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M STEM ENF.ItGY lli:SOUllCES,1NC.

Sptere Energy liesources, Inc. (S$ stein Energy), a nuclear r.enerating coinpany. has a 90 percent
interest in the Gratid Gulf Nuclear Station located near Port Gibson, Mississippi.

Sptein Energy is a w holly-owned subsidiary of Entergy Corporation, a public utility holding
cornpany. For the past 43 years, the Entergy Sptern has been the leading electrie energy supplier to
an hl 000-squarc inile region along the lower reaches of the Mississippi lliser.

The Entergy Sptein's sast netwo.k of interconnected transinission and distribution lines and
disersified grid of fossil fuel and nuclear generatinu, plants provides electricity to more than 1.7 million
tetail custoiners in Arkarnas, louisiana and Mississippi,

licadquartered in New Orleans, louisiana. Entergy Corporation includes four retail operating
companies: Arkansas Power & Light Cornpany. Louisiana Power & Light Company, Mississippi Power
& Light Company, and New Orleans Public Service Inc. Entergy Cor;> oration aho owns all of the
outstanding conunon stock of Entergy Services. Inc.. Er.tergy Operations. Inc.. Entergy Powcr. Inc.,
and Sptem Energy Resources. Inc. Entergy Services provides various technical, administratise, and
corporate services to the various Entergy Sptem companies. Entergy Operations, a nuclear manage-
ment coinpany, operates the Sptem's nnelear generating units. Entergy Power, an independent power
producer,inarkets capacity and energy in certain wholesale markets not otherwise served preacntly by
the Entergy Sptem.

The Entergy System began a functional restructuring of its activities during 1990 in order to be
prepared to successfully meet challenges in the changing utility industry and to have the fleubility to
compete effectively in the yeat s ahead. In addition to the formation of Entergy Operations the System
consolidated its generation and transmission capabilities, forenerly spread throughout the System,into
a single "C&T" organization focusing on transmission, bulk power snarketing, and fossil fueled
generation. During 1991. realigninent continued with a restructuring of the System's distribution,
customer service and snarketing activities into a single "DCS" organization consisting of customer
services. retail marketing, state regulatory and gover.. mental affairs and conununications groups, in
addition, the " Ells" or Ent< rgy llusiness Support organization was established to direct the collective
administrative and general o(lice business functions for tl.e System.
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SYSTEM ENERGY RESOURCES,INC.

' DEFINITIONS
i

| Cer:ain abbreviations or acronyms used in System Energy's Finanelal Statements. Notes and
; hianagement's Financial Discussion and Analysis are defined below:

I Abbrniation or Acrontm 1rrm

AFUDC . . . . . . . . . Allowance for Funds Used During Construction. . .. .. .

] A L) . . . . . . . . . . Administrative Law Judge.. ... ..... . ....

4 ANO. AP&L's Arkansas Nuclear One Steam Electrie. .. ... .. . ... . ...

Generating Station (nuclear)
!

Arkansas Power & Light CompanyA P&L. . . . . .. ............. ... .....

} A PSC . . . . . . Arkansas Public Service Commission....... .. . ... ...

Availability Agreement . . . . . . . . . . . . . . Agreement, dated as of June 21, 1974, as amended,
among System Energy and the System operatis.g

I cornpanies, and the assignments thereof

,
Capital Funds Agreernent . . . . . . Agreement. dated as of June 21,1974, as amended.. ....

! between System Energy and Entergy, and the
assignrnents thereof

City of New Orleans or City . . . . . . . . . . . . New Orleans. Louisiana
Council . . . Counell of the City of New Orleans, Louisiana. .. . . .. ....... . ..

DOE............................ Department of Energy
.

| Entergy . . . . Entergy Corporati,n..... ..................

Entergy Operations . . . . . . . . . Entergy Opeiattor s, Inc.........

FA S B . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Financial Accounting Standards Board
<

| February 4 Resolution . The Resolution (including the Determinations and.... .. .. .....

i
Order referced to therein) adopted by the Council

j on February 4,1958 disallowing the recovery by
I NOPSI of $135 million of previously deferred

| Grand Gulf 1.related costs
FERC............................. Federal Energy Regulatory Commission4

FERC Complaint Case . . . . . . . Complaint filed with the FERC by the APSC, LPSC.. .. . ....

MPSC. Mississippi Attorney General. and City of ,

New Orleans 'n February 1,1990 with respect to
System Energy s Grand Gulf I rates, which matter'

was settled effective September 16,1991
FERC Settlement . . . . . . . . . . . . . Settlement offer filed with the FERC on June 9,... . ..

,

1989, by the System operating companies and
System Energy and approved by the FERC on
July 21,1959, to settle, among other things, certain

<

; then pending Grand Gulf. Station-related issues,
litigation and other rate mattersj

_ Grand Gulf Steam Electric Generating Station! Grand Gulf Station . . . . . . . . . . . . . . . . . . .
(nt. clear)

Grand G ul f 1 . . . . . . . . . . . . . . . . . . . . . . . , Unit No.1 of the Grand Gulf Station
Grand Gulf 2 . . . . . . . Unit No. 2 of the Grand Gulf Station..-........ .. ..

J u ne 13 Decision . . . . . . . . . . . . . . . . . . . . . An order issued by the FERC on' June 13.19S5
(Opinion No,234) relating to the Umt Power Sales
Agreement

KWH................................ Kilowatt liours
LP&L................................ Louisiana Power & Light Company
LPSC................................ Louisiana Public Service Commission

!
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SYSTEh! ENERGY RESOUflCES, INC.

DEFINITIONS - (Concluded)

Abbreglation o. Acronym Teren

Aloney Pool . . . . . Entergy System hioney Pool, which allows certain. . .... ..

System companies to borrow from, or lend to,i

certain other System companies
h1P&L - . . Sfississippi Power & Light Coinpany. .

hl PSC . . . . . . . . hiississippi Public Service Commission... . ..

NOPSI . . . . . . . . New Orleans Public Service Inc.. ... .. .. .

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

Project Olive Branch The System's 1959 effort to settle certain outstanding.. .. .

issues and litigation involving System Energy. the
System operating companies, and the Grand Gulf
Station, and to stabilire retail rates in the System's
service area, which culininated in the FEHC
Settlernent and related state and local settlements

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

SEC Securities and Exchange Connnission.... .. . ....... . .. ,

SFAS. ........ Staternent of Financial Accounting Standards-................. ...

promulgated by the FASB
S h1 E P A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . South hiississippi Eletric Power Association
System or Entergy System . . . . . . . . . . Entergy and its various direct and indirect sub-

sidiaries
System Energy . . . . . System Energy liesources. Inc........ .... .. ..

Sys'.em Fuels System Fuels, Inc...... .. .. ..... ..

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

Unit Power Sales Agreement . . . Agreement, dated as of June 10.1952, as amended,......

among G, System operating companies and
System Epargy, relating to the sale of capacity and
energy from System Energy's share of Grand
GulfI

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

Generating Station (nuclear)

3
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SYSTDI ENDIGY ftE50UllCES,INC,

REpOllT OF AIANAGDfENT

The managen.ent of System Energy Resources, Inc. has prepared and is responsible for the
financial statements s.nd 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 maintair;s and
enforces a system ofinternal accounting controls that is designed to provide reasonable assurance, on a
cost-effectise 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, en
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 finanelal reporting. They regularly evaluate the
3ystem of internal accounting controls and perform such tests and other procedures at they deem
necessary to reach and express an opinion on the fairness of the financial statements.

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

/ & & IM e.

WILLtru CAVAN AUGH, III CEHAI.D D. hlCINVALE
President and Chief becutsee ODiecr Senior Vice l' resident and Chief Financial Oficer

4
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SYSTEh! ENERGY RESOUllCES, INC.

AUDIT COhlhillTEE CilAIRhiAN'S LETTER

The Entergy Operations Board of Directors' Audit Committee functions as the Audit Committee
ic System Energy. The Audit Committee is composed of three directors, who are not ofilcers of
System Energy or Entergy Operations: James B. Campbell (Chairman), Robert D. Pugh, and William
Cliffor' S:nith. The committee held two meetings during 1991.

The Audit Committee osersees System Energy's financial repor'ing process on behalf of System
Energy's 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 System Energy's financial statements and the adequacy of Systera Energy's internal controls.
The committee rat:t, 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 oserall quality of System Energy's financial reporting. The
meetings also were designed to facilitate and encourage any private communication between the
committee and tl e internal auditors or independent public accountants

I4+w
James B. Campbell
Chairman, Audit Committee

1

1
1
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SYSTEM ENERGY RESOUllCES, INtD.

MANAGEMENT *S FINANCIAL DISCUSSION AND ANALYSIS

RESULTS 61' OPERATIONS

Grand Gulf I was on line for 315 of 365 days in 1991 as compared to 282 of 365 days in 1990. The
capa6ty factor, which is a measure of the unit *:, performance (based on a ratio of net electrical
generation to maximum dependable capacity), was 91.1% fcr 1991 as compared to 73.9% for 1990. The
improsed capacity factor in 1991 was primarily attributable to Grand Gulf I having a 57 day refueling
on%> in 1990 but no refueling omage in 1991.

Listed in the table below are those significant factors affecting results of open etions for which \
changes base occurred betv+en the years 1991 and i990, and 1990 and 1959. The principal seasons for
the changes from period to period are discussed following the table.

lWIuIWO 1990 u 1949
increase / lucrease /

1)cuription 1991 IDW) 1959 (Dec rease) % (Decrease) %

(Dollars in Millions)
Net income (lon) . 4104 6 4166.7 $((&5) 8 (64 1) (36) $ 824.2 -

Operating resenues. s656.7 $4016 $ 637.3 SN 14 9) (14) $ (%7) (4)
Other operution cupense . 8 7t$ $ 97.1 8 98 6 $ (17.6) (16) $ (1.5) (2)
hiaintenance . $ 14.3 6 31.6 6 29.h 4 (17.3) (55) $ 1.4 6
Depreciation and decommissioning. 8 67.3 4 753 $ 1031 8 11.5 15 8 (27.3) (27)
Total income taics , 8 736 8113,9 6 (89 7) 8 (4a3) (M) $ 203 6 -

Macclhoreous other meome - net . 8 6.4 4 25.t $ 11.0 $ (th.7) (75) $ 14 1 128
Cain on thspoution of prop *rt) . 4 - 8 7.2 8 - $ (7.2) (100) 6 7.2 -

Net income (Ims)

Net income decreased in 1991 as compared to 1990 due, in part, to the effect of the FERC
Complont Case settlement w hich reduced net income by approximately $30 million in 1991, of which
approximately $15.6 million related to billings in 1990. The FERC Complaint Case settlement is
expected to reduce net income by approximately $12 million in 1992 and by decreasing amounts in
years thereafter. See System Energy's Note 2. " Rate and Regulatory Matters - FERC Complaint
Case." incorporated herein by reference. in addition, as discussed below, net income decreased due to
the impact of the lower return System Energy earned on its investment in Grand GulfI and a number
of other factors, including changes in interest income, depreciation expense. and gain on disposition of
property.

Net income increased in 1990 as compared to 1959 primarily due to the implementation :n 1969 of
the terms of the FERC Settleme*, including the cancellation and write-off of System Energy's
investment in Grand Gulf 2, the wr e-off of $43 million of Grand Gulf 1 AFUDC and a $50 million one-
time credit to the System operating companies. System Energy *: 1959 net income would have been
approximately 3156 million absent the impact of the FERC Settlement. Net income was also affected
to a lesser extent by a number of other factors, including changes in interest income, income taxes,
depreciation expense and c. lower return on System Energy's investment in Grand Gulf 1.

Operating Resenues

Operating revenues recover operating expenses, depreciation and capital costs attel>utab!e to
Grand Gulf 1. The capital costs are comouted by allowing a return (currently set at a rate of 13%, see
System Energy's Note 2," Rate and Regulatory Matters - FERC Complaint Case," incorporated herein
by reference) on System Energy's common equity funds allocable to its investment in Grand Gulf I
and adding to such amount System Energy's effective interest cost for its debt allocable to its
investment in Grand Gulf L

7
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SYSTEh! ENEHGY HESOURCES,INC.
'

hlANAGEAIENT'S FINANCIAL, DISCUSSION AND ANAIJSIS- (Continued)

Operating resenues decreased in 1991 as compared to 1990 primarily due to the effect of the
FCHC Complaint Case settlement. As a result of this settlement. System Energy's operating revenues
were reduced by approxnnately $70 rnillion during 1991 and are estimated to be reduced by
approximately $22 million in 1992 and by lesser amour.ts in years thereafter. Operating revenues also
declined due to the lower return System Energy earned on its investment in Grand Gulf I resulting
from a decrease in net unit investment. Future revenues attributable to the return on imestment are
expected to decrease by approximately $13 inillion in 1992 and by declining amounts each year |
thereafter as a result of the depreciation of System Energy's imestment in Grand Guif I.

Operating revenues decreased in 1990 as compared to 1959 by approximately $317 milliot.
primarily due to a decrease in System Energy's retuin on its investment in Grand Gulf I resulting from
a decrease in the equity portion ofits capital structure due to the impact of the write-offs associated
with the FEHC 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 Caae settlement providing for 1991 credits from System Energy to the System operating
companies totaling approximately $10 rnillion relating to System Energy's rate treatment of the
portions of Grand Gulf I 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. " Hate and Regulatory hiatters- FEHC Complaint Case," incorporated herein by
r eference.)

Alaintenance |

hiaintenance expense decreased in 1991 as compared to 1990 primarily due to the fact that G' 1

Gulf I's fourth refueling outage, which lasted approximately 57 days, ocenrred during 1990, whi s

there was no refueling outage for Grand Gulf I during 1991, Alaintenance expense for * 3
ateributable to Grand Gulf l's fourth refueling outage was approximately $22 million.

Depreciation and Decommissioning

Depreciation expense increased during 1991 as compared to 1990 and decreaned in 1990 as -
cornpared to 1959 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 expense deferred in 1991 was approximately $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
interest. (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 hiatters - FERC Complaint Case,". incorporated herein by reference.)

Total income taxes for 1959 reflect a tax benefit resulting from the write-off af System Energy's
i investment in Grand Gulf 2, offset in part by the reversal of related deferred income taxes.

S
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SYSTEh! ENEllGY llESOUllCES, INC.

AIANAGl31ENT'S FINANCIAL DISCUSSION AND ANALYSIS- (Continued)

Aliscellaneous Other income - Net

hiiscellaneous other inonne-net decreased in 1991 as coimated to 1990 due to one-time charges
associated with the FERC Complaint Case settlement that wem reemded in June 1991, (See System
Energy's Note 2. " Rate and Regulatory Alatters - 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.

hiiscellaneous other income-net increased in 1990 as compared to 1959 primarily due to an
merease in interest income on System Energy's tetnporary cash investments, which were maintained at
higher than average balances during 1990.

Gain on Disposition of l'roperty ,

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

FINANCI AL CONDITION
General

On December 21,1990, the FERC Division of Audits issued on audit report for System Energy
which recommended, among other things, that Systen. Energy write off and not recover in its ratos
approximately $95 million of Grand Gulf I costs included in utility 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, 1991, the FERC ALJ 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 a; proximately $128J million. This amount includes refund obligation; of
approximately $66.2 million (including interest). See System Energy's Note 2. " Rate and Regulatory
hiatters - FERC Audit," incorporated herein by reference, for further information.

Liquidity'

System Energy's primary cash requirements for 1991 included, among other things, ongoing
operating expenses, construction expenditores, 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 period.

Net cash flow provided by operating activities totaled approximately $28'2.6 million in 1991; As
detailed in the Statements of Cash Flows, cash flow from operating activities was affected by a number
of factors representative of normal operation . 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, " Rate and Regulatory hiatters- FERC
Complaint Case," incorporated herein by reference.)

9
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SYSTEM ENEI'GY HESOURCES, 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 imestments offset, in part, by construction expenditures and
nuclear 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 $115.8 million of cash dividends on common stock to Entergy. This net utilization of
cash was partially rifset by approximately $14.6 million in proceeds from the sale and leaseback of
nuclear fuel.

Capital and Hefmancing Hequirements and Capital Hesources

See System Energy's Note 8. " Commitments and Contingencies- Capital Requirements and
Financing." incorporated herem by reference, for information on System Energy's capital and
refmancing requirements for the period 19924 994.

~he amount of additional 'irst mortgage bonds that System Energy can issue in the future is
contingent upon earnings, the amount of unfunded bondable property available to support the
issuance of additional first mortgae bor.Js and equity ratio repulrements contained le its mortgage
and the reimbursement agreemer Mated to System Energy's sa!e and leaseback transactions. System
Energy's minimum earnings coverage requirement for the issuance of additional first mortgage bonds !s
2.0 times the annual interest on a pro forma basis. For System Energy's first mortgage bonds, the
earnings coverage for the year ended December 31,1991 was 3A0 times the annual bond interest -
requirements. Based upon the most restrictive of the above tests, System Energy could have issued
approximately $2S4 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 outsteding rirst 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" spital at an amount equal to at least 35% of System Energy's total
capitalization (excluding short-tt-',. >t) and (2) permit the continuation of commercial operation of
Grand Gulf I 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.

See System Energy's Note 4," Lines of Credit and Related Borrowings," incorporated herein by
reference, for infarmation regarding short term lines of credit.

.

|

| ACCOUNTING ISSUES
l SFAS No.106
i

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 standard on accounting for income taxes.
l

| 10
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INDEPENDENT AUDITORS' REPOHT

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

We have audited the accompanying balance sheets of System Energy Resources, 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 December 31,1991. These
Snancial statements are the responsibility of System Energy's management. Our responsibility is to
express an opinion on these Gnancial 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 ir.cludes examining, on a test basis,
evidence supporting the amounts and disclosures in the Gnancial statements. An audit also includes
assessing the accounting principles used and signi6 cant estimates made by management, as well as
evaluating the oserall financial statement presentation. We believe that our audits provide a
reasonable barJt for our opinion.

In our opehr., such financial statements present frirly, in all material respects, the financial
position of System Energy at December 31,1991 and 1990, and the results ofits 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 Matters - FERC Audit" of Notes to Financial
,

Statements, a regulatory proceeding is pending which, if ul'imately resolved in an adverse manner,
would require that System Energy (1) write off and not recover in ra*es approximately $95 million of
costs charged to utility plant resulting from System Energy's accounting for certain allocated income
tax charger 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 Ene gy.

+

DELOITTE & TOUCHE
February 14,1992
New Orleans, Louisiana

:

| 11



. . - - . _ _

SYSTEM ENERGY RESOURCES,INC.

IIAIANCE SilEETS

ASSLTS

December 31,

1991 1990

(In T. ousands)
'

Utility Plant (Note 1):
Electric $3.011.223 $3,011,911

.... . . .. . . .... . .. ...... ..... .... . . . .
438,410 438,499Electric plant under lease (Note 9) .. ...... .......... .. .. ...

Construction work in progress . . . . . . . . . . . . . 34.091 26.491...... .. .......

Plant held for future use . . . . . 12,119 4.425. .... ........ .. ..... .....

Nuclear. fuel under capital leases (Notes 8 and 9) . . . . . . 85.206 133,908..........

Nuclear fuel (Note 11) . . . . . . . . . . . . . 14.369 -. . ............,... .

To t al . . . . . . . . . . . . . 3,595,418 3.615,234.. .. ............. ...........

Less - Accumulated depreciation and amortization . . . . . . . 505.928 419,923.....

3.0S9,490 3,195,311Utility ple.nt - net ... ................................. .

Other Investments:
Decommissioning trust fund (Note 8) . . . . . . . . . . . . . . . . . . . . . . . . . 13.466_ 11,285

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

Cas h . . . . . . . . . . . . . . 175 58..... . .. ........... .... ....

Temporary cash investments - at cost, which approximates market 94.335 131,9t0

Total cash and cash equivalents . . . . . 94,510 131.998.... ................

Other temporary investments - at cost, which approximates mariret 125,225-

Accounts receivable:
Associated companies (Note 11) . . . . . . 61,962 56.496........ .. ...... ...

Other............. ..... 3,735 3,671...... ..... .......... ...........

Materials and supplies - at average cost . . . . . . . . . . . . . . . . . . . . . . . . . 66,189 76,668

Hecoverable income taxes (Note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . 54,600 69,600

Prepayments and other . . . . . . 4.165 9.384. .. ................. .......

To t al . . . . . . . . . . . . . . . . . . . 285.161 473.042... ....... ........... ...

Deferred Debits:
Recoverable income taxes (Note 3) . . . . . . . . . . . . . . . . . . . . . . . . . 164.766 135,489

Unamortized loss on reacquired debt . . . . . . . . . . . . 11,751 15,866 "
..............

Other (Note 9) . . . . . . . . . . . . . . . . . 77,549 52,248........ ... .... ......

Total.............................................. 254,066 203.003

TOTAL.......... .. $3,642.203 43,883.241...... .... ................. .

See Notes to Financial Statements.
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SYSTEM ENERGY RESOURCES,INC.

BALANCE SIIEl~I'S

CAPITALIZATION AND LIABILITIES

Decemtwr 31,

1991 1990

(in Thousands)
Capitalization:

Common stock, no par value, authorized 1,000.000 shares; issued and
outstanding 759.350 shares in 1991 and 1990. . 4 769,350 $ 789.350. ....... . ....

Retained earnings (Note 7) 375,306 356.469......... .. . . .. ... ... .. ..

Total common shareholder's equity 1.164.656 1.175,819.. . ...... .. ...

Long term debt (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.682.265 1.795,991

Total . . . . 2.843.921 2,971,810...... ... ..... ... .. .. . ....

C'her Noncurrent Liabilities:
Obligations under capital leases (Note 9) . . . . . . . . 25,206 53.909...... .. ....

Current Liabilities:
Currently maturing long-term debt (Note 6) . . . . . . . . . . . . 115.750 294,000.....

Accounts payable:
Associated companies (Note 11) . . . 16.345 1,605. . ................. ...

Other................................ 49,446- 26,475...... ........ ......

Taxes accrued. . . . . . . . 20,552 20,730. .. .... . ... .. . .. .. .. .. .....

I nt e res t accru ed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49.308 59,553
Obligations under capital leases (Note 9) . 60,000 60.000..... ....... .... ...

Other.. 139 121.... .. .... ........... ........ .............

Total................................................ 311.540 482,684

Deferred Credits:
Accumulated deferred income taxes (Note 3) . . . . . . . . . . . . . . . . . 315,148 282,024

Accumulated deferred investme nt tax credits (Note 3) . . . . . . . . . . . . . 111,981 69,489
Other. ...... ......... . .... .. ... ....... . .. 31.40J 23,325............

Tot al . . . . . . . . . 458,536 374.838. .. . ....... ...... ........ ......

Commitments and Contingencies (Notes 2 and 8)

TOTAL .... $3,642,203 $3.883,241......... ........ . .. .... . ... ......

See Notes to Financial Statements.

N
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SYST131 ENEllGY ILESOURCES, INC.

STAT 13 TENTS Ol'INCO\lE (LOSS)

l'or the Years 1:nded thember 31
1991 1990 19%9

(in 'I huutar,th)

Operating Resenues $656 664 $s01.61S $ 507,307.

Operating Espenses:
Operation:

Fuel for electric generation and fuel-related expenses . 75.060 75.96S 68,350

Other 79,494 97,153 9S,647, . . . ,

hiaintenance 14.355 31,'94 19,769.. .. . .

Depreciation and decointnissioning s S and 9) . 67.296 75,769 103,065

Taxes other than incorne taxes 27,342 25,579 24.350.

Incorne taxes (Note 3) 81.302 110.227 131.225. .. .

Total 367.552 419.590 475.426. . . . . .

Operating Income 315.812 SS2.025 361,881.. . . .

Other Incorne (Deductions):
Project Olise Bra ich Settlernent (Note 2) - - (1,000,932).

Allowance for equ'ty funds used during construction
(Note 1). 763 442 955. . .. .. . . . . .

hiiscellaneous - net 6,376 25,093 11.018,

income taxes - (debit) credit (Notes I and 3) 7,726 (3.675) 220,937. . ..

Gain on disposition of property . - 7.169 -. ..

Total 14.667 29.049 (767,992). .

Interest Charges:
Inte-st on long-term debt . 218,538 230.643 239,S97. . . ...

Other interest - net 11,111 11.992 10,116. . . .. .

Allowance for borrowed funds used during construction
(Note 1) . (592) (235) (400). .. .

Total 229.057 242.400 249.413. . .

Net incoine (Loss) $104.622 $168.677 $ (655.524). .

See Notes to Financial Statements.
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SYST131 ENEllGY llESOUllCES, INC.

STAT 131ENTS Ol' HETAINED EAllNINGS

l'or the Years l'.nded December 31,
1991 1990 1949

(in 1houunds

lietained Earnings, January 1 $356,469 $497,022 $1,240.219

Add:
Net income (loss) 104,622 168,677 (655,524),

Total 491,091 665,699 5S4.695. .

Deduct:
Cash dividends I15,785 279,230 67,673.

Retained Earnings, Decemlrer 31 (Note 7) $375 306 $356.469 $ 497,022.

See Notes to Fmancial Statements.
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SYSTEM ENERGY RESOURCES,INC.

STATEMENTS OF CASil FLOWS

For the Yem Ended December 31,
1991 1990 1959

(in Thousandi)

Operating Activities:
$ 104.622 $ 168,677 $(655.524) .

Net income (loss)luded in net income (loss):
........ .... . . . . . . . . . ... .......

Noncash items inc
Depreciation and amortization. . . 65,956 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) (945) .

7,495 10.532 8,069Amortization of debt discount . . . . . . . . . . . .. ....

Burnup of nuclear fuel not under lease . .. . . . . - - 6.224.. ..

Loss on Grand Gulf 2 cancellation . . . . . . . . . . . . . . - - 907.932
Writeoff of AFUDC - equity . . . . . . . , . . . . . . . . . . . - - 43.000

Changes in working capitah
Receivables . . . . . . . . . . . . (5,530) 13,175' 14.077 .. . . . . . . . . ... .... ..

Accounts payable . . . . . 37,511 (23,632) (7.571).. . . . . . . . . . . .. .....

10,479 (6,577) (27.776)Materials and supplies . . . . . . . . . . . . . . . .. .......

(10.423) (481) 1,142Taxes and interest accrued . . , . . . . . . . . . . . ...

Other working capital accounts . . . . . . . . . . . . . . . . . . . . . . 5,237 (264) (1,020) -
Income tax impact of future benefits related to AFUDC

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

9,861 69.316(Note 3) . . . . . . . .
Recoverable income taxes (Note 3) . . . . . . . . . . . . . . . . . . . . (14,277) 32.246 ' (237,335) *

Gain on disposition of property . . . . . . . . . . . . . . . . . . . . . - . (7,169) -

Change in decomm(ssioning trust . . . . . . . . . (2.201) (5.647) (1,344). ..

Other...... (15.175) 900 _ 13,944.. . . . ... . .... .... . . . . .... .. ..
_,

Net cash flow provided by operating activities . . 2S2.621 369.694 312.828-

Investing Activities:
Construction expenditures . . . . . . . . . . . . . . (21,663). (24,633) (28,153). . ..... ....

Allowance for equity funds used during .onstruction 763. 442- 985...

Nuclear fuel expenditures . . . . . . (28,922) (48,607) (26,672). . . . . . . . . . . . . . .... ..

Expenditures on Grand Gulf 2. . . . . . (7.175). . . . ..... .....

Proceeds from sale of assets . . . . . . . . . . . . . . . . . . . . . . . - 13,016 -

Decrease (Increase) in other temporary investments. . . . . . 125.225 (125.225) -

Net cash flow provided (used) by investing
75,403 (184,977) (61,015)activities . . .. . .. . . . . . .. . . ....,

Financing Activities:
Proceeds from sale and leaseback of nuclear fuel . . . . . . . 14,552 - 48.607 44,197
Retirement of first mortgage bonds (Note 6) . . . . . . . . (294,000) (72.234) - (487,697):..

Common stock dividend payments . . . . . . . . (115,785) (279.230) (87.673)......... ..

Other. (279) 279 -.. . . ........ ... . .. . . . . . ... .......

Net cash flow used by financing activities. . -(395,512)' (302.578). ,(531,173)... ....

Net decrease in cash and cash equivalents . . . . . . . . . (37,458) (117,661); (279,360).. .

Cash and cash equivalents at beginning of period. . . . . . . . . . . 131.993 249,659 529,019

Cash and cash equivalents at end of period 1. . . . * 94.510 ' $ 131.998 $ 249,659.... .....

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION:
Cash paid (received) during the period for:

Interest (net of amount capitalized) . . . . . . . . . $ 238,193 $ 246,250H $ 244,129... .

Income taxes (refund) . . . . . . . . . . . . . . . . . . . . . . . . . _ $ (12,667) - $ (37,353) $ 11,741
Noncash investing and financing activities:

fCapital lease ealigations incurred . . . . . . . . . . . . . . . . . . . . - - $ 18',000
Plant impact of future benefits related to AFUDC . . . . . - - . $ _ 69,593 -

See Notes to Financial Statements.
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SYSTEh! ENERGY HESOUllCES, INC.

NOTES TO FINANCIAL STATE %1ENTS

NOTE 1. SUhlNIAltY OF SIGNIFIGANT ACCOUNTING POLICIES

Organi:ation

System Energy, formerly bliddle 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 1,1955. The Grand Gulf Station was originally designed as
two 1250 megawatt nuclear generating units. In September 1959, System Energy canceled and wrote
offits investment in Grand Gulf 2. construction on which had been suspend < l since September 1985.
(See System Energy's Note 2. " Rate and Regulatory hiatters - 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 ShlEPA has an
undisided ownership interest of 10% in Grand Gulf 1. System Energy records its investment associated
with Grand Gulf I to the ettent 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 I 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, hiaintenance 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 represents 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 19S9, respectively.

Depreciation is computed on the straight-line basis at rates based on the estimated service lives of
the various classes of property. Depreciation provismn:. on average depreciable property approxi.
mated 2.65% in 1991 and 1990 and 3.0% in 1989.

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

Utility plant includes tht 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 Energis mortgage and deed of trust. System Energy is
reflecting such property on its books and records for fmancial 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.")
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| SYSTEAl ENEltGY llESOUllCES, INC.

NOTES TO FINANCIAL STATEAIENTS- (Continued) ie

|

| Income Taxes

| System Energy joins its patent and affiliates in filing a consolidated federal income tax return.
| Pursuant ta 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 accordance with SEC
j regulations, no System company is required to make payments greater than wouhl base been paid had
i 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 System Energy's regulatory body for
j ratemaking purposes. Investment tax credits allocated to System Energy are deferred and amortired

based upon the average useful life of the related property.
:

j- In addition, System Energy files a consolidated blississippi state income tax return with certain
; other Sptem companies.
4

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

,

; equivalents. *

! NOTE 2. RATE AND REGULATORY hlAITERS
$ FERC Audit

| On December 21,1990, the FERC Division of Audits issued an audit report for System Energy for .
the years 1956 through 1958. The report recommended, among other things. that System Energy

i (1) write off and not recover in its rates approximately 595 million of Grand Gulf I 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 to date to correct for overcollections
! from the System operating companies of depreciation expense and return on rate base related to
i amounts alleged to be incorrectly included in utility plant.

1 Ilearings before a FERC ALJ were held in August 1991. In an initial decision dated November 21,
;

1991 (November 21 Decision), the FERC ALJ found, among other things, that System Energy
overstated its Grand Gulf I utility plant account by approximately $95 million as indicated in the FERC -

*

audit report. The decision, if ultimately sustained and implemented, would reqmre System Energy to,
'

niake correcting accounting entries and refunds, with interest, to the System operating companies,
i Should that be necessary, System Energy estimates that as of December 31,1991, its net income would
| be negatively impacted by approximately $128.7 million. This amount includes System Energy's
j _ potential refund obligation to the Synem operating companies which is estimated to be approximately _
'|: 566.2 million (including interest) as of December 31, 1991. The ongoing effect of this decision, if J

implemented, would be to reduce System Energy's revent.es by approximately $22 million in 1992, and -

| by a comparable amount (but decreasing by approximately $0.5 million per year) in each subsequent
-year.

. In addition, because 'of the result'ing 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 I sale and leaseback transetions (see System Energy's Note 8 j
" Commitments and Contingencies _ ' Reimbursement Agreement") for a limited period of ime in-t;

3order to avoid violation of this covenant upon implementation'of the November 21 Decision. Should '

that be necessary, System Eaergy would request 'a waiver by the banks. Absent a waiver, failure of I

i
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SYSTEM ENERGY RESOURCES,ING,
'

NOTES TO FINANCIAL STATEMENTS- (Continued)

System Energy to perform this covenant could ghe 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 6.1992, System Energy filed a brief on exceptions with the FERC. Notwithstanding |

the Nosember 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. Ilowever, the ultimate resolution of this matter cannot be
detenmned. Accordingly. no provision has been made in the accompan>ing financial statements for
the possible effects of a decision adverse to System Energy.

FEllC Complaint Case

On February 1,1990, the APSC, the LPSC, the MPSC, the Mississippi Attorney General, and the
City of New Orleans filed a complaint with the FERC against System Energy and Entergy Services Inc.
(as agent for Entergy and the System operr. ting companies), alleging that the rates then being charged
to the System operating companies by System Energy for capacity and energy from Grand Gulf I 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 Syrtem Energy's rate of return on common equity from 14% to 13% effective
retroacti ely to April,1990 (2) imposed no ceiling for ratemaking purposes on System Energy's
connnon equity ratio, (3) established a zero-cash working capital allowance for System Energy,
effective retroactively to April 1990, (4) resolved the cost of servlee treatment of certain Grand Gulf 2
assets transferred to Grand Gulf 1, (5) set the amount to be collected in rates for the cost of
decommissioning System Energy's 90% interest in Grand Gulf I at approximately $198 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 (ollections 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 1991 credits from System Energy to the System
operating companies totalling approximately $17 milhon relating to System Energy's rate treatment of
the portions of Grand Gulf I sold and leased back The settlement did not resolve income tax
accounting issues raised in the complaint (see "FERG Audit" above). The settlement was filed with a
FERC ALJ on June 14,1991, and was approved by the FERC on September 16,199L ,

Based on the settlement, System Energy credited in June 1991 approximately $47.6 million it 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 $15.8 million relates to billings in
1990.

Grand GulfI flate Actirity - System Operating Companies

The February 4 Resolution required NOPSI to write off, and not recover from its retail electric'
customers, $135 million ofits previously deferred costs associated with Grand Gulf 1. This write-off,-
which was recorded in NOPSFs 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 1956 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 Ermgy,Inc. and others , hat resolved the Gnmd Gulf 1
prudence issues and the pending litigation related to the February 4 Resolution. The Council adopted
a resolution approving and substantially incorporating the agreement in principle on October 3,199L
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SYSTEN! ENERGY HESOURCES, INC,

NOTES TO FINANCIAL STATENIENTS -- (Continued)

In accordance with the Council's October 3 resolution, seseral actions were taken and a final
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 Graml
Culf I costs and should continue to have adequate resources to meet its monthly Grand Gulf 1,

payment obligations to System Energy.

Prc)cci Olice Branch Settlements

in the FEHC Settlement, System Energy and the System operating companies agreed with "he
FEHC staff, state and local regulators and ofileials, and other interested parties to resolve a number of
Crand Gulf Station related and other rate matters that had been adscrsely affecting the System for a
number of years, implementation of the FEHC Settlement in 1959 including the cancellation and,

abandonment of Crand Gulf 2, resulted in, among other things, a $900 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 among the System
operating companies in accordance with their respective allocations of Grand Gulf I capacity and
energy. System Energy also recorded 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 $S03
million. Ilowever, System Energy's cash position was not materially affected.

While all parties to the FEHC Settlement agreed not to pursue any prudence disallowance of
Grand Culf I construction costs and operating and maintenance expenses recorded through Jnne 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" abose.)

Nuclear Management Consolidation

In 1990, Entergy Operations was organized as a subsidiary of Entergy with responsibility for the
operation of ANO, Waterford 3, and Grand Gulf t, 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 Crand Gulf I
co-owners retain their ownership interests in their respective nuclear generating; units. F urther,
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 main'enance oft
these units.
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SYSTI31 ENEllGY HESOURCES, INC.

NOTES TO FINANCIAL STATDIENTS - (Continued)

NOTE 3. INCOME TAXES

Income tax expense (credit) consists d the following:
For the Yean F.nded Uneniber 31

_1991 1990 1989

(In Thounds)

Current:
Federal $(31.900) $ (4.176) $(145,012)

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

State... 5.052 8396 (23.427).. ... . .... .... .. . ... .....

Total . . . . . . . (26,645) 4,620 (16Q39).... ....... ... .. . ..

Deferred - net:
Liberalized depreciation 45351 46.825 43,290

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

Nuclear fuel . . . . . . . . . . . . . . . . (2.927) 1,424 (1.336). . . .... ........

(1,441) (721) (13,674)Capitalized interest . . . . . . ... . ....... ... ... ....

Taxes capitalized . . . . . . . (572) (1,154) (672)... . ... .. ....... ..,

2.303 55.892Grand Gulf 2 cancellation . . . . . . . . . . .
.-.... .. .........

2.lternative minimum tax . . . . - (189) 7,807..... .. . .. ... .. .....

Oth er . . . . . . . . . . . . . . . . . (3.443) 4,414 1,741
....... . . .. . .... ...

Tot al . . . . . . . . . . . . . . . . . . . . . . 37,168 52,962 93,04S.. . .. . ...... .

I.westment tax credit adjustments - net 63.256 56 3_20 (14.321)... . .. .

Recorded income tax expense (credit) $ 73.576 $113,902 $ (89,712). .. . ... .

Charged to operations . . . . . . $ 81,302 $110.227 $ 131,225...... .. .. ...... . .

Charged (credited) to other income (7.726) 3.675 (220.937).. . ... .....,

Recorded income tax expense (credit) . . . . . . . . . . . . . 73.576 113.902 (69,712)

,__ 352) (140) (238)Income taxes applied against the debt component of AFUDC. . (

Total income taxes (credit) . . . . . . . . . . . . . . . . . . . . . $ 73.224 $113,762 $ (69.950)

,
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SYSTENI ENET.GY llE50UllCES, INC.

NOTES TO FINANCI AL STATENIENTS - (Continued)

Total income taxes differ from the amounts computed b) applying the stetutory federal incoine
tax rate to income or loss before taxes. The reasons for the differences are (dollars in thousands):

l'or the Years I:nded December 31,
1991 1990 1949

% of % of % of
l'retas Pretas Pretas

A mount Income 4 mount income Amount income
,

Computed at statutory rate $60.5S7 3 $ 96.077 31.0 $(253.350) 34.0.

( Increases (reductions) in tax resulting
from:
Dept eciation . . . . . . 6.343 4.7 S.326 2.9 14.874 (2.0).

State income taxes net of federal
income tax effect 6,051 3.4 10,115 3.0 (7,695) 1.0.. ..

Project Olive Branchi

' Settlement - - - - 154.993 (20.8).. . ..

Other (1.438) p.8) (616) 10.2) I,494 (0.2). . .. .. ... ..

Recorded income tax expense . . . . 73.576 41.3 113,902 40.3 (59,712) 12.0
Income taxes applied against the debt

*

component of AFUDC . . . . (352) g) (140) M) = (238) 0.1..

Total income taxes (credit) . . $73.224 J4 .} $113.762 4 & (89.950) _12.1y

P.ecoverable income taxes includes 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 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. If not utilized to offset

, consolidated federal taxable income, income tax benefits related to the net operating loss carryfor-
! wards will expire in the years 2000 through 2004. ,

The alternative minimum tat (Ah1T) credit at December 31,1991 was $19 million. This AMT
credit can be carried forward indefmitely and will reduce System Energy's federal income tax liability
in the future.

In Februa y 1992, the FASB issued 5t'AS No.109. " Accounting for Income Taxes," which is
generally effective for fiscal years beginning at'ter 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 impact of the new standard is currently under study by the
System. Based on a preliminary study, System Energy expects that the new standard will result in an
increase in accunmlated deferred income taxes with a corresponding increase in assets and will not
significantly impact System Energy's results of operations. System Energy plans to adopt SFAS No.109
in 1993.

,

i NOTE 4. l.INES OF CREDIT AND RELATED BORHOWINGS '

| System 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 witii further SEC approval. Additionally, System Energy participates with
wrtain other System companica in the Money Pool, an intra-System borrowing arrangement designed
to reduce the System's dependt nee on external short-term borrowings. System Energy may borrow

22

1
,- ~ , - . . _ . . ._ . . . , _ . . . - , . . .



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

SYST131 ENERGY HESOURCES. INC.

NOTES TO FINANCIAL STAT 131ENTS - (Continued)

from these sources subject to its maximum authorized level of short term borrowings and the ,

availability of funds. Sy stem Energy had no outstanding short-term borrowings at December 31,1991.

NOTE 5. Coil.\fON STOCK

There were no changes in the number of shares of System Energy's common stock during the
years 1991,1990 and 1959.

NOTE 6.1.ONG TERN! DEBT

The long-term debt of System Energy at December 31,1991 and 1990 was as follows:

1991 1990.

(In Thowand3)
Fir t hlortgage Bonds:

9%% Seric tiue 1991. . . . . . - $ 294,000... ... . . ,, . ... .. .

14.34% Series due 1992. $ .100.000 100,000-
... .. . .. .. ...... . . .

14% Series due 1994. . . . . . 200,000 - 200,000
. . . . , . . . .

104% Series due 1996. . . . . 250,000 250.000, . . . .. .. ...

11% Series due 2000. . . . . . . . . . . . . 255.750 255.750
~

. . .. .. . ..

90.319 90,31911%% Series duc 2016. . . .. . . ... . ...

Total First hfortgage Bonds. . . . 696,069 1 190,069... .. . .. ..

Pollution Control Hesenue Bonds:
Claiborne County, hiississippi-

9%% Series due 2013. . . . . . . . . . . . . . 49.500 49.500. .. .. .

27,100 27,100S.25'7c Series due 2014. .... . .. . ... . .

9%% Series due 2014. 206.000 200.000. ... . . . .. .. ..

12.5% Series due 2015. . . . . . 44.000 44,000-., . . ... .. . .. . .

9.5% Series due 2016. . 90.000 90,000... .. . .. .. .. .,

Total Pollution Control Resenue Bonds. 416 g 416.600. . ....... ..

Grand Gulf I Lease Obligations. 9.60% (Note 9) . 500.000 500.000. .. .........

hiiscellaneous . - 279
. .. .. . .... ....

Total . 500.000 500,279
.. . . . . .. . . ,. . ......

Unamortized Discount . . . . . . . . (14.654) (16,957).. . . . .... . .. ...

Total Long-Term Debt . . . . . . . 1,79S.015 2,059,991- .. ... . ..... .... ... ..

Less- Amount Due Within One Year. 115,750 294.000. .. . .. .

Long-Term Debt Excluding Amount Due Within One Year . .. . $1.662.265- $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) $115.6, $30.0. $230.0, $30.0, and $it.o.0, respectively,

in September 1991, System Energy retired, upon maturity, $294 million in principal amount of its
9%% Series First htortgage 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 PCHBs' due 2015 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 mortgage bonds.
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SYSTE%I ENl:RGY RESOURCES, INE.

NOTES TO FINANCIAL STATENIENTS -- (Continued)
i

NOTE 7. RETAINED EARNINGS

The provisions of System Energy's first mortgage bond indenture restrict the amount of retained
earnings avail 61e 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 certain ofits financing agreements, and the sum of certain indebtedness
does not exceed 65% of adjusted capitalization. '

in connection with the 1958 sale and leaseback 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 S, COMNIITSIENTS AND CONTINGENCIES

Capital itequirements and Financing

Ce m o oction expenditures (including AFUDC but excluding nuclear fuel) during the years 1992,
1993, , W4 are estimated to be approximately $22.6 million, $24.6 million, and $25 8 million,
respectn ely, 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 acquisition
of one or more series ofits outstanding first mortgage bonds.)

Capital Famds, Unit Pmcer Sales, Availability, and lleallocation 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-term debt) and,

;. (2) permit the continuation of commercial operation of Grand Gulf I and enable System Energy to pay
(' in full allindebtedness 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,I

as specified therein. System Energy has, with the consent of Entergy, assigned its rights under this
agreement to certain creditors.;

l-

| 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 ofits 90% owned andr

leased share of the capacitv and energy from Grand Gulf 1 in accordance with sp-cified 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 payable 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, ar.d capital costs. (including a return on common equity); The
monthly obligation for payments froni the System operating companies to System Ener(v for_ Grand -
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NOTES TO FINANCI AL STATE %lENTS - (Gontinued)
|

| Gulf I capacity and energy is approximately $62 million, _The agreement will remain in effect until
| terminated by the parties and approved by the FERC, w hich most likely would ohar after Grand Gulf
j 1 is retired from service.

; The System operating companies are also individually obligated, under the Availability Agreement
to make payments or subordinated advances to System Energy in accordance with stated percentages
( AP&L 17.1%, LP&L 26.9%, alp &L 01.3%, NOPSI 2MW) in amounts that, w hen added to any amounts

i received by System Energy under the Unit Power Sales Agreement or otherwise, are adequate to cover
all of System Energy's operating expenses. System Energy has assig.4ed its rights to payments andi

! advances to cutain creditors as security for cedain 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

ility Agreement,j under the Av. y

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 ammtized for Availability

.

Agreement purposes over 27 years rather than in the month the write-off was recognized on Lystem
Energy's books and would not require a payment by the System operating companies under the
Availability Agreement. Since commercial operation of Grand Gulf 1, payments 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 shortfallin any month 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 fmancings,
sales of property and the i!ke) and available at that time would be credited toward the obligations
owmg under the Availability Agreement.a

i

| In 1981, the System operating companies entered into a Reallocation Agreement, which would
j have allocated the capacity and energy available to System Energy from the Grand Gulf Station aed-

the related costs to LP&L, AIP&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 I capacity and energy to AP&L
j~ supersedes the Reallocation Agreement as it related to Grand Gulf 1. Responsibility for any_ Orand

3

i Gulf 2 amortization amounts has been allocated to LP&L 26.23%, AIP&L 43.97% and NOPSI 29.50%

| under the terms of the Reallocation Agreement. However, the Reallocation Agreement does not affect
| the obligation of AP&L to System Energy's lenders under the assignments referred to in the second
'

preceding paragraph, and AP&L would he liable for its share of such amounts only if the other System
operating companies were imable to meet their contractual obligations.. No payments of any
amortization amounts will be required as lor.g as amounts paid to System Energy under the Unit Power

|

Sales Agreement, together with other funds available to System Energy, exceed ' amounts requiredi

j under the Availa' *ity Agreement, which is expected to be' the case for the foreseeable future.

Reimbursement Agreement

i. On December 28,195S,' System = Energy entered into two entirely separate, but -identical,
l 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, related 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 coserage ratios _ In this wnnection, System Energy agreed,
during the term of the reimbursement agreement, to m.intah its equity at not less than 33% of its
adjusted capitalization (as defined in the reimbursement agreement) and to maintain its common f

equity at not less than 29% of such amount. In addition, Syste n Energy must maintain, 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 Rimbursement agreement) of st least
1.60. At December 31.1991, System Energy's equity and common equity in each case approximated
37.26% of its adjusted capitalization, and its fixed charge coverage ratio was 134,

Failure by System Enargy to perform its covenanta under the reimb 2rsement agreement could
gise 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 could result. Draws under the letters of credit must be repaid by System Energy within 5 days
(and, in some car ' lays) following the date of drawing.

See System L w s Note 2. " Rate and Hegulatory Matters - FEHC 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 $7.61 billion. System Energy has protection with respect to this
liability through a combination of private insurance (currently $200 million) and an industry
assessment program. Under the assessment program, the maximum amount System Energy would be
required to pay, with respect to each neelear incident at a licensed nuclear facility, would be $66,15 ,

million per reactor (such amount to be indexed every fise years for inflation ar.1 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 Golf I with System Energy, SMEPA would share in this assessment
obligation._ System Energy has one licensed reactor.

System Energy, on behalf ofitself and other insured interests (including other co-owners of Grand
Gulf 1), is a membcr of certain insurance programs that provide coverage for property damage,;

? including decontamination expense, to members' nuclear generating plants.~ At December 31,1991,

I System Energy was insured against such losses up to $2.45 billion -with a $300 million sublimit for
premature decommissioning coverage, Under the property damage inserance program, System Energyi

could be subject *o assessments iflosses exceed the accumulated funds available to the insurers. At
;

December 31, 1991, the maximum amount of such possible assessments to System Energy was
816.71 million. Under its agreement with System Energy,.SMEPA.would share in System Energy's

4

'

obligailon.
,

t'

The amount of property. insurance presently carried by System Energy exceeds _the NRC's
minimum requinmtnt for nuclear power plant liwnsees of $1.06 billion per site. NRC regulations'

. provide that the proceeds of this in*urance mur' be used, first, to place and maintain the reactor in a
safe and stable condition anct, + " 'd, to complete required decontamination operations; Only after

; preceeds are used or dedicate : such use arJ appropriate regulatory approval is obtained w ould the
b. lance of these proceeds, if a.sy, be available for plant owners' ' r their creditors * benellt,o

,
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Spent Nuclear Fuel and Decown:ssioning Cests

System U.crgy is provi''..ng for estimated future disposal costs for spent nuclear f uel in accoulance
with the N . clear Waste 'olicy Act of 19$2. System Energy has entered into a contract with the DOE,
whereby tl e DOE w3! furnish di>posal :ervice at a cost of one mill per net KWil generated and sold
after April i,IG The fees payable to the DOE may be adjusted in the future to assure full coat
recovery, System Energy conside s all costs incurred or to be incurred in coimecsion with disposal of
spent nuclear fuel to be proper components of nuclear fuel expense and recovers such costs in rMes,

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 f019.
h the meantime System Energy will be responsible for storage of spent fuel. Currera on-site spent
fuel storage capace, is estimated to be sufficient to stcsre fuel from normal operations until 2004' It isc
expected that any additional storage capacity required due to, among other things, delay of the DOE's '

repository program will be provided by System Energy. The cost of providing the additional enn. site -

spent fuel storage capability required at Grand Gulf I by 2004 is estimated to approximate $5.0 mi!! ion
to $10.0 million (in 1991 dollars), in addition, approximately $3.0 'million to $5.0 million i,sn 1991
dollars) will be required every two to three years subsequent to 2001 until DOE's repository begins
accepting Grand Gulf I 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 I was set at approximately
$19S n.illion (in-1989 dollars). These collections through rates are deposited in external crust funds, .

with an after-tax market value of $14.1 million at December 31,1991, that can only he used for future ~

decommissioning costs. These decommissioning costs are estimated to approximate $24L7 million in
1989 dollars based on a 1959 decommissioning cost study. System Energy regularly. reviews and
updates estimated decommissioning costs to reflect inflation and changes in regulatoryfrequirements
and technology, Applications will be made to the FERC to reflect in rates any changer, in estimated
decommissioning costs.

i

|
St stem Fuelsj

i On October 3.19S9, System Fuels entered into a revolving credit agreement with banks that
'

provides for up to $45 million of borrowings to finance System Fuels' nuclear materials and services
| Inventory. In connection with these arrangements, System Energy, APNL and LP&L. as purcha3ers
I from System Fuels of the nuclear materials and services, agreed to' purchase from System Fuels the
! nuclear materials and services fmanced imder the agreement if S: : tem Fuels should ' default in its
|' 'bligations' thereimder, The purchases-under these circumstances would he of percentages agreed
I upon among the parties aut,'in ti.e absence of such agreement. 'ystem Energy, AP&L, and LP&L

would each be obligated to purchase one-third of System Fuels'wc! car matcrials and services.

? Other Commitmer,ts and Centmaencies
|

See System EnerWs Note 9., " Rate and relatory Matters," for information with4espect to the
FERC Audit

NOTE 9. ' LEASES

|- Nuclear fuel Leases

|: System. Energy has -a leasing arrangement permitting- the~ leaamgL of nuilear fuel of' up t'o
$130 million at December 31,1991. The lessor finances us acquisition and ownership of nuclear fuel

~

under a credit agreement and through the issuance ofintermediate tmn notes. The credit agreement,
1
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'

which was entered into in 1989 has been extended to February 1995 and the intermediate-term notes
hine varyirt tr*v'oire maturities of up to 10 years. It is expected that the credit arrangements wih be i

extended c/ 4 W 0.anekg will be secured by the lessor upon the maturity of the current
arrangements. d th lessor cannot arrange for alternative fmancing upon the regularly scheduled
maturity of its borrowings. System Energy must purchase nuclear fuel in an amount equal to the
amount required ' y the lessor to retire such borrowings.o

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 1959 respectively. The unrecovered cost base of the leases was $85 million and $134
million at December 31,1991 and 1990, respectively.

Sale and Leaseback Transactions

On December 28.19SS, System Energy entered into two entirely - separate, but- identical,
arrar.gements for the sales and leasebacks of an approximate aggregate 11.5% undivided ownership
interest in Grand Gulf I for an aggregate cash consideration of $500 million. System Nrgy is leasing
back the undivided interest on a net lease basis over a 26% year basic lease term, wo Snergy has
options to terminate the leases and to repurchase the undivided interest in Grad '' I at certain

$ Energy has anintervals during the basic lease term. Further, at the end of the '. * !r ; term, L, . 1

option to renew the leases or to repurchase the undivided it.teren m Grand Gulf 1. See System
Energy's Note 8," Commitments and Contingene.tes - Reimbursement Agreement," with respect to
certain other terms of the transaction.-

In accordance with SFAS No. 98, " Accounting for Leases," due to " continuing involvement" g
System Energy, the sales and leasebacks of the undivided portions of Grand Gulf 1, as described above,

. ,

'

are required to be reflected for fmancial reporting purposes as fmancing transactions in System
Enercy's fmancial statements. The amounts charged for fmancial reporting purpores to expense
irmlude the interest portion of the lease obligations and depreciation of the plant. liowever, operating ;

revenues include the recovery of the lease payments since the transactions are accounted for es sales J

and leesebacks for rate-making purposes. The total ofinterest and depreciation expense execeds the
we:ponding revenues realized dutung the early part of the lease term. In December 1990, consistent,

with a recommendation contained in a FERC audit report, System Energy recorded as a deferred asset--
me cur: nt and prior year difference between the ret overy of the lease payments and the amounts
expensed for int -est and depreciation, and began recording such difference as a deferred asset on an
ongoing basis. Recognition of the deferred asset resulted in an increase in net income of approxi-
mately C 1 million in 1990 compared to 19S9. The effect of the deferral was to decrease depreciation
expew 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 Signillcant Accounting Policies - Ut.lity Plant," fori
further info mation regarding the accounting for the sale and leaseback transactions.

I
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At Dece.nber 31,1991. System Energy had future min' mum lease payments (reflecting an overall
implicit rate of 9.66%) in connection with the sale and leaseback transactions as follows:

Minimum :
lease

gments
(In Thousands)

1992 $ 49,33,3
. , ... . . .... . ... . ..... . .

1993 49,333
. . . . ...... .. .... . . . ... ..

1994 51,295
. . .. . .. . .... . . ..., ,. .

1995 ... 52.247.. ... . . . . .......... . ... . .. ..

1996 52,247.. . .. . . . .......... . . .. . .

Years thereafter . . 1.143.626. .. . ... ... .

$1.39S.081Total . . .. .. . . . ..... .. . ..
___

NOTE 10. POSTRL'TiREMENT BENEFITS

System Energy participates in 'a defined benefit pension plan sponsorea by Entergy. Eifective
June 6,1990, all of System Energy's employees became employees of Entergy Operations. Ilowever,
the employees still remain 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 bene 6ts that are based on employees' credited service and
average compensation generally during the last fiYe years before reilre nent. Sysiem Energy's policy is
to fund pension costs in accordance with_ contribution guidelines established by the Employeei_

| Retirement income Security Act of 1974, as amended, and the Internal Revenue Code of 19S6. 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 , 1999

(In Thousands)

Service cost - benefits earned during the period $ 1,327 $-1,398 $ 1,073. .

| Interest cost on projected _ benefit obligation 1,035 7621 559. ... .

Actual return on plan assets . . . . . . (5.432) ~ 48 (3,992). . .. ..

Net amortization and deferral 2,991 (2.402) 1,759.. .. .. .

Other. 17 - -.. ... .. . .. . ... ... ....

Net pension cost (credit) $ (62) $'(191) $ (601). .. ... .......

The assets of the plan consist primarily of common and preferred stocks, fixed income secorities,
and interest in a money market iund.

i

i
,

i

1
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The funded status of System Energy's pension plan at December 31,1991 and 1990 was as follows:

,1991 IffM
(in Thouwnds)

Actuarial present value of accumulated pension plan bene'its:
Vested . $ S,550 $ 4.036. . . .. .

Nons ested 2.0 % 952, , . .

Accumulated benefit obligation $10.665 $ 5,018. . .

_

Plan assets at fair value. $25.191 $22.797. ..

Projected benefit obligation 16.067 10.478

Plan asse:s in excess of projected benefit obligation . 12.127 12,319.

Unrecognized prior service cost . 971 156.

Unrecognized transition asset (S.274) (8.871). .. . .

Unrecognized net gain 12,825) (1.667). . . .

Accrued pension asset. $.1.999 Q93]. . . .. . .

The significant actuarial assumptions used included a weighted average discount rate of 8.25% for
1991,8/|5% for 1990, and 8.5% for 1959 and a weighted average rate ofincrease in future compensation I
of 5.6% for valuing the projected benefit obligation for 1991,1990, and 1959. An assumed expected I

long term rate of return on plan assets of S.5% was used for 1991,1990, and 1959. Transition assets are
being amortized over the average remaining service period of active participants.

System Energy also provides certain health care and life insurance benefus for retired nployees.
Substantially all employees may become eligible for these benefits if they reach retirement age while
still working for the Entergy System. The cost of providing these benefits for retirees is not separable
from the cost of providing benefits for active employees. The cost of providing these benefits,
recorded on a cash basis, and the number of active employees and r'tirees for the last three years
were:

1991 1090__ 19 %

Total cost of health care and life insurance (in thousands) $2,453 $2.S45 $1.865.

Number of active employees 1,283 1,307 1,147. .

Number of retirees . 5 4 3. .

In December 1990, the FASB issued SFAS No.106," Employers' Accounting for Postretirement
Benefits Other Than Pensions." which is ges.erally effective for fiscal years beginning after Decem-
ber 15,1992. The new standard requires a change from a ca,h method to an accrual method of
accounting for those benefits. At January 1,1992, the actuarially determined accumulated postretire-
ment benefit obligation earned by retirees and active employees was estimated to be approximately
$5 million. This obligation may be amortized to expense over a 20 year period beginning in 1993 or
alternatively, recorded as expense immediately upon the adoption of the new accounting standard.
Adoption of the new standard is expected to increase annual expense associated with these bei.efits by
approximately $1 million for System Energy, including the effects of the amortization of the transition -
obligation. The portion of this additional expense that will immediately or ultimately be allowed in
rates cannot presently be determined. In addition, the degree of regulatory assm.mee of future
recovery that may be required to recognize a regulatory asset, and thus avoid an impact on earnings,
cannot be determined at this time. System Energy plans to adopt this standard in the first quarter of
1993.
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SYSTFM ENERGY RESOURCES, INC.

NOTES TO FINANCI AL STATEMENTS- (Cone uded)

NOTE 11. TRANSACTIONS WITII AFFILIATES

System Energy sells all of the capacity and energy from its share of Grand Gulf 1 to the System
operating companies under rate schedules approved by the FERC in its June 13 Decision regarding the
Unit Power Sales Agreement, 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 Eaergy. 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,-
loc. ior technical, advisory and miscellaneous services amounted to approximately $10.9 million in

'

1991, $10.6 million in 1990, and $12,3 million in 1959. Also, effective June 6.1990, Entergy Operations
assumed operating responsibility 'for, bat not ownership of, Grand Gulf 1, In return, System Energy
pays directly or reimburses Entergy Operations for the costs associated with operating Grand Gulf 1,
which were approximately $136.0 million in 1991 and $138.0 million in 1990.

In addition, certain materials and services require,f 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 $25.9 million in 1991,
$34.3 million in 1990, and $0.06 million in 1959.

.

NOTE 12. QUARTERLY FINANCIAL DATA (Unaudited)
e

Operating results for the four quarters of 1991 and 1990 were:

Operating Operating Net
Revenues income income -

On Thomands)

1991:

First Quarter . .. $155,048 $ 67,703 - $35,154.

Second Quarter . $143,738 $ 65,216. $ 6,910(1). .

Third Quarter . , , , , $174,516 . $ S2,443 $30,559
Fourth Quarter $183,362 - $ 83,450 $31,939 ~. , , .

1990:

First Q tarter $201,660 $ 58.955 $35,4S7. .. ..'
Second Quarter. $197,992 $ 56,431 - $36,122. .

1hird Quarter $204,563 $ SS.2SO . $36,569.. . . . .

Fourth Quarter $197,353 $118,362 $57,499(2). , . .. . .

,

(1) See System Energy's Note 2, " Rate and Regulatory Matters - FERC Complaint Case."

(2) See System Energy's Note 9, " Leases - Sale and Leaseback Transactions."
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SYSTENI ENERGY RESOURCES, INC.

SELECTED FINANCIAL DATA-FIVE-YEAR CONIPARISON

1991 1990 19%9 ' 19% 1997'

) (In Thomands)

Operating revenues . $ 666,664 $ 601,616 $ 837,307 $ - 933,828 $ 962,549. .. . .... .

i Net income (loss) . . . . $ -104,622 - $ 16S,677 $ (655,524) $ 180,314 - $ .198,801
. ....

Total assets . $3,642,203 $3,883,241 . $3,9S7,055 $5,100,249 - $5,422,329
, . .

) Long term obligations (l) . . $1,707A70 $1,849,900 ' $2,229,022 $2,553,002 $2,245,155
.

(1) Includes long-term debt (e cluding current maturities) and noncurrent capital lease obligations.
,
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SYSTEM ENERGY RESOURCES,INC.

DIRECTORS, O!TICERS, AND OT!!ER INFORMATION

DIRECTORS OFFICERS OTIIER INFORMATION
|ames $1 Cain FJwin Lupberger Trustee for First Mortgage Bonds:
,% Chairman of Entergy Chairman of ne Board' United States Trust Company of

New York
William Cavanaugh, III William Cavanaugh, III ~ h,4, 'o,' yf3g'hgg' '

Senior Via President. System President and .
Executive-Nuclear of Entergy: Chief Executive Officer (212) 852-1674

~

President and Chief Executive O$cer
of System Energv: Executive Vice
President and Chief Nuclear OfEcer of

Cerald D, McInvale Corporate Address:

AP&L and LP&L Sernor Vice President Sptem Enerv Resourecs Inc.
and Chief Financial O$cer IA0 Echelon Parkway

. Jacksor., MS 39213
Edwla Lupberger
Chairman of the Board and Chief Glenn E. llarder

Y' e President-ji8 .Fiacutive OfBcer uf Entergy: Chairman Systm Enmy's 1991 Annual Report to
t I the Board of System Energy hgtato 'y the Securities and Exchange

I "

Commission on Form 10-K (including
Ii"*"Ci l statement schedules) isJerry L Meulden

Groukution and Customer Service ofPresident, System Executive -
lee W. Randall availab'le to any interested parties

Dr \ ice President and without charge. Interested parties can
Enw<gy. Chairman of the Board and Chief Awunting Officer obtain a copy by calling or writing to:'

Chief Executive 0$cer ci APht.
LPecL, MPht, and NOPSI 11. Stuart Ball System Energy Resources. Inc.

Treasurer Investor Relations Department
Mail Suite PP/2308
P. O, Rox 61005

geph L Blount New Orleans. LA 70161retary Telephone: 1 800 292-9960
(504) 569-4165

Susan P. Engle
Assistant T essmer To request a copy of the 1991 Entergy

Corporation Annual Report or the 1991
Mary Ball E. Marlow Form 10-K. cal 8 at write:
Assistant Treasurer (B)

Entergy Corporation .-
Robert D Marchead Investor Relations Department

Assistant Treasmer (Al Midl Suite PP/2308 ,

;
- P. O. Box 61005

.

New Orleans LA 70161
Christopher T. Screen Telephone: ~1 800 292 9904
Assistant Secretary (504) 569 4365

i

|
.

(A) Effective January,1992
i

(B) Resip,ned effective lanuary,1992 '
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