have been recorded using the previous depreciation rates. This change in
depreciation expense during 1991 resulted in an increase in net income of approximately $7.0 million.
There is no impact on the rates charged to customers under current rate schedules.

Substantially all of MP&L’s utility plant is subject to the lien of its first mortgage bond indenture
and the second lien of its G&R Mortgage bond indenture.

Jointly-Owned Generating Station

MP&L owns 25% of the Independence Station, a two-unit, coal-fired generating station located
near Newark, Arkansas. MP&L records its investment in and expenses associated with this station to
the extent of its ownership and participation. MP&L's investment in the Independence Station was
approximately 82224 million and §2215 million, less accumulated depreciation of approximately
$61.9 million and $57.4 million as of December 31, 1992, and December 31. 1991, respectively.

Noies Receivable

MP&L currently has a program. wherein it finances heat pumps for its customers through notes
receivable. Such notes are repayable in equal monthly installments of principal and interest over a
5 year period and bear interest at a market-based rate at the time of sale. The amounts financed are
classified on the Balance Sheet as current and noncurrent notes receivable.

1%
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i MISSISSIPPI POWER & LIGHT COMPANY
, NOTES TO FINANCIAL STATEMENTS — (Continued)

Income Taxes

MP&L. its parent. and affiliates file a consolidated federal income tax return. Income taxes are
allocated to MP&L in proportion to its contribution to consolidated taxable income. SEC regulations
require that no System company pay more taxes than it would have had a separate income tax return
been filed. Deferred income taxes include differences between book and taxable income to the extent
permitted for ratemaking purposes. Investment tax credits are deferred and amortized based upon the
average useful life of the related property. in accordance with rate treatment.

In addition, MP&L files a consolidated Mississippi state income tax return with certain other
System companies.

Other Noncurrent Liahilities

e e . s

MP&L records provisions for uninsured property risks and claims for injuries and damages |
through charges to operation expenses on an accrual basis. Provisions for these aceruals. classified as
other noncurrent liabilities. have been allowed for ratemaking purposes.

Cash and Cash Equivalents

For purposes of the Statements of Cash Flows. MP&L considers all unrestricted highly liquid debt |
instruments purchased with an original maturity of three months or less to be cash equivalents, !
]

Fair Value Disclosure :
SFAS No. 107, which is effective for fiscal years ending after December 15, 1992, requires :
disclosure of the fair value of all significant financial instruments. The estimated fair value amounts .

have been determined by MP&L. using available market information and appropriate valuation
methodologies. However. considerable judgment is required in developing the estimates of fair value,
Therefore, our estimates are not necessarily indicative of the amounts that MP&L couid realize in a
current market exchange. In addition. gains or losses realized on financial instruments would generally
be reflected in future rates and not accrue to the benefit of stockholders.

MP&L considers the carrying amounts of financial instraments classified as current assets and
liabilities to be a reasonable estimate of their fair value because of the short maturity of these .
instruments. In addition, MP&L does not presently expect that performance of its obligations will be I
required in connection with certain off-balance sheet commitments and guarantees considered '
financial instruments. Due to this factor, and because of the related party nature of these commitments

and guarantees, determination of fair value is not considered practicable. See Notes 5. 6. and § for l
additional farr value disclosure. :
NOTE 2. RATE AND REGCULATORY MATTERS :

Grand Gulf 1

MP&L's currently effective Grand Gulf 1-related rate deferral plan (Revised Plan) provides,
among other things. for the recovery by MP&L. in equal annual installments over ten vears beginning
October 1. 1988, of all Grand Gulf i-related costs deferred through September 30. 1958 pursuant to the
Fina! Order on Rehearing. The balance as of September 30, 1985 of deferred Grand Gulf 1-related costs
was aporoximately $645.4 million. Approximately $312.1 million has been recovered by MP&L from
October 1. 1988 through December 31, 1992, leaving a balance of approximately $336.3 million as of
December 31, 1992, Additionally, the Revised Plan provided that MP&L deferred, in decreasing
amounts. a portion of its Grand Gulf 1-related costs over four vears beginning October 1, 1988, In
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MISSISSIPPT POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

October 1992, these deferrals began being recovered by MP&L over the next six years ending
September 30. 1998. The Revised Plan also allows for the current recovery of carrying charges on all
deferred amounts.

Least-Cost Flanning

In December 1992, MP&L filed a Least Cost Integrated Resource Plan (Plan) with its retail
regulator. The Plan includes demand-side measures such as customer energy conservation and shifting
electrical usage to off-peak periods. Supply-side measures generally include greater efficiency of power
plants through the reconfiguration or addition of equipment. These measures are designed to delay the
building of any new power plants by the Entergy System for the next 20 years. Without implementing
such measures. new electric generating capacity would be needed as early as 1999. Under the Plan,
which is subject to regulatory approval. customers would see a slight increase in rates while the initial
measures are implemented. Once the programs go into effect. it is anticipated that a reduction in
customer bills will result. It is MP&L's intention to seek recovery for all demand-side Plan related costs
in an appropriate proceeding filed with the MPSC at the conclusion of the Plun docket. Following
implementation. savings will be generated from lower costs than would have otherwise been
necessary. Leas' -ost planning enables MP&L, along with its customers and regulators, to prepare to
meet our future cnergy needs.

NOTE 3. INCOME TAXES

Income tax expense consists of the following:
For the Years Ended December 31,

Cime 1991 1990
(In Thousands)
Current:
Federal ... ..o ov oo donsinsianasansnnsssbennasesacnane, & 4532 § (1.000) § 4027
State ... ... . el =T L TR I i op (69) o -
Total...... i gl LS afnd )R Wy e DT (1,000) 4,027
Deferred — net:
Federal reclassification due to net operating loss ... ... .. 28,561 29,756 21,308
State reclassification due to net operating loss. ... ...... .. 4 883 4,587 2997
Liberalized depreciation . .. ...... . cooiiniiiinisieiiiiann 9,448 8.565 5,245
Rate Deferral — net. . . ....... ol CPRER h TIE ACRT PN LT (11,220) {10,137} 4 668
Unbilled revenue. .. .......cooovieiioaren L S (5.722) 1.207 1.466
Pension liability ... .. B N ¥ Ry -C il R N {1,233) {157) 122
Adjustments of prior year taxes. ... ... (3.471) (54) (3,812)
S L T e W A T e R D (813) (1,248) 3,728
L T T e i L T e 20,431 32,489 35.722
Investment tax credit adjustments — net ... .. o (1.746) (1634) (1,834)
Recorded income tax exXpense . ... .............-oionis i}_ﬁ}_l_ﬁ 8 29855 &ﬂl&
Charged 10 0perations . ..., .....ccooiceamnonnns ceeieneen o 8 21,681 $ 20936 $38,313
Charged (credited) to other income . ....... .. ... ... ... 1,467 (81) (398)
Total income taxes . .. ... .5 .oiivaiuirine-..oo. § 23148 $_29.855 637!915
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NOTES TO FINANCIAL STATEMENTS — (Continued)

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 (dollars in thousands):

For the Years Ended December 31,
1892 1991 1990

% of % ol % of
Pre-Tax PreTax Pre-Tax
Amount  Income Amount Inome Amount Income

(Dollars in Th usands)

Comguted st statutory rate ... ............... . $209583 340 §31601 340 833573 340
Increases (reductions) in tax resulting from:
Impact of change in tax rate .. .. ... .. A gs Tarin 2286 25 1425 15 6603 6.7
State income taxes net of federal income tax
effect. . ............ ol & i e oy ad sndroe 234 £33 34 3175 34 3472 35
b R TR R U, e G B RN B {2571) (29) 944 179 981 1.0
Amortization of excess deferred income taxes .. (4682) (53) (4682) (50) (4682) {4.7)
Amortization of investment tax credits . .. ... ... (1,746) (20) (1634) (18) (1.620) (1.6)
Adjustments of prior year taxes . .............. (2,760) (3.2) (1,149) (1.2) (243) (0.3)
ISR o BIOE . Torair s 3 0l s 20 5ebwh ovim x B w o i s (3) — 175 0.2 (169) (0.2)
Total income taxes . ... ................. $23.148 262 $20855 321 837915 384
f——— b ——-4 =====u= p—— e ==

The tax effects of federal net operating tax losses that are carried forward have been recorded as
reductions of deferred income taxes. These tax losses totaling $22.2 million as of December 31, 1992
are available to offset taxable income in future years and, if not used, will expire in the years 2006
through 2007,

The alternative minimum tax (AMT) credit as of December 31, 1992 was $5.1 million. This AMT
credit can be carried forward indefinitely and will reduce MP&L federal income tax liability in the
future.

In February 1992, the FASB issued SFAS No. 109, “Accounting for Income Taxes,” which is
generally effective for fiscal vears beginning after December 15, 1992. 7he new standard requires that
deferred income taxes be recorded for all temporary differences and carryforwards, and that deferred
tax balances be based on enacted tax laws at tax rates that are expected to be in effect when the
temporary differences reverse. The new standard was adopted by MP&L effective January 1, 1993 As a
result of the adoption of SFAS No. 109, MP&L's 1993 net income will be reduced by $3.6 million, assets
will be increased by 86.7 million, and liabilities will be increased by $10.3 million. This adjustment
includes deferred income tax labilities and related regulatory assets recorded for cumulative income
tax timing differences which will be recovered through rates when the timing differences reverse.

NOTE 4. LINES OF CREDIT AND RELATED BOKROWINGS

The SEC has authorized MP&L ‘o effect short-term borrowings up to $100 million, subject to
increase to as much as $113 million after further SEC approval. These authorizations are effective
through November 30, 1994, As of December 31, 1992, MP&L had unused lines of credit for short-term
borrowing of $30 million from banks within its service territory. In addition, MP&L can borrow from
the Money Pool. subject to its maximum authorized level of short-term borrowings and the availability
of funds. MP&L's short-term borrowings are limited by the terms of its CG&R Mortgage to amounts not
exceeding the greater of 10% of capitalization or 50% of Grand Gulf 1 rate deferrals available to
support the issuance of G&R Bonds. MP&L had no outstanding borrowings under these arrangements
as of December 31, 1902
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MISSISSIPPI POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

NOTE 5. PREFERRED AND COMMON STOCK

The number of shares and dollar value of MP&L's cumulative, $100 par value preferred stock was:

As of December 31,

Shares (';'" T.:

Authorized and . ““sd

Outstanding Total Dollar Value Deceigher 3):
1092 1991 1962 1991 i992
(Dollars in Thousands)
Without sinking fund.

4.36% Series . . .................. 99920 50920 8§ 5992 § 5992 $103.56
40N Beries . .. . .. osis e . 43888 43,888 4,389 4.389 $107.00
492% Series . . .. ... c.iiiaaan 100,000 106,000 10.000 10,000 $102.58
7.44% Series. . .................. 100,000 160,000 10.000 10,000 $102.81

BIBK Series. .. .civcvvavsinnises 200.000 — 20.000 — —
916% Series. ... ............ .. 75.000 75,000 ; 7. $104.06

Issuance €xpense .. .......... ...0- - — (223) -
o DO e e e et e — 5 196 196
Total without sinking fund. . .. $ 57854 $ 35077
With s'nking fund:
Q00% Series . ... 210,000 250000  $ 21000 § 25000 $106.75
BT PO . - il e 4 s 350,000  350.000 35,000 35.000 $104.34
1200% Series . .. ...ooovvnianiians 87.7 67,7 5,770 6,77 $109.00
16.16% Series .. . ..... ... Tt b 15.000 30,000 1,500 3,000 $112.12
THIDOBNE . /e e sl s San sl fdbs 4 - — (2.659) {3,431
Total with sinking fund $ 60,551 $ 69.339

The total carrying amount of MP&L's preferred stock was $118.4 million as of December 31, 1992.
The fair value, determined using bid prices reported by dealer markets and by a nationally recognized
investment banking firm. was estimated te be $116.1 million as of December 31, 1992, See Note | for
additional information on disclosure of fair value of financial instruments.

As of December 31. 1992, MP&L had 175,000 shares of cumulative. $100 par value preferred stock
that were authorized but unissued.

Changes in the common stock and preferred stock, with and without sinking fund. during the last
three years were:

Number of Shares
1992 1991 1990
Common stock issuances (823 issuance price) ............ 1066957 - -_
Preferred stock issuances:
$100 par value:
T T I R e P e T i 200,000 — _—
Preferred stock retirements:
$100 par value:
Q00% Series . ... ... T e b e (70.000)  (70.000) —
JLO0K BOIEBE + <« <o cnioecrapnissvanmsuessonitnsaas (10.000) (10,000} (10.000)
16,16% Series . .. o TS Sy s e oy WY (15.000) (15.000) (15,000)
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NOTES TO FINANCIAL STATEMENTS — (Continued)

NOTE 6. LONG-TERM DEBT
The long-term debt of MP&L as of December 31, 1992 and 1991 was as follows:

1962 1991
(In Thousands)
First Mortgage Bonds:

14.40% Series due 1992 ... ... ... .. PR e e T == $ 75000
AY.% Series Aue 00D . .. oov iy st an sy s e b $ 20.000 20,000
5% Series due 1996 .. ... ... i e W, 25.000 25,000
S0 Bevies Que 1998 . . . . v rolines sk i R Al iy A e a e 10,600 10,000
9%% Series due 1999 . . ...... ... ...... s T NP L il =y 1 20,000 20,000
9'/.% Series due 2000 . ... ... .. ... .. syl B 8 o s 17.500 17,500
7. Series due 2002 ... ... . ...... e R N ST B 15,009 15.000
P Serdes e DO i oo lis o doals 2o 52 i v rbd T d 30.000 30.000
B Barias e SO0 . o e R A i bk A S e 20,000 20,000
97,% Series due 2004 . ... ... ... ...... L L PP, et Tiyy” ~{ W LERCE 8 25.000 25.000

10Ui% Series Que BOOS . . . v i omsisweis e s asasaans sy sydedass — 25.000
GV Baries dae SO0 o ol s Wiy 5 4 i 6 Wl et A 70,000 70,000
Total First Mortgage Bonds ... ... .....coo0iioionineinns 252,500 352,500
General and Refunding Bonds:
1465% Sevies due Y3 .. . 0 hv il e il s o F e S g 55.000 55.000
990% Series due 1994 .. ... R A 30.000 30.000
11.11% Series due 1994 .. ... ... ... . covivviies L worom % AOTED 18,000 15,000
5095% Series due 1995 . .. .. .c i e e e s 15.000 -
S Y% Saring doe TOBR .. s rrtin-is S » os'sd wted s foct & et pre Bilieaty 10,060 10.000
JAO0% Beties Aup 1008 . o uammil o ct b s v oy w4 5 xalids ot K 20.000 20.000
11.18% Series due 1996 . ... ... .. .. EER TP PR, LR Wel =T et L 26.000 26.000
6.95% Series due 1997 .. .. A maToalcodsh v 2 s B R e 3y vt 50,000 -
11.20% Series due 1997 .. ... ... it % el edn s B o e 46.000 46,000
Total General and Refunding Bonds . ................... .. 270,000 205.000
Pollution Control Revenue Bonds:
L% Seriet due 1002 80 BOBE. |5, 15 i« ov s v absmens v 5 3ol s iein 9.000 8110
BY.% Sories-due 1992 10 Q004 .. o 15 55 v sa s dlna b S el amas wu u s 5,205 8.305
8% Series due 1995 .. ...... .0 iviin s Sk A BT e A P 050 950
SV Berine Aul BOERE 1. . s ato i hasis o fple s sy vk fam o 10.000 10,000
A ETEREE SR ) TR L AR C PN N 8, S 10.000 10.000
GHE Sonins Aue DOIE® o D i s e Py G e Ay R A A 10.000 10.000
Total Pollution Control Revenue Bonds ..., ... ... ... .. 45,155 48,365
Unamortized Premivm and Discount-Net .. ... ... ... ... ... .. (2,750) {2.807)
Tota! Long-Term Debt . . ... ... oiiiiiii i, 567905 603,058
Less—Amount Due Within One Year . . ........ ... 55,230 100.210

Long-term Debt Excluding Amount Due Within One Year .. $512675  $502.848

* The pollution control revenue bonds due 2012 at 9%%, 2013 at 9% and 2014 at 9%4% are secured by
$10.9 million, $10.8 million and $108 million, respectively, of non-interest bearing first mortgage

bonds.
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The fair value of MP&L's long-term debt as of December 31, 1992 was estimated to be (in
millions) $258.0 for first mortgage bonds $286.9 for general and refunding bonds and $49.0 for
pollution control revenue bonds. Fair values were determined using bid prices reported by dealer
markets and by nationally recognized investment banking firms. See Note 1 for additional information
on disclosure of fair value of financial instruments,

For the vears 1993, 1994, 1995, 1996 and 1997, MP&L has long-term debt maturities and cash
sinking fund requirements of (in millions) 855.2, $48.3, $66.2, 861.3, and $96.3, respectively. In addition,
other sinking fund requirements of approximately $1.5 million annually may be satisfied by cash or by
certification of property additions at the rate of 167% of such requirements.

The G&R Mortgage prohibits the issuance of additional first mortgage bonds (including for
refunding purposes) under MP&L's first mortgage indenture, except such first mortgage bonds as may
hereafier be issued from time to time at MP&L's option to the corporate trustee under the C&R
Mortgage to provide additional security for MP&L's G&R Bonds.

Under MP&L's G&R Mortgage indenture and subject to the earnings coverage test discussed
below. G&R Bonds are issuable based upon 70% of property additions since December 31, 1987, plus
up to 530% of cumulative deferred Grand Gulf 1-related costs recorded as an asset on the books of
MP&L, provided that the maximum amount of G&R Bonds issuable against cumulative deferred Grand
Gulf 1-related costs may not exceed $400 million. The G&R Mortgage contains an earnings coverage
test requiring a minimum earnings coverage (except for certain refunding issues) of twice the pro-
forma annual mortgage interest reguirements for the issuance of additional G&R Bonds. At Decem-
ber 311992, the total amount of G&R Bonds outstanding aggregated $270 million.

MP&L has requested SEC authorization allowing the issuance and sale through December 31,
1993 of up to $300 million of G&R Bonds and up to $25 million of tax-exempt bonds. Of these amounts,
MP&L received anthorization in 1992 for the issuance of $65 million of G&R Bonds (leaving
$235 million unauthorized and unissued as of December 31, 1992). MP&L has also received SEC
authorization through December 31. 1993, for the possible acquisition. in whole or in part, of not more
than $200 million aggregate principal amount of outstanding bonds. including, but not limited to,
MP&L's First Mortgage Bonds, 4% Series due 1999, and 9% Series due 2004, and MP&L's G&R
Bonds. 1495% Series due 1995 and not more than $25 million aggregate principal amount of
outstanching pollution control revenue bonds. including but not limited to Independence County
Pollution Control Revenue Bonds, 9% 1982 Series B due 2013, 9.50% 1982 Series C due 2014, 9% 1952-A
Series A due 2013 and 9.50% 1952-A Series B due 2014, On January 21, 1993, pursuant to further SEC
authorization. MP&L issued and sold $125 million principal amount of G&R Bonds. 8.65% Series due
January 15, 2023, On February 1, 1993, MP&L retired at maturity its 14.65% Servies G&R Bonds.

NOTE 7. DIVIDEND RESTRICTIONS

MP&L's bond indentures relating to long-term debt contain provisions restricting the payment of
cash dividends or other distributions on common stock. As of December 31, 1992, $142.5 million of
MP&L s retained earnings were restricted against the pavment of cash dividends or other distributions
on common stock

NOTE & COMMITMENTS AND CONTINGENCIES

Capital Reguirements and Financing

Construction expenditures for the yvears 1993, 1994, and 1945 are estimated to total $58.8 million,
$55.3 million and $64.6 million, respectively, MP&L will also require $214.8 million during the period
19931995 to meet long-term debt maturities and cash sinking fund requirements. MP&L plans to meet
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the above requirements with internally generated funds, including collections under its rate phase-in
plan, and cash on hand, supplemented by the issuance of preferred stock and long-term debt. See
Note 5 and Note 6 regarding the possible issuance, refunding. redemption, purchase or other
acquisition of outstanding securities.

Unit Power Sales Agreement

Svstem Energy has agreed to sell all of its 90% owned and leased share of capacity and energy from
Grand Gulf 1 to the System operating companies in accordance with specified percentages
(APKL 36%, LP&L 14%, MP&L 33%, NOPSI 17%) as ordered by FERC. Charges under this agreement
are paid in consideration for MP&L's respective entitlement to receive capacity and energy. and are
payable irrespective of the quantity of energy delivered so long as the unit remains in commercial
operation. The agreement will remain in effect until terminated by the parties and approved by FERC,
most likely upon Grand Gulf 1's retirement from service, MP&L's monthly obligation for paywents to
System Energy for Grand Guif 1 capacity and energy is approximately $20 million.

Availability Agreement

The System : nerating companies are individually obligated to make payments or subordinated
advances ic system Energy in accordance with stated percentages (AP&L 17.1%, LP&L 26.9%. MP&L
11.9%. and NOPSI 24.7%) in amounts that when added to amounts received under the Unit Power Sales
Agreement or otherwise, are adequate to cover all of System Energy’s operating expenses. System
Energy has assigned its rights to payments and advances to certain creditors as security for certain
obligations. Payments or advances under the Availability Agreement are only required if funds
available to System Energy from all sources are less than the amount required under the Availability
Agreement. Since commercial operation of Grand Gulf 1, payments under the Unit Power Sales
Agreement have exceeded the amounts payable under the Availability Agreement. Accordingly, no
payments have ever been required. In 1959, the Availability Agreement was amended to provide that
the write-off of $900 million of Grand Gulf 2 costs would be amortized for Availability Agreement
purposes aver a period of 27 years in order to avoid the need for payments by the System operating

COMPANIES,

Reallocation Agreement

System Energy and the System operating companies entered into the Reallocation Agreement
relating to the sale of capacity and energy from the Grand Gulf Station and the related costs, in which
LP&L. MP&L. and NOPSI agreed to assume all of AP&L's responsibilities and obligations with respect
to the Grand Gulf Station under the Availability Agreement. FERC's decision allocating a portion of
Grand Gulf 1 capacity and energy to AP&L supersedes the Reallocation Agreement as it relates to
Grand Gulf 1. Responsibility for any Grand Gulf 2 amortization amounts has been individually
allocated (LP&L 26.23%, MP&L 43.97%, and NOPSI 29.50%) under the terms of the Reallocation
Agreement. However, the Reallocation Agreement does not affect AP&L's obligation to System
Energy’s lenders under the assignments referred to in the preceding paragraph. AP&L would be liable
for its share of such amounts if the other System operating companies were unable to meet their
contractual obligations. No payments of any amortization amounts will be required as long as amounts
paid to System Energy under the Unit Power Sales Agreement. including other funds available to
System Energy, exceed amounts required under the Availability Agreement, which is expected to be

the case for the foreseeable future.
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MISSISSIPPI POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

System Fuels

MP&L has a 19% interest in System Fuels, a jointly-owned subsidiary of the System operating
companies. The parent companies of System Fuels, including MP&L, agreed to make loans to Sy tem
Fuels to finance its fuel procurement, delivery, and storage activities. As of December 31, 1992, MP&L
had approximately $6 million of loans outstanding to System Fuels which mature in 2008,

AP&L has SEC authorization to assume Syste | Fuels' rights and obligations in connection ~ith
System Fuels' coal car leases. It is anticipated that the transaction will be consummated in March 1393,
Once the obligation for the leases is transferred to AP&L, MP&L and the other parent companies of
System Fuels will be released from their obligations with respect to the lease transaction. MP&L, as a
co-owner of the Independence Station which uses coal transported by the leased coal cars will
continue to reimburse AP&L for its share of costs associated with the leases.

Fuel Purchase Commitments

During 1990 three lawsuits, filed during the period 1986-1990 by MP&L against United Gas Pipe
Line Company (United) arising out of a December 8 1967 “Cas Sales Agreement” between MP&L and
United were settled. A settlement agreement between the parties was approved by the MPSC on
October 29, 1990, and the three suits were dismissed by the United States District Court for the
Southern District of Mississippi on November 1, 1990. Pursuant to the settlement agreement, MP&L
received approximately $8.2 million that was applied, pursuant ‘o a December 1990 MPSC order, to
reduce the phase-in/recovery adjustment portion of MP&L's rate deferral balance. In addition, MP&L
and United entered into a new four-year gas purchase agreement under which, beginning January 1,
1991, MP&L is purchasing from United approximately 34.] billion cubic feet of gas.

MP&L owns certain coal mining equipment and facilities at a mine in Wyoming. The mine’s
estimated reserves are presently expected to provide the projected requirements of the Independence
Station through at least 2014.

NOTE 9. POSTRETIREMENT AND POSTEMPLOYMENT BENEFITS

Pe, <ion Plan

MPtcL has a defined benefit peusion plan covering substantially all of its employees. The pension
plan is noncontributory and provides pension benefits based on employees’ credited service and
average compensation, generally during the last five years before retirement. MP&L funds pension
costs in accordance with contribution guidelines established by the Emplovee Retirement Income
Security Act of 1974, as amended. and the Internal Revenue Code of 1956, as amended. The assets of
the plan consist primarily of common and preferred stocks, fixed income securities, interest in a money
market fund. and insurance contracts.
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MISSISSIPPI POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

MP&L's 1992, 1991, and 1990 pension cost, including amounts capitalized, included the following

components:
For the Years Ended December 31,
1952 1981 1990
(In Thousands)
Service cost — benefits earned during the period .. ... .. $2059 8§ 2061 § 2392
Interest cost on projected benefit obligation. ... ... ... 8,269 7472 6.743
Actual return on plan assets .. ... oo (8,474) (22,422) 445
Net amortization and deferral .. .. ... .. .............. (1.009) 13,323 (9,511)
R L e e e i lare) 2t A s 2 ek oty ket 0 — 403 IRt JE
T T S B N P S e LR R e § 845 $ 837 $§ 69

The ‘funded status of MP&L's pension plan at December 31, 1992 and 1991 was as follows:

1992 109)
{In Thousands)

Actuarial present value of accumulated pension plan benefits:

CE T iy gl P s | T A e L UL, L .. 894534 8 55560

NP TEE e Wt T - T o Y 0 g U P S T T 304 7.258
Accumulated benefit obligation . ... ... . ... .o $ 94538 § 92818
Plan assets at fair vBIIE ..o oo ivuiii i s S a e ek $119.167  $117.977
Projected benefit obligation . ............... o oo 108758 105,718
Plan assets in excess of projected benefit obligation. ... ... ... ... 10,409 14,250
Unrecognized prior service cost .. ... ... ..o S 3467 3,730
Unrecognized transition asset. . .................... PR (11,253) (12,503)
el Rt e . . v e Il S AR ¢ i TR v (4,651) (6,669)
Accrued pension liability .. . .. PPN s T o S o G POl e B § (2028) & !l‘.183)

The significant actuarial assumptions used in computing the information above were as follows:
1992 1981 1990

Weighted average discount rate .. ..., ciiiiiiiiiiiiiians 825% K25% B.75%
Weighted average rate of increase in future compensation levels ... 56 % 56 % 56 %
Expected long-term rate of return on plan assets . . ......... ... .. B5% B85 % B5 %

Transition assets are being amortized over 15 years.

Other Postretirement Benehis

MP&L also provides cer health care and life insurance benefits for retired emplovees.
Substantially all emplovees mi  oecome eligible for these benefits if they reach retirement age while
still working for MP&L. The cost of providing these benefits, recorded on a cash basis, to retirees in
1992 was approximately $1.6 million. Prior to 1992, the cost of providing these benefits for retirees was
not separable from the cost of providing benefits for active employees. The total cost of providing
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MISSISSIPPI POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

these benefits, recorded on a cash basis, and the number of active employees and retirees for 1991 and
1990 is presented in the following table:

1991 1960

(In Thousands)
Total cost of health care and life insurance {(in thousands) ... ... ... $5.439 $4.202
Number of active employees . . ... ... ... ..o iiiiiiiiiiiiiian. 1,572 1.621
Number of retirees ............ ot el e e St i ol L 1 421 416

Effective January 1. 1993, MP&L must implement SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions”. The ne standard requires a change from a cash
method to an accrual method in accounting for these beaefits. At January 1, 1993, the actuarially
determined accumulated postretirement benefit obligation earned by retirees and active employees
was estimated to be approximately $30 million. This obligation will be amortized over a 20-year period
beginning in 1993. Adoption of this new standard is expected to increase annual expense associated
with these benefits by approximately $2.8 million for MP&L, including the effects of the amortization
of the transition obligation. On February 23, 1993, the MPSC issued a general policy statement
articulating the MPSC's intention regarding SFAS No. 106. In its order, the MPSC adopted accrual
accounting as required by SFAS No. 106 as an appropriate regulatory accounting treatment for all
public utilities subject to SFAS No. 106. The MPSC also ordered that affected companies may establish
a regulatory asset for the increased annual expense associated with these benefits.

Postemployment Benefits

In November 1992 the FASB issued SFAS No. 112, “Employers’ Accounting for Postemployment
Benefits,” which is effective for fiscal vears beginning after December 15, 1993. The new standard
requires a change from a cash method to an accrual method in accounting for benefits paid to
employees after employment, but before retirement, when certain conditions exist. The impact of this
new standard has not been fully determined.

NOTE 10. TRANSACTIONS WITH AFFILIATES

MP&L buys electricity from and/or sells electricity to the other System operating companies and
System Energy under rate schedules filed with FERC. In addition, MP&L purchases fuel from System
Fuels and receives technical and advisory services from Entergy Services,

Operating revenues include revenues from sales to affiliates amounting to $15.0 million in 1992,
$9.8 million in 1991 and $19.0 million in 1990, As a result of an internal review designed to ensure
consistency among the System operating companies, certain 19585-1991 intra-system equalization
billings pursnant to the System Agreement were adjusted in 1991 and reduced operating revenue in
the amount of approximately $10.6 million. Operating expenses include charges from affiliates for fuel
costs, purchased power and related charges. and technical and advisory services totaling $364.0 million
in 1992, $310.8 million in 1991 and $297.6 million in 1989,

See Note | for information on MP&L's jointly-owned generating station,
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MISSISSIPPI POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Concluded)

NOTE 11. QUARTERLY FINANCIAL DATA (UNAUDITED)

Operating results for the four quarters of 1992 and 1991 were:

Operating Operating Net
Revenues Income Income

o (In Thousands)

1992
First Quarter .. ...... AT o LI e ey ...« 8186791 §26.566 §11,083
Second Quarter ... ........... s i BE02.207 $25,830 §10.306
Third Quarter . ..... ... oticeisivmesiiiinsnns $229.209 $40.673 $25 002
Fourth Quarter . ... («.coisuivinns Ceeve..... 8199353 $31.405(1) $18.645(1)
1991:
First Quarter . ...... .. b W, o vise e wias - B173.018 §25.468 $12,122
Second Quarter .............c. vaiaeas .. $181,181 $29.787 $13.562
TRl OB LB) . o ) i irrhaei e Akt 3 e .. 8206259 $35.941 $22 752
Fousth Quarter. ;..o s ieaiiioiog e 8194074 $25.765 814,352

(1) The fourth quarter of 1992 reflects a decrease in income tax expense of $4.8 million due to
estimates of income tax benefits related to tax depreciation having been adjusted as a result of
certain elections made in conjunction with the filing of the 1991 tax return,

(2) The third guarter of 1991 reflects a one-time decrease in operating revenues of approximately
$10.6 million as a result of an intra-system equalization billing adjustment recorded in Septem-
ber 1991. The impact of this adjustment on third guarter 1991 operating income and net income
was $6.3 million.

MP&L's business is subject to seasonal fluctuations with the peak period occurring during the
third quarter

30



o L A T S L R R e A R R R et e | e S e ——
el P

MISSISSIPPI POWER & LIGHT COMPANY
SELECTED FINANCIAL DATA — FIVE-YEAR COMPARISON

AT TR NN

1992 1991 1990 1956 1658
(In Thousands)
Operating revenues. ............. $ B17650 § 754632 § 761188 § 70974, & 683,547
Net iNCOME . ..o oie s § 65036 $ 63088 $ 60830 8§ 12419 §& 52886
Total assets . ........ s e W T $1.660726 §$1672275 $1616522 $1.565707 $1.555.149
Long-term obligations(1) . ... ... $ 574008 8§ 573168 § 675286 § 680141 § 664,326
' (1) Includes long-term debt (excluding currently maturing debt), preferred stock with sinking fund
and noncurrent capital lease obligations.
1902 1691 1990 1689 1988
Operating Revenues: (Dallars in Thousands)
Residential ... . ... .. ... % 308346 8§ 307283 § 302622 $ 274841 § 258378
Commercial .. ... B SR Ry 235,137 229 597 227140 212,107 195,451
Industrial . .. ... ... ... .. ... ... 168,853 162.072 160007 147,146 134,378
Governmental . . ... ......c.0... 26,250 25.630 25117 23,624 21,143
Total retadl .. ... .. .. .. 738.586 724,582 714 886 657,718 609,350
Sales forresale .. ... ... ... .. 37,983 25 487 35678 45 886 60,772
Other . 41,081 4,563 10,624 6,142 13,425
Total... ... L. 8 SITE0 8 754632 § TGLISS 8 700746 § 663,547
Energy Sales
{Millions of KWH):
Residential ... ... ....... ... ... 3.644 3,739 3,701 3452 3,430
Commercial .. ... ... ..... 2,804 2.807 2802 2679 2,603
Industrial ... ... ... ... 2631 2.582 2.564 2,368 2,228
Governmental. .. .. ... ..., 318 321 318 308 291
Total vetail ............. 9,397 9.449 9.385 8,807 8,552
Sales for resale .......... ... ... 1,190 1032 902 1,038 1,351
Total .. ..... R S 10,587 10.451 10.287 9.845 9.903
T [ A
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MISSISSIPPI POWER & LIGHT COMPANY
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SYSTEM ENERCY RESOURCES, INC.

System Energy Resources, Inc. (System Energy), a nuclear generating company, has a 90 percent
interest in Unit No. 1 of the Grand Gulf Station located near Port Gibson, Mississippi.

Svstem Energy is a wholly-owned subsidiary of Entergy Corporation, a public utility holding
company. The Entergy System's vast network of interconnected transmission and distribution lines
and diversified grid of fossi! fuel and nuclear generating plants provides electricity to more than
1.7 million retail customers in Arkansas, Louisiana, and Mississippi.

Headquartered in New Orleans, Louisiana, Entergy Corporation includes four retail operating
companies: Arkansas Power & Light Company, Louisiana Power & Light Company. Mississippi Power
& Light Company, and New Orleans Public Service Inc. Entergy Corporation also owns all of the
outstanding common stock of Entergy Services. Inc.. Entergy Operations, Inc., Entergy Power, Inc.,
Entergy Enterprises. Inc., and System Energy Resources, Inc. Entergy Services provides various
technical. administrative, and corporate services to Entergy Corporation and the System companies.
Entergy Operations, « nuclear management service company, operates the System's nuclear generating
units. Entergy Power, an independent power producer. owns and markets capacity and energy in
whalesale markets not otherwise served presently by the Entergy System.

The Entergy System began a functional realignment of its activities during 1990 in order to be
prepared to successfully meet challenges in the changing utility industry and to have the flexibility to
compete effectively in the years ahead. The realignment has resulted in the formation of three
consohidated lime functions. The Energy Supply organization is responsible for the management and
operation of the Entergy System’s nuclear and fossil-fueled generation. The Transmission. Distribu-
tion, and Customer Serviee organization consists of transmission, customer services, retail marketing,
state regulatory, and governmental affairs. The Entergy Business Support organization was established
to direct the administrative business functions of the System.
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SYSTEM ENERGY RESOURCES, INC.
DEFINITIONS

Certain abbreviations or acronyms used in System Energy’s Financial Statements, Notes, and
Management’s Financial Discussion and Analysis are defined below:

Abbreviation or Acronym

AP&L
FE L pfms N (RO 4TS
Availability Agreement . ..

Capital Funds Agreement ... . ..

City of New Orleans or City .. .. ..

Council e e e T

B Cendt . Vi nis cre e

DOE .5 oed ¢ AT mar ke e
Entergy Operations

Entergy System or System .. .. ...

FASB ...... 0
February 4 Resolution .. ...... ..

FERC © i v nsabriaas il aasn
FERC Complaint Case settlement

Grand Gulf Station . .
Grand Gulf 1.. . ..
Grand Guif 2.. . ..
June 13 Decision . ..

KWH ..
LP&L 220 ¢ et Tt ot Bk,
el e o S Y RO

Term

Allowance for Funds Used During Construction

Administrative Law Judge

AP&L's Arkansas Nuclear One Steam Electric
Generating Station

Arkansas Power & Light Company

Arkansas Public Service Commission

Agreement, dated as of June 21, 1974, as amended,
among System Energy and the System operating
companies, and the assignments thereof

Agreement, dated as of June 21. 1974, as amended,
between System Energy and Entergy
Corporation. and the assignments thereof

New Orleans. Louisiana

Council of the City of New Orleans, Louisiana

United States Court of Appeals for the Distriet of
Columbia Circuit

Department of Energy

Entergy Operations, Inc., a subsidiary of Entergy
that has operating responsibility for Grand
Gulf 1, Waterford 3. and ANO

Entergy and its various direct and indirect
subsidiaries

Financial Accounting Standards Board

The Resolution (including the Determinations and
Order referred to therein) adopted by the
Council on February 4, 1988 disallowing the
recovery by NOPSI of $135 million of previously
deferred Grand Gulf 1-related costs

Federal Energy Regulatory Commission

Settlement. effective May 21, 1991, whereby System
Energy eredited approximately $47.6 million in
the aggregate (including interest) against its June
1991 bills to the System operating companies for
capacity and energy from Grand Gulf 1.

Grand Gulf Steam Electric Generating Station

Unit No. 1 of the Grand Gulf Station

Unit No. 2 of the Grand Gulf Station

An order issued by the FERC on June 13, 1985
{Opinion No. 234) relating to the Unit Power
Sales Agreement

Kilowatt-Hours

Louisiana Power & Light Company

Louisiana Public Service Commission

£+
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SYSTEM ENERGY RESOURCES, INC.
DEFINITIONS — (Concluded)

Abbreviation or Acronym

NOPSL oo o vnoenn,

SMEPA . . .. ..
System or Entergy System . .

System Energy o
System Fuels. ... .........

System operating companies . ... ..., ... ..

Waterford 3. .. .......

Unit Power Sales Agreement

Term

Entergy System Money Pool which allows certain
System companies to borrow from, or lend to,
certain other System companies

Mississippi Power & Light Company

Mississippi Public Service Commission

New Orleans Public Service Inc.

An order issued by the FERC on November 30,
1987 (Opinion No. 292) which reaffirmed and
reinstated the June 13 Decision

Nuclear Regulatory Commission

Pollution Control Revenue Bonds

1981 Agreement. superseded in part by a June 13,
1985 decision of FERC, among the System
operating companies and System Energy relating
to the sale of capacity and energy from the
Grand Gulf Station

Securities and Exchange Commission

Statement of Financial Accounting Standards
promulgated by the FASB

South Mississippi Electric Power Association

Entergy and its various direct and indirect
subsidiaries

System Energy Resources, Inc.

System Fuels. Inc.

AP&L, LP&L. MP&L and NOPSI, collectively

Unit No. 3 of LP&L's Waterford Steam Electric
Generating Station

Agreement, dated as of June 10, 19582, as amended.
among the System operating companies and
System Energy. relating to the sale of capacity
and energy from System Energy’s share of Grand
Gulf 1.
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SYSTEM ENERGY RESOURCES, INC.
REPORT OF MANAGEMENT

The management of System Energy Resources, Inc. has prepared and is responsible for the
financial statements and related financial information included herein. The financial statements are
based on generally accepted accounting principles. Financial information included elsewhere in this
report is consistent with the financial statements.

To meet its responsibilities with respect to financial information, management maintains and
enforces a system of internal accounting controls that is designed to provide reasonable assurance, on a
cost-effective basis, as to the integrity, objectivity, and reliability of the financial records, and as to the
protection of assets. This system includes communication through written policies and procedures, an
employee Code of Conduct, and an organizational structure that provides for appropriate division of
responsibility and the training of personnel. This system is also tested by a comprehensive internal
audit program.

The independent public accountants provide an objective assessment of the degree to which
management meets its responsibility for fairness of financial reporting. They regularly evaluate the
system of internal accounting controls and perform such tests and other procedures as they deem
necessary to reach and express an opinion on the fairness of the financial statements.

Management believes that these policies and procedures provide reasonable assurance that its
operations are carried out with a high standard of business conduct.

/ /'/M/% Rl O 1 Lol

Donarp C. Hintz GeraLp D. Mclsvare
President and Chief Executive Officer Senior Vice President and Chief Financial Officer
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SYSTEM ENERGY RESOURCES, INC,
AUDIT COMMITTEE CHAIRMAN'S LETTER

The Entergy Operations Board of Directors’ Audit Committee functions as the Audit Committee
for System Energy. The Audit Committee is comprised of three directors, who are not officers of
System Energy or Entergy Operations: Brooke H. Duncan (Chairman). Robert D. Pugh, and William
Clifford Smith. The committee held three meetings during 1992,

The Audit Committee oversees System Energy's financial reporting process on behalf of the Board
of Directors and provides reasonable assurance to the Board that sufficient operating, accounting, and
financial controls are in existence and are adequately reviewed by programs of internal and external
audits.

The Audit Committee discussed with Entergy's internal aunditors and the independent public
accountants (Deloitte & Touche) the overall scope and specific plans for their respective audits, as
well as System Energy's financial statements and the adequacy of System Energy’s internal controls.
The committee met, together and separately, with Entergy’s internal auditors and independent public
accountants, without management present, to discuss the results of their audits, their evaluation of
System Energy’s internal controls, and the overall quality of System Energy's financial reporting. The
meetings also were designed to facilitate and encourage any private communication between the
committee and the internal auditors or independent public accountants.

/ixm-o/‘\ A ZM S .

Brooke H, Duncan
Chairman, Audit Committee
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INDEPENDENT AUDITORS REPORT

To the Shareholder and the Board of Directors of
System Energy Resources, Inc.

We have andited the accompanving balance sheets of System Energy Resources. Inc. (System
Energy) as of December 31, 1992 and 1991 and the related statements of income, retained earnings,
and cash flows for each of the three vears in the period ended December 31, 1992, These financial
statements are the responsibility of System Energy’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the fnancial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasona-
ble basis for our vpinion.

In our opinion, such financial statements present fairly, in all material respects. the financial
position of System Energy at December 31, 1992 and 1991, and the results of its operations and its cash
flows for each of the three years in the period ended December 31. 1992 in conformity with generally
accepted accounting principles

As discussed in Note 2. “Rate and Regulatory Matters — FERC Audit” of Notes to Financial
Statements. a regulatory proceeding is pending which, if ultimately resolved in an adverse manner
would require that System Energy (1) write off and not recover in rates approximately $95 million of
costs charged to utility plant resulting from System Energy’s accounting for certain allocated income
tax charges and (2) make refunds for overcollections from the Entergy System operating companies
related thereto. The ultimate outcome of this uncertainty cannot presently be determined, Accord-
ingly. no provision has been made in the accompanying financial statements for the possible effects of a
decision adverse to System Energy.

De ot v Hoecede

DELOITTE & TOUCHE
New Orleans, Louisiana
February 12, 1993
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SYSTEM ENERGY RESOURCES, INC.
BALANCE SHEETS

ASSETS

Utility Plant (Note 1}:

[ P N s e bty et ey S SR e SR o g
Electric plant under lease (Note &) ... ... ... i
Construction work in Progress . ... .....c..cocoiiiieacioininainians
Plant el Bor TORUEe 186 1, o dvsom sses whs s iad e can vaes ian are ey
Nuclear fuel under capital lease (Notes Tand 8) . ...................
Srerves i SR EEE A S R TN IR e wr e e g e 3 e LI S

T | I BT TR T T S L WL AR F (PO gl . 2
Less — Accumulated depreciation .. ... ..o e

Utility plant <8t , ..o o0 v oanrrns otiensisvies ey idiessssnen

Other Investments:
Decommissioning trust funds (Note 7) ... ... .o

Current Assets:
Cash and cash equivalents (Note 1}:

VY T o O S T By AP PR B Lo
Temporary cash investments — at cost, which approximates market:
Associated companies (Note 4) . ..........oiiiiiiiiiviiniian,
CHBBE-" = i 5 5 el mn o - mar Y et 8 ahd e L AR Rtk
Total cash and cash equivalents .. .......... ... ... ... .. ...
Accounts receivable:
Associated companies (Note 10) ... ... i
BT 1. ki T a7 ST S, S LB NPT VDL et [y S L A ¢ AN
Materials and supplies — at average cost .. ... ...
Recoverable income taxes (Note 3) .. ... oiiiaiiiesrinvinerinsans
Prepayments and other. . ... vy consinrreinicdias v oan
) e, S NS SO o Eapia b ol s 53 e gmole =R ¢ ot ]
Deferred Debits:
Recoverable income taxes (Note 3) ........... TR TSI o ol
Unamortized loss on reacquired debt ... ... ... . T
Other (Notes 7 and B) ... ... oviuisinesionmaarasisssnssronmisos
Total . ... e vr e x s mmmtn TR e b 5 AR L
TOTAL .

See Notes to Financial Statements.

December 31,
1962 1991
(In Thousands)

$3.002.812 $3.011,223
437317 435410
30,658 34.091
16,429 12,119
67,991 65,206
3,555,207 3,595 418
572.302 505,928
2,982 905 _QQGQAQO
19,127 13486

— 175
13.993 9114

167 802 . 85,221
181,795 94,510
60.601 61,962
4871 3,735
71.660 66,189
7.900 54,600
3,497 4,165
370.324 285,151
74941 164,766
14,723 11,751
110421 77.549
300 085 254 066
$3.672.441 $3.642 203
P b ———— 2
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B

R I o |y e e S e T = e

LI B B R



SYSTEM ENERGY RESOURCES, INC.
BALANCE SHEETS

CAPITALIZATION AND LIABILITIES

Capitalization:
Common stock, no par value, authorized 1,000,000 shares; issued and

outstanding 789,350 shares in 1992 and 1991 . . ... ... ... ... .. ...
Retained earnings (Note 6) .. .. .. .. 15 DG T fa I o PN W

Total common shareholder's equity . . ........................
Long-term debt (Note 5) ............... ... ok e S 5 T B b S

e R - ISt R PP SR, S LA, N O P ey

Other Noncurrent Liabilities:
Obligations under capital lease (Note 8) .. . . e v b T LB i 2 # Ry

Current Liabilities:
Currently maturing long-term debt (Note 5) .. ... ..., T O DA S
Accounts payable:
Associated companies (Note 10) .. ......... ... ...
IR 1 mms B0 20T ¢ 1o 75 A 50 0 2 0 T 9 o 46 A s S 3 ‘
T It BOBTHBE | ooy« <3lon o B i e £ T8 e, £ S o 3 s 3 ot T oY :
Interest accrued . . ... ... ..t TS PR I -
Obligations under capital lease (Nete 8) ... .................. ...
L . oo vl S0 i s s o B oo o on g £ ke 5 ok e BT AN

Deferred Credits:
Accumulated deferred income taxes (Note 3) .. ................ .. ..
Accumulated deferred investment tax credits (Note 3) . ........... ..

COE IO Tho e s i o =8 £ 6o Mt 3 bt s b0 44 3 01 6 T, A

Commitments and Contingencies (Notes 2 and 7)

See Notes to Financial Statements.

December 31,
1992 1991

(In Thousands)
$ 789350 $ 789350
367,747 375,306
1,157,097 1.164,656
1,755,308 1,682,265
2912.405 2,846,921
12 991 25,206
30,000 115,750
2,164 16,345
33,110 49,446
23,224 20,552
50,560 49,308
55,000 60,000
530 139
194 588 311,540
349,081 315.148
144,284 111,981
59,052 31,407
552 457 458,536
83,672.44_! 33,6425203

g T T L m—— T T T T T B e W R T _— _,.,,_._..——_,_,.___r,_,._..,__—,j
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SYSTEM ENERGY RESOURCES, INC.
STATEMENTS OF CASH FLOWS

Operating Activities:
BISE OO & o i s d v 4 a ks K8 DAL e
Noncash items included in net income:
JIORTORIREON . 2. « +7 R sl S i i 3 Lo e A i
Deferred income taxes gmd investment tax credits
Allowance for equity funds used during construction _ . .
Amortization of debt discount ... ... ..., ...
Changes in working capital:
L G T e e T S o L R R T
Pavables . ..o veesa
Materials and supplies . ....... ... 00
Taxes and interest acerned .. ... ... .. 00
Other working capital accounts . i
Income tax impact of future benefit related to AFUDC . ..
Recoverable income taxes (Note 3) ... ... .. plad e
Change in decommissioning trust funds, ... .. ok 1
Gain on disposition of propertv. PERTE T NRUETIL  PRp
Other . o pep o oF e ' 3% ok e S el v 2

Net cash flow prov uled by eperating activities .. . ..

Investing Activities:
Construction expenditures 12 b3
Allowance for equity funds ur.f'd dunng (onstruchon .....
Nuclear fuel expenditures ... ... ... ... . ... ... ..
Proceeds from sale of assets . ... ... .................. L,

“Net cash fow pronded unsed) by mustmg
activities .. .. ‘ w5 xhu oo b

Financing Activities:
Proceeds from sale and leaseback of nuclear fuel .. .. .. .
Retirement of first mortgage bonds it
Issuance of first mortgage bonds ... ... ... ... ... .. .. ...
Common stock dividend pavments ... ..................
ORBET - oo v 4 i g ARl i € il Ly aohn g b P ot .

Net cash flow used by financing activities. .. ... ...,

Net increase (decrease) in cash and cash equivalents
Cash and cash eguivalents at beginning of period.. ... ...

Cash and cash equivalents at end of period ... ... ... . .

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION:
Cash paid (received) during the period for:
Interest (net of amount capitalized) .
Income taxes (refunds) . ....... .. ........... ..

See Notes to Financial Statements.

10

¥or the Years Ended December 31,

1962 1991 19890
(In Thousands)

$ 130.141 8 104,622 $ 168677

£5.932 £5.956 £9.653

70,356 79.660 109,282
(681) (763) (442)

6417 7.495 10,532

225 (5,530) 13,175
(30517) 37,511 (23,632)
(5471) 10,479 (6,577)
3924 (10.423) (481)
1.059 5237 (264)

— — 9861

(3,475) (14.277) 32,246
(5.641) (2.201) (5,847)
- — (7,189)

oy (15,175) 900

252.355 282,621 369,894
(21,671) {21,663, (24.633)

651 763 442
(13,724) (28.922) (48,607

- — 13.046
- 125225 (125,225)
(34.714) 75.403 (184.977)

25.094 14,552 48 607
(240.750) (294.000) (72.234)

220,000 - o

(137,700) (115,785) (279.230)

- (279) 279
(130,356 ) (395,512) (302,578)
87,285 (37.458) (117 .661)

94 510 131.998 249 659

SI1S1765 & 9450 & 131008

$ 201287 § 238199 $ 246,280
$ 21431 § (12667) 8 (37.383)




SYSTEM ENERGY RESOURCES, INC.
MANACEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

LIQUIDITY AND FINANCIAL CONDITION

Overview

The financial condition of System Energy significantly depends on the continued commercial
operation of Grand Gulf 1 and on the receipt of payments from the System operating companies.
Payments under the Unit Power Sales Agreement are System Energy’s only source of operating
revenues. As detailed in the Statements of Cash Flows, System Energy's cash requirements in 1992,
including dividend payments to Entergy, were satisfied with internally generated funds and cash on
hand, supplemented by issuances of debt.

In addition, System Energy’s financial condition could be affected by the outcome of a pending
FERC audit matter. In December 1990, FERC Division of Audits issued a report for System Energy that
recommended that System Energy write off and not recover in its rates approximately 895 million of
Grand Gulf 1 costs included in utility plant. and compute refunds for over collections from the System
operating companies. In August 1992, FERC issued an opinion and order (August 4 Order) affirming an
initial decision by a FERC AL]J. System Energy filed a Request for Rehearing, and in October 1992,
FERC issued an order allowing additional time for its consideration of the request, and it deferred
System Energy's refund obligation until 30 days after FERC issues an order on rehearing. If the
decision is implemented, System Energy estimates that as of December 31, 1992, net income would be
reduced by $141.1 million. This amounc includes refund obligations of approximately $90.2 million
(including mterest). See Note 2, incorporated herein by reference. for additional information. System
Energy's financial condition could also be affected by uncertainties regarding its FERC Return on
Equity case. See Note 2, incorporated herein by reference, for additional information.

Operating Activities

Net cash flow from operations totaled $252.4 million in 1992. While there were no significant
nonrecurring items, various factors contributed to our cash position at year end.

Investing Activities

In 1992, cash was used primarily for construction expenditures related to existing plant and
nuclear fuel expenditures.

Financing Activities

In 1992, System Energy's primary financing activities included the refinencing of high-cost debt,
receipt of proceeds from the sale and leaseback of nuclear fuel, and dividend payvments on common
stock.

Capital and Refinancing Requirements and Capital Resources

-~

See Note 7. incorporated herein by reference, {or information on System Energy's capital and
refinancing requirements for 1993 through 1995.

Earnings coverage tests, bondable property additions, and equity ratio requirements contained in
its mortgage, and in its letters of credit and reimbursement agreement in connection with its sale and
leaseback transactions, limit the amount of first mortgage bonds that System Energy can issue. Based
on the most restrictive applicable tests as of December 31, 1992 und assuming an annual interest rate of
9%. System Energy could have issued $280 million of additional first mortgage bonds. System Energy
has the conditional ability to issue first mortgage bonds against the retirement of first mortgage bonds
without satisfving an earnings coverage test.

1
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SYSTEM ENERGY RESOURCES, INC.
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

LIQUIDITY AND FINANCIAL CONDITION — (Concluded)

In connection with the fuancing of Grand Gulf 1. Entergy has undertaken, in the Capital Funds
Agreement, to provide to System Energy sufficient capital to (1) maintain System Energy’'s equity
capital at an amount equal to at I <t 35% of System Energy's total capitalization {excluding short-term
debt), (2) permit the continuation of commercial operation of Grand Gulf 1 and (3) enable System
Energy to pay in full all borrowings, whether at matarity, on prepayment, on acceleration or otherwise.
In addition., Entergy has agreed in the Capital Funds Agreement to make certain cash capital
contributions. if required, 1o enable Svstem Energy to make payments when due on specific issues of
its long-term debt,

See Note 4, incorporated herein by reference, for information regarding System Energy's short-
term borrowings authorizations.

= N T R T BRI =,



SYSTEM ENERGY RESOURCES, INC,

STATEMENTS OF INCOME
For the Years Ended December 31,
1992 1091 1990
{in Thousands)
Operating Revenues. . . ..............ocoiiiiiiiiiiiiainiin, $723410  $656,664  $801.61K
Operating Expenses:
Operation:
Fuel for electric generation and fuel-related expenses . . . .. 55,110 78,060 78,968
S el M AP TR R Mty ey P 0 3 Ry ; 102.971 79.494 97,133
Maintenance .. ... .. 29,370 14,358 31.594
Depreciation and de(ommtssnomng (Nmes 7and8) ......... 90,628 7,296 75,789
Taxes other than income taxes .....................coumans 28,717 27,342 25879
Ino0me Canes (NGRELE) .o oai i aon aiiesiale s i r b 2l ¥ aie Pl 93,438 81,302 110,227
O] v oot eie e eriiieiiiierieiee... 400234 367852 419,590
R RGOS ~\5 . ¢ - i v s ] Ge s A0 R B B : 323.176 315812 382.028
Other Income:
Allowance for equity funds used during construction . . ... .. 681 7 442
Miscellanteous — met . .......o . vsonisaiechais el X 3816 6.578 25,093
Income taxes (Notes 1 and 3) . .....covciiiiniviniiiiiisnn 4,584 7.726 (3.673)
Gain on disposition of property ........... e Syt o KRR F I —_ 7,189
i R LU TR SRR NN S P o 11,081 14 867 29,049
Interest Charges:
Interest on long-term debt . i e e ma wal W T B : 196618 218,538 230.643
Other Interest — 088, .+ .o < v ivs visinsissn - 7.923 11,111 11,992
Allowance for borrowed funds used during comtruouon 2 {425) (592) (235)
TOML .. oo 204116 299057 242,400
DTAE ORI o = 5 5 0k 5 et 5 8 T 78 oE 7% 5 Sk CIah. ST o 6 T v TR $104 622 $168 677

See Notes to Financial Statements,
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SYSTEM ENERGY RESOURCES, INC.
STATEMENTS OF RETAINED EARNINGS

Retained Earnings, January 1. .
Add:

Net income . . ...
Total
Deduct:
Cash dividends .

Retained Earnings, December 31 (Note 6)

See Notes to Financial Statements,

14

For the Years Ended December 31,
1962 1991 1980
{In Thousands)

$375306  $386.469  $497.022

130.14] 104,622 168,677
505,447 491,091 665,699

137700 115765  279.230
$367.747  $375.306  $386.469
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f SYSTEM ENERGY RESOURCES, INC.
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

RESULTS OF OPEFRATIONS
Net Income

Net income increased in 1992 primarily due to the impact of the FERC Complaint Case settlement
recorded in June 1991, which reduced net income by approximately 836 million in 1991, See Note 2,
incorporated herein by reference, for further information on this settlement. In addition, 1992 net
income was impacted by a reduction in interest expense (as a result of the repayment of and refunding
of higher cost debt} not recovered through rates, a decrease in interest income attributable to lower
average investment balances and lower vields on those investments, and the lower return System
Energy earned on its net investment in Grand Gulf 1 during 1962,

e

Net income decreased in 1991 due. in part. to the effect of the FERC Complaint Case settlement
discussed above. In additicn, net income decreased due to the impact of the lower return System
Energy earned on its investment in Grand Gulf 1, and a number of other factors, including changes in
interest income, and depreciation expense.

Significant factors affecting the results of operations and causing variances betweca the vears 1992
and 1991, and 1991 and 1990 are discussed under “Revenues™ and “Expenses” below.

Revenues

System Energy: operating revenues recover operating expenses, depreciation and capital costs
attributable to Grand Gulf 1. The capital costs are computed by allowing a return, currently set at a
rate of 13%, (see Note 2. incorporated herein by reference. for further information on the FERC
Return on Equity case) on System Energy’s common equity funds allocable to its investment in Grand
Gulf 1 plus System Energy’s effective interest cost for its debt allocable to this investment.

Operating revenues were higher in 1992 and lower in 1991 due primarily to the effect of the FERC
Complaint Case settlement. The higher operating revenues in 1992 also reflect the increase in 1992
operating expenses primarily associated with the scheduled fifth refueling outage. System Energy's
1991 operating revenues were reduced by approximately $70 million as a result of the FERC Complaint
Case settlement. Operating revenues also declined in 1992 and 1991 due to the lower return System
Energy earned on its investment in Grand Gulf 1 resulting from a decrease in net unit investment
Future revenues attributable to the return on investment are expected to decrease by approximately
$11 million in 1993 and by declining amounts each year thereafter as a result of the depreciation of
System Energy's investment in Grand Gulf 1.

Expenses

e e e i e e e e e el L

Grand Gulf 1 was on-line for 295 of 366 days in 1992 as compared with 335 of 365 days in 1991, The
unit capability factor. which is a measure of the unit's performance (based on a ratio of available
energy generation to the maximum power capability multiplied by the period hours), was 79.9% for
1992 as compared with 88.7% for 1991. These variances are primarily due to the unit's fifth refueling
outage that lasted from April 17, 1992 to June 9, 1992 (52 days) and due, to a lesser extent, to a ten day
unplanned outage in January, 1992 The 1992 cutages contributed significantly to the decrease in 1992
fuel for electric generation and fuel-related expenses and to the increases in 1992 other operation
expense and maintenance expense. The decrease in fuel expense during 1992 is also due to the
replacement of approximately one-third of the reactor core with less expensive nuclear fuel during the
fifth refueling outage. Maintenance expense was lower in 1991 than in 1990 primarily because there
was no refueling outage in 1991, 1

|

The FERC Complaint Case settlement, recorded by System Energy in June 1991, contributed to
fluctuations in 1992 and 1991 operating results. Other operation expense increased in 1992 and

15
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SYSTEM ENERGY RESOURCES, INC.
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS — (Concluded)

decreased in 1991 due, in part. to the provision of that settlement that called for 1991 credits from
System Energy to the System operating companies totaling approximately 8§10 million relating to
Svstem Energy's rate treatment of the portions of Grand Gulf 1 sold and leased back. Miscellaneous
other income-net decreased in 1991 due primarily to one-time charges associated with the settlement.
The tax effects of the settlement resulted in higher income taxes in 1992 and lower income taxes in
1991.

Other than the operating results fluctuations related to refueling outages and the FERC Complaint
Cuse settlement. other significant operating results fluctrations for 1992 and 1991 included a decrease
in miscellaneous other income-net. in 1992, due primarily to decreased interest income resulting from
lower investment balances and lower vields on these investments, The decrease in this line item in
1991 was also due in part to 2 decrease in interest income resulting from the lower investment
balances. Depreciation expense increased during 1991 primarily due to the deferral in 1990 of
approximately $30 million of depreciation expense representing current and prior year depreciation
expense related to the sale and leaseback property. The amount of depreciation expense deferred in
1991 was approximately $15 million. See Note 8 incorporated herein by reference. for further
information. System Energy’s gain on disposition of property in 1990 was due to the sale of certain
Grand Gulf 2 property that was written off in 1989

16
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SYSTEM ENERGY RESOURCES, INC.
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS
SIGNIFICANY FACTORS AND KNOWN TRENDS

FERC Audit

See Note 2, incorporated herein by reference, for information with respect to a decision issued by
the FERC that. if implemented, would require System Energy to write off and not recover in rates
approximately 895 million of Grand Gulf 1 costs.

Accounting Issues

See Note 3. incorporated herein by reference, for information on accounting for income taxes
(SFAS No. 109)




SYSTEM ENERGY RESOURCES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

System Energy maintains accounts in accordance with FERC guidelines. Certain previously
reported amounts have been reclassified to conform to current classifications.

Organization

System Energy is a generating company providing electricity to the System opeating companies
and has a 90% interest in Grand Gulf 1, a nuclear generating station that began commercial operation
in 1985, The Grand Gulf Station was originally designed as two 1,250 megawatt nuclear generating
units. In September 1989, System Energy canceled and wrote off its investment in Grand Gulf 2. In
June 1990, Entergy Operations assumed responsibility for the operation and maintenance of Grand
Gulf 1.

System Energy has a combined ownership and leasehold interest of 90% and SMEPA has an
undivided ownership interest of 10% in Grand Gulf 1. System Energy records its investment associated
with Grand Gulf 1 to the extent to which it owns and maintains a leasehold interest in the generating
station. Likewise, System Energy's operating expenses reflected in the accompanying financial
statements represent 90% of such Grand Gulf 1 expenses.

Utility Plant

Utility plant is stated at original cost, with additions to utility plant recorded at cost. The original
cost of utility plant retired or removed, plus the applicable removal costs, less salvage, is charged to
accumulated depreciation. Maintenance, repairs. and minor replacement costs are charged to operat-
ing expenses.

AFUDC represents the approximate net composite interest cost of borrowed funds and a
reasonable return on the equity funds used for construction. Although AFUDC increases utility plant
and represents current earnings. it is only realized in cash through depreciation provisions included in
rates. System Energy's effective composite rates for AFUDC were 10.0% 99%. and 102% for 1992,
1991, and 1990, respectively.

Utility plant includes the portions of Grand Gulf 1 that were sold and are currently under lease.
System Energy retired this property from its continuing property records as formerly owned property
released from and no longer subject to System Energy's mortgage and deed of trust. System Energy is
reflecting such leased property for financial reporting purposes as property under lease from others
and is depreciating this property over the life of the basic lease term. Such depreciation is being
deferred until recoverable from customers in future periods. See Note 8.

Depreciation is computed on a straight-line basis at rates based on the estimated serviee lives of
the various classes of property. Depreciation provisions on average depreciable property approximated
2.85% in 1992, 1991, and 1990.

Substantially all of the utility plant owned by System Energy is subject to the lien of its first
mortgage bond indenture

Income Taxes

System Energy. its parent, and affiliates file a consolidated federal income tax return. Income taxes
are allocated to System Energy in proportion to its contribution to consolidated taxable income. SEC
regulations require that no System company pay more taxes than it would have had a separate income
tax return been filed. Deferred income taxes are recorded based on differences between book and
taxable income to the extent permitted for ratemaking purposes. hivestment tax credits are deferred

15
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SYSTEM ENERGY RESOURCES, INC,
NOTES TO FINANCIAL STATEMENTS — (Continued)

and amortized based upon the average useful life of the related property in accordance with rate
treatment,

In addition. System Energy files a consolidated Mississippi state income tax return with certain
other system companies.

Cash and Cash Equivalents

For purposes of the Statements of Cash Flows, System Ene+gy considers all unrestricted highly
liquid debt instruments purchased with an original maturity of three months or less to be cash

equivalents

Fair Value Disclosure

SFAS No. 107, which is effective for fiscal years ending after December 15, 1992, requires
disclosure of the fair value of all significant financial instruments. The estimated fair value amounts
have been determined by Svstem Energy using available market information and appropriate
valuation methodologies. However, considerable judgment is required in developing the estimates of
fair value. Therefore, our estimates are not necessarily indicative of the amounts that System Energy
could realize in a current market exchange. In addition, gains or losses realized on financial
instruments would generally be reflected in future rates and not acerue to the benefit of stockholders.

System Energy considers the carrying amounts of financial instruments classified as current assets
and ligbilities to be a reasonable estimate of their fair value because of the short maturity of these
instruments. In addition. Svstem Energy does not presently expect that performance of its obligations
will be reguired in connection with certain off-balance sheet commitments and guarantees considered
financial instrumerits. Due to this factor. and because of the related party nature of these commitments
and guarantees, determination of fair value is not considered practicable. See Notes 5 and 7 for
additional fair value disclosure.

NOTE 2. RATE AND REGULATORY MATTERS
FERC Audit

In December 1990 FERC Division of Audits issued a report for System Energy for the years 1986
through 1988, The report recommended that System Energy (1) write off and not recover in rates
approximately 895 million of Grand Gulf 1 costs included in utility plant related to certain System
income tax allocation procedures (and System Energy's acceunting resulting from certain allocated
income tax charges) alleged to be inconsistent with FERC's accounting requirements and (2) compute
refunds for the years 1987 to date to correct for overcollections from the System operating companies.

In August 1992 FERC issued an opinion and order (August 4 Order) affirming an initial decision
by # FERC ALJ which found that System Energy overstated its Grand Gulf T utility plant account by
approximately $85 million as indicated in FERC's report. The order required System Energy to make
adjusting accounting entries and refunds, with interest. to the System operating companies within
90 days from the date of the order, System Energy filed a Request for Rehearing, and in October 1942,
FERC issued an order allowing additional time for its consideration of the request. In addition, #
deferred System Energy's refund obligation until 30 days after FERC issues an order on rehearing,
Should such refunds and adjusting entries be necessary, System Energy estimates that as of Decem-
ber 31. 1992, its net income would be reduced by approximately 8141.1 million. This amount includes
Svstem Energy’s potential refund obligation which is estimated to be $90.2 million (including interest)
as of December 31. 1992, The ongoing effect of this arder. if implemented. would be to reduce System
Energy's revenues by approximately $22 0 million during the first twelve months following the write-
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SYSTEM FNERGY RESOURCES, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

settlement did not resolve income tax accounting issues raised in the complaint (see "FERC Audit”
above ). The settlement was approved by FERC in September 1991,

Based on the settlement, System Energy credited in 1991 approximately $47.6 million in the
aggregate (including interest) against its bills to the System operating companies for capacity and
energy from Grand Gulf 1. As a result of the FERC Complaint Case settlement, 1991 net income was
reduced by approximately $36.0 million, of which approximately 8155 million relates to billings in
1990.

NOTE 3. INCOME TAXES

Income tax expense consists of the following:
For the Years Ended December 31,

1992 1981 1990
(In Thousands)
Current:
o (R AN PP, Loees RICRUN - s SR ST BERL $13890  $(31900) 8 (4.176)
O I (UL SR DR SR SR TE SR v ki 6,786 5,052 8,7
5 c L TR -y (5 WY (DU T B R s . 20,676 (26,5848) 4,620
Deferred — net:
Liberalized depreciation .. ............. cooiiiiiiiiniiin. ... 43873 45,551 46,825
Nuclear fuel . ... ... ... ....... v e R e 3 i o gl (3.299) (2.927) 1,424
Ul RPN ..k 5 vsBnditwiiih ve wids 4 i peensin i dlaye (1.402) (1,441) (721)
Taxes capitalized . .. ... ... ..... .. e S s o e g (935) (572) (1,154)
RGN 1 W L e T Sk of s wieTEeud e Ll maiivek H S K X B E 7N (182) (3.443) 6,558
LT R E I ST 1 T R L e ot W LR D 37,168 52,962
Investment tax credit adjustments —net..... ... ... ... e il .o bl . 30,123 63,256 56,320
Recorded income tax expense .. ..............ooiiiiiiiia $8K 854 $ 73576  $113902
Charged to operations . ... ..........c.oooiieiies T e ashralh $93438 8 81302 8110227
Charged (credited) to other income .. ........................ (4,564) (7,726) 3,675
Recorded income tax @xpense . .. .......ccicucensiannsnonsss 58 854 73,576 113,902
Income taxes applied against the debt component of AFUDC . . .. 253 352 140
Total income taXes ... ..oivvuviiiiiiiineneerssiio.s  $89107 $ 73928 .“4!042
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SYSTEM ENERGY RESOURCES, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

Total income taxes differ from the amounts computed by applving the statutory Federal income
tax rate to income or loss before taxes. The reasons for the differences are:

For the Years Ended December 31,
1992 19491 1990
% of % of % of
Pretax Predax Pre-tax

Amount Income Amount Income  Amount Income
(Dollars in Thousands)

Computed at statutory rate ................ $74455 340 860587 340 § 96077 340
Increases (reductions) in tax resulting from:
3 T T R e g S e e U 11,520 5.3 8,343 4.7 8,326 29
State income taxes net of federal income
tax effect .......... . i 8.380 38 6.084 3.4 10,115 36
Amortization of investment tax credits . . . (2,865) (1.8) (1928) (1.1) (749) (0.3)
Oher — (DE) i .. i nvriovissonsirsrseannss (1,639) (0.7) 490 03 133 —
Recorded income tax expense . ... .. B8E54 406 73576 413 113902 402
income taxes applied against the debt
component of AFUDC ............... b 253 01 352 0.2 140

™.
<
-1
o
~1
&3
-
'
T
o

I

Total income taxes. ... .. at e NS | RPN $89.107

$114042 402
—— _—

I

Recoverable income taxes include the tax effects of the substantial tax loss generated in
September 1959 by the Grand Gulf 2 write-off. The loss was recognized in 1989 and increased System
Energy's net operating loss carrvforward, to a total of approximately $639.9 million as of December 31,
1992, which may be utilized in the future to offset taxable income. If not utilized to offset Federal
taxable income. ircome tax bene’ts related to the net operating loss carryforwards will expire in the
years 2004 throvgh 2007, In connection with an Internal Revenue Service (IRS) audit of Entergy's
1958, 1983, and 1990 consolidated federal income tax returns, the IRS is propesing that adjustments be
made to the Grand Gulf 2 abandonment loss deduction claimed on Entergy's 1959 consolidated federal
income tax return. If any such adjustments are necessary, the effect on System Energy’s net income
should be immaterial. Entergy intends to contest the propused adjustments if finalized by the IRS. The
outcome of such proceedings carnot be predicted at this time.

The alternative minimum tax (AMT) credit at December 31, 1992 was $18.9 million. This AMT
credit can be carried forward indefinitely and will reduce System Energy’s federal income tax liability

in the future,

In February 1992 the FASB issued SFAS No. 109. “Accounting for Income Taxes.” which is
generally effective for fiscal vears beginning after December 15, 1992, The new standard requires that
deferred income taxes be recorded for all temporary differences and carryforwards, and that deferred
tax balances be based on enacted tax laws at tax rates that are expected to be in effect when the
temporary differences reverse. The new standard was adopted by System Energy effective January 1.
1993, As a result of the adoption of SFAS No. 109, System Energy’'s 1993 net income will be increased
by $0.4 million, assets will be increased by $504.6 million and liabilities will be increased by

$504.2 million.

NOTE 4. LINES OF CREDIT AND RELATED BORROWINGS

The SEC has authorized System Energy to effect short-term borrowings up to $125 million, subject
to increase to as much as $238 million after further SEC approval. These authorizations are effective
through November 30, 1994. In addition. System Energy can borrow from the Money Pool, subject to
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SYSTEM ENERGY RESOURCES, INC.,
NOTES TO FINANCIAL STATEMENTS — (Continued)

its maximum authorized level of short-term borrowings and the availability of funds. System Energy
had no short-term borrowings or bank lines of credit as of December 31, 1992.

NOTE 5. LONG-TERM DEBT
The long-term debit of System Energy as of December 31, 1992 and 1991 was as follows:

1992 1981
(In Thousands)
First Mortgage Bonds:
B4 BT SaTtan, TR IO o oot o m W et ¢ T el e e E oz T e ek — § 100,000
e P TSR s T [ T IR T e Sl ondios A e $ 200,000 200,000
6.12% Series, Due 1995 . .. ot e e e Rt 105,000 -
10%4% Series, Due 1996 . . .. oo s e e ‘ 250,000 250,000
11% Series, Due 2000 . . . .. M e, o e AP o 120.000 255,750
5.25% Series, Due 2002 . .. .. .. ... .. .. .. ... T, o ey r 70,000 —
84% Series. Due 2002 . . ... ... ...ius = Bt i ki e b s St 45,000 -
11%% Series, Due 2016 . . o 3 e N rles Lt re ThL mo b 90,319 90.319
ORI, % e el S ot A P T ¢ e B TS 3 A £ 580,319 $96,069
Poliution Control Revenue Bonds:
Claiborne County, Mississippi —
9% % Series, Due 2013 . . oo e 44 500 49,500
5.25% Senes. Due 2014 ... ... .. -t LS AL " e o). ; 27.100 27.100
9%% Series, Due 2014 . T T PICi AL g WS, 00T, gk 206,000 206,000
12.5% Serien, TIUe 2015, ...\ ot in s eamnsnn s s i tahe s e b 44,000 44,000
9.5% Series. Due 2016, . ... ... ... ..., as J N T el 1 o 90,000 90,000
Total . N i L e W I R, 'Y 416,600 416.600
Grand Gulf 1 Lease Obhgahum \Nole B e s e e 500,000 500,000
Utamortinnd DISBOUNE -1 .7 o' .07 4 b 5 mdos br 150 iest oty K3 5 h ot (11611) (14,654)
Total Long-Term Debt . : . N B L o 1785308 1,798.015
Less — Amount Due thm ()ne \ear ....................... 30,000 115,750
Long-Term Debt Excluding Amount Due Within One Year .. .. $1,755,308 $1,682
P

The fair value of certain of Sysiem Energy’s long-term debt as of December 31, 1992 was estimated
to be (in millions) $968 4 for first mort -y e bonds and $474.3 for pollution control revenue bonds. Fair
values were determined using bid prices reported by deilsr inarkets and by nationally recognized
investment hanking firms. See Note 1 for additional information on disclosure of fair value of financial
instruments

For the vears 1993, 1994, 1995, 1996 and 1997 System Energy has long-termn debt maturities and
sinking fund requirements (in millions) of $30, $230, $135. $280, and §0, respectively.

System Energy has SEC authorization for the issuance and sale of up to $500 million of first
mortgage bonds through December 30, 1994 (of which $280 million remains available as of Decem-
ber 31, 19921, In addition, System Energy has SEC authorization for the acquisition of not more than
£500 million of its outstanding first mortgage bonds through December 31, 1994 all of which remains
available as of December 31, 1992,

The poliution control revenue bonds due 2015 at 12.50% and those due 2016 at 9.50% are secured
by $47.2 million and 8956 million, respectively, of non-interest bearing first mortgage bonds.
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SYSTEM ENERCY RESOURCES, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

NOTE 6. DIVIDEND RESTRICTIONS

Various agreements reiating to the long-term debt of System Energy restrict the payment of cash
dividends or other distributions on its common stock. As of December 31, 1992, 8172.0 million of
System Energy's retained earnings were restricted against the payment of cash dividends or other
distributions on common stock.

NOTE 7. COMMITMENTS AND CONTINGENCIES
Capital Requirement. and Financing :

Construction expecditures (excluding nuclear fuel) for the years 1993 1994, and 1995 are l
estimated to total $23.2 million, $25.5 million, and $22.6 million, respectively. System Energy will also :
require $395.0 millior Juring the period 1993-1995 to meet long-term debt maturities and sinking fund |
requirements. System Energy plans to meet the above requirements with internally generated funds
and cash on hand supplemented by the issuance of long-term debt. See Note 5 for the possible issuance
of new first mortgage bonds and the potential refunding. redemption, purchase, or other acquisition of
outstanding first mortgage bonds.

Capital Funds Agreement

Entergy has agreed to arrange for or supply to System Energy sufficient amounts of capital to (1) |
maintain System Energy's equity capital at not less than 35% of System Energy's total capitalization *
(excluding short-term debt), and (2) continue commercial operation of Grand Gulf 1 and enable {

:
:
|
s
|
!

System Energy to pay its borrowings under any circumstances. In addition. under supplements to the
Capital Funds Agreement assigning System Energy's rights as security for specific debt of System
Energy. Entergy has agreed to make cash capital contributions to enable System Energy to make
pavments on such debt when due.

l

| System Energy has entered into various agreements with the System operating companies,

| whereby the System operating companies are obligated to purchase their respective entitlements of

| capacity and energy from System Energy’s 90% ownership and leasehold interest i Grand Gulf 1, and

| to make payments that, together with other available funds, are adequate to cover Syvstem Energy's i
operating expenses. System Energy would have to secure funds from other sourccs including
Entergy’s obligations under the Capital Funds Agreement. to cover any shortfalls from payments
received from the System operating companies under these agreements.

R S ——

Unit Power Sales Agreement

l System Energy has agreed to sell all of its 90% owned and leased share of capacity and energy from |
| Grand Gulf 1 to the System operating companies in accordance with specified percentages (AP&L !
’ 36%, LP&L 14%, MP&L 33%. NOPSI 17%) as ordered by FERC. Charges under this agreement are paid

in consideration for the respective entitlements of the System operating companies to receive capacity

and energy, and are pavable irrespective of the quantity of energy delivered so long as the unit remains

in commercial operation. The agreement will remain in effect until terminated by the parties and
| approved by FERC, which most likely would occur after Grand Galf 1's retirement from service. The
’ monthly obligation for payments from the System operating companies to System Energy is approxi-
’ mately $60 million,

P T —

e ——

Availability Agreement :

The System operating companies are individually obligated in accordance with stated percentages
(AP&L 17.1%, LP&L 269% MP&L 31.3%. and NOPSI 24.7%) to make payments or subordinated
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SYSTEM ENERGY RESOURCES, INC
NOTES TO FINANCIAL STATEMENTS — (Continued)

advances to System Energy in amounts that, when added to amounts received under the Unit Power
Sales Agreement or otherwise, are adequate to cover all of System Energy’s operating expenses as
defined. including an amount sufficient to amortize Grand Gulf 2 over 27 years, as discussed below.
System Energy has assigned its rights to payments and advances to certain creditors as security for
certain obligations. Payments or advances under the Availability Agreement are only required if funds
wvailable to System Energy from all sources are less than the amount required under the Availability
Agreement. Since commercial operation of Grand Gulf 1, payments under the Unit Power Sales
Agreement ave exceeded the amounts payable under the Availability Agreement, Accordingly, no
payments have ever been required. In 1959, the Availability Agreement was amended to provide that
the write-off of approximately $900 million of Grand Gulf 2 costs would be amortized for Availability
Agreement purposes over a period of 27 years, in order to avoid the need for payments under the

Availability Agreement by the System operating companies.

Reallocation Agreement

System Energy and the System operating companies ent - 1 into the Reallocation Agreement
relating to the sale of capacity and energy from the Grand Gult Station and the related costs, in which
LP&L, MPKL, and NOPSI agreed to assume all of AP&L’s responsibilities and obligations with respect
to the Grand Gulf Station under the Availability Agreement. FERC's decision allocating a portion of
Grand Guif 1 capacity and energy to AP&L supersedes the Reallocation Agreement as it relates to
Grand Gulf 1. Responsibility for any Grand Gulf 2 amortization amounts has been individually
allocated (LP&L 2623%. MP&L 43.97% and NOPSI 2080%) under the terms of the Reallocation
Agreement. However the Realiocation Agreement does not affect AP&L's obligation to System
Energy’s lenders ander the assignments referred to in the preceding paragraph. AP&L would be liable
for its share of such amounts if the other System operating companies were unable to meet their
contractual obligations, No payments of any amortization amounts will be required as long as amounts
paid 1o System Energy under the Unit Power Sales Agreement, including other funds available to
System Energy. exceed amounts required under the Availability Agreement, which is expected to be
the case for the foreseeable future

Rebmbursement Agreement

In December 1958 System Energy entered into two entirely separate. but identical arrangements
for the sales and leasebacks of an approximate aggregate 11.5% ownership interest in Grand Gulf 1 (see
Note ). In connection with the equity funding of the sale and leaseback arrangements, letters of
eredit are required to be maintained to secure certain amounts payable for the benefit of the equity
investors by System Energy under the leases. The current letters of credit are effective until
Janoary 15, 1994. It is expected that the letters of credit will either be renewed. extended. or replaced

prior to expiration.

Under the provisions of the Reimbursement Agreement, as amended, related to the letters of
credit. System Energy has agreed to a number of covenants relating to the maintenance of certain
capitalization and fixed charge coverage ratios. System Energy agreed, during the term of the
reimbursement agreement. to maintain its equity at not less than 33% of its adjusted capitalization (as
defined in the reimbursement agreement) and to maintain its common equity at not less than 29% of
such amount. In addition. System Energy must maiutain, with respect to each fiscal quarter during the
term of the reimbursement agreement, a ratio of adjusted net income to interest expense (calculated,
in each case. as specified in the reimbursement agreement) of at least 1.60. At December 31, 1992,
System Energy’s equity and common equity in each case approximated 37.39% of its adjusted
capitalization. and its fived charge coverage ratio was 2.04.
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SYSTEM ENERGY RESOURCES, INC,
NOTES TO FINANCIAL STATEMENTS — (Continued)

Failure by System Energy to perform its covenants under the reimbursement agreement could
give rise to a draw under the letters of credit and/or an early termination of the letters of credit. If
such letters of credit were not replaced in a timely manner, a default under System Energy's related
leases cou'd result. Draws under the letters of credit must be repaid by System Energy within 5 days
(or in some cases, 90 days) following the date of drawing

See Nu'e 2 for information with respect to a FERC order that, if ultimately sustained and
implemented, cuuid cause System Energy to seek waivers from the banks to aveid violation of the fixed
charge coverage covenant.

Nuclear Insurance

The Price-Anderson Act limits public liability for a single nuclear incident to approximately
§7.81 billion, as of December 31, 1992. Svstem Energy has protection for this liability through a
combination of private insurance (currently $200 million) and an industry assessment program. Under
the assessment program, the maximum amount that would be required for each nuclear incident would
be $66.15 million per reactor, payable at a rate of $10 million per licensed reactor per incident per vear.
As a colicensee of Grand Gulf 1 with System Energy, SMEPA would share in this obligation. Svstem
Energy has one licensed reactor. In addition, System Energy participates in a private insurance
program which provides coverage for worker tort claims filed for bodily injury caused by radiation
exposure. System Energy's maximum assessment under the program is an aggregate of approximately
$3.1 million in the event losses exceed accumulated reserve funds.

System Energy on behalf of itself and other insured interests (including other co-owners of Grand
Gulf 1) is a member of certain insurance programs that provide coverage for property damage,
including decantamination expense, to members’ nuclear generating plants. As of December 31, 1992,
System Energy was insured against such losses up to $2.59 billion with a $350 million sublimit for
premature decommissioning coverage. Under the property damage insurance programs, System
Energy could be subject to assessments if losses exceed the accumulated Funds available to the
insurers. As of December 31, 1992, the maximum amount of such possible assessments to System
Energy was $21.7 million. Under its agreement with System Energy, SMEPA would share in System
Energy's obligation.

The amount of property insurance presently carried by Svstem Energy exceeds the NRC's
minimum requirement for nuclear power plant licensees of $1.06 billion per site. NRC regulations
provide that the proceeds of this insurance must be used, first, to place and maintain the reactor in &
safe and stable condition and, second, to complete decontamination operations. Only after proceeds
are dedicated for such use and regulatory approval is secured, would any remaining proceeds be made
available for the benefit of plant owners or their creditors.

Spent Nuclear Fuel and Decommissioning Costs

System Energy provides for estimated future disposal costs for spent nuclear fuel in accordance
with the Nuclear Waste Policy Act of 1982. System Energy entered into a contract with the DOE,
whereby the DOE will furnish disposal service at a cost of one mill per net KWH generated and sold
after April 7, 1983. The fees payable to the DOE may be adjusted in the fusture to assure full recovery.
Syst=m Energy considers all costs incurred or to be incurred for the disposal of spent nuclear fuel to be
proper components of nuclear fuel expense and recovers such costs in rates.

Due to delays of the DOE's repository program for the acceptance of spont nuclear fuel, it is
uncertain when shipments of spent fuel from System Energy will commence. In the meantime. System
Energy is responsible for spent fuel storage. Current on-site spent fuel storage capacity at Grand Gulf 1
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SYSTEM ENERGY RESOURCES, INC.
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is estimated to be sufficient until 2004. Thereafter, System Energy will provide additional storage
capacity at an estimated cost of $5.0 million to $10.0 million (in 1992 dollars). In addition, approxi-
mately $3.0 million to $5.0 million (in 1992 dollars) will be required every four to five years subsequent
to 2004 until DOE's repository begins accepting Grand Gulf 1 spent fuel,

As a result of the FERC Complaint Case settlement, the amount to be collected in rates for the
total cost of decommissioning System Energy’s 90% interest in Grand Gulf 1 was set at approximately
$19% million (in 1989 dollars). These collections, through rates, are deposited in external trust funds,
with & market value of $20.1 million as of December 31, 1992 that can only be used for future
decommissioning costs. These decommissioning costs were estimated to approximate $248.7 million in
1959 dollars based on a 1989 decommissioning cost study. System Energy regularly reviews and updates
estimated decommissioning costs to reflect inflation and changes in regulatory requirements and
technology. Applications will be made to FERC to reflect in rates any changes in estimated
decommissioning costs.

The Energy Policy Act of 1992 has a provision that assesses domestic nuclear utilities with fees for
the decontamination and decommissioning of DOE's past uranium enrichment operations. The
decontamination and decommissioning provisions will be used to set up a fund into which contribu-
tions from utilities and the federal government will be placed. System Energy’s assessment is $1.1
million (in 1992 dollars) annually for approximately fifteen years. The cumulative liability of $16.5 mil-
lion was recorded at December 31, 1992, as a deferred credit. The legislation requires that regulators
treat these assessments as costs of fuel when paid. The cumulative liability is offset in the financial
statements by an equal regulatory asset, recorded as a deferred debit.

System Fuels

System Fuels entered into a revolving credit agreement with banks that provides $45 million in
borrowings to finance System Fuels' nuclear materials and services inventory. Should System Fuels
default on its obligations under its credit agreement, AP&L, LP&L. and System Energy have agreed to
purchase the nuclear materials and services financed under the agreement.

NOTE 5. LEASES
Nuclear Fuel Leases

Svstem Energy has an arrangement to lease nuclear fuel in an aggregate amount up to
$130 million. The lessor finances its acquisition of nuclear fuel through a credit agreement and the
issuance of notes. The credit agreement. which was entered into in 1989 has been extended to
February 1996 and the notes have varying remaining maturities of up to 5 years. It is expected that the
credit arrangements will be extended or alternative financing will be secured by the lessor upon the
maturity of the current arrangements. If the lessor cannot arrange for alternative financing upon
maturity of its borrowings, System Energy must purchase nuclear fuel i an amount sufficient to enable
the lessor to retire such borrowings.

Lease payments are based on nuclear fuel use. Nuclear fuel lease expense, including interest, of
$48.4 million. $66.9 million, and $72.4 million was charged to operations in 1992, 1991, and 1990
respectively,

Sale and Leaseback Transactions

On December 28 1988 System Energy entered into two entirely separate, but identical,
arrangements for the sales and leasebacks of an approximate aggregate 11.5% undivided ownership
interest in Grand Gulf 1 for an aggregate cash consideration of 3500 million. System Energy is leasing
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the plan consist primarily of common and preferred stocks, fixed income securities, interest in a money
market fund, and insurance contracts.

System Energy's 1992, 1991, and 1990 pension cost (credit), including amounts capitalized,
included the following components:

1992 1981 1990
{(In Thousands)

Service cost—benefits earned during the period .. ... ... .. $ 1737 $ 1327 81,39
Interest cost on projected benefit obligation ............. 1,439 1,035 762
Actual return on plan assets . ... ... ... ieiins (2,070) (5.432) 45
Net amortization and deferral ... ....... ... ... ... ... .. (587) 2,991 (2,402)
e ey Y el S T O B e TP — 17

Net pension cost (inCOME) ... . .oieiiiiiiaiiianans § 519 % QGE) £y 5194)

The funded status of System Energy’s pension plan at December 31, 1992 and 1991 was:

1992 iuel
(In Thousands)
Actuarial present value of accumulated pension plan benefits:
A e Tyt WL T B B e AU e oL - e $12377 § 5,580
A P A = W (R | e S ) e A B 625 2,088
Accumulated benefit obligation .. ..... ... ... ..o $13.002 MOEGGB
Plan assets at fair value. . ... .. .. I ks v v s » el T e $30,167 $28,194
Projected benefit obligation . ......... ... oo 21,096 16,067
Plan assets in excess of projected benefit obligation ... ............. 9.071 12,127
Unrecognized prior SErvice COSM ... ..ot ciiiiiii i 925 971
Unrecognized transition asset ... ...« c.ouivvnriesarariniiamiains . (1677) (5274)
Unrecognized net QAN ... . .coieuioaninhis e vaies s biasmas asairsh (839) (2.825)
Accrued PERSION BEBOE. . .. .o oiivansananne s vt asaininannadsrasones § 1.45%0 § 1.999
== p———

The significant actuarial assumptions used in computing the information above were as follows:
19652 1961 1990

Weighted average discount rate . .. ... .. ... 825% 825% B.75%
Weighted average rate of increase in future compensatlon le\ els 56% 56% 56 %
Expected long-term rate of return on plan assets ... .. e N B5% 85% B5%

Transition assets are being amortized over the average remaining service period of active
participants.

NOTE 16. TRANSACTIONS WITH AFFILIATES

System Energy sells ail of the capacity and energy from its share of Grand Gulf 1 to the System
operating companies under rate schedules approved by FERC. Accordingly, all of System Energy’s
operating revenues consist of billings to the System operating companies.

MP&L provides a minimal amount of technical and advisory services and other miscellaneous
services to System Energy. In addition, pursuant to a service agreement, System Energy receives
technical and advisory services from Entergy Services. Inc. Charges from MP&L and Entergy Services,
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Inc. for technical, advisory and miscellaneous services amounted to approximately $13 8 million in
1992, $10.9 million in 1991, and $10.6 million in 1990. System Energy pays directly or reimburses
Entergy Operations for the costs associated with operating Grand Gulf 1, which were approximately

$179 million in 1992, 8136 million in 1991, and 8138 million in 1990

In addition, certain materials and services required for fabrication of nuclear fuel are acquired and
financed by System Fuels and then sold to System Energy, as needed. Charges for these materials and
services, which represent additions to nuclear fuel, amounted to approximately $13.7 million in 1992,
$25.9 million in 1991, $34.3 million ia 1990,

NOTE 11, QUARTERLY FINANCIAL DATA (Unaudited)

Operating results for the four quarters of 1992 and 1991 were:

Operating
Revenue

Operating
Income

Net
Income

1992
IR SOURING -\ o i TN vadleid: gy i ; $177.466
Becond QUarer ... ... ... cvivecrisassions  $194.140
Third Quarter. . ............... .. ik Pl DT 04
Fourth Quarter ... ... ........ s ek el BATA040
1991:
First Quarter .. .. e TR U o1 LS $155,048
Second Quarter(1) .. ............ .......... $143.738
Third Quarter. ... ... ... ................ 8174516
Fourth Quarter .. o . e es 8183362

(In Thousands)

$82.204
$51.6588
$50.754

478,410

$87,703
$65.216
$82 443
$83.450

$33,198
$32.321
$32 554
$32,038

§35.154
$ 6910
$30.589
$31,939

(1) Operating revenues, operating income, and net income in the second guarter of 1991 were

affected by the FERC Complaint Case settlement. See Note 2.
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1902 1991 1960 19589 1988
{Dollars in Thousands)

Operating revenves .. ............ § 723410 § 686664 § 801615 § 537307 § 933828
Net income (loss) (1) ........ $ 130141 § 104622 § 168677 §(655524) § 180314
Total assets(1) ........ C....... $3672441 $3642203 $388324]1 83987055 $5160.249
Long-term obligations(2) ......... $1,766299 $1707470 §1.849.000 $2.220022 82,553,002
Electric energy sales

{in millions of KWH) .. ........ 7.354 8.220 6,666 7.064 8,632

(1) The vear 1989 includes the effects of the write-off by System Energy of its investment in Grand
Gulf 2.
(2) Includes long-term debt (excluding current maturities) and noncurrent capital lease obligations.
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