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SYSTEM ENERGY RESOURCES, INC.

DEFINITIONS

Cerain abbreviations or acronyms used in System Energy's Financial Statements. Notes and
Management s Financial Discussion and Analysis are defined below:

Abhreviation ar Acrony m

AFUDC
AL)
ANO

APKL.
Availability Aureemem ......

Capital Funds Agreement . .. ... .. ... ..

City of New Orleans or Cil) ...........
Council .
e et I MR e T o e Y i
SR R WD PR TS vl
Entergy Operations .. ............ ...,
SRy e
February 4 Resolution .. ................

F'ERCCompluim(‘aur... I (A

FEUC Bottlomaint. .\ v oo bnivsi odd s doniyls

Grand Gulf Station . . ... .. .., ... ... . s

Gl O 1) e e e .
Grand Gulf 2 . ........ il 1 e S M K
Junin 13 DIoslabon « o o« coqianiaion via . 4panin

Term

Allowance for Funds Used During Construction

Administrative Law Judge

AP&L's Arkansas Nuclear One Steam  Electrie
Cenerating Station (nuclear)

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. and the
assignments thersof

New Orleans, Louisiana

Council of the City of New Orleans. Louisiana

Department of Ener gy

Entergy Corporati m

Entergy Operatior s, lne.

Financial Accounting Standards Board

The Resolution (including the Determination: and
Order referved to therein) adopted by the Council
on February 4, 1988 disallowing the recovery by
NOPSI of 8135 million of previously deferred
Grand Gulf 1-related costs

Federal Energy Regulatory Conimission

Complaint filed with the FERC by the APSC, LPSC,
MPSC, Missssippl Attorney General, and City of
New Orleans n February 1, 1990 with respect to
System Energy s Grand Gulf | rates. wiich matter
was settled effective September 16, 1991

Settlement offer filed with the FERC on June 9
1959, by the System operating companies and
System Energy and approved by the FERC on
July 21, 1989, to settle, among other things, certain
then pending Grand Gulf Station-related issues,
litigation and other rate matters

Grand Gulf Steam Electric Generating  Station
(nuclear)

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



SYSTEM ENERGY RESOURCES, INC.
DEFINITIONS — (Coucluded)

Abbreviation o, Acronym Term

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

MP&L . ... ..o Mississippi Power & Light Company

MPSC . . - e ~. Mississippi Public Service Commission

NOPSI S A .. New Orleans Public Service Ine.

NRC.. ... .......... - ... Nuclear Regulatory Commission

Project Olive Branch .. ... .. ... The System's 1989 eflort to settle certain outstanding

issues and litigation fnvolving System Energy, the
System operating companies. and the Grand Gulf
Station, and to stabilize retail rates in the System’s
service aren, which culminated in the FERC
Settlement and related state and local settlements

PCRBs .. ... ... ... ... .. .. Pollution Control Revenue Bonds

A R S .o oo Securities and Exchange Commission

DA s s v i B U6 e coviooooo Statement of Financial Accounting  Standards
promulgated by the FASB

o IR R S U - South Mississippi Ele “tric Power Association

System or Entergy System ... ... ... .  Entergy and its various direct and indirect sub-
sidiaries

System Evergy . ................. oo System Energy Resourees, Ine.

System Fuels ... ... ... .. ... ... System Fuels, Inc.

System operating companies .. ... ... AP&L. LP&l. sMP&L and NOPSI, collectively

Unit Power Sales Agreement ... .. ., Agreement, dated as of June 10, 1952, as amended.

among .+ System operating companies and
System Eip o rgy, relating to the sale of capacity and
energy from System Energy's share of Grand
sulf 1

Waterford 3 ... ....... i ¥ 3% % W Unit No. 3 of LP&L's Waterford Steam Electric
Generating Station (nuclear)
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SYSTEM ENERCGY RESOURCES, INC,
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS — (Continued)

Operating revenues decreased in 1991 as compared to 1990 primarily due to the effect of the
FERC Complaint Case settlement. As a result of this settlement, System Energy s operating revenues
were reduced by approvmately $70 million during 1991 and are estimated to be reduced by
approximately 822 million in 1992 and by lesser amourts in years therealtor. Operating revenues also
declined 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 $13 million in 1992 and by declining amoaounts each year
thereafter as a result of the depreciation of System Energy's investment in Grand Guif |

Operating revenues decreased in 1990 as compared to 1989 by approximately 8357 illior
primarily due to a decrease in System Energy’s return on its investment in Grand Gulf 1 resulting from
a decrease in the eqrity portion of its capital structure due to the impact of the write-olls associated
with the FERC Settlement and a decrease in net unit investment,

Other Operation Expense

Other operation expense decreased in 1991 as compared to 1990 primarily due to the FERC
Complaint Caie settlervent providicg for 1991 credits from System Energy to the System operating
companies totaling approximately $10 million relating to System Energy's rate treatment of the
portions of Grand Gulf 1 sold and leased back. These credits were provided through a reduction in
other operation expense which decreased billings to the System operating companies.  (See System
Energy's Note 2. “Rate and Regulatory Matters — FERC Complaint Case.” incorporated herein by
reference.)

Maintenance

Maintenance expense decreased in 1991 as compared to 1990 primarily due to the fact that G
Gulf 1's fourth refueling outage, which lasted approximately 57 days. occurred during 1990, whe
there was no refueling outage for Grand Gulf | during 1991, Maintenance expense for * )
at-ributable to Grand Gulf 1's fourth refueling outage was approximately $22 million.

Depreciztion and Decommissioning

Depreciation expense increased during 1991 as compared to 1990 and decraacod in 1990 as
compared to 19589 due to the deferral in 1990 of approximately $30.0 million of depreciation expense
representing current and prior year depreciation expense related to the sale and leaseback property.
The amount of depreciation exaense deferred in 1991 was approsimately $15 million. In December
1990, consistent with a recommendation contained in a FERC audit report. System Energy recorded as
a deferred asset the current and prior year difference between the amounts collected in revenues for
lease payments and the amounts expensed for interest and depreciation on the related property. The
deferred asset will increase in the early years of the lease term and will reverse over the later years of
the lease term as the revenues associated with the leases exceed the charges for depreciation and lease
iterest. (See System Energy's Note 9. “Leases.” incorporated herein by reference. )

Total Income Taxes

Total income taxes decreased in 1991 as compared to 1990 due to a decrease in pretax income due
primarily to the FERC Complaint Case settlement. (See System Energy's Note 2. “Rate and
Regulatory Matters — FERC Complaint Case,” incorporated herein by reference.)

Total income taxes for 1989 reflect a tax benefit resulting from the write-off of System Energy's
investment in Grand Gulf 2, offset in part by the reversal of related deferred incomne taxes.

L]



SYSTEM ENERGY RESOURCES, INC.
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS — (Continued)

Miscellaneous Other Income -« Net

Miscellaneous other income net decreased in 1991 as coroared to 1990 duv to one-time charges
associated with the FERC Complaint Case settlement that we - recorded in June 1991, (See System
Energy's Note 2. “Rate and Regulatory Matters — FERC Complaint Case " incorporated herein by
reference.] The reduction in miscellaneous other income-net was also due to a decrease in interest
income as a result of lower investment balances.

Miscellaneous other income-net increased o 1990 as compared to 1989 primarily due to an
increase in interest income on System Energy s temporary cash investments, which were maintained at
higher than average balances during 1990.

Gain on Disposition of Property

System Energy s gain on disposition of property in 1990 was due to the sale of certain Grand Gulf 2
property which was written off in 1959,

FINANCIAL CONDITION
General

On December 21, 1990, the FERC Division of Audits issued wn audit report for Svstem Energy
which recommended. among other things. that Systen, Energy write off and not recover in its ratcs
approvimately $85 million of Grand Gulf 1 costs included in wtility plant, and compute refunds for
overcollections from the System operating companies related to amounts alleged to be incorrectly
included in utility plant. In an initial decision dated November 21, 1791, the FERC AL]J concurred
with the recommendations contained in the FERC audit report, If the decision is ultimately sustained
and implemented, System Energy estimates that as of December 31, 1991, net income would be
negatively impacted by approximately $128.7 million. This amount includes refund obligations of
approvimately $66.2 million (including interest). See System Energy's Note 2. “Rate and Regulatory
Matters — FERC Audit,” incorporated herein by reference. tor further information.

Liquidity

System Energy’'s primary cash requirements for 1991 included, among other things, ongoing
operating expenses, construction expenditares, retirement of long-term debt and common stock
dividend payments. Cash requirements in 1991 were satisfied with internally generated funds and cash
on hand at the beginning of the peiod.

Net cash flow provided by operating activities totaled approximately $2582.6 million i 1991, As
detailed in the Statements of Cash Flows. cash flow from operating activities was affected by & number
of factors representative of normal operationz.  In addition, et cash flow provided by operating
activities during 1991 was reduced due to the impact of the FERC Complaint Case settlement on
System Energy's net income. (See System Energy’s Note 2, “"Raie and Regulatory Matters — FERC
Complaint Case. " incorporated herein by reference.)



SYSTEM ENENGY RESOURCES, INC.
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS — (Concluded)
Investing activities for 1991 resulted in cash provided of approximately $75.4 million due primarily

to the reduction of other temporary investments offset, in part, by construction expenditures and
nuciear fuel expenditures.

Financing activities for 1991 resulted in a net utilization of cash of approximately $395.5 million
due primarily to the retirement of approximately $294 million of first mortgage bonds and the payment
of approximately $1158 million of cash dividends on common stock to Entergy. This net utilization of
cash was partially ~fset by approximately $14.6 million in procoeds from the sule and leaseback of
nuclear fuel

Capital and Refinancing Requirements and Capital Resources

See Systemn Energy's Note 8§ "Commitments and Contingencies — Capital Requirements and
Financing,” incorporated herem by reference, for information on System Energy's capital and
refinancing requirements for the period 1992-1994.

“he amount of additional “rst mortgage bonds that Svstem Energy can issue in the future is
contingent upon earnings, the amount of unfunded bondable property available to support the
issuance of additional first mortg . e bonds and equity ratio reauirements contained ir its mortgage
and the reimbursement agreemer. - ated to System Energy’s sale and leaseback transactions, System
Energy's minimum earnings coverage requirement for the issuance of additional first mortgage bonds is
2.0 times the annual interest on a pro forma basis. For System Energy's first mortgage bonds, the
earnings coverage for the vear ended December 31, 1991 was 350 times the annual bond interest
requirements  Based upon the most restrictive of the above tests, System Energy could have issued
approximately $254 million of additional first mortgage bonds at December 31, 1991, In addition,
System Energy has the ability, subject to meeting certain conditions, to issue first mortgage bonds
against the retirement of outste~ ling nrst mortgage bonds without satisfying an earnings coverage test.

In connection with the financing of . nd Gulf 1, Entergy has undertaken in the Capital Funds
Agreement, in relevant part, to provide or cause to be provided to System Energy sufficient capital to
(1) maintain System Energy's equit' ~.pital at an amount equal to at least 35% of System Energy's total
capitalization (excluding shortte .. 5t) and (2) permit the continuation of commercial operation of
Grand Gult 1 and enable System Energy to pay in full all indebtedness for borrowed money of System
Energy whether at maturity, on prepayment, on acceleration or otherwise. In addition, Entergy has
agreed in the Capital Funds Agreement to make cash capital contributions to enable System Energy to
make payment: when due on its long-term debt, as specified therein.

See System Energy’s Note 4, “Lines of Credit and Related Borrowings,” incorporated herein by
reference, for information regarding short-term lines of credit.

ACCOUNTING ISSUES
SFAS No. 106

See System Energy's Note 10, “Postretirement  Eenefits,” incorporated herein by reference, for
information with respect to a new accounting standard on employers’ accounting for postretirement
benefits other than pensions.

SFAS No. 109

See System Energy's Note 3, “Income Taxes.” incorporated herein by reference, for information
with respect to a new accounting staudard on accounting for income taxes.

10



INDEPENDENT AUDITORS' REPORT

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

We have audited the accompanying balance sheets of System Energy Resvurces. Inc. (System
Energy) as of December 31, 1991 and 1990, and the related statements of income (loss), retained
earnings and cash flows for each of the three years in the period ended Deccinber 31, 1991, 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 financial statements are free of material misstatement. An audit ircludes 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 basiz for our opinion.

In our op.s'ar, such financial statements present frirly, in all material respects, the financial
position of System Energy at December 31, 1991 and 1990, and the results of its operations and its cash
flows for each of the three years in the period ended December 31, 1991 in conformity with generally
accepted accounting principles.

As discussed in Note 2, “Rate and Regulatory Matter: — 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 ra*ss 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 overcollecticns from the Entergy System opeiating companies
related thereto. The ultimate outcome of this uncertainty cannot presently be determined. Accord-
ingly, no provisiun has been madk: in the accompanying financial statements for the possible effects of a
decision adverse to Svstem Ene gy,

D tl + Povceche
DELOITTE & TOUCHE

February 14, 1992
New Orleans, Louisiana

11



SYSTEM ENERGY RESOURCES, INC.
BALANCE SHEETS

ASSETS

Utility Plant (Note 1)
) R S LA I LR N S ol iae o a 2 ot
Electric plant under lene (Note . JPOPPITRLN, . SV S i L QR
Construction work in progress . PRIl I PRI I Y ey
Plant held for future use . . ... ....ovvirerciiiireiiaiiiiian i
Nuclear fuel under capital leases (Notes S and 9) ..................
Nuclear fuel (Note 11) .. ... S d b 4 et o et 4 ko Y A e 3 R T

) e WL R e e T W TN L ey R
Less — Accumulated depreciation and umomution ...............

Utility plasst < D08 .« .o coiiivacimiaasaninas v ivadins .

Other Investments:
Decommissioning trust fund (Note 8) .. ... .. ... .. L Lnan bl

Current Assets:
Cash and cash equivalents (Note 1):
I T i T ot o D o S i T ey ke e e g S v
Temporary cash lnvestmenu — at cost, which approximates market

Total cash and cash equivalents. . ...... ... ... ............
Other temporary investments — at cost, which approximates market
Accounts receivable:

Associated companies (Note 11) ... .o iiiiiiiiiiiiiiiines
CL U L RTINS SO PR RN T ORI e
Materials and supplies — at average cost . ........... ..o
Recoverable income taxes (Note 3) .................. i T T b
Prepayments and other . ...........c.coiiivriiisvirciinirsiinanns

i P e e EEVICSRCR T R SO T G S S e e

Deferred Debits:
Recoverable income taxes (Note 3) ... ... . i iiiinneiinns
Unamortized loss on reacquired debt . .. ............ ... ... . oo
R R B it e A kAt St Es 53 b A A PR R LA R s

See Notes to Financial Statements.
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December 31,
199) 1090
(In Tuousands)

$3.011.223 $3.011 911
438410 435 499
34,091 26,491
12,119 4425
85,206 133,908

14,369 —
3,595 418 3,615,234
505,928 41_9_,9:3
3,089,0% 3.!95.31 1
13,486 1 l,m
175 5%
94,335 131,940
94,510 131,998
— 125,225
61,962 56,496
3,738 3,671
66,159 76,668
54,600 64 600
4,165 9,38‘
285,161 473,042
164,766 135,489
11.751 15,5866
77,549 52,248
254,066 203,603
‘Sl@(ﬂ& ﬂ!&“l
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SYSTEM ENERGY RESOURCES, INC,
STATEMENTS OF CASH FLOWS

For the Years Ended December 31,

1991 1990 1988
(In Thousands)
Operating Activities:
T P TONT PP T |, QTP Py e (P PV § 104622 $ 168677 $(655.524)
Noncash items included in net income (loss):
Depreciation and amortization. ... ......... ... o000, 85,986 69 653 101.952
Deferred income taxes and investment tax credits .. 79.660 109,252 78,727
Allowance for equity funds used during construction . .. (763) (442) (0K5)
Amortization of debt discount . ... . ... ..o 7.495 10,532 5.069
Burnup of nuclear fuel not under lease .. .. ... .. X vk — - 6,224
Loss on Grand Gulf 2 cancellation ................. ... - - 907,932
Writeoff of AFUDC — equity . . . . .« </ vnvaindnainsis oy — - 43.000
Changes in working capital:
BB COIRRIIE . 2l s oot ot o gcr als o v ik iy 4 o Bl Ao B f 00k 5 (5,530) 13,175 14,077
ACCORNES PEVEDIG 5 (i o v ooy e sunns 4n il o nn d B 37,511 (23,632) (7.571)
Materials and supplies .. .. ... i 10479 (6,577) (27.776)
Taxes and interest acerued ... ... .. ..o ; (10,423) (451) 1,142
Other working capital accounts . ... .......... ... ..., 5237 (264) (1.020)
Income tax impact of future benefits related to AFUDC
(Refe ) - iz s 284 s I e oy o e R e s - 9 861 69,316
Recoverable income taxes (Note 3) ...........coiiivivns (14.277) 32 246 (237,335)
Gain on dis(rosition Of Property .......ocvcivianivnsinins — (7,189) it
Change in decommissioning trust .. ... ... ............. (2.201) (5,847) (1,344)
EIAN: - o i) o5 voina iR LY vty e it sl of ar g s (15175) 900 13,944
Net cash flow provided by operating activities ... .. 282,621 369 894 312,828
Investing Activities:
Construction expenditures ............... .. ccooiiiiii.y (21,663) (24,633) (25,153)
Allowance for equity funds used during construction . .. .. 763 442 985
Nuclear fuel expenditures . . ............... ... .. ... ... (28,922) (45.507) (26,672)
Expenditures on Grand Gulf 2. ... ... ... ... — — (7.175)
Proceeds from sale of assets . ..., . .. S-S W L PR — 13,045 -
Decrease (Increase) in other temporary investments. . .. .. 125,225 (125225) —
Net cash flow provided (used) by investing
Bl - o Tt i b 3k e B § I ped. P 75,403 (164,977) (61,015)
Financing Activities:
Proceeds from sale and leaseback of nuclear fuel . ... . .. 14,552 48,607 44,197
Retirement of first mo:}gnge bonds (Note 6) .. ........... (294,000) (72.254) (487,697)
Common stock dividend payments ... ............... ... (115,785) (279.230) (87.673)
e et e g I o At Y P Ty o (279) 279 e
Net cash flow used by financing activities. . ... .. .. (395512) _(302578) _(531.173)
Net decrease in cash and cash equivalents .. ........... ... (37.488) (117,661 (279.360)
Cash and cash equivalents at beginning of period. ... ..... .. 131,998 249,659 529,019
Cash and cash equivalents at end of period ........ ... ..... $ 94510  $131998 8§ 249659
SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION:
Cash paid (received) during the period ior:
Interest (net of amount capitalized) . ................. $ 235199  § 246280  § 244,129
Income taxes (refund) ... ...c.oviiiiiiiaiiiiieans $ (12667) § (37.383) & 11,741
Noncash investing and financing activities:
Capital lease coligations incurred ... . ................. - - $ 1587000
Plant impact of future benefits related to AFUDC ... . . g - $ 69593

See Notes to Financial Statements,
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SYSTEM ENERGY RESOURCES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

System Energy. formerly Middle South Energy, Inc., is a generating company providing electricity
to the System operating companies and has a 90% interest in Grand Gulf 1 a nuclear generating station
which began commercial operation July 1. 1985, The Grand Gult Station was originally designed as
two 1250 megawatt nuclear generating units. In September 1989, System Energy canceled and wrote
off its investment in Grand Gulf 2. construction on which had been suspend: | since September 1985,
(See System Energy's Note 2, “Rate and Regulatory Matters - Project Olive Branch Settlements.”)
On June 6. 1990, Entergy Operations essumed responsibility for the operation und 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,

Regulation and System of Accounts

The accounts of System Energy are maintained in accordance with the Uniform System of
Accounts prescribed by its regulater. the FERC

Utility Plant

Utility plant is stated at original enst. Additions to utility plant (labor, materials, overhead, and
AFUDC) are recorded at cost. The original cost of utility plant retired or otherwise removed, plus the
applicable removal costs, less salvage, is charged to accumulated depreciation. Maintenance and
repairs of property and minor replacement costs are charged to operating 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 results in an increase in
utility plant and represeats current earnings, it is a non-cash item and is realized in cash through
recovery of depreciation provisions included in rates. System Energy’s effective composite rates for
AFUDC were 9.9%. 10.2%, and 10.7% for 1991 1990, and 1989 respectively.

Depreciation is computed on the straight-line basis at rates based on the estimated servies lives of
the various classes of property. Depreciation pruvision. on average dep:aciable property approxi-
mated 2.85% in 1991 and 1990 and 3.0% in 1959

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

Utility plant includes the portions of Grand Gulf 1 that were sold and are currently under lease.
System Energy retired such 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 property on its books and records for financial reporting purposes as property under
lease from others and is depreciating this leased property over the life of the basic lease term. Such
depreciation is being deferred until recoverable from customers in future periods. (See System
Energy’s Note 9. “Leases.”)

17



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

Income Taxes

System Energy joins its pment and affiliates in filing a consolidated federal income tax return.
Pursuant to an intra-System income tax allocation agreement, income taxes are allocated to System
nergy in proportion to its contribution to the consolidated taxable income. In acoordance with SEC
regulations. no System company is required to make payments greater than would have been paid 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 by Systew Energy's regulatory body for
ratemaking purposes. luvestment tax credits allocated to System Energy are deferred and amortized
based upon the average useful life of the related property.

In addition, System Energy files a consolidated Mississippi state income tax return with certain
other Sy tem companies,

Cash and Cash Equivalents

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

NOTE 2. RATE AND REGULATORY MATTERS
FERC Audit

On December 21, 1990, the FERC Division of Audits issued an audit report for System Energy for
the years 1986 through 1985, The report recommended. among other things. that System Energy
(1) write off and not recover in its rates approximately 895 million of Grand Gulf 1 costs included in
utility plant related to the System’s income tax allocation procedures (and System Energy’s accounting
resulting from certain allocated income tax charges) alleged to be inconsistent with FERC's account-
ing requirements and (2) compute refunds for the years 1987 (o date to correct for overcollections

from the System operating companies of depreciation expense and return ou rate base related to
amounts alleged to be incorrectly included in utility plant.

Hearings before a FERC ALJ were held in August 1991, In an initial decision dated November 21.
1991 (November 21 Decision), the FERC AL) found, among other things. that System Energy
overstated its Grand Gulf | utility plant account by approximately $95 million as indicated in the FERC
audit report. The decision, if ultimately susiined and implemented, would require System Energy to
make correcting accounting entries and refunds, with interest, to the System operating companies.
Should that be necessary, System Energy estimates that as of December 31. 1991, its net income would
be negatively impacted by approximately $1257 million. This amount includes Svstem Energy's
potential refund obligation to the Sy em operating companies which is estimated to be approximately
$66.2 million (including interest) as of December 31, 1991, The ongoing effect of this decision. if
implemented, would be to reduce System Energy's revenues by approximately $22 million in 1992, and
by a comparable amount (but decreasing by approximately $0.5 willion: per year) in each subsequent
year.

In wddition, because of the resulting impact on System Energy's earnings if the November 21
Decision is ultimately sustained and implemented, System Energy would need to obtain the consent of
certain banks to waive the fixed charge coverage covenants in the letter of credit reimbursement
agreement related to the Grand Gulf 1 sale and leaseback transactions (see System Energy’s Note 8,
“Commitments and Contingencies — Reimbursement Agreement”) for a limited period of time in
order to avoid violation of this covenant upon implementation of the November 21 Decision. Should
that be necessary, System Eoergy would request a waiver by the banks. Absent a waiver, failure of

15



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

System Energy to perform this covenant could give rise to a draw under the letters of credit and/or
early termination of the letters of credit, and if the letters of credit were not replaced in a timely
manner could result in a default under, or early termination of, System Energy’s leases.

On January 8. 1992, System Energy filed a brief on exceptions with the FERC. Notwithstanding
the November 21 Decision, System Energy believes that its consolidated income tax accounting
procedures and related rate treatment are in compliance with SEC and FERC requirements and
intends to vigorously contest this issue. However, the ultimate resolution of this matter cannot be
determined. Accordingly no provision has been made in the accompunying financial statements for
the possible effects of a decision adverse to System Energy.

FERC Complaint Case

On February 1. 1960, the APSC, the LPSC, the MPSC. the Mississippi Attorney General, and che
City of New Orleans filed a complaint with the FERC against System Evergy and Entergy Services, Inc.
(as agent for Entergy and the System opercting companies) , alleging that the rates then being charged
to the System operating companies by System Energy for capacity and energy from Grand Gulf 1 were
not just and reasonable. This filing was consolidated with proceedings related to System Energy's
decommissioning collections.

On May 21, 1991 a settlement in the consolidated proceedings was reached which, among other
things, (1) reduced Sy~tem Energy's rate of return on common equity from 14% to 13% effective
retroactively to April, 1990, (2) imposed no ceiling for ratemaking purposes on System Energy’s
common equity ratio, (3) established a zero-cash working capital allowance for System Energy,
effective retroactively to April 1990 (4) resolved the cost of service treatment of certain Grand Gulf 2
assets transferred to Grand Gulf 1. (5) set the amount to he collected in rates for the cost of
decommissioning System Energy's 9% interest in Grand Gulf 1 at approximately 8195 million in 1989
dollars (with a new study of these costs to be prepared and submitted to FERC on or before June 1,
1995) and increased System Energy's decommissioning expense collections from approximately $1.1
million to approximately $4.3 million per year, effective retroactively to June 1990, subject to a 5%
annual inflation adjustment, and (6) provided for 1091 credits from System Energy to the System
operating companies totalling approximately $17 million relating to System Energy’s rate treatment of
the portions of Grand Gulf 1 sold and leased back. The settlement did not resolve income tax
accounting issues raised in the complaint (see “FERC Audit” above). The settlement was fled with a
FERC ALJ on June 14, 1991, and was approved by the FERC on September 16, 1991.

Based on the settlement, System Energy credited in June 1991 approximately $47.6 million 1. the
aggregate (including interest) againat 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 $155 million relates to billings in
1990.

Grand Gulf 1 Rate Activity — System Operating Companies

The February 4 Resolution required NOPSI to write off. and not recover from its retail electric
customers. $135 million of its previously deferred costs associated with Grand Gulf 1. This write-off,
which was recorded in NOPSI's 1987 financial statements, was in addition to the $51.2 million of Grand
Gulf 1-related costs originally absorbed and not recovered by NOPSI in a 1986 rate settlement. On
August 29, 1991, representatives of NOPSI reached an agreement in principle with advisors to the
Council and with the Alliance for Affordable Ep«<:zv, Inc. and others .hat resolved the Grand Gulf !
prudence issues and the pending litigation related to the February 4 Resolution. The Covneil adopted
a resolution approving and substantially incorporating the agreement in principle on October 3, 1991,
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In sccordance with the Council’'s October 3 resolution, several actions were taken and a finai
settlement in this matter became effective as of October 4, 1991

As a result of the above settlement. NOPSI will be allowed to recover additional deferred Grand
Gulf 1 costs and should continue to have adequate resources to meet its monthly Grand Gulf 1
payment obligatious to System Energy.

Prcject Qlive Branch Settlements

In the FERC Settlement, System Energy and the System operating companies agreed with *‘he
FERC staff. state and local regulators and officials, and other interested parties to resolve a number of
Crand Gulf Station-related and other rate matters that had been adversely affecting the System for a
number of years. Implementation of the FERC Settlement in 19589 including the cancellation and
abandonment of Grand Gulf 2, resulted in, among other things. a 8900 million pre-tax write-off of
System Energy's investment in Grand Gulf 2 without seeking recovery from its customers. the System
operating companies. Additionally. System Energy made a one-time credit to the System operating
companies’ bills in an aggregate amount of $50 million. which was allocated smong the System
operating companies in accordance with their respective allocations of Grand Gulf | capacity and
energy. System Energy also recarded a $43 million write-off of Grand Gulf 1 AFUDC - equity.

The after tax impact on System Energy's 1989 net income was a reduction of approximately $803
million. However, System Energy's cash position was not materially affected.

While all parties to the FERC Settlement agreed not to pursue any prudence disallowance of
Grand Gulf 1 construction costs and operating and maintenance expenses recorded through Jine 9,
1959, the FERC Settlement, among other things. does not prejudice any party’'s right to seek
disallowance of such costs recorded after that date or the right of the parties to seek future changes to
the Unit Power Sales Agreement that are not inconsistent with the FERC Settlement. (See “FERC
Audit” and “FERC Complaint Case” above,)

Nuclear Management Consolidation

In 1990, Entergy Operations was organized as a subsidiary of Entergy with responsibility for the
operation of ANO, Waterford 3, anc! Grand Gulf 1, subject, respectively, to AP&L’s, LP&L's, and
System Energy’s oversight AP&L. LP&L, System Energy, and the other Waterford 3 and Grand Gulf |
co-owners retain their ownership interests in their respective nuclear generating units. Further,
AP&L. LP&L, and System Energy retain their associated capacity and energy entitlements and
reimburse Entergy Operations at cost for services associated with the operation and maintenance of
these units.
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NOTE 3. INCOME TAXES

Income tax expense (credit) consists f the following:
For the Years Ended Deceher 31,

il 1990 1989
(I Thousands)
Current:
Federt] ... coooooirrir it iariiieiesaeeeees §(31.900) 8 (4176)  §(145012)
Bl T o TR e e S ikl 1 ATRE R O R (23.427)
Total......... e _(26.548) 4620  (168.439)
Deferred — net:
Liberalized depreciation .. ... iy 45 551 46,825 43,290
Nuclear fuel ... ...........coocivviiiiiinn, O D e (2,927) 1.424 (1.336)
Capitalized interest. . ............... . coioiis e (1.441) (721) 13.674)
Taxes capitalized . .. ... ... (572) (1,154) {AT2)
Grand Gulf 2 cancellation . . . .. B e T e - 2,363 55,804
- lternative minimum tax . ... ... .. - {189) 7.807
EORBIOE . o e s bt s 45 4 r B E B A R 810 A% 8 05 0 A 0 % €44 _(3443) __ 4dl4 1,741
R R s L o r Bttt b bk s YN 1 A S e S s cerdlas 37 168 52 962 93,048
I westment tax credit adjustments — net ... ... - 63,256 56 320 (14.321)
Recorded income tax expense (credit) .. .. ... .. .. § 73,576 $113902 8 (89.712)
Charged to operstions . ...........coocviiiiaiesiatianscains $ 51,302 8110227 $ 131,225
Charged (credited) to other income . ...... ... ... ... - (7.726) 3.675 (220.937)
Recorded income tax expense (credit) ... ... 73,576 113,902 (%9.712)
Income taxes applied against the debt component of AFUDC .. (352) (140) (238)
Total income taxes (credit) ... ... ... ... ... $ 73224 $113,762 $ (89.950)
- TEIEERIITINT
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Total income taxes differ from the amounts computed by applying the stetutory federal income
tax rate to income or loss before taxes. The reasons for the differences are (dollars in thousands):
For the Yeurs Ended December 31,

1961 1990 1089
% of % ol % of
Preta Pretay Pretax
Amount Income Amount lncume Amount Income
Computed at statutory rate ... ... $60.587 9 $ 96077 340  §(253.380) 340
Increases (reductions) in tax resulting
from
Depreciation . ... ... .. .. S §.343 4.7 §.326 29 14874 \2.0)
State income taxes net of federal
income tax elfect . . .. o Do 1 6084 34 10115 36 (7.695) 1.0
Project Olive Branch
Settlement ... .. .. ol s Dot d P& D e et - — 154,995 (20.8)
EUNE | 25t B et ¥ i B L (1438) (08) __ (616) (02) 1494 (02)
Recorded income tax expense 73576 413 113902 403 (§9.712) 12.0
Income taxes applied against the debt
component of AFUDC ... ... ..., (352) (02) ___(140) (0.1) (238) 0.1

Total income tases (credit) . ‘711,2_9_.1 g__l $113.762 ﬁ § 589!950)

12.1

Recoverable income taxes includes the tax eflects of the substantial tax loss generated in
September 19589 by the Grand Gulf 2 write-off. The loss was recognized in 1989 and increased System
Energy's tax net operating loss carryforward to a total of approximately $699 million as of Decem-
ber 31. 1991 which may be utilized in the future to offset taxable income. 1f not utilized to offset
consolidated federal taxable income, income tax benefits related to the net operating loss carryfor-
wards will expire in the yvears 2000 through 2004,

The alternative minimum tax (AMT) credit at December 31, 1991 was 819 million. This AMT
credit can be carried forward indefinitely and will reduce System Energy's federal income tax liability
in the future.

In Februa-y 1992, the FASB issued St AS No. 109, “Accounting for Income Taxes,” which is
generally effective for fiscal yvears beginning atter 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 diffe ences reverse. The impact of the new standard is currently under study by the
Svstem. Based on a preliminary study, System Energy expects that the new standard will result in an
increase in accunmluted deferred income taxes with a corresponding increase in assets and will not
significantly tmpact System cnergy's results of operations. System Energy plans to adopt SFAS No. 109
in 1993,

NOTE 4. LINES OF CREDIT AND RELATED BORROWINGS

Svstem Energy is authorized by the SEC. through November 1992, to effect short-term borrowings
in an aggregate amount cutstanding at any one time up to $125 million, subject to increase to a
maximum of $290 million witn further SEC approval. Additionally. System Energy participates with
o rtain other System companies in the Money Pool. an intra-System borrowing arrangement designed
to reduce the System’s dependinee on external short-term borrowings.  System Energy may borrow
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from these sources subject to its maximum authorized level of short-term borrowings and the
availability of funds. System Energy had no outstanding short-term borrowings at December 31, 1991

NOTE 5. COMMON STOCK

There were no changes in the numuer of shares of System Energy’s common stock during the
years 1991 1990 and 1989,

NOTE 6. LONG-TERM DEBT
The long-term debt of System Energy at December 31, 1991 and 1990 was as follows:

1941 1900
(In Thousands)
Fir * Mortgage Bonds:
9%% Seric aue 1991, ... .. £ a el e lian e ek A e, 1 R R — § 294 000
14.34% Series due 1992, .. ..., o0 vrvaias viariiiviasrrosnsh § 100,000 100,000
14% Series due 1994, . . ... .. ittt rewreain 200,000 200,000
10%4% Series due 1996. .. ........... T T, O 250.000 250,000
11% Series due 2000 . . . oo\ .vvnneicnrn i e ain s e E i 255.750 255,750
V1% Series due TOIB . ..o oo obn oiaos s ond Ui as o g ey h 3 90,319 90319
Total First Mortgage Bonds. ... .. .. o ud 4 e e s e e 896 069 1,190,069
Pollution Control Revenue Bonds:
Claiborne County, Mississippi —
W% Series due 20013 . . . .. i e 49,500 49,500
8.25% Series due 2014, ... ... .. DO P L TN LR P R 27,100 27,100
O%% Series due 2004, . .. .. i s S} 206,000 206,000
12.5% Series due 20015, . ... 0 e e 44 000 44,000
95% Series due 2006 . . ................ et S L 90,000 90,000
Total Pollution Control Revenue Bonds. ..., ................. 416 600 416,600
Grand Gulf | Lease Obligations, 9.86% (Note 9) ... ....... .. ..., 500,000 500000
MSCEI ANEOUS . . o oo et e it i B = 279
e (O PP P ARTIR 500,000 500,279
Unamortized DISCOURE . ...« oo oisur e e oinse i dniees e b iais sashas (14.654) (16,957)
Total Long-Term Debt ... ... it 1,795,015 2,089,991
Less — Amount Due Within One Year. .. ........... ... ... 115,750 294,000
Long-Term Debt Excluding Amount Due Within One Year ... §1.652265 $1,795,991

For the years 1992, 1993, 1994, 1995, and 1996 System Energy has long-term debt maturities and
sinking fund requirements of (in millions) $115.8. $30.0, $230.0, $30.0, and $4.0.0, respectively.

In September 1991, System Energy retired, upon maturity, $294 million in principal amount of its
9%% Series First Mortgage Bonds.

System Energy has SEC authorization for the acquisition of not more than $400 million of its
outstanding first mortgage bonds through December 1992, of which $72.2 million have been acquired
at December 31, 1991

The PCRBs due 20135 at 12.50% and those due 2016 at 9.50% are collateralized by $47.2 million and
$95.6 million, respectively, of non-interest bearing first morteage bonds.
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NOTE 7. RETAINED EARNINGS

The provisions of System Energy’s first mortgage bond indenture restrict the amount of retained
earnings availahle for cash dividends on common stock. Under its mortgage, System Energy may not
declare dividends. other than stock dividends. or make other distributions on or acquisitions of its
stock (except where concurrently certain contributions or stock proceeds are received) unless System
Energy is not in default under cestain of its financing agreements, and the sum of certain indebtedness
does not exceed 65% of adjusted capitalization.

In connection with the 1988 sale and Jeaseback transactions, System Energy agreed, under the
provisions of the letters of credit and reimbursement agreement, as amended. to maintain its equity at
not less than 33% of its adjusted capitalization (as defined in the agreement) and to maintain its
common equity at not less than 29% of such amount. (See System Energy’s Note 8, “Commitments and
Contingencies — Reimbursement Agreement.” for more information.)

At December 31, 1991, approximately $196 million of retained earnings were free from the above

restrictions.

NOTE 5. COMMITMENTS AND CONTINGENCIES
Capital Reguirements and Financing

C ction expenditures (including AFUDC but excluding nuclear fuel) during the yvears 1992,
1993 14 are estimated to be approximately $22.6 million, $24.6 million, and $258 million.
respect o In addition to construction expenditure requirements, System Energy will require $375.8

million during the period 1992-1994 to meet long-term debt maturities and to satisfy sinking fund
requirements. System Energy plans to meet the above requirements with internally generated funds
and cash on hand unless System Energy chooses to externally finance such obligations. (See System
Energy's Note 6, “Long-Term Debt " regarding the possible redemption. purchase. or other acjuisition
of one or more series of its outstanding first mortgage bouds. )

Capital Funds, Unit Power Sales, Availability, and Reallocation Agreements

Under the Capital Funds Agreement. Entergy has agreed to supply or cause to be supplied to
System Energy sufficient amounts of capital to (1) maintain System Energy’s equity capital at an
amount equal to at least 35% of System Energy’s total capitalization (excluding short-tertn debt) and
(2) permit the continuation of commercial operation of Grand Gulf 1 and enable System Energy to pay
in full all indebtedness for borrowed money of System Energy, whether at maturity, on prepayment. on
acceleration or otherwise. In addition, Entergy has agreed in the Capital Funds Agreement to make
cash capital contributions to enable System Energy to make payments when due on its long-term debt,
as specified therein. System Energy has. with the consent of Entergy. assigned its rights under this
agreement to certain creditors.

Under the Unit Power Sales Agreement among System Energy and the System operating
companies, System Energy agreed to sell to the System operating companies all of its 90% owned and
leased share of the capacitv and energy from Grand Gulf 1 in accordance with spacified percentages
(AP&L 36%, LP&L 14% MP&L 33%, NOPSI 17%) as ordered by the FERC in the June 13 Decision.
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. Charges under the Unit Power
Sales Agreement are based on System Energy’s total cost of service. including System Energy's
operating expenses, depreciation, an! ~apital costs (including a return on common equity). The
monthly obligation for pavments from the System operating companies to System Enervv for Grand
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Gulf 1 capacity and energy is approximately $62 million. The agreement will remain in effect until
terminated by the parties and approved by the FERC, which most likely would occar after Grand Gulf
1 is retired from service,

The System operating companies are also individually obligated, under the Availability Agreement
to makz payments or subordinated advances to System Energy in accordance with stated percentages
(AP&L 17.1%, LP&L 26.9%, MP&L 51.3% NOPSI 24.7%) in amounts that, when added to any amounts
received by System Energy vnder the Unit Power Sales Agreement or otherwise, are adequate to cover
all of System Energy's operating expenses. System Energy has assig.ed its rights to payments and
advances to cedain creditors as security for certain obligations. Pa; ments or advances under the
Availability Agreement are only required to be made to the extent that funds available to System
Energy from all sources, including the Unit Power Sales Agreement, are less than the amount required
under the Av. - ility Agreement.

In June 1959, System Energy and the System operating companies amended the Availability
Agreement so that the writeoff of Grand Gulf 2 in September 1959 wor 'd be amortized for Availability
Agreement purposes over 27 years rather than in the month the write-off was recognized on Lystem
Energy'« books and would not require a payment by the System operating companies under the
Availability Agreement. Since commercial operation of Grand Gulf 1. payiments under the Unit Power
Sales Agreement (which include a return on equity) have exceeded the amounts payable under the
Availability Agreement (which does not provide for a return on equity). Accordingly, no payments
have ever been required under the Availability Agreement, Should there be a shortfall in any mounth as
a result of the inability of any System operating company to make a payment under the Unit Power
Sales Agreement. amounts received by System Energy from any other sources (including financings,
sales of property aud the e) wud available at that time would be credited toward the obligations
owing under the Availability Agreement.

In 1981, the System ope ating companies entered into a Reallocation Agreement. whizk would
have allocated the capacity and energy available to System Energy from the Grand Gulf Station a d
the related costs to LP&L, MP&L. and NOPSI. These companies agreed to assume all the responsibin-
ties and obligations of AP&L with respect to the Grand Gulf Station under the Availability Agreement,
with AP&L relinquishing its rights to the capacity and energy from the Grand Gulf Station. However,
the FERC's June 13 Decision allocating a portion of Grand Gulf | capacity and energy to AP&L
supersedes the Reallocation Agreement as it related to Grand Gulf 1. Responsibility for any Srand
Gulf 2 amortization amounts has been allocated to LP&L 26.23%, MP&L 43.97% and NOPSI 29580 %
under the terms of the Reallocation Agreement. However, the Reallocation Agreement does not affect
the obligation of AP&L to System Encrgy's lenders under the assignments referred to in the second
preceding paragraph, and AP&L would be liable for its share of such amounts only 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, together with other funds available to System Energy. exceed amounts required
under the Availa’ ‘ity Agreement, which is expect | to be the case for the foreseeable future.

Reimbursement Agreement

On December 28, 1955, 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 System Energy’s Note 9, “Leases”). In connection with the equity funding of the
sale and leaseback arrangements, letters of credit are required to be maintained to secure certain
amounts payable for the benefit of the equity investors by System Energy under the leases. The letters
of credit currently maintained are effective until January 15, 1994
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Under the provisions of the reimbursement agreement. as amended. rel ted to the letters of credit,
System Energy has agreed to a number of covenants relating to, among other things, the maintenance
of certain capitalization and fixed charge coverage ratios. In this conpection, Systemn Energy agreed.
during the term of the reimbursement agreement, to muintain its equity at not less than 33% of its
adjusted capitalization (as defined in the reimbnrsement agreement) and to maintain its common
equity at not less than 29% of such amount. In addition, Syste'n 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 (caleulated, in each case, as specified in the 1 imbursement agreement) of st least
160 At December 31. 1991, System Energy’s equity and common equity tn each case approximated

7.26% of its adjusted capitalization, and its fixed charge coverage ratio was 1.74.

Failure by System Encrgy to perform its covenants under the reimb irsement agreement could
give rise to a draw under the letters of credit and/or an early terminution of the letters of credit. 1If
such letters of credit were not replaced in a timely manner, a default under System Energy's related
leases could result. Dravss under the letters of credit must be repaid by System Energy within 5 days
(and, in some cay lays) following the date of drawing.

See System k. . ., s Note 2. “Rate and Regulatory Matters - FERC Audit.” for information with
respect to a FERC ALJ decision that, if ultimately sustained and implemented. could canse System
Energy to seek waivers from the banks to avoid violation of the fixed charge coverage covenant.

Nuclear Insurance

The Price-Anderson Act provides a limit of public liability for a single nuclear incident, which at
December 31, 1991 was approximately $7.81 billion. System Energy has protection with respect to this
liability through a combination of private insurance (currently $200 million) and an industry
wssessment program. Under the assessment program, the maximum amount System Energy would be
required to pay. with respect to each nvelear incident at a licensed nuclear facility. would be $66.15
million per reactor (such amount to be indexed every five years for inflation ar 4 includes a 5%
surcharge in the event the total public liability claims and legal costs approach or exceed the limit of
protection otherwise established ), payable at a rate of $10 million per licensed reactor per incident per
year. As a co-licensee of Grand Galf | with System Energy. SMEPA would share in this assessment
obligation. System Energy has one licensed reactor,

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 decontamination expense. to members’ nuclear generating plants. At December 31, 1991,
System Energy was insured against such losses up to $2.45 billion with a $300 million sublimit for
premature derummissioning coverage, Under the property damage inserance program, System Energy
could be subject ‘0 assessments if losses exceed the accumulated funds available to the insurers. At
December 31, 1991, the maximom amount o, such possible assessments to System Energy was
£16.71 million. Under its agreement with System Energy, SMEPA would share in System Energy’s
obligaiion.

The amount of property insurance presently carried by System Energy exceeds the NRC's
minimum regyicament for nuclear power plant licensees of $1.06 billion per site. NRC regulations
provide that the proceeds of this in‘urance mus* be used, first, to place and maintain the reactor in a
safe an? stable condition and, - = d, to compleie required decontamination operations. Ouly after
proceeds are used or dedicate such use ar. | appropriste regulatory approval is obtained would the
b lance of these proceeds, if «.iy. be available for plant owners’ or their creditors’ beuefit.
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Spent Nucleay Fuel and Decoram ssioning Costs

System Luergy is provic.ng for estimated future dispesal costs for spent nuclear tuel in acr erdance
with the N «clear Waste " olicy Act of 1952, §, stem Energy has entered into a contract with the DOF,
whereby tl e DOE wil furnish disposal cervice at a cost of one mill per net KWH genervated and sold
after April °, 1255 The fees payable to the DOE may be adjusted in the future to assure full co it
recovery. System Energy conside < all costs incurred or ta be incurred in conne <ion with disposal of
spent nuclear fuel to be proper compunents of nuclear fuel expense and recovers such costs in rves,

The DOE's repository program for the acceptance of spent nuclear fuel has been delayed. Sys em
Energy s initial shipment of spent fuel to the DOE's storage facilities is expected to occur after 7019,
It the meantime, Svstem Energy will be responsible for storage of spent fuel. Currer.. on-site « pent
fuel storage capac-.. is estimated to be sufficient to store fuel from normal operations until 2004 It is
expected that any additional storage capacity required due to. among other things delay of the L7OE's
repository program will he provided by System Fnergy, The cost of providing the additional on-site
spent fuel storage capability required at Grand Gulf i by 2004 is estimated to approximate $5.0 wni'lion
to $10.0 million (in 1991 dollars). In addition. approximately $3.0 million to 85.0 million in 199]
dollars) will be required every two to three years subsequent to 2004 until DOE's repository. begins
accenting 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% mterest in Grand Gulf 1 was set at apy roximately
$198 nullion (in 1989 dollars). These collections through rates are deposied in external rust funds,
with an after-tax market valwe of $14.1 million at December 31, 1991, that can only he used for future
decommissioning costs. These decommissioning costs are estimated to approximate $245.7 million in
1989 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 the FERC to reflect in rates any changes in estimated
decommissioning costs.

System Fueis

On October 3, 1989 System Fuels entered into o revolving credit agreement with banks that
provides for up to $45 million of borrowings to finance Svstem Fuels’ nuclear materials and services
inventory. In connection with these arrangements. System Energy, AP&L and LP&L. as pure asers
from Syste:y Fuels of the nuclear materials and services, agreed to purchase from System Fuels the
nuclear materials and services financed under the agreement if § item Fuels should default in its

bligations thercunder. The purchases under these circumstances would be of percentages agreed
upon wmong the parties sut, in the absence of such agreement vstem Enerpy. AP&L. and LP&L
would each be obligated to purchase one-third of Syitem Fuels' nuclear matcrials and services.

Other Commitments and Convimzencies
Sev System Energ.’s Note 2, “Rate and F: _ datevy Matters.” for information with respect to the
FERC Audit.

NOTE 8. LEASES
Nuclear Fuel [eases

System Energy has a leasing arvangement permitting the leasng of nulear fuel of up to
$130 million at December 31, 1991. The lessor finances its acquisition and ownership of nuclear fuel
under a credit agreement and thyough the issuance of intermediate-term notes. The credit agreement,

27



SYSTEM ENFRCGY RESOURCES, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

which was entered into in 1989 has been extended to February 1995 and the intermediate-term notes
have varyirg res=~ g maturities of up to 10 years. It is expected that the credit arrangements wili be
extended ¢ = 1w - o .anci. g will be secured by the lessor upon the maturity of the current
arrangements. .t tu. tessor cannot arrange for alternative financing upon the regularly scheduled
maturity of its borcowings, System Energy must purchase nuclear fuel in un amount equal to the
amount required by the lessor to retire such borrowings.

Lease payments, based upon nuclear fuel use, are treated as a cost of fuel. Nuclear fuel lease
expense, including interest, of $66.9 million, $72.4 million, and $75.3 million, was charged to operations
in 1991, 1990, and 1989 respectively. The unrecovered cost base of the leases was $85 million and $134
million 1t December 31, 1991 and 1990, respectively.

Sale and Leaseback Transactions

On December 28 1988 System Energy entered into two entirely separate, but identical,
arrar.gements for the sales and leasebucks of an approximate aggregate 11.5% undivided ownership
interest in Grand Gulf 1 for an aggregate cash consideration of $500 million. System “ergy is leasing
back the undivided interest on a net lease basis over a 26'4 year basic lease term, >y:= « “nergy has
options to terminate the leases and to repurchase the undivided intevest in Go-od 77 1 at certain
intervals during the basic lease term. Further, at the end of the © <e's  -term, &, - Energy has an
aption to renew the leases or to rupurchase the undivided irteres. in Granag Gulf 1. See System
Energy's Note & “"Commitments and Contingencies — Reimbursement Agreement,” with respect to
certain othey terms of the transaction.

In accordance with SFAS No. 98, “Accounting for Leases,” due to “continuing involvement™ - ;
System Energy, the sales and leasebacks of the undivided portions ot Grand Gulf 1, as described above,
are required to be reflected for financial reporting purposes as financing transactions in System
Ener,v's financial statements. The amounts charged for financial reporting purpores to expense
ir~lude the interest portion of the lease obligations and depreciation of the plant. However, operating
revenues include the recovery of the lease payments since the transactions are accountad for o5 sales
and lecsebacks for rate-making purposes. The total of interest and dcepreciation expense excceds the

vesponding revenues realized dui..g the carl part of the lease term. In December 1990, consistent
with a recommendation contained in a FERC audit report, System Energ' recorded as a deferred asset
= cur it and prior year difference between the re: overy of th= lease payments and the amounts
cxpensed for int ~est and depreciation, and began recording such difference as a deferred asset on an
ongoing basis. ‘tecognition of the deferred asset resulted in an increase in net income of approxi-
matelv = 1 illion in 1990 compared to 1989. The effect of the deferral was to decrease depreciation
expers - by approximately $15 million in 1991 and $30 million in 1990, to decrease interest expense by
approximately $1 million in 1991 and $2 million in 1990, and to increase related taxes by approximately
$4 million in 1991 and $8 million in 1990. The deferral will reverse over the later years of the lease
term as the revenues associated with the leases exceed the charges for depreciation and lease interest.

See System Energy's Note 1, “Summary of Significant Accounting Policies — Utility Plant,” for
further information regarding the acco nting for the sale an< leaseback transactions.
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At December 31, 1991, System Energy had future min'mum lease payments (reflecting an overall
implicit rate of 9.86%) in connection with the sale and leaseback transactions as follows:

Minimum
AU
Payments
(In Thuusands)
R s s LT AT Ik % e o MR ¥ n €3 o o bt e MR Ui AL O 0L LT $ 49333
R e e o e e A e 49,333
3 R S PRSI R SO T T T e PR 51,295
1+ T U S R SRS N S R 52,247
U SR e S | R e T G 52,247
Years thereaftor . ... .. ... . ... S g e b e vl 1,143,626
| e PRI P P P | 1
P ————

NOTE 10. POSTRET:REMENT BENEFITS

System Energy partic pates in « defined benefit pension plan sponsorea by Entergy. Ehective
June 6, 1990, all of System Energy’s employees became employees of Entergy Operations. However,
the employees still rema:n under System Energy’s plan and no transfers of related pension liabilities
and assets have been made. The pension plan. which covers substantially all of the employees, is
noncontributory and provides pension benefits that are based on employees’ credited service and
average compensation. generally during the last five years before reiire-nent. Sysiem Energy’s policy is
to fund pension costs in accordance with contribution guidelines established by the Employee
Retirement Income Security Act of 1974, as amended, and the Internal Revenue Code of 1986, as
amended.

System Energy's 1991, 1990, and 1989 pension cost (credit), including amounts capitalized, was as

follows:
For the Years Ended December 31,

1991 1990 1980
(In Thowsands)
Service cost — benefits earned during the period .. .. .. $ 1327 $1398 §1071
Interest cost on projected benefit obligation . ... ... ... .. 1,035 762 559
Actual return on plan assets . . ....... ... ... .. .. e ey (5,432) 48 (3.992)
Net amortization and deferval ... .. ... . L 2,991 (2,402) 1,759
AR« <+ e b R R A P T v o 17 — —
Net pension cost (eredit) .. ................co00. T $ (62) § 5194) 8 5601)

The assets of the plan consist primarily of common and preferred stocks, fixed income securities,
and interest in a money market rund.
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SYSTEM ENERGY RESOURCES, INC.
SELECTED FINANCIAL DATA — FIVE-YEAR COMPARISON

1991 1960 1959 1958 1087
(In Thousands)
Operating revenues . ............... $ 656664 § BO16IS § 837307 8 933828 § 962549
Net income (loss) .. ............... § 104622 § 165677 8 (655524) § 180,314 § 196801
Wotal QeRORR =~ o vo 7w e i e i s $3642.203 $3683241 $3 987055 85160249 $5422.329
Long-term obligations(1) ........... $1.707470 $§1549900 $2220022 $2553.002 $2.245155

(1) Includes ‘ong-term debt (evcluding current maturities) and noncurrent capital lease obligations.

-

32



SYSTEM ENERGCY RESOURCES., IN{

DIRECTORS, OFFICERS. AND OTHER INFORMATION

DIRECTORS OFFICERS OTHER INFORMATION







