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To The Stockholders:

Alabama Power Company con-
tinued to experience growth and
financial stability during 1987, a year
highlighted by planning and prepa-
ration to meet competition and face
changes in the regulatory environ-
ment. The qualty of the company's
earnings, Commaon equity inves:-
ment as a percentage of total capitali-
zation, and the security ratings all
remained stable. However, net income
declined primarily as the resuit of
an ongoing dispute with Gulf States
Utilities Company of Beaumont,
Texas, concerning purchase power
contracts and the expiration in late
1986 of certain off-system power con-
tracts with other utilities

We reported last year that our Vision
and Values statement, the corporate
philosophy and goal to be more
competitive in the future, provided
a clear corporate direction and
recognized the impornance of our
employees in achieving the objec-
tives to which our company 1s
gedicated

Consistent with our vision to be
competitive in the future, we have
developed a strategic plan which s a
step to ensure our SUCCess In Pre-
viding quality electric service at a
reasonable cost while earning an ad-
equate return for you. The plan aiso
supports the strategic objectives of our
parent firm, The Southern Company

A major event took place in 1987
which is a significant example of
progress toward one of our strategic

objectives. Construction was begun
on the Alabama Resource Center,
which will provide more infermation to
assist economic development in Ala-
bama than has ever been gathered
under one roof. using the latest
technology available. The Resource
Center will support our strategy of
increasing sales by acting as a major
force in the economic development
of areas served by Alabama Power

Economic development has been
a consiant force within the company
since it began a new industries divi-
sion in 1921. ""Helping Develop
Alabama’’ has been associated with
Alabama Power for years

Improved marketing strategies and
advances in productivity continue to
keep the company in a more com-
petitive position as more energy
choices become available to our
customers

Itis significant to note that while
the compound annual growth rate in
electric energy suppued in the com-
pany's service area was 1.9 percent
for the past 10 years, the growth rate
during the last five years has been
3.8 percent

The rate stabilization procedure
used for setting retail electric rates,
which the Alabama Public Service
Commission in 1985 extended into
1989, continues to be beneficial. This
concept establishes a range for the
company s rate of return on end-of-
penod retail common equity and
allows for small, penodic rate adjust-

"It seems almost axiomatic that those who have directed
the company over the balf century have felt that it could

not prosper unless the state prospered.
B THOMAS W. MARTIN, SPEAKING BEFORE THE ALABAMA LEGISLATURE, APRIL 11, 1961

ments 1o keep the company within
that range. During 1987 rates were
adjusted once under the plan, a de-
crease of approximately 1.9 percent
in October

The system's generating p'ant
performance continues 10 be an out-
standing indication of attention to
efficiency and productivity. Availa-
bility of the system's fossil-fuelea urvts
was 89.5 percent, while availability
of the hydroelectric generating units
was 95.4 percent anu nuclear units,
83.3 percent. These numbers are
well above the national averages

Several assistance programs have
been intiated 1o help ease the
financial buraen of energy costs for
low-income customers. Of these pro-
grams, the most widely known and
successful is Project SHARE, nation-
ally recognized as the best program
of its kind in the industry

As we move into a time of change
in our industry we are confident that
our strategic planning and dedica-
tion 1o corporate values, coupled with
the recognition of the importance of
dedicated employees, will guide us
successfully toward our vision of be-
coming the best electnc utility in the
United States

Gt S

Joseph M. Sarley
President
February 29, 1988







Financial Review

Net income for 1987 after divi-
dends on preferred stock was $2572
million, a decrease of $16.2 million
from 1986. This decrease resulted
gnmarily from reserves associated
with the ongoing dispute with Culf
States Uitilihes Company concerning
purchase power contracts and the
expiration in late 1986 of certain off-
system power contracts with other
tilites. The company's 1987 return
On average common equity was
13.56 percent as compared to 15.12
percent for 1886. The reduztion isthe
result of the decrease in net income
and an increasing commaon stock
equity investrnent.

The company's comtnon equity
investment, as a percentage of total
capitalizaton, remained stable at
approximatety 41 percent. The quality
of the company's earnings, as
measured by the allowance for funds
used during construction as a per-
centage of netincome, also remained
stable at 16.2 percentin 1987

Minimum coverage ratios required
under the mortgage indenture and
corporate charter for the issuance of
additonal first mortgage bonds and
preferred stock are 2.0 and 1.5,
respectively. Atyear end, interest and
dividend ratios under the morngage
indenture and corporate charter
were 4.03 and 197, respectively

Oscillographs installed at Miller Steam

Plant and Fartey Nuclear Plant in 1987
help detect and record data on electrical sys-
tem short circuits and send it back to Corporate

The company's security ratings re-
mained stable during 1987, reflecting
the financial community's continued
confidence in the company'’s finan-
cial condition

First
Mortgage Preferred
Bonds Stock
Moody's Al a2
Standard & Poor's B A~
Dutf and Phelps 6 7

in November 1987 the company
sold first mongage bonds totaling
$200 milhon at an interest rate of
1058 percent. Additionally, in Febru-
ary 1988, the company sold 2 million
shares of Adjustable Rate Class A
Preferred Stock totaling $50 million
stated capital. The dividend rate
on the new preferred stock will be
adjusted quarterly based upon a per-
centage of U.S. Treasury security
rates. This was the first sale of pre-
ferred stock since 1983. Proceeds
from the sales of these securities
were used to finance a portion of the
company's capital needs and to
repay short-term indebtedness

Rates

Alabama Power's prncipal mission
1S 10 be the fuil-service supplier of
our customers' electne energy needs
Or-e key 10 accomplishing this mis-
SI0N IS 10 operate under regulaton
and remain competitive with non-
reguiated entites. A strategiC objectve
1$ 10 protect customers and stock-
huders from the effects of legisiation
of regulation that would impose
unreasonable costs

Alabama Power’s customers
continue 1o benefit from the Rate

“New industries bave received excellent cooperation from state, city
and county governments over many years. It is essential to our continued
Qrowth that this cooperation be evident at all levels if industrial
expansion is to continue.... We shall continue to work with others in the

stimudation of such growth, which we are confident will come. ™
S FROM THE 1957 ANNUAL REPORT

Stabilization and Equalization (Rate
RSE) procedure adopted in 1982 by
the Alabama Public Service Com:-
mission. In 1985 that cormmission,
which has jurisdiction over the com:-
pany's retall electnic rates, extended
the procedure into 1983. The
Supreme Court of Alabama affirmed
this extension in 1966. During 1987
rates were adjusted once under Rate
RSE, a dezrease of 1.88 percent
in October

Rate RSE 2stablishes a range of
13.5 percent to 15 percent for the
company's rate of return on end-
of-per.ad retail common equity
investment. Small, penodic rate
adjustments are allowed to keep the
company within the approved range
A rate decrease s required if the
annual return at the end of a quarter
exceeds 15 percent. If the return falls
below 13 .5 percent, a rate increase
IS warranted

The plan also provides for rate
agustmenis upon the commercial
operation of certificated new generat-
ing plants (Rate CNP). There were no
rate adjustments under Rate CNP
durnng 1987

The Tax Reform Act of 1986 reduced
the corporate federal income tax rate
beginning in 1987 The company
has rate schedules which provide for
adjugiments in retail electric rates
to reflect changes in both state and
federa! tax rates. As a result of the
Tax Reform Act of 1986, retail electnc
rates were reduced by approxi-
mately 2 percent in January 1987
and 1 percent in January 1988







“Realizing, as we do, the need for balancing agriculture with industry, we will
continue our efforts, which bave been so productive over the years, to induce
new industries to locate in Alabama, thus conserving our grecatest neatiral

resources—the young men and women preparing to embark on their careers

by giving them the opportunity i find suitable jobs in Alabama

B FROM THE 1848 ANNUAL REPORT
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Nona Davis. Nnrth Shelby District residen-
tial raarketing reprgsentative, discusses : i
her new Good Cents Home with Bill Kinnebrew th @ vear A LUQuUst {789
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Advantage Horme, built to demonstrate for the
public in cutaway displa fashion the feztures
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by the growing southern market

@ FROM THE 1960 ANNUAL REP
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. First electric streetcar systeminthe U.S
The Lightning Route, ' began operating
n Montgomery in 1886 and was commemo-
rated in 1987 with the introduction of brightly
colored rubber-tired streetcar replicas, shown
here passing the rew Montgomery District
Oftice, created by restoration of two historic
Dexter Avenue structures. The new office
also opened in 1987

satisfaction with conditions

['he expansion of existing industry is significant in that it reflects

and the opportunity presented
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E mplovees

Competihon between inemen performing

their vaneda skills was a major ingredient
f e Southeast Division s Lineman s Roce
and Cou y Fair. The October event in Eutaula

was attended by empioyees and thew tamihes







“In Alabama,we have the natural
resources necessary to )govndc all the
energy an industry needs.”

Helping D
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Management's Discussion and An, of
Results of Operations and Financial

RESULTE OF OPERATIONS

The company s netincome after dividends on preferred stock
was $257 milion in 1987, $273 milion in 1986 and $265 mition in
1985 The decrease in 1987 15 attributable to recognibon that
revenues associated with sales to Gulf States Utiites Company
(Guif States) could possibly be uncollectible, the expirabon, in
late 1986, of long-term nonfirm power contracts with non-
aMikated utikbes and a rale decrease under Rate RSE . offset
somewhat by continued growth in territonal sales

The return on average common equity for 1987 was 13.6
percent compared 1o 15.1 percentin 18986 and 15 4 percentin
1985 The decrease from 1936 to 1887 is the resuit of a decrease
in net INCOMe and an INCreasing common siock equity inves!:
ment attributable to earnings retained in the business and capial
contributions from The Southern Company

Revenues

The increase in revenyes in 1987 over 1986 s due primyinly 1o
ar. nerease in territonal kilowatt-hour sales offset 10 a large extent
by a decrease in revenues from sales 1o nonterntonal customers
While territonal revenues increased 2 5 percent of $51 million
dunng 1987, nonterritonal revenues decreased 7.5 percent or
$26 milhon This decrease s a result of reduced ¢ apadity sales
under long-term contracte. Under such contracts energy s
generally sold at its vanabie cost. while capacity revenues
impact profitatudity through the recovery of fixed costs and a
eturn on investment

Territorial revenues were attected by an approximate two
percent reguction in retail rates, beginning in JanLary 1987 to
reflect the reduction in federal iIncome laxes as a result of the Tax
Retform Act of 1986 and an approximate 1 9 percent decrease,
ettectve in October under Rate RSE  Rate RSE provides for per:
odic retail rate adiustments based upon the compeny s earned
return on end-of-penod retal commaon equity Recogniaing retail
service renderad. but not yet billed 1o customers, iIncreased tern
tonal revenues by $30 million and ternicnal sales by 683 milhcn
kilowatt-hours

Sales to Gulf States, a nunternitonal customer. amounted 1o
$58 6 milkion in 1987 and $64 9 milhon in 1986, Legal and
administrative proceedings are continuing in which Gulf States 1s
seeking 10 be excused from obhgations under umit power and
other long-term power sales contracts with the comparty and
other operating affilates of The Southern Campany See Note 13
to the financial statements for additonal information. inclucng
the possible uncollectibility of revenues from Gulf States

The increase in revenues in 1986 over 1985 was atnbutable to
increased territonial sales

Kilowatt-nour sales 1o territonal and nonterritonal customers
increased in 1987 compared 10 1986 and 1985 Sales 1o res
dental, commercial and industnal customers increased an
aggregate of 6 0 percent compared 0 1986, of which 2 1 percent
is attnibutable to recording unbilled electne service. Nontermitoral
energy sales. which are generally soid at vanabie cost, were up
231 percent over 1986 reflecting increased energy sales to non
afiliated utiities under long-term contractual agreements. This
increase was primarily due 10 higher pnces for ol and natural
gas. the prmary fuel source of these non-affiated utities

The average revenue per kilowatt-hour of 10tal sales was 5 39¢
in 1987 5768 in 1986 and 5 49¢ in 1985 The decrease in 1987
was largely the result of ncreased energy and decreased capacity
sales 1o non-affilated. nonterntonal customers under long-term

contracts. The ncrease in 1986 compared to 1985 was primarily
the result of increased capacity sales Yo nontecritonal customers

‘ Expenses

Total operating expenses for 1987 mcreased 2 5 percent
over 1986 pnmarily as a resull of inC.eased operaton expense
associated with the addibonal demar 7 for energy. Purchased
and interchanged power expenses ircreased $83 5 mikon due
10 the availability of lower cost generation from other plants on the
Southern electric system. This increase was substantady ofsel
by a reduction in fuel expense due 10 a 83 percent Increase in
hydro generation and reduced fossi and nuciear generation.
The large increase in hydro generation reflects the record
drought conditions encountered during 1986 Fuel expensa per
kilowatt-hour for fossil generation contnued 1o decline as a result
of lower costs for coal and improved plant efficency. Fuel cost
per kilowatt-hour generated, including the company s portion of
Southern Electrnic Generating Company. was 1.80¢ in 1987,
1.83¢ in 1986 and 1.90¢ in 1985. Provichng for possible uncol-
lactible amounts relating to the Gulf States dspute also ‘nereased
operatng expenses, Such provisions amountad to $.3.7 milkon
in 1987 and $9 6 million in 1986

Depraciation and amorization expense increase 1 each year
principally due to continued growth in depreciable plant in
senvice. The composite straight-ine depreciation ate was 3.5
percent in 1987 and 1986 and 3 4 percent in 19¢5

Variahons inincome tax éxpense resuited fror fuctuationsin
pre-tax income and a decrease in the federal la» rate as a result
of the Tax Reform Act of 1986. Retall rates were « duusted in
January 1987 10 reflect the reduction in the lederd! tax rate. Taxes
other than income taxes increased ¢ach vear because of highet
revenue-related taxes as well as growth in property taxes

Operating expenses grew from 1985 10 1986 pnncipally
because of higher deprec:aton expense and increased laxes
other than ncome laxes

interest on long-term detit continued 1o decrease in 1987
reflecting the full effect of redemptions of igh cost first morgage
bonds during 1986 Other interest charges increased due 1o the
incurrence of short-term deb! 10 meet interim obligatons

Allowance for Funds used During Construction (AFUDC)

AFUDC is the estimated debt and equity costs dunng the
penod of constructon, of funds invested in the construchon of
plant which are not recovered from customers through curfent
rates. While cash is not reahzed currently from such allowance. it
is reahzed over the service life of the plant under the rate-making
process through ingreased revenues resulting from higher rale
base and higher depreciation expense The composite rate
used 1o determine the amount of allowance, net of iIncome tax
was 8 9 percent in 1987 and 8 3 percent in 1886 and 1985 The
company accounts for the income tax effect of the debt cost as a
charge 10 Income tax expense associated with cperahons and a
corresponding credit to allowance for debt funds used dumig
construction AFUDC, net of income taxes. as a percent of net
income after dvidends on preferrad stock was 16 2 percent in
1987 14 7 percent in 1986 and 18 2 percent in 1985

Effects of Inflation

Tha company & subyect 10 rate requlalion and INCoMe tax laws
that are based on the recovery of histoncal costs only Therefore,
inflation creates an economic l0ss because the cormpany 1S
recovernng its costs of investments in dollars that have less







Statements Of Income

for the Years Ended December 31, 1987, 1986 and 1985

OPERATING REVENUES (Notes 1.2 13and 17)

OPERATING EXPENSES

Operation—

Fuel

Purchased and interchanged power. net
Othet

Mantenance .

Depreciation and amortization

Taxes other than income taxes

Federal and state income taxes (Note 5)

Total operating expenses

OPERATING INCOME

QOTHER NCOME (EXPENSE)

Allowance for equity funds used dunng constructon (Note 1)
income from subsichary (Note 11)

Other. net

INCOME BEFORE INTEREST CHARGES

INTEREST CHARGES

interes! on long-term deabt

Allowance for debt funds used dunng construction (Notwe 1)
Amortization of debt discount, premium and expense, nel
Other interes! charges

Net interest charges

NET INCOME

DIVIDENDS ON PREFERRED STOCK

NET INCOME AFTER DIVIDENDS ON PREFERRED STOCK

Statements Of Earnings Retained In The Business

tor the Years Enced December 31, 1987 1986 and 1985

Balarce. beginrng of penod

Aad (geduch

Net ingome after diadenas on preferred stock
Cash dividends pad on common stock
Preferred stock redemption expense (Note 9)

Balance. end of penod (Note 14)

Statements Of Other Paid-In Capital

for the Years Ended Decamber 31 1987 1986 and 1985

Balance. beginmng of penad
Cash conttibution 10 capital by parent company

Balance. end of period

$ 440644

267,239
(201.100)

1987

$1.182 145
43,000

$1,225 145

1986
(In Thousanas)
$2 425,751

738.367

56,157
350671
203,972
201,803
135248
255.400

__1__941.618
484 133

27455
2.967
7.869

522 424

226.110
(24,334)
3313
9 854

214 943

307 481
34025

§ 2134%

.. 1986
(In Thousanas)
§ 361716

273 456
{(191,300)
(3.228)

$ 340644

1986
(i Thousanas)
$1.182 14

$1.182.145

The accompanying noles are an integral parn of these statements

1985

$2 414,219

743 463
108,561
308 437
210.143
185,779
128,648
248.774

1,931,795
482 424

32,985
3417
11,486

530312

248073

(29.048)
1.145
4.234

224 404

305,908
41346

§ 264562

1985

$ 282854

264 562
(185.700)

$ 361.716

1985

$1.155 14§
27 000

§1182 145



Statements Of Sources Of Funds For Gross Property Additions




Balance Sheets a December 31 1987 and 1985

Assets
UTILITY PLANT (Notes 1. 3. 12 and 16):
Plant in serwice, at original cost . .
Less—Accumulated provision (o gepreciation

Nuclear fuel, at amortized cost
Construction work in proaress

Less— Property-related accumuiated deferred income taxes (Note 1)

OTHER PROPERTY AND INVESTMENTS
Southern tlectnc Generating Company at equity (Non 11)
Nonutilty property, net
Miscellaneous .

CURRENT ASSETS
Cash (Note 4)
Temporary cash investments, ai cost
Receivables —
Custormer accounts receivable
Other accounts and notes recevable (Note 13)
Affihated companies
Accumulated prowvision for uncoliectible acoomts {Note 13)
Retungable income taxes (Note 5)
Fossil fuel stock, at average cost
Ma+=-alg and supplies, al average cost
Propay ants
Vacation pay deferred (Note 1)

DEFERRED CHARGES
Deabt expense, being amonized
Debt redemption expense. being amorized
Miscellaneous

Total Assets

Capttalization anc Liabilities
CAPITALIZATION (See accompanying statements)
Commaon stock equity
Preferred stock
Preferred stock subject to mancatory regemption (Note 8)
Long-term debt

CURRENT LIABILITIES
Prefetred stock aue of 10 be redeemed within one year (Note 8)
Long-term debt due or 1o be radeemed within one year (Nowe 7)
Notes payable 1o banks (Note 4)
Accounts payable —
Affihated companies
Other
Customer deposits
Taxes accrued—
Federal and state ncome (Note 5)
Other
interes! accrued
Vacaton pay accrued (Note 1)
Miscallaneous

DEFERRED CREDITS AND OTHER LIABILITIES
Accumulaled deferred investment tax cradits (Note 5)
Prepaid capactty revenues. net (Note 17)
Miscellaneous

COMMITMENTS AND CONTINGENT MATTERS (Notes 3. 11, 12, 13 1§ and 17)

Total Capitalization and Liabilities

1987 1986
{In Thousands)
$7.196,154 $6 966 106
2,074,114 1 882 385
6.122,040 §.083 721
191,493 205,768
750,996 497 614
6,084 529 5787.103
933,932 857 081
§,130,597 4.930.022
21,235 18.046
4,019 4,061
6,148 8.628
31,402 30.735
8079 16.905
— 12,000
256,086 135,048
78,733 32240
39,862 50373
(59,464) (15.573)
38,276 17.937
164,671 152,640
103.823 89599
10,595 12.320
21.317 20.002
661978 523 40
6,695 6.308
30,767 34170
50,561 45 927
88,023 86 405
$5,912.000 $5.570.653
=
$1.946,747 $1 847 BOR
384,400 384 400
27,500 30.000
2,386,258 2.210.108
_4.744.908 4472118
2500 5.000
95140 142, 394
15,000
65172 47 187
208 441 191,419
32.220 30333
60,877 39 593
11,241 11,164
49 489 47 648
21317 20,002
24 660 25.567
586,057 560 307
418,370 418.27%
103,047 101143
58,721 18,812
581,038 5§38 230
$5.912,000 $5 570,653
————

The accompanying Noles are an integral part of these statements




Statements Of Capitalization a December 31 1967 ana 1986

Amount
1987 1986
{in Thousands)
COMMON STOCK EQUITY
Commaon stock, par value $40 per share. authorized
6 .000.000 shares. outstanding 5 608 955 shares $ 224358 $ 224358
Other paig«n captal 1,225,145 1.182 145
Premium on preferred stock 461 461
Earnings retained in the business (Note 14) 496,783 440 644
Totai . 1,946,747 1,847 608
CUMULATIVE PREFERRED STOCK (Note 3)
$1 par value, authonzed 27.500.000 shares—$25 stated
capial—outstanding 2.000.000 shares—
Adjustable rate—B8 96% at December 31, 1987 (Note 10) 50,000 50.000
$100 par value. autnonzed 3.850.000 shares. outstanding
3.644 000 shares -
Sernes
4 20% to 4 52% 41,400 41,400
4 609 104 92% 29,000 29.000
§.96% 10 8 04% 32,000 32.000
B 16% 109 44% . 232,000 232.000
Tota! (annual dividend requirement—$30.039 000) 384,400 384 400
Sutyect to mandatory redemption (Note 8)
11.00% (annual dividend requirement —
$3,300.000) 30,000 35.000
Less amount due or 10 be redeemed within
one vear 2,500 5.000
Total exciuding amount due of 10 be regeame.
within one yeat 27,500 30,000
LONG-TERM DEEBT (Note 3)
First mortgage tonds—
Maturity Interest Rates
May 1, 1987 450 - 14,500
October 1, 1987 B9%9¢ — 75.000
January 1, 1988 3% 23,000 23000
May 1. 1989 475 20,000 20.000
April 1. 1980 50 6,957 6.957
March 1, 1991 4% 13,000 13700
June 1, 1892 43300 14,360 14 360
1993 through 1997 434% 10 6§'9% 128,581 128 581
1998 through 2002 7% 10 9% 378,424 378 424
2003 through 2007 8Va%e 10 1074% 685,000 685 000
2008 V2% 10 954% 200,000 200 000
2010 12%4% 81,418 100,000
2016 o0 126.000 125,000
2017 10%4% 200 0K ‘ -
Total first morigage bonds 1.875.740 1,783,822
Other long-term debt (Note 8) 624,119 586,401
Unamorized debl premium (discount), net (18,461) (17.721)
Total long-term et (annual interest
requitement - $222 465 000) 2,481,398 2.352 502
Less amount due o 10 be redgeemead within one year (Note 7) 95,140 142 304
Long-erm debl. exclutng amount due ot 1o be
redeemed wilfen one year 2,388,258 2210708
TOTAL CAPITALIZATION $4,744 905 $4.472 118

The accompanying notes are an injegral part of these statements

Percent of
1987 1986
41.0% 41 3%
8.1 86
06 07
503 49 4
100 0% 100 0%




Notes To Financial Statements
1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES:

General—

The company 1§ a wholly owned subsickary of The Southern
Company (Southarn) which is the parent company of four
operaling companies. a system service company. Southern
Flectric Internatonal, Inc (SE!) and The Southern investment
Group. Inc (SIG). The operating companies provide electne
ubiity service in four southeastern states Contracts among
the companies, covenng inlerconnection arrangements, inter-
change of electnc power and int ownership of generatng
‘acihtes. are regulated by the Federal Energy Regulatory
Commssion (FERC) of the Securities and Exchange Com-
mission. The system senvice company provides, at cost.
specialized services upon request to Southern and 1o each
of the subsichary companses. SE! markets to utilites and
industrial concerns the technical expertise of the Southern
electric system in planning and operating electne power
‘acities SIG was farmed to research and develop new
buaness and investment opportunities

Southern is registered as a holding company under the
Public Utiity Molding Company Act of 1935 (Holding
Company Act), and it and its subsidiaries are subject o the
regulatory provisions of the Holding Company Act The
company 1§ aiso regulated by the FERC and the Alabarna
Public Service Commission (APSC) and follows generally
accepted accounting pnnciples and comphies with the
accounting pohcies and practices prescribed by the re-
Spective CoOmMMmissions
Revenues—

Prior 1o February 1987, revenue from the sale of alectneity
in the company s retall Junsdichon was included In revenues
as billed 1o customers on a cycle bilkng bass. Beginmng in
February 1987, the estimated revenue for service renderad
bt not yet brlled 10 retad customers s being accrued and
included in revenues. Under current retail rate procedures
such cumulative accrued amount of $49 446 000 as of
February 1, 1987 1s being amonized over the ensuing
aighteen-month penod. Such amortization amountad 1o
$30 217.0001n 1987
Fuel Costs—-

Fuel costs are expensed as the fuel 1s consumed. The
company recovers fuel costs and net purchased energy
costs through tuel cost recovery mechanisms which provde
for adyustments as necessary 10 reflect nCreases o decreases
in such costs

Fuel expense includes the amortization of the cost of
nuclear tuel, and a charge. based on nuciear generation, 1or
the permanent dhsposal of spent nuciear fuel The total charges
for nucieat fuel includied in fuel expense amounted 10
$83 964 000 in 1987 $88 326 000 n 1986 and $88 713 000
in 1985 The company has a contract with the Depariment of
Energy (DOE) which provides for permanent cisposition of
spent nuciaar fuel The servoe provaed by DOE s scheduled
1o beginin 1998 Pending permanent cisposition of the spent
tuel suthcient storage capacity s presently avadaoie at Plant
Farley for storage of spent fuel into 2007 and 2011 for Unit
Nos 1 and 2. respectively

tility Plant—

plant is stateq at onginal cost. Such cost includes
appropriate administrative and general costs: payroll-related
costs such as pensions. taxes and other benefits: and the
estimaled cost of funds used dunng construction. The cost of
maintenance, repairs, and replacement of minor dems of
property s charged 10 mantenance expense. The cost of
replacement of property (exclusive of minor tems of property)
18 charged to utiity plant
Allowance for Funds Used During
Construction (AFUDC)—-

This allowance is the estimated debt and equity costs
dunng the penod of construchon. of funds invested in the
construchon of plant which are not recovered trom customers
through current revenues. While cash (s not realzed currently
from such allowance. it is realized over the service life of
the plant under the rate-making process through increased
revenues resulting trom higher rate base and higher depre-
cation expense. The composite rale used to determine the
amount of allowance, net of income tax, was 8 9 percent in
1987 and 9.3 percent in 1986 and 1985 The company
accounts for the income tax effect of the capial =23 debl cost
as a charge to income tax expense associated with operabons
and a corresponding creait 1o allowance for debt funds used
during construction. The income tax efect of capitalized cebt
costwas $10.128.000. $11,557.000 and $13 795,0001n 1987
1986, and 1985, respectively AFUDC. net of income laxes,
as a percent of net income after dividends on preterred stock
amounted 10 16.2 percent in 1987 14.7 percentin 1986 and
18 2 percent in 1985

Depreciation of the anginal cost of depreciabie utiity plant
in service 1s provided using composie straight-ine rales
which approximated 3.5 percent in 1987 and 1986 and 3 4
percent in 1985 and includes a factor 1o provide 1or the
expected cost of decommissioning nuciear facities This
cost based on decommissioning prmptly ater the unit is
taken out of service. 1§ estmated as of December 1985 1o be
atolal of $250 mikon for Plant Farle  This estmate will be
adjusted penodically consdenng ¢ anging prce levels and
technology and the tactor included i the depreciaion rates
will also be adjusted 10 refiect revised decommissIonINg
costs. When property subedct 10 deprecialion s retired or
otherwise disposed of n the normal course of business. ds
cost, logether with its cost of removal, less satvage, 1s charged
10 the accumulated provision for depreciation
Retirement Plans—

The company has a defined benefit. trusteed, non
contributory pension plan which covers substantalty 1l
regular employoes Benefits are Lased on the greater of
amounts resulting from two different formulas years of service
and final pay or years of service and flat-dollar benefit. The
policy of the company 1810 use the 'entry age normal method
with frozen initial kabdity” actuanal method for tunding
purposes. subject 1o imitations under lederal Income tax
reguiaons On January 1. 1987 the company implemented
Financial Accounting Standards Board (FASB) Statement
No 87 Employers Accounting for Pensions | wineh requires
use o the 'projected unit credit ' actuanal method for financial
reporting purposes This change decreasad Per SIon expense
for 1987 which amounted to $11,.828 000 compared 1o
$27.296 000 in 1986 and $24 136 000 in 1985, Of these



amounts, $7,158.000 in 1987, $19,061,000 in 1986 and
$15.956.000 in 1985 were charged 10 operating expenses,
and the oalance was charged to construction and other
accounts. The funded status of the plan at December 31, 1987
s as follows (In thousands)

mwmdwouwm

Visiad benefits $314.073)

Nonvested benefits ~_(19.048)
Awwdndb«nﬂoblmon . $(333,121)
Adamonal amounts related 10
projected salary increases (208.018)
Projected benefit obligation - (541.139)
Fair value of plan assets, pnmanly
equity and fixed income secunties 611482
Unrecognized net loss ; 19,708
Unrecognized net transition asset __(90.081)
Prepaid pension cost recognized in
the Balance Sheets $ 0

The discount rate used to measure the projected benefit
obhgation was 7 5 percent, the annual rate of calar ; increases
was 6.0 percent. and the expected long-term rate of return
on plan assets was 8 5 percent. The compaonents of net
pension cost for 1987 were (in thousands):

Benefits earned during the year

interest cost on proecied
benefit obhgation

Actual return on plan assets

Net amortization and deferral

Net pension cost

. § 22422

36,747
(23.525)
(23816)

$ 11828
The actuana present value of accumulated pian benefits
as of January 1, 1986, based on an 8§ percent assumed rate
of return, totaled $268,002 000, of which $256 983 000 and

$11.019.000 represented vested and nonvested benefits,
respectvely Plan net assets avalable for benefits at
January 1, 1986 were $515,728 000

The company aiso provides certain haaith care and e
insurance benefits for retired employees. Substantially all
ampiloyees may become igible for these benefits when they
retire. Prior to 1987, the costs of such benefits were recog-
nized as payments were made In 1987 to refiect the full cost
of such benefits, the company began recognizing these
benefit costs on ar accrual basis using the 'aggregate cost
actuanal method. which spreads the expected cost of such
benefits over the remaining periods of employees service as
alevel percentage of payroll costs. Accrued costs for medical
benefits will be funded 10 the extent deductible under federal
income tax regulahons. accrued costs of ife insurance bene-
fits. other than current cash payments for retirees, are nol
currently being funded. This change increased the cost of
such beneits for 1987 which amounted to $15.591.000
compared to $1.815 000 in 1986 and $2.017.000 in 1985

The company offered an early retirement plan in 1987
The estmaled expenses of $7.995 000 will be amortized
dunng 1988 and 1989 conastent with the proposed rate-
making treatment
Vacation Pay—

The company s empioyees earn thex vacaion in one year
and @ake it in the subsequent year However for rate-making
purposes, vacaton pay (¢ recognized as an alowable

expense only when paid. Consistent with this rate-making
treatment, the company accrues a current iability for earned
vacabon pay and records a current asset representing future
recoverabiiity of the costs. Such amourits were $21.317.000
and $20.002 000 at December 31, 1987 and 1986 respec:
tively. In 1988, approximately 67 5 percent of the 1087
vacabon habity will be expensed and the balance will be
charged to construction and other accounts

Income Taxes—

The company provides defe-red income taxes for ali
income tax timing differences. Investment tax credits utized
are deferred and amortized to income over the average lives
of the related property Provisions for property-related de-
ferred income taxes reflect consumption of part of the value of
the plant and equipment to which the provisions relate.
Accordingly, the related accumulated delerred income laxes
are a valu. on reserve which is deducted from piant invest
ment in the Balance Sheets. Other deferrea ncome taxes are
included intaves accrued. FASB Statement No. 98, “Account:
ing for Income Taxes . which must be implemented by 1989,
will require, among other things, conversion to the hability
method of accounting for deferred income taxes. Thischange
will necessitate recording deterred income taxes for ail book-
tax basis differences, and restating deferred income taxes at
the rates at which they are expected o be settied. Certain
deforred income taxes have been recorded at rates h
than the rates specified in the Tax Reform Act of 1986
amounts resulting from the change in tax rates will be used to
reduce future tax expense 1or accounting and rate-making
purposes. Tax law requires that such amounts related 10
accleraled depreciation be used 1o reduce lax expense over
the lives Cf the related assets. Amounts not related 10 accel
erated depreciation are not coverad by normalzation require-
ments and they will be reversed in accordance with regulatory
rate-makir g treatment. The statement also precludes nethng
of deferred tax habilibes against assets See Note 5 for further
information réegarding income taxes

The comipany s iIncluded in the consolidated federal
income tax return of Southern

2. RATE MATTERS:

In November 1982, the APSC adopted Rate RSE which
provides for penodic retall rate adustments based upon the
company s earned return on enda-of-penod retal commaon
equity and Rate CNP which provides for adiustmerts 10
recognize the placng in retail service of new generating
faciibes Since the adophion of the rates. both increases and
decreases have been required. Only one Rate RSE adjus!:
ment was required in 1987. a decrease of approxmately 19
percent in Octoter No Rate RSE agyustment was required in
January 1988 In June 1985, the APSC extended the retall
rate-making concept nto 1989 and the extension order was
athrmea by the Supreme Court of Al Lama in October 1986
Among the modificatons inplemented ., the APSC exten-
$:10n was that the sum of all increases and decreases under
Rate RSE from July 1985 throwgh January 1989 shall not
total more than 14 percent. Through January 1988 sucn sum
was a negative 1.8 percent

The company 's rate schedules provide for adjustments in
retail electnc rates to reflect changes in both state and federal
Income tax rates As a result of the decrease in the federal
ncome tax rate by the Tax Reform Act of 1986, retall electric
rates were reduced approximately 1 percent and 2 percent in
January 1988 and 1987, respectively




company's capital expenaitures are currently estmaled
10 total $773 milkon in 1988, $680 million in 1989 and $623
milkon in 1990 The estmates include AFUDC, net of income
taxes, of $67 milion in 1988, $61 million in 1989 and $56
mitkon in 1990. The capital budget s subject 10 perodic
review and revision and actual capital costs iIncurred and
commercial operator dates may vary from estmales because
of several factors including new cost esimates, revised ioad
estimates, the cost of capital and changing environmental

requirements

In 1985 the U. S. Environmental Protection Agency (EPA)

promuigated air quality control regulations relating 1o the

stack hexght requirements of the Clean Ar Act The U 8. Count
of Appeals for the District of Columbia Circuit issued an
opinion in ibgaton concerning EPA's stack hexght rules on
January 22, 1988. At this time the impact of that decision
on final rules and the impact on the company cannot be
determined In addition, legisiation being considered by Con-
Qress concerning acid rain and other air quanty issues would
make additional poliution-control equipment computsory for
certain coal-fired power plants. The enactment of legisiation
or néw stack hesght rules mandating reductions in sulfur
dioxide emissions in Alabama would substantally increase
the company s capital requirements and operating costs.

Recent legisiaton amending the Clean Water Act, the
Resource Conservabon and Recovery Act, the Comprehen-
sive Environmental Response, Compensation and Liability
Act and the Emergency Planning and Community Right-to-
Know Act affects many areas of company operatons
including the generation, transmission and distribution of
elecirc energy The full mpact of these requirements cannct
be getermined at this tme pending the development and
implementation of apphcable regulatons

Tne abiiity of the company to finance its capital budget
depends on the amount of funds generated internally and the
tunds it can raise by external financing The company's
primary sources of external financing are sales of first mon:
gage bonds and preferred stock 1o the publc. recespt of
additional paigd-in capital from Southern, and leasing of
nuciear material. Paid-in capital is planned 1o be provided,

{0 the extent possibie. by Southern from the sale of additional
common Stock in amounts and at times not yet determined

In order to issue additional first mortage bonds and pre-
ferred stock. the company must comply with certain earmngs
cow:rage requirements contained in s morgage indenture
and corporate charter. The most restrictive of these provisions
requires, for the issuance of additional first mortgage bonds
that before-income-tax earnings, as defineg. cover pro forma
annual interest charges on outstanaing first morngage bonds
at least twice. and for the issuance of additonal preterred
stock, that gross income ava'able for interest cover pro forma
annual interest charges and preferred stock drvdends at
least one and one-hall tmes. These coverages. for first mon-
gage bonds and for preferred stock for the year ended
December 31 1987 were 4 03 and 1 97 respectvely
Fuel Commitments—

To supply a porton of the fuel requ rements of its gener-
atng piants, the company has entered iNlo vanous long-term

commitments for the procurement of fossil and nuciear fuels.
Inmost cases, such contracts contain Provisons for price esca-
latons, minkmum production levels and other inancal commut:
ments, In addition, contracts with a certain coal contractor
require reimbursement or purchase. at net book value, of the
investments in MiN@s of equipMment upon terminabon of the
contract. At December 31, 1987 such net book value was
approximately $43 1 milion. Addtonal ¢ ommitments for coal
and for nuciear fuel will be required in the future to supply the
company's fuel needs.

4. BANK LINES OF CREDIT:

At December 31, 1967 Ire ccmpany had lings of credit
with banks totaling approximately $337 miiion, of which $200
milhon represented commiments oblained under revoiving
creciit agreements with ten banks outside its service area
These commiments currently terminate April 30, 1891, The
agreements require the payment of a commitment fee based
upon the unused porton of the commidments which, in the
case o' eght of the agreements and at the opton of the com-
pany may be offset in whole or in pan by the raintenance of
barances with the respective bank

Arrangements with respect 10 the $137 million remaining
lines of credit expire at various imes dunng 1988 and in
certain cases provide for average annual compensatng bal-
ances Because the arrangements are based on an average
balance, the company does not consider any of its cash
balances to be restricled as of any specific date. Including
compensating balances. the company has maintained oper-
aung account balances in banks averaging approximately
$3.516.000 in 1987 ana $3 950,000 in 1986

5. INCOME TAXES:
A detail of the federal and state income tax provisions I1s

showr below
1987

1986 1985

(in Thousands)

Total pravision for
income taxes
Federal—
Currently payable
Deterrea —
Current year
Reversal of priot
years
Deterrad investment
tax credis

$ 53980 § 94345 § 82838
142,093
(44,951)

134,717 106,309
(10,377)

57.096
235 866

(9.939)

23,477
174,599

19.736
238 859

State—
Currently payable
Deterred—
Current year
Reversal of prior
years

4,445 5770

4498

6,184
15,127
189,726

8522

7.858 4,781

3.546
17,849
253,715

2,728
16.356
255218

Total
Less income taxes
charged (credited) 10
other income
Federal and state
Income taxes charged
10 operabons

(849) (185) 4941

S 90,575 $255400 $248 774
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The company received federal and state income tax
refunds of $27.008 000 for the year ended December 31,
1986. which resulted from the company 's estmated tax pay-
ments exceeding the income tax liability. For the year ended
December 31, 1987 the company's estimated tax payments
exceeded the accrued federal and state income taxes result-

in an estmated refund of $38.276 000

red Income taxes result primarty from the company's
use of accelerated methods of depreciahon and other write-
offs of propanty costs, as prowided for by the income tax laws,
being greater than the book depreciation of such costs Other
deferred income taxes are provided for cerain costs or rev-
enues thal are recognized for INCome tax purposes in penods
different from those used for book purposes. Income laxes
deferred in pnor years are reversed and charged or credited
10 iIncome when the book depreciation of property costs
exceeds the related tax deductions or when other timing
differences reverse. As explained in Note 1, certain amounts
resuiting from the change in tax reies will be reversed in accor-
dance with regulatory rate-making treatment See Manage-
ment's Discussion and Analysis * for further information on
the impact of the Tax Reform Act of 1986 and the new rules
on accounting for income taxes.

Deferred investrnent tax credits are amortized over the iife
of the related property with such amortization apphed as a
credit to reduce depreciation in the Statements of Income
Such credits amaortized in this manner amounted o
$22.798.000in 1987, $20,151.000in 1986, and $17.832 000in
1985 At December 31, 1987, ail investment tax credits avail-
abre 10 reduce feceral Income taxes payabie had been utlized

The provision for income taxes cutrently payable includes
the tax e¥ects of the reversal of prior years' tming differences
for which deferred income taxes were not provided At
December 31, 1987 the remaining balance of such timing
differences was approxirmately $102 000 000, for which ge-
ferred income taxes of some $37.000.000 (at 1988 tax rates)
have not been provided

The total provision for federal income taxes as a percentage
of Income belore federal Income tax amounted to 37 8 per-
cent. 43.7 percent. and 43 5 percent for 1987 1986, and
1985, respectively The aifference between the rates and the
federal statutory rate (40 percent in 1987 and 46 percent in
1986 ang 1985) was due primariy 10 the exclusion from
laxable income of the aliowance for equity funds used
during construction (2 4 percent in 1987 2 3 percent in 1986
and 2 8 percent in 1985)

6. OTHER LONG-TERM DEBT:
Detatis of other long-term debt are as follows.

_.December31,
1987 1986
(in Thousands)
Obligations incurred in coNNECHon
with the sale of tax-exempt
poliuton-control revenue bonds
by public authoribes—
December 1, 1995 and 2004
9% anci 9Val% $ 18700 § 18,700
2003-2013, 6% to 9v29% 198,450 199450
2014-2016, 74% 10 1078% 252,500 252 500
Less funds on deposit
with irustees 1,546 1978
468,104 467672
Capitalized lease otmgatons—
Nuclear fuel 142614 105079
Office bulidings 9.445 9.650
Street light 3,956 4000
156015 118729
$624.119 $586.401

e ———— | 3 ce———

Poiluton-control obkgatons represent instaliment purchases
of poliuton-control facilites financed by funds derived from
sales by public authorities of revenue bionds, The company 13
required 1o make payments sufficient 1or the authoribes 1o
meet principdl and terest requirements of such bonds. With
respect 1o $32.500,0070 of such poliubon-control obligations
the company has authenticated and delivered 10 the trustees
a like principal amount of et mongage bonds as security
for its obligations under the instaliment purchase agree-
ments. No principal or interest on these first mongage bonds
s payable uniess and until a default occurs on the instaliment
purchase agreements
The company has capitaleed leased nuclear material and
recorded the raiated ease obligatons One armangement pro-
viges for the payment of interest monthly, in advance, based
on the commercial paper rate, as defined plus 875 percent
Atthe end of 1887 $19 028 000 was outstanding at a rate of
8 995 percent under such lease. The company has exercised
its option 10 terminale this arrangement. eflective in April 1988
Two other arrangements provide for the payment of interest at
varying rates and times dependent on options selected by the
company from types of loans available under the arrange-
ments. Prncipal amounts outstanding at the end of '987 were
$47.946 000 and $75 640 000 with efective rates. including
applicable fees, averaging 8 12 percent and 8 55 percent,
respectively Prinzipal payments are required under the
arrangements based on the cost of fuel burned
The company has aiso captaized centan office building
leases and a street hght lease Monthly principal paymerits
Dlus interest are required, and at December 31, 1987 the
interest rate was 9 5 percent for otfice buildings and 13 0 per-
cent for street wghts
The net book value of captalized leases included in ubiity
plant in service was $153,716 000 and $110,152 000 at |
December 31, 1987 and 1986, respectvely |
The estimated aggregate annual mat.urites of the com-
pany s other long-term debt through 1992 are as follows
$52.695 000 in 1988, $40.592.000 in 1989, $33 602,000 in |
1990, $13,619.000 in 1991 and $7.065 000 in 1897 |




7. LONG-TERM DEBT DUE OR TO BE
REDEEMED WITHIN ONE YEAR:

The annual first montgage bond improvement ‘und require
ment is one percent of *he aggregate principal amount of
bonds of each series authenticated, so long as a portion of
that senes 1s outstanaing, and may be savshed by the deposit
of cash and/or reacquired bonds. the certfication of un-
fundad property additions or a combination thereof The 1988
requirement amounting to $19,445 000 has been satshed by
the deposit of cash, all of which was used for the redempton
dmanangbormltww

bonds matunng in 1988 and 1987 amount
nszsooo%mmsooooo respectively. Other long:
term debt of $52 695 000 matunng in 1988 consiwms primarily
of capitaized nuclear fuel lease obligations

8. PREFERRED STOCK SUBJECT TO
MANDATORY REDEMPTION:

The 11 percent senies of preferred slock is subject 1o a
cumulative sinking fund requinng the company to redeem
25.000 shares ($2.500.000) of such stock on January 1 each
year The company has the non-cumulative option 10 doubie
the number of shares redeemed in any one year. The stock is
redeemable for sinking fund purposes at $100 per share plus
accrued dividerds 10 the date of redemption. The redemp-
tion requirement may be offset each year in whole or in part
by shares purchased and cancelied by the company. The
January 1, 1988 and 1987 sinking fund requirements were
each satished through the regemption of 25.000 shares In
1987 the company exercised its ophon o redeem 25 000
additional shares

9. REDEMPTION OF 15.68% CLASS A
PREFERRED STOCK:

On February 3. 1986, the company redeemed the entire
senes (1,600 000 shares) of 15 68%0 Class A Preferred
Stock which had a stated capital of $25 per share The re-
demption pnce was $27.94 per share pius accrued dv-
dgendas The associated redemption premium of $4. 704,000
was used 10 offset the $1.476 000 gain on previously re-
acquired preferred stock with the $3 228 000 balance
charged to retained earnings

10. ADUUSTABLE RATE PREFERRED STOCK:

The company ssued 2 000 000 shares of Adustable Rate
Class A Preferred Stock in September 1983 with a stateq
capital of $25 per share The company issued an adatonal
2.000.000 shares of Adjustable Rate Class A Preferred Stock
in February 1988 with a stated capdtal of $25 per share The
dwidend rate on each of these senes is adjusted quarterly
using a formula based upon cenain U S Treasury security
rales. However. the applicable divdend rate for any divdend
penad shall in no event be for the 1983 senes, less than 720
percent per annum or greater than 13 28 percent per annum
and, for the 1988 senes, less than 5 92 percent per annum
o greater than 11 04 percent per annum. The per annum
dvdend rates apphcabie to the 1983 senes for the four
quarners o 1987 were 7 20 percent, 7.20 percent. 784 per-
cent and 8 96 percent, respectively, and 1s 8 64 percent for
the first quarter of 1988 The per annum dividend rate appl-
cable 1o the 1988 senes through the first quanter of 1988
80" - groent.

11. INVESTMENT IN JOINTLY OWNED
FACILITIES:

The company and one of its affkates. Georgia Power
Company (Georgia). own equally all of the outstands
stock of Southern Electrc Generating Company (SE
which owns electnc generating units with a total rated
capacity of 1.012 680 kiowatts. together with associaled
transmission facihites. The capacity of these urs is sold
equally 10 the company and Georgia under a contract expir-
ing in 1994 which. in substance, requires payments sufficient
1o provide for the operatng expenses. taxes. interest expense
and a return on equity. whether or not SEGCO has any
capacity and energy avalable. The company s share of such
amounits totaled $76,812.000 in 1987 $84 438 000 in 1986
and $92 782 .000 in 1985 and 15 included in Purchased and
interchanged power. net in the Statements of Income

In addition, the company has guaranteec unconditonaily
the cbhgavon of SEGCO under an instaliment sale agree-
ment for the purchase of certain poliution-control facilities at
SEGCO's generating units, pr irsuant 1o which $26 million
principal amount of poliution-control revenue bonds have
been issued. Georgia has agreed 1o remburse the company
fof the pro rata portion of such obligation corresponding
10 its then proportionate ownership of stock of SEGCO ¢
the company 18 called upon 10 make such payment under
its guaranty.

At December 31, 1987 the captalization of SEGCO
conssted of $42 471,000 of equity and $63.557 0600 of
long-term debt on which the annual interest requirement 1S
$5.340,000. In 1987 and 1986, SEGCO pad dvidends
totaiing $500.000 and $3.735.000 while net income was
$6.880.000 ana $5 934 000, respactively

The company and one of its affiliates, Mississippi Power
Company. own as tenants in common in the proporions of
60 percent and 40 percent, respectively, a 500,000 kiowatt
s@am-electnc generating plant in Greene County. Alabama
The plant was placed in service in 1965 and the company's

investment at December 31, 1887 amounted to
71,403,000 The company's share of expenses is includead
in the corresponding operating expense accounts in the
Statements of Income

12. POSSIBLE SALE OF AN INTEREST
IN PLANT:

An order of an appeal beard of the Nuclear Regulatory
Commussion (NRC) in an antitrust review resulted in con-
ditions being imposed on the NRC licenses for Plant Farley
which require the company to sell an ownership interest of
approximately six percent in Plant Farley to Alabama Electric
Cooperative. Inc (AEC), and 10 provide transmission services
10 AEC and municipal electrc distributors. The company
has engaged in negotatons with AEC for such sale On
June 29 1984 AEC filed with the NRC a request that the NRC
institute a proceeding which could lead 1o mpositon of
sanctions aganst the company for allegeq violations of such
hcense condihons. Discussions among the partes. the NRC
staft and NRC s Dwrector of Nuclear Reactor Regulaton have
been conducted, however, n¢. agreement was reached On
June 16 1986. the NRC Dwex 1of of Nuclear Reactor Regu
lation 1ssued a notice of violation which pertains solely to the
hoense conditons associated with the antitrust proceedings
and has no relation 1o safety or environmental maters. The
company responded to the notice on August 27 1986,
denying viciaton of the icense Under NRC procedure. the
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notice of violation must be 1ssued belore a proceeding is
intiated to determine the existence of an alleged vioiabon of
the icense. If satisfactory resol stion of the issues raised in the
notice is not reached with the NRC Staff. a show cause order
could be issued and a proceeding commenced 1o determine
whether the company has negotiated in good faith with AEC
ang whether the terms of the sale cHtered by the company
are reasonable

13. NONTERRITORIAL REVENUES:

The operating subsidianes of the Southern electnc system,
including the company. have entered ino iong-lerm contrac-
tual agreements for the sale of capacity and energy 10 certain
non-affilated utilites located outside of the system s service
terrory. Certain of these agreements are nonfirm and are
based on capacity of the system in guneral Other agree-
ments are firm and pertain to capactty related 10 specific
generatng units Since the energy 1s generally SO at cost
under these agreements, it is revenues from capacity saies
that primarily impact profitabiity The company’s portion of
oHf-systerm capacity revenues has been as folicas

Unit Other
Year Power Long-Term _ Total
(In Thousands)
1987 $142 195 $10,476 $152.671
1986 157.730 36,558 194,288
1985 131,924 37 681 169.675

Long-lerm nonfirm power has Heen soid 1o Florida Power &
Light Company (FPAL). Jacksonville Electric Authorty (JEA),
Florida Power Corporation. and Mississippr Power & Light
Company These contracts expired at the end of 1986 and
similar contracts with Gulf States Utites Company (Guit
States) and the Crty of Tallahassee. Flonda, expire in 1992
and 2000, respectvedy

Unit power from Plant Miller is being sold to FP&L JEA,
and Guit States. Under these agreements, 1,114 megawatts
of capacity is scheduled dunng the first five months of 1988
and 1,155 megawatts for the remaining i ~onths of the year
These agreements reach a maximum of 1,369 magawatts in
1992 deciine thereafter, and expire in 1995

On July 2. 1986, Gulf States filed sult in the United States
District Court for the Eastern District of Texas (Count) against
Southern, its operating subsichanes. and Southern Company
Services, inc The complaint seeks a judgment declaring
that Gulf States is excused from further abligation under its
unit power and other long-term power sales contracts with the
company and the other operating affiliates of Southern and
awarding Guf States unspecihied damages Gu!f States
alleges, among other things. that Southern faled 1o negotate
and renegotiate in good faith to reduce the amount of capacity
purchases under the contracts and engaged in fraudulent
conduct in entering into the contracts. The Courn permitted
Gult States to make payments due undc’ such contracts by
depasiting funds with the Court pending the outcome of the
sut However. during October and November of 1986 Gu!!
States recerved orders from the Pubic Utikty Commission of
Texas and the Lousiana Public Service Commussion which
Fsallowed the recovery of the capacity charges 1o Gul! Stat s
under the unit power and other long-term sales contracts
A3 a result of thes acton, Guif States advised Southern that
the capacity charges apphicable 10 the Texas and Loursiana
junschztions would not be deposted with the Court of pard

tothe affiiates. The case s stll pending before the
U.S. District Court in Texas.

By order dated May 12. 1987 an administrative law judge
of the FERC. in consoidated intiated by Gulf
States and Southern, found the contracts not 1o be unjust
or unreasonable, granted the declaratory rebet sought by
Southern and dismissed the complaint fled by Gulf States
This decision has been appealed to the full Commission
where tis pending The FERC had previously ruled t does
not have junsaiction over ihe question of whether or not
Southern negotiated in good faith to reduce the amount of
capacity purchases and engaged in fraudulent conduct in
entering into the contract,

Revenues include sales to Guit States for unit power and
other long-lerm contracts Some of these revenues have been
withheld by Guif States. Becaune of disclosure in reports filed
with the Securities and Exchange Commission by Gulf States
concerning its fnancial conuktion, a porton of these revenues.
after taxes, has been excluded from the company's net
INcome as shown below

12 Months Ended
December
1987 1986
(In Thousands)
Total revenues $58.565 3§64 943
Revenues withheld of deposted 43,822 27.888
Charged o provision for
uncollectible accounts 43,692 9611
£ xcluded fram net income 25,432 5046

In management s opinion, the outcome of the lawsurt will
not have a matenal impact on the company s financ:al state-
ments, however, the ulbmate outcor ne of this matier cannot
now be determinged

Capacity and energy sales to FP&L the company s
largest single customer. pro ded revenue of $208 0 milhon
in 1987 $208 1 million in 1986 and $246 5 milion in
1985 or 8 49 percent. 8 58 percent and 10 21 percent,
respectvely, of aperating revenues

14, DIVIDEND RESTRICTIONS:

The company's first mongage bonas and preferred siock
outstanding are entitied 1o the benefits of ndenture covenants
or charter provisions restricting the payment of cash dvdends
on common stock (except those pard concurrently with the
receiptof acash capial contribution inkke amount). Under the
most restnctive of these. a first mongage bond indenture cove:
nant, $273.455 000 of retained earnings was restrcted against
the payment of common dividends at Decermber 31, 1987

15. NUCLEAR INSURANCE:

Under the Price Anderson Act (Act). the company main:
tains agreements of indemnity with the NRC which. together
with private insurance, cover third-party hability ansing from
any nuclear INCIge 1t oonurnng at the company 's nuciear
power plant. The Act irnits 10 $715 million pubhic habilty
claims that could anse from a single nuciear incidert The
company's nuciear plant i nsured against this hability 1o a
maximum of $160 mikon by private insurance (the masmum
amount currently avarabile), with the remaining coverage
provded by a mandatory program of gelerred premiums
which would be assessed after a nuciear (ncioent. aganst
all owners of nuCiear reactors. A company could be assessed




up 10 $5 milion per incident for each icensed reactor (¢ perates,
but not more than $10 million to be paid in a calendar year
for each reactor. The maximum assessment for the company
18 $10 milkon per incxdent, bt not more than $20 mydhon 10 be
paid in any one year

The Act expired in 19w/, but remains applicable 10 nuciear
units icensed by the NRC or under an NRC construction
permit pror 10 August 2. 1987 Bills 1o ar.end the Act incluc
nQ proposals to substantally increase. modify or ekminate
the limitation on liability provisions are currently under consid-
eraton by Congress

Tre company s a member of Nuciear Mutual Limited
(NML), a mutual insurer established 1o provide property
damage insurance in an amount up to $500 milkon for
members nuciear generating faciihes. The company is sub-
ject to a retrospective premium adjustment in the event that
losses exceed accumulated reserve ‘unds. The company's
maxmum assessment per incigent s imied to approxmately
$30.7 milhon under the current poicy

Additionally. the company has property damage policies
which currently provide coverage up 10 $1 025 bilkon for losses
in excess of the $500-mitkion NML This excess
insurance 1s provided by Nuclear Electric Insurance Limited
(NEIL). a mutual insurer, and Americar Nuclear Insurers/
Mutual Atomic Energy Liability Underv rites s The NRC
requires that. no later than October 4, 1988 on site property
(amage insurance policies for commercial nuciear power
plants be amended 10 prowide thal all proceeds from such
insurance shall be pac over 1o a separate \rust establshed
for the sole purpose of placing the reactor in a safe and
stabie conaiton. Any remaining proceeds are first apphed
toward the costs of gecontaminahon or debris removal oper-
atons ordered by the Diractor of the NRC, and second. paid
to either the company or its bond trustees as may be
appropriate under apphcabile trust ingentures NEIL also
covers the extra costs which would be incurred in obtaning
replacer snt power dunng a prolonged acoidental outage at
amermber’'s nuciear plant Members can be insured against
iNCreased costs of replacement power in an amount up to
$3 5 milion per week (starting 26 weeks after the outage) for
one year and up to $1 75 milhion per week for the second
year. Under each of the NEIL policies, members are subyect
10 assessments if losses with respect 10 each policy year
exceed the 2 ccumulated funds avalabla 10 the insurer under
that policy The present maximum assessmeants per incident
under current policies for the company for property damage
would be $8 4 million and $10 6 million under the replace-
rment power polcy

16. ASSETS SUBJECT TO LIEN:

The company's mongage. as amended and supple
mented. securing the first mortgage bonds issued by the
company, constituies a direct hirst ien on substantally all
of the company s fixed property and franchises

In August 1986 “mwymmuﬁmm
purchase contract with AMEA entiting AMEA 10 schaduied
amounts of capacity (to a maxmum of 100 megawatts) for a
penod of 15 years commencing September 1. 1986 This
power will be soid 1o AMEA for its member municipalites that
previously were senved directly by the company as wholesale
customers. Under the terms of the contract. the company
recered a payment from AMEA representing the net present
vaiue of the revenue associated with this capact, entitie-
ment. The company 1s amonizing this payment 10 operating
revenue with a corresponding charge 10 other interes!
expense at an effective discount rate of 9 96%

In order to secure AMEA 's advance payment and the
company s performance obhgation under the contract, the
company issued anu delivered 10 an escrow agent $113.3
million of first mortgage bonds representing the maximum
amount of lquidated damages payable by the company in
the event of a defaul under the contract No principal ot
interest 1s payable on such bonds uniess and untl a detault by
the company occurs As the lquidated damages decline
under the contract. a portion of the bonds equal 10 such
decrease will be cancelied and delivered 1o the company

18. QUARTERLY FINANCIAL DATA
(UNAUDITED):
Summarized quartetly financial data for 1987 and 1986
are as follows

Net Income
after Dividenas
Operating Operating on Preferred
Revenues Income Stock
(In Thousangs)

1987
First §521.3%90 $107 628 $ 55411
Second 620914 119,059 67,565
Thied 745 800 162 501 112 335
Fourth 562 428 __ro.667 21,928
1986
First $559.591 $125 111 $ £9.049
Secono 584 105 100.732 47072
Thied 705 443 160 540 108 660
Fourth 576612 97 7850 4867

e m—————
— r————

The company s business is influenced by seasonal weather
conditions and the tming of rate adjustments
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Management Changes

Bill M. Guthrie (rear. left) was elected executive vice president. C. Alan Martin (seated . left) vice
president. marketing: W George MHairston, ||l (seated, nght), vice president. nuclear generation
and Travis J Bowden (¢ tanding, right). to the board of directors




This statement reflec*s the usual m
accounting practices 5f the Company (
on the basis of interim figures and (Stated in Thousands of Dollars)

is subject to audit ard end of year
adjustments, (Unaudited)

3 MONTHS ENDED
MARCH 31,
1988

OPERATING REVENUES. . ....ccovnveeee tssssssssssssssssnesssanansnn $357,432
OPERATING EXPENSES:
Dperation -
FoRl covesssiness PEAABE S OBISSF OGO SROURES SRS ESES RS 142,701
Purchased and interchanged power, Net ....cccccececcocscces 35,876
RIIBT v s 605 0w O R N e T T T ™™ 100.227
Mt enanCe.cvosovoonose T I I ‘5.591
Depreciation and amotCiZatiON ..ccccsvccsosscrsnnssvsscassssss 56,486
Taxes other than income taxes R L 36.3‘8
Federal and state income t.“.ooo-a..oo-.00.0...0.0......'.0. 32 099

Total OPCTC(lﬂ‘ CEPENELE.sscscssvcessssssnsssssssssnbossss zzi 3‘5
OPE‘ATINC IKCO"E ..... M I I S, W

OTHER INCOME (EXPENSE):

Axlowﬁnc‘ for eq“ity funds used ‘.’i-. etﬂltﬁitt"-a..-...... ‘.”0

income from 'ub‘tdt‘t’oo-o.oooooooooooooo.o.o.ooo.v.cocoooooo 11253

Other, neC.o.cvoss R I I I I T R A 1 0‘5
Income before interest Ch‘t"........o-....o............. ‘!

INTEREST CHARCES:

Allowance for debt funds used during construction............ (7,163)

Amortization of debt discount, premium and expenses, net..... 1,088

Other interest chlrge!.........-.....-....................... 5,270
Net interest ch‘t‘e'voo-o00.-0.0.0.-...o...'..'.......... 551535

NET !ﬂcm ------------ A AR R E R R R R EEEEEEEE R R I e 65.523
vaxbms m PtEFﬂlED srx‘..ccooonl‘.-to.’..i.....‘..o.o..c.. ‘ ’55

NET INCOME AFTER DIVIDEXDS ON PREFERRED STOCK ....covccecccesces $ 532563

mw/33/1



(Stated in of Dollars)
(Unavdited)

ASSETS
UTILITY PLANT:
Flant in service; at .fi‘ta.‘ COBR. socnnnasiansisnasasnanisoan
Less = Accumulated provision for depreciatdot. .vovviiinnnaveis

Nuciear fuel, at amovtised L L S I A T R R T
Corstruction work in R 1 2 S T T T S S

Less = Property=related sccusulated deferved

‘M* t“‘.!t‘b.00!!01(050t'!.ouoovn‘llll.t.ltbll'mll»lltl

OTHER PROPERTY AND INVESTMENTS:
Southern Electric cmf.‘tﬂ‘ Company, at "U"’\ R
Sonucility PIOPOTLY: MOT i sra st anan s s e v aban et ssassssnsesssnse
Ni‘(‘lwm---ocootolqco.c'.ﬁnnt;;‘-t0to-0a-n~o|tlo-o|uoc'|-

CURRENT ASSETS:
C.Ihotn.n;...o;o.a.-A.o:oouo.cuu-ncntnonaoo--o--o00|¢-botoolv
t..”'." SO0 SAVOSTIRAES,: B8 COBL.icvsisvinsvorvesBiksbiesnon
Receivables =

Customer accounts LG BT T R P T
Other accounts and notes [T T 3L 77 3 T Oy S g SR
"“x“‘"" cm‘ni".l.'l'..'.."".l'\I‘."..‘l"..l....l.
Acemulated provisior for uncollectible MCCOUMES..vsovasnas
Fefundadle income T L R S R P U A P
Fossdil fuel stock, at BVETAEE CSOBR e v v vt s S VNN NN T NBR AR DS
Materials and “”110.. A SVETARE LOBL.. . v aveavernsanv e
Pr.”‘m“""'il"l'lullutll|-lll"0'!0'ltlol..l.ll‘l.l.il'l
Vacation pay 4.‘.?"!‘0.-'n-c:-u-aono-orotornnooauoontotuoelnst

DEFERRED CHARGES:
Debt SRPINSY, DEING BMOTRLZRA. v o cunvrinseinrinnsdrivEaan st asd
Teht redempticn ex,ense, belng amortided s ivicsvrrivvananensas
xi".‘&l‘”euicittlvl.IO‘lul“ultloolli000!!!‘000!00"!".0'000

Y?YAL A—s,‘n‘oontclvoovqntlin-ono-.lov-tc.'cnno"-tco-t'ﬂCOOQAOO

CAPITALIZATION AND LIABILITIES
CAPTTALIZATION:
Common stock .QU“Y--'-n'.nuccunvn-qo-u--a-QQQucanIOI'--oooor
P'.""“ ‘!Oci..."‘."‘.6‘..".0...".!".I'.I“'....‘..."'
Freferred stock subject to Bancatory redemption.....evessvenss
Lcﬂ"!.“ ‘C“-----.su'--n-..u--u;.-no-cougntuq-c-ooo--ololooto

CURRENT LIABILITIES:
Preferved stock due within one FRAT . vn v antraanrennr
LG”"“.‘“ debt due within one YRBT v isvunsnssenstnsnansnnsanss
xo“. ’.Y“l‘ " “Gnhl.u-. R I S I Sy
Ascounts pavable -
‘!“2‘.!" ‘u’““.“»r.&.ot"l'.'.tv.ll'.l!.l.!.'\.l.‘..‘.
M“'ootucot'vtucvol'|\ia‘ou.vooogntovt"'f“".tlin'.l.ocl'
Customey “”.".'v'.cnnuoo‘c.--vtnA-;-c.--.toncnnwo-oun-o-t--
Taxes accrued =
Federal and state ‘ﬁcm......--u.v»ucu‘.QlonAlOnbOttcOnvﬁo
""»'0!n-btvcttuutottlvctotuv-lln-cvqun.t!o‘.ttocv!.og‘bivl
Intetest “c"n“;uaoootvovotcv.-o.--u-ocA-u-no.uupuuq‘-tnc-oov
Yacation pay I%ll‘“‘..o‘.a.-u.--quo.-'u.-aao-ono-ouu'ttoto5|-
Nwﬂhr-mc.........................\.......‘. R LR T
CEFIRRYD CREDITS AND OTHER LIABJLITIES:
Aecumulated deferred InVestmont taX STOULLBus v oosinintssnass
,"’”‘. CApatity Tevenues, PEE v v S LRI R NI VA S e b
xilﬁ.lx&"@“-.-n--.|\u-nv-n~....o-.--.-ono’utowuttoa0§no

TUTAL CAPITALIZATION AND LIaBILIT

1
-u;;-oq".DQIOOQonlvtiﬁtlllit!

ssl3y/2

At
MARCE 31,

¢

§ 7,209,300
93,4
174,887

. .

22,088
4,016

5,796

62,280
89,448
64,336

170,298)
1,176

188,947

110,483
45,849

—(; 7
6,559
.‘0.0:3

R

L0000

§ 1,977,073
434,400
25,000

e
2,500

85,250
113,670

69,126
135,140
2.

70,792
21,621
69,90«
N7




ALABAMA POWER COMPANY

Intermmal Cash Flow for

Joseph M. Farlay Nuclear Pcwer Station

(Dollars in Thousands)

1987
Actual
Net Income After Taxes $290,158
Lese Dividends Paid 234,019
Retained Earnings 56,139
Adjustments:
Depreciation and Amortization 270,492
Deferred Income Taxes and
Investment Tax Credits 131,301
Allowance for Funds Used During
Construction (Gross) (51,898)
Total Adjustments »
Internal Cash Flow $406,034

Average Quarterly Cash Flow
Percentage Ownersbip in all
Operating Nuclear Units:
Joseph M, Farley Units 1 and 2

Maximum Total Contingent Liability

$101,508

1988

Projections

$283,514
249,819
33,695
300,743
65,338

(78, 846)

$320,930

$ 80,233

100%

$ 20,000



Alabama Power Company
800 North 18th Street
Post Office Box 2641

Birmingham, Alabama 352910042
Taiephone 205 250-2497

Alabama Power
David L. Whitson

Assistant Treasurer and 10 southern elecire system
Manager-Finance

April 29, 1988

Mr, Jeromes Saltzman

Chief, Antitrust and Indemnity Group
Nuclear Reactor Regulation

Nuclear Regulatcry Commission
Washington, D, C. 20555

Dear Mr, Saltzman:

Enclosed ie the annual submission of Alabama Power Company with respect
to the retrospective premium guarantee required under the Price-Anderson Act,
as amended, applicable to its Joseph M, Fariey Nuclear Plant., We have elected
to satisfy this guarantee requirement by submitting annual certified financial
statements and cash projections, showing that a cash flow can be generated and
would be available for payment of retrospective premiums up to $20,000,000
within three months after submission of the statement. In this commnection,
enclosed are the following:

1. 1987 Annual Report which includes financial statements for the
calendar year 1987, together with the report on such statements
by Arthur Andersen & Co., independent public accountants;

2, Unaudited Financial Statements for the quarter ended March 31,
1988; and

3. Cash Flow Projections for the period January 1, 1988 through
December 31, 1988, showing that cash flow of $20,000,000 can
be generated and would be available for payment of retrospective
premiums within three months after submission of the statement,

Please acknowledge receipt of the enclosures by signing and returning
the enclosed copy of this letter.

Very truly yours,

yLig
N P )\ 4 LL@ -

DLW/ paw

Enclosures /’7004
Lt ‘.



Alabama Power Company
800 North 18th Street
Post Office Box 2641

Birmingham, Aiabama 35291-0042
Telephone 205 250-2497

AlaoamaPower
David L. Whitson

Assistant Treasurer and the southern glectrc System
Manager-Finance

April 29, 1988

Mr. Jerome Saltzman

Chief, Antitrust and Indemnity Group
Nuclear Reactor Regulation

Nuclear Regulatory Commission
Washington, D. C. 20555

Dear Mr, Saltzman:

Enclosed is the annual submission of Alabama Power Company with respect
to the retrcspective premium guarantee required under the Price-Anderson Act,
as amerded, applicable to its Joseph M. Farley Nuclear Plant., We have elected
to satisfy this guarantee requirement by submitting annual certified financial
statements and cash projections, showing that a cash flow can be generated and
would be available for payment of retrospective premiums up to $20,000,000
within three mcnths after submission of the statement. In this connection,
enclosed are the following:

1. 1987 Annual Repor® which includes financial statements for the
calendar year 1987, together with the report on such statements
by Arthur Andersen & Co., independent public acccuntants;

2. Unaudited Financial Statements for the quarter ended March 31,
1988; and

3. Cash Flow Projections for the period Janvary 1, 1988 through
December 31, 1988, showing that cash flow of $20,000,000 can
be generated and would be available for payment of retrospective
premiums within three months after submission of the statement.

Please acknowledge receipt of the enclosures by signing and returning
the enclosed copy of this letter.

Very truly yours,

DLW/ paw

Enclosures




