' ' l MISSISSIPPI POWER & LIGHT COMPANY

Helping Build Mississippi
P. 0. BOX 1640, JACKSON, MISSISSIPPIi 39205

July 9, 1981

NUCLEAR PRODUCTION DEPARTMENT
U.S. Nuclear Regulatory Commission
Office of Nuclear Reactor Regulation
Washington, D.C. 20555
Attention: Mr. Harold R. Denton, Director

Dear Mr. Denton:

SUBJECT: Grand Gulf Nuclear Station
Units 1 and 2
Docket Nos. 50-416 and 50-417
File 0260/16551
Financial Reports
AECM-81/239

Annual financial reports of Middle South Energy, Inc. and
Mississippi Power & Light Company for the years 1974 through 1980 are
herein submitted in response to the requirement of 10 CFR 50.71(b).

South Mississippi Electric Power Association, SMEPA, has recently
become a ten percent owner of Grand Gulf Nuclear Station. SMEPA's
latest financial report is hereby also submitted.

Yours truly,
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“(‘c‘/(,, ,é"ﬁ‘;\,g., (i»L.-/‘,/\

.~ L. F. Dale
Manager of Nuclear Services

PJR/JDR:1m

Attachments

cc: Mr. N. L. Stampley
Mr. G. B. Taylor
Mr. R. B. McGehee
Mr. T. B. Conner

Mr. Victor Stello, Jr., Director
Office of Inspection & Enforcement
U.S. Nuclear Regulatory Commission
Washington, D.C. 20555
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HASKINS & SELLS

~CRTIFIED PUBLIC ACCOUNTANTS

ELEVENTH FLOOR SOUTH
INTERNATIONAL TRADE MART
NEW ORLEANS, LOUISIANA 7013C

ACCOUNTANTS + OPINION

Middle South Energy, Inc.:

We have examined the balance sheet of Middle South
Energy, Inc. as of December 31, 1974 and the relatec state-
ments of income, stockholder's equity, and source of funds
for utility plant additions for the period then ended.

Our examination was made in accordance with geuerally
accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

In our opinion, such financial statements present
fairly the financial position of Middle South Energy, Inc.
at Decemper 31, 1974, and the results of its operations and
source of funds for utility plant additions for the period
then ended, in conformity with generally accepted accounting
principles consistently applied.

%%M

February 14, 1975
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MIDDLE SOUTH ENERGY, INC.

BAIANCE SHEET, DECEMBER 31, 1974

ASSETS

UTILITY PLANT - At cost:

Construction werk In ProgresSsS...cccccsccncscssossssoces
TR T T AR T Y RO SO S A PR S SOpR S ML S S

IOBIRE /v s 05 ¥iw 06 S SLE WK A & ¥ e Gk 0

CURRENT ASSETS:

Cash (Note 2).vecescns et ke b onk e e AR AR R Tk
Work‘ng funds advanced for construction......ceveeevee
Recoverable Federal income taxes (Note 1).............
Accounts receivable - associated company......ccceeevs

PO o v w0 i b i e R

CAPITALIZATION:

Common stock - no par value; authorized, 1,000,000
shares; 1issued and outstanding, +0,000 shares......
Retained earnings (Note 3)...vcivrrcrnrecercnnnannsnns
POERL o v 5655 5 0555 6655000 8 F6EIw0E
Long-term notes payable - banks (Note 2).c.cevurenennnn
REERL G & o5 508 500 6 50 thons ks sbda®
CURRENT LIABILITIES - Contractor's retentions............
PEBAL : v6s s0vsonssnnnonss

See Notes to Financial Statements.

$74,738,173
3,044,541

77,832,714

5,258,076

§83.090!790

$40,000,000
2,389,219
42,389,219
39,500,000

81,889,219

1,201,571

$83,090,790




MIDDLE SOUTH ENERGY, INC.

STATEMENT OF INCOME
FOR THE PERIOD ENTED DECEMBER 31, 1974

OPERATING REVENUE. ¢ ¢ ccccsessssscscsssscsssssssssanssnsnssesss None
RECOVERABLE INCOME TAXES (Note 1l).cecececeosocnsaccnnassnns $ 898,997
INTEREST EXPENSE.:cccoevee A SR S S SRR RS 1,872,909
Loss before allowance for funds used during
conNStrucCtion: ccesssecscsscssesessncnsrconcsnsonnessns 973,912
ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION (Note 1)...... 3,363,131
WP THOTIEE . o« oo amasaonsbasinnanshnbsehnsssssss sssseseis §2!389!219

See Notes to Financial Statements.




MIDDLE SOUTH ENERGY. INC.

STATEMENT OF STOCKHOLDER'S EQUITY
FOR_THE PERIOD ENDED DECEMEER 31, 1974

! COMMON STOCK:

Balance - beginning of period....ccceeeevcceccccaccccse -0 -
Sale of 40,000 shares of common stock at $1,000 a
| share on June 25, 1974:.ccevccccnns RS TR - P $40,000,000
! Balance - end of period.....cceoccevecccs sescsccsssnses 40,000,000
{ RETAINED EARNINGS:
! Balance - beginning of period.... ..o viiiiiincnennnnss -0 -
TN g (e e R A S R AN 2,389,219
l Balance - end of period...cccceeveercccscscesnnsscnsnns 2,389,219
| TOTAL STOCKHOLDER'S EQUITY.ceevvveses $42.389,219

See Notes to Financial Statements.




MIDDLE SOUTH ENERGY, INC.

STATEMENT OF JOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS
FOR THE PERIOD ENDED DECEMBER 31, 1974

SOURCE:
From operations:
Bt INSOMEL s essssnsnriontaratehssedssaRasosssoseiyos . $ 2,389,219
less transactions not providing working funds:
Allowance for funds used during construction

(NOL@ 1)eerevessnoscncansnncssossnnsasnsnsnscsnsosans 3,363,131
AT v i 5 A e W A O n s DS (973,312)

From issuance of securities:
COmMMOn StOCK.: cccesosssssssassssssssssscsssssssscsssnsse 40,000,000
Long-term notes payable.......ociutiiianiiniiinnnn 39,500,000
From changes in working capital (&).....c.cevveevnnnnnnns (4,056,505S)

§ IR, - . PP $74,469,583
| UTILITY PLANT ADDITIONS (Excludes allowance for funds
‘ used during censtruction):

Construction expenditureS . .covvreesnssssnsssasssnsasanans 871,569,264
Nuclear fuel expendituresS......ccverrrssrenscnrannasanas 2,900,319
....................... §7u!u69!583

SUUR S ————R S M

(a) Decreese (increase) in working capital:

e e P $(3,572,090)

Working funds advanced for construction.. (784,915)

\ Recoverable Federal jincome taxes......... (898,997)
Accounts recelvable - associated

COMPANIES. e virerrernsnerecsssncanonns (2,074)

Contractor's retentionS...ceeveerennennns 1,201,571

POLBY: v cvsrsasnssssnmssss g;:égggéggg)

See Notes to Financial Statements.







pillings to customers. The Company determines its accrual rate
for allowance for funds used during corstruction based on an
11.6% return on average common equity, excluding the accumulated
amount of such allowance, plus actual interest costs, net of
related income taxes.

COMMITMENTS AND FINANCING

The Company's construction program contemplates
construction expenditures of approximately $178,000,000 in 1975.

In June 1874, the Company entered into an agreement with
several banks to borrow up to $308,500,000 through Decemper 31,
1973. Notes issued under this agreement mature December 31, 1982
and bear interest: (i) through March 31, 1977 at a rate per
annum equal to 110% of the sum of 1/2 of 1% plus the prime rate
_f a specified New York bank, (11) from March 31, 1977 throuzh
March 31, 1980 at a rate per annum equal to 110% of the sum of
3/4 of 1% plus the prime rate of said bank, and (iii) thereafter,
at a rate per annum sgual O 110% of the sum of 1% plus said vank's
prime rate. Av December 31, 1974 the Company had issued
839,500,000 of its promisscry notes under this agresment.

The Company pays & commitment fee for the period from
June 21, 1974 through December 31, 1979 computed at 2 rate of
1/2 of 1% per annum On the average daily unused portion of the
commitments. The Company has demand deposit accounts with the
banks participating in this agreement. In support of the agree-
ment, the Company maintains compensating balances of 5% of the
average amount cutstanding (81,975,000 at December 31, 1974) which
are not restricted as to withdrawal.

RETAINED EARNINGS

The provisions of the Company's bank loan agreement
(see Note 2) restrict the amount of retained earnings available
for cash dividends on common stock. As of December 31, 1974
none of the retainad earnings were available for cash dividends.

(Concluded) - 2.




MIDDLE SOUTH ENERGY, INC.

FINANCIAT, STATEMENTS FOR THE
TWO YEARS ENIED DECEMEBEXR 31, 1975 AND 1974
AND
ACCOUNTANTS' OPINICN
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HASKINS & SELLS

CERTIFIED PUBLIC ACCOUNTANTS

ELEVENTH FLOOR SOUTH
INTERNATIONAL TRADE MART
NEW ORLEANS, LOUISIANA 70130

ACCOUNTANTS ' OPINION

Middle South Energy, Inc.:

We have examined the balance sheet of Middle South
Energy, Inc. as of December 31, 1975 and 1974 and the
related statements of income, stockholder's equity, and
source of funds for utility plant additions for the years
then ended. Our examination was made in accordance with
generally accepted auditing standards, and accordingly
included such tests of the accounting records and such
other auditing procedures as we considered necessary in the
circumstances.

In our opinion, such financial statements present
fairly the financial position of Middle South Energy, Inc.
at December 31, 1975 and 1974, and the results of its
operations and source of funds for utility plant additions
for the years then ended, in conformity with generally
accepted accounting principles applied on a consistent

Fhvioone Al

basis.

February 12, 1976




MIDDLE SOUTH ENERGY, INC.
BALANCE SHEET
DECEMBER 31, 1975 AND 1974
-- ASSETS -- 1975 19 7% -- LIABILITIES -~ 1975 1974
UTTI LT PLANT - At cost: CAPITALIZATION:
Scnstruction work in progress.......cevevee ... $213,092,421 $iu,788,173 Comron stock - no par value; suthorized,
PLCIBOF PN ..o st yicaeonbp ey SR A 8y S 6,312,465 3,084,541 1,000,000 shares; 1ssuced and outstanding
= 75,500 shares in 1975 end 40,000 shares
o R N el ST o e L ee 219,404,886 77,832, 714 P ety St Ml o il WL .. § 75,500,000 $10, 000,000
CURN . MT ASSENS: Reteined eamings (Hot.e ,)...... ............. Te 8,422,809 2,385 219
Chsb [BOt® 2} iiciveossnvonssainssssasuness 9,446,212 3,572,090 MORRT 5 o v v 5 v I Bt e BT dras wo e €3,922,809 €2,7%89,219
Weokinge funds advanced for construction...... . 234,594 784,915 long-term notes payable - banks (Hote 2) ...... 145, 500,000 29,590,000
1 T. sporery cash Investents.......:ssesnvsesns = 5,000,000 - - 1 5 2
‘ R -oversble Federal income taxes (Note 1)..... 1,864,914 898,997 TOtAL.corsoniresoranirnsnnncanes » 223,422,809 62,087,212
A: rounta recelveble - assoclated company..... - 2,04 CURRENT LIABILITIIS:
Accounts payable:
FORAL oo v o snmnvgnnnions d ey 16,345,720 3,798,006 Contractors.......... avasennnes kv e v s .o 2,223,463 -
Contractor's retentlonS......ccoovvevenss Py 1,622,929 1,201,571
Assoclatod company.....eoeeen w8V $nd s S Joe 6,79, -
Taxes accrued........ i A I NN S e Y . 146, 594 -
Total....... 4,006, 782 1,201,571
DEFERRED CREDITS:
Accumulated deferred investment tax credite
CROED Bl s s v eiay wnmmes s wmennd ved widdaiin o e " 2,402,000 -
Accumilated deferred mccce t.uea (Nete ) PO 121,01% -
PORAR s s 5o nams 2,521,015
TOML.....cuves ceeeenes $235,950,606  $83,090, 790 TOMAL. .... RPN cees $235,950,606 €3 090 790

ﬁ See Notees to Filnancial Statements.




MIDDLE SOUTH ENERGY, INC.

STATEMENT OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 1975 AND 13974

1975 1974
INCOME:
Operating revenueS..c.ecesssssssssasasvness o None None
Recoverable income taxes (Note 1l)es.eevosss $ 7,013,263 § 898,997
INCOPOSEt SNO0MP.cscssssvasvsssnesnionssasess 69,C58 - _
SR T Y e 7,082,321 893,997
EXPENSES:
Taxes:
Deferred income taxes (Note 1).v.vevsvns . 121,015 -
Investment tax credit adjustments
b R S e P 2,400,000 -
Interest eXpensSe...ccccsestscsssssssssassnsns 9,427,906 1,872,909
R 0 L b s il 5 e B 11,948,921 1,872,909
10SS BEFORE ALLOWANCE FOR FUNDS USED
DURING CONSTRUCTION: «ccosoecnsosassvas - v HP 4,866,600 973,912
ALLOWANCE FOR FUNDS USED DURING
CONSTRUCTION (Not@ 1)eescessosessscsscassss 10,900,190 3,363,131
NET INCOME.:...vceecess R Rt Y 8 $ 6,033,500 $2,389,219

See Notes to Financial Statements.
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MIDDLE SOUTH ENERGY, INC.

STATEMENT OF SOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS
FOR THE YEARS ENDED DECEMBER 31, 1975 AND 1974

1975 1974

SOURCE:
From cperations:
Net income $ 6,033,590 § 2,389,219
Add (deduct) non-cash items (Note 1):
Deferred income taxes : 121,015
Investment tax credit adjustments.... 2,400,000
Allowance for funds used during
construction...... cees (10,900,190) (3,363,131)
gz,3us,ses% (973,912)
8,482,433 (4,056,505)

rom chenges in working capital (

From issuance of securitie<:
Common stock 35,500,000 40,000,000

Long-term notes payable 106,0C0,000 39,500,000

2130!671!982 §7U!H69!583

UTILITY PLANT ADDITIONS (Excludes
allowance for funds used during
construction):
Construction expenditures. $127,778,690 $71,569,264

Nuclear fuel expenditures 2,893,292 2,900,319

2130!671.982 §7H!u691583

(a) Decrease (increase) in working

capital:
O visss. o s v saaia s u o s o W e us o n s s .. $(5,874,122) $(3,572,090)
Temporary cash investments... ....... (5,000,000) -
Working funds advanced for
CONBLIUCELON. ccvevovosnsssssosssns 550,321 (784,915)
Recoverable Federal income taxes.... (965,917) (898,997)
Contractor's retentions.......... P 428,358 Lyavlyald
i Accounts payable - contractors...... 2,223,463
| OERDE = B0C csiisvsosasnsonnsnsianes 155,464 (2,074)

| POLALccnsovvsnnas gssdn $(8,482,433) $(4,056,50

H See Notes to Financial Statements.
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MIDDLE SOUTH ENERGY, INC.

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Organization

By order of the Securities and Exchange Commission
dated June 4, 1974, the (C-mpany was authorized to conduct business
as a wholly-owned subsidiary company of Middle South Utilit.es,
Inc. to provide financing and ownershlp of certain future baseload
electric gererating units within the Middle South Utilities System.

It is anticipated that power produced by the Company's
electric generating units will be sold to the overating companies
of the Middle South Utilities System at rates susiiclent to cover
operating and debt expenses and provide a fair rate of return on
the Company's investment.

B. System of Accounts

The accounts of the Company are maintained in accordance
with the system of accounts prescribed by the Federal Power
Commission.

C. Income Taxes

The Company joins its parent in the filing of a
consolidated Federal income tax return.

The Company's interest expense and capitalized taxes
are deducted currently; allowance for funds used during construc-
tion is excluded. Tn addition, the Company utilizes Federal
investment tax credits applicable to qualified progress expenditures
during the period of construction. The reductions attributable
to the Company are recorded as amounts to be recovered from
the other companies included in the consolidated tax return.

Deferred income taxes are provided for the income tax
effect of taxes cepitalized for book purpcses, which for income
tax purposes are deducted currently.

Investment tax credits utilized are deferred and will
be amortized over the average useful life of the related property
once it has been placed in service.

- P
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D. Allowance for Funds Used During Construction

In accordance with the regulatory system of accounts,
the Company capitalizes an allowance for funds used Curing the
period of construction, representing the net cost of funds
(interest on borrowed funds and a ressonable rate on other funds)
used to finance construction with a corresponding credit to
non-operatinz income. This practice recognizes these amounts
as an appropriate cost of utility plant which, in accordance with
este.lished regulatory practices, are recovered through future
billings to customers. The Company determines its accrual rate
for allowance for funds used during construction based on an
11.6% return on average common equity, excluding the accumulated
amount of such allowance, plus actual interest costs less Iinterest
income, net of related income taxes.

COMMITMENTS AND FINANCING

The Company's construction program contemplates
construction expenditures of approximately $212,000,000 in 1976.

At December 31, 1975, the Company had issued $145,500,000
of promissory notes under an agreement with several banks to
borrow up to $353,500,000 through December 31, 1979. Such notes
will mature December 31, 1982 and bear interest at varying rates
based on the prime rate of a specifled New York bank. During
1975 the average interest rate, excluding compensating balances,
was 9.04. In addition, the Company pays a fee on the unused
portion of the commitment and maintains a 5% compensating balance
(87,275,000 at December 31, 1975) on the amount outstanding, which
is not restricted as to withdrawal.

RETAINED EARNINGS

The provisions of the Company's bank loan agreement
restrict the amount of retained earnings available for cash
dividends on common stock. As of December 31, 1975 none of the
retained errnings were available for cash dividends.

Ao PP -,



MIDDLE SCUTH ENERGY, INC.

FINANCIAL STATEMENTS FOR THE
YEARS ENTED DECEMBER 31, 1976 AND 1975
AND
ACCOUNTANTS' OPINION
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HASKINS & SELLS
CERTIFIED PUBLIC ACIOUNTANTS ELEVENTH FLOOR SOUTH
INTERNATIONAL TRADE MART
NEW ORLEANS, LOUISIANA 70130

ACCOUNTANTS '

Middle South Energy, Inc.:

We have examined the ~alance sheet of Middle South
Energy, Inc. as of December 31, 1976 and 1975 and the
related statements of income, stcckholder's equity, and
source of funds for utility plant additions for the years
then ended. Our examination was made in accordance with
generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such
other auditing procedures as we considered necessary in

the circumstances.

! In our opinion, such financial statements present

' fairly the financial position of Middle South Energy, Inc.
at December 31, 1976 and 1975, and the rer 1lts of its
operations and source of funds for utility plant additions
for the years then ended, in conformity with generally
accepted acccocunting principles applied on a consistent

Fhihna ¥ I

basis.

February 11, 1977



MIDGiE SOUTH ENERGY, INC,
BALANCE SHEET
DECEMBER 31, 1976 AND 1975
-~-ASSETS -- 1976 1975 ~~LIABILITIES -- 1976 1975
UTILIT . PLANT - At cost: CAPI'PALIZATICN:
Cons rctlon work in progress.......... cereees $WNB, 209,764 $213,092,421 Common stoc< - no par value; suthorized,
MIOTEAE TRBE . o5 5o vae st nviias nsn s isesviiss 9,851,685 6,312,465 1,000,000 siares; 13sued and out.aundxng
1'49 500 shares 1n 1976 and 75,500 shares
Total...... T cereessseaeses 458,101,649 219,404,886 B B v snae o gy g ceereereaes §149,500,000 § 75,500,000
CURREN © ASSETS: Retained earnings (Note 3).. 21,661, 746 _.B,422,809
OO TMOER 2P s s cvcpeninivisn snsashssssse 16,841,493 9,446,212 s «es 171,161,746 83,922,809
Work .ng funds adve ced for cc.mt.mcum....... 615,586 234,59 Long-term notes paysble - banks (Note 2)....... 309, 500,000 145,500,000
Temp rary cash investments....... wewam A 6,994,031 5,000,000
Reco erable Federal 1ncome LAXeS..............  17.277.186 1,864 914 PR s arcnnmnraens Coversrasesnces _NODGHIING 229,823,000
CURRENT LIABILITIES:
LT P R s Bk s 41,728,296 16,545,720 Shoats Sgnhies
Contractors........... S A A e A 317,181 2,223,463
Contractor's retentlons.......cccovevvvnannss 3,173,733 1,629,929
Asscclated company........ s v S Senby . 11,715 6,79
TRNOE BOOPUOB = oo v s vevonsesosones Kb e W A .o 1,106,292 146,594
Lo N T N TP AN 4,608,921 u, 006, 782
DEFERRED CREDI'TS:
Accusulated deferred investment tax credits.... 13,396,128 2,400,000
Accumulated deferred income taxes........ P 1,161,150 121,015
TOLAL. e e vurunnnanns 14,559,278 2,521,015
O SR ——— 2399.829.505 235,950,606 PR 5 2 s viv w0 b nnn h” 829,945 ’335.950.606

“3ee Notes to Filnanclal Statements.




MIDDLE SOUTH ENERGY, INC.

STATEMENT OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 1976 AND 1973

1976 1975
INCOME:
Operating revenueS.c...ccccoeestscscanss ose None None
| Interest income........... Fima TN e g R $ uvi1s,630 8§ 69,058
i PORIEL S s'ss's 55 6 5% s st dsess . 415,630 69,058
EXPENSES:
Interest expense.......cvc. Secrniones was . 18,610,786 9,427,906
Taxes:
Federal 1ncome taXeS.....cc00cvevusavnns (20,771,937) (7,013,263)
Investment tax credit adjustments....... 10,998,127 2,400,000
Deferred income tAXeS...ccevcovscessnnss 1,040,135 121,019
TOEBLlecssccicnnsnnssanans 9,877,111 4,935,658
| LOSS BEFCORE ALIOWANCE FOR FUNDS USED
1 DORING CONSTRUCTION:eeesccacsasoscssosses ‘ 9,461,481 4,866,600
| ALIOWANCE FOR FUNDS USED DURING
] CONSTRUCTION: ¢« e cvvvocancsnnnns Kok e s 22,700,418 10,900,190
: BT IBUONE: s o o s s bsnvbdnebonssssnnsss B n e §13!238!937 $ 6,033,590

]
See Notes to Tinancial

Statements.

|
|
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MIDDLE SOUTH ENERGY, INC.

STATEMENT OF STOCKHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1976 AND 1973

f 1976 1975
I
COMMON STOCK:
Balance - beginning of yea@r.c.ce.cceveen. . % 75,500,000 $40,000,000
Sale of 7%+,000 shares in 1976 and
35,500 shares in 1975 of common stock
at $1,000 & Share....coeevvecenesss ks 74,000,000 35,500,000
Balance - end of Je@r.ieeeertinerostannans . 149,500,000 75,500,000
RETAINED EARNINGS:
B&l&nce - beSanmg Of year’-ouooco-ooo-oo 8""22’809 2,389,219
4 - net 1NCOMe.v: vecvsnsannes o g 13,238,937 6,033,590
{ Balance - end of yeareceecoeosessconns ceos 21,661,746 8,422,809
| TOTAL STOCKHOLDER'S EQUITY.e..... $171,161,746  $83,922,509

See Notes to Financial Statements.




MIDDLE SOUTH ENERGY, INC.

STATEMENT OF SOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS
FOR THE YEARS ENDED DECEMEER 31, 1976 AND 1975

1976 1975
SOURCE:
From operations:
Net IncoMC.ecececcocoss B eeee $ 13,238,937 $ 6,033,520
Add (deduct) non-cash items:
Investment tax credit adjustments.. 1,,998,127 2,400,000
Deferred incom2 taxes......cccveve . 1,040,135 121,015
Allowance for funds used duwring
SOOI B L. cescsavs srsevasnnss (22,700,418) (10,900,190)
L N S R P e e 2,576,781 (2,345,585)
From issuance of securities:
] Common StOCK.:.:covsvess T AT Sor 74,000,000 35,500,000
Long-term notes payable......cocveuue 164,000,000 _106,000,200
Total funds provided...... 240,576,781 139,154,415
less increase in working capital (a)... 24,580,437 3,482,433

TOTALccccocscocansnsas 2215!996!3uu §130!671!982

UTILITY PLANT ADDITIONS (Excludes
allowance for funds used during
construction):

Construction expenditures............ - $213,019,901 8127,773,690
i Nuclear fuel expenditureS.ccccsceccecss 2,976,443 2,893,292
J OTRE s v eals s daiieey $215,996,344 $130,671,982

|

]
{

(a) Increase (decrease) in working

capital:
OIS « ¢ a0 6% o5 S nalanuns o s . $ 7,395,281 $ 5,874,122
Temporary cash investments....... . 1,994,031 5,000,000
Working funds advances for
| CONSEIUCELON v st vesesvnervansoose 380,992 (s50,321)
Recoverable Federal income taxes.. 15,412,272 965,917
Accounts pPayable......ecevrccavans 357,559 (2,660,691)
Taxes 2CCruSd........... L e (959,698) (146,594)
- L WP $ 24,580,437 $ 8,482,433

See Notes to Financial Statements.






n.D. Allowance for Funds Used During Construction

In accordance with the regulatory system of accounts,
the Company capitalizes as an appropriate cost of utility plant
an allowance for funds used during the period of construction.
This allowance represents ti.? net cost of funds (interest on
borrowed funds and a reasconable rate on other funds) used to
finance construction with a corresponding ecredit to noneoperating
income. The Company determines its accrual rate for allowvance
for funds used during construction based on actual net interest
costs plus an 11.6% return on average common equity, excluding
the accumulated amount of such allowance.

COMMITMENTS AND FINANCING

The Company's constructicn program contemplates
construction expenditures of approximately $383,300,000 in 1977.

At December 31, 1976, the Company had issued $309,500,000
of promissory notes under an agreement with a group of banks toO
borrow up to $465,000,000 through December 31, 1979. Such notes
will mature December 31, 1982 and bear interest at varying rates
pased on the prime rate of a specified New Yorx bank. During
1976 the average interest rate, excluding compensating balances,
was 8%. In addition, the Company pays a fze on the unused
portion of the commitment and maintains a 5% compensating balance
(815,475,000 at December 31, 1976) on the amount ocutstanding,
which is not restricted as to withdrawal.

The Company is planning to place up to $400,000,000 of
debt securities with a limited number of institutional investors
in 1977.

RETAINED EARNINGS

The provisions of the Company's bank loan agreement
pestrict the amount of retained earnings available for cash
dividends on common stock. As of December 31, 1976 none of the
retained earnings were available for cash dividends.

(Concluded) - 2.



MIDDLE SQUTH SNERGY, INC.

FINANCIAL STATEMENTS FOR THE
YEARS ENDED DECEMBER 31, 1977 AND 1976
AND
ACCOUNTANTS' OPINION

KA RA LA

HASKINS & SELLS




HASKINS & SELLS 39™ FLOOR
INTERNAT ONALLY ONE SHELL SQUARE
DELOITTE. HASKINS & SELLS NEW ORLEANS, LOUISIANA 70139

ACCOUNTANTS ' OPINION

Middle South Energy, Inc.:

We have examined the balance sheets of Middle South
Energy, Inc. as of December 31, 1977 and 1976 and the
’ related statements of income, stockholder's equity, and

source of funds for utility plant additions for the years
then ended. Our examinations were made in accordance with
generally accepted audlting standards and, accordingly,
included such tests of the accounting records and such
other auditing procedures as we considered necessary in

the cii wuastances.

In our opinion, such financial statemencs present

§ fairly the financial position c¢f liiddle South Energy, Inc.
at December 31, 1977 and 1976, and the results of its
operations and source of funds for utility plant additions

— IR .

for the years then ended, in conformity with generally
accepted accounting principles applied on a consistent

basis.
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MIDPLE SOUTE EERGY, INC
STATEMENT OF INCO
FOR THE YEARS ENDED DECEMBER 31, 1977 AND 1976

1977 1976
(In Thousands)

INCOME:
Operating revenues............. sésr s ansarey cesse None None
Interest INCOMe: . ceeesenareanns. R R AR . $1,105 $ uwis
TOEAL cswooee v PP PN 1,105 416
EXPENSES:
INEOVORT BEDBUOBG s o s sssoisnissnnmanusobtssesasnss . 34,020 18,611
Taxes:
Federal 1ncome tAXSS...vviveenenennenenennn eeves (39,551) (20,772)
Investment tax credit adjustments.............. . 19,647 10,998
PRTerred 1000m0 LRXBB- cosvevvesisrevssssrsvsssns 4,105 1,040
TObRYLasin oy sesnivevvevens _ABsRal 9,877

LOSS BEFORE ALIOWANCE FOR FUNDS USED
IXIRENG COMOTRUCTION: o+ < svsvssanassasavesvadssssses L17:118) (9,461)

ALLCWANCE FOR FUNDS USED DURING CONSTRUCTION:

32 ol T R N S S TP . 24,459 13,239
Borrovwed fUNAS.ccsceissasssssnissrosonssnnansonsse 17,116 9,461
POLALevseereerosnnenconnns 41,575 22,700

HEE IO s 045 5 b b bin o n RS s En s GRS EEDSs s S E S gzu!uss $13,239

See Notes to Financial Statements.




MIDDLE SOUTH ENERGY, INC

STATEMENT OF STOCKHOLDER's EQUITY
FOR THE YEARS ENDED CECEMBER 31, 1977 AND 1976

1977 1976
(In Thousands)

P —

COMMON STOCK:

Balance - beginning Of yeArs..c.scscccsrrorsees .. $149,500 $ 75,500
: 3ale of 62,500 shares in 1977 and 74,000 shares
| in 1976 of common stock at $1,000 a share..... 69,500 74,000
Balance - end Of FeArssccccocssnsccsrnnnnrronsss 219,000 149,500
RETAINED EARIINGS:
Balance - beginning Of yeare.e..ccoenreeccreors . 21,662 8,423
Add - N6t INCOME.csecsvecasnvaniveerinonnernsns v ¥ 24,459 13,239
Balance - end Of JEar.e.ccoosssssvonosnncsenensse us,121 21,662
4
TOTAL STOCKHOLIER'S EQUITY.eevve-e ShRn e gzss ;121 §1715162

See Notes to Financial Statements.

i ——————————————— ————— g e - - — ———————" ————— e




MIDDLE SOUTH E ENERGY, INC.

STATEMENT OF SOURCE OF FUNDS FOR UTILITY PLANT ADDITIONS

FOR THE YEARS ENDED DECEMBER 31, 1977 AND 1976

1977

1976

(In Thousands)

e . A

- ——

SOURCE OF FUNCS:
From operations:

Net income....coececens o ke o By s wce cosess $ 24,459
Investment tax credit adgus.meqts.. ......... . 19,847
Defarred income HAXSS...cesvessscssannssnnns 4,105
Allowance for funds used during construction. gul,57:)
Funds retained in business........ 6,636
From financing transactions:

Common StOCKesescossssssssassssnss AP TS . 69,500
First mort2age bondS. e cvessecscnsrescnnvases 400,000

Long-term notes payable - banks:
TSSUCS.cccsssssssssanssssssssssssoscnssssse . 147,000
RELITOMEONES e s cevssvonsssssnssssssssasnasas . §393,500)
POLBLeccscssosssosssssssssssssnces 223,000
1ess increase in working cepital (&8)e....c...vn. 4,283

POTALcccssoscsscnsosns oo 2225!353

UTILTTY PLANT ADDITIONS (excludes allowance for
fnds used during construction):

(onstruction expenditureS.c.eivcernsesccncnens . $225,235
Fabrication costs of nuclear COr€sscsssvsscs e 118

TOTALessssssssovassnsas . §2255353

(a) Increase (decrease) in Working Capital:

I N T R PO T P U Pt B . $(13,176)
working funds advanced for construc tion... 3,922
Terporary cash investmentS......... R g 16,906
Yascoverable Federal income TaxXeS.....ceees 16,233
Accounts PAYADLS.c.cerrn s rrsionrencnnans (362)
Taxes 80CPUSA. s creronsrssossssnnsssnsssnes (1,307)
Interest 8CCrUEdec:ceesrorasssvansnssnssns gLaze’ 6)

POLBL:cesvnsisssnassenay 8 u 4,283

$ 13,239
16,998
*,040
(22,700)

24377

74,000

164,000

238,000

24,581

§2151996

$213,020
2,976

215,996
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MIDDLE SOUTH ENERGY, INC.

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICI=S
A. Organization

The Company is authiorized to conduct business as a
wholly-owned subsidiary company of Middle South Utilities, Inc.
to provide financing end ownership of certain future base-load
electric generating units within the Middle South Utilities
3ystem.

It is anticipated that power produced by the Company's
electric generating units will be sold to the operating companies
of the Middle South Utilities System at rates sufficient to
cover operating and debt expenses and provide a fair rate of
return on the Company's investment.

B. System of Accounts

The accounts of the Company are meintained in accordance
with the system of accounts prescribed by the Federal Energy
Regulatory Commission, formerly the Federal Power Commissign (FPC).

C. Income Taxes

The Company joins its parent in the filing of a consoli-
dated Federal income tax return.

The Company's interest expense and capitalized taxes
are deducted currently; allowance for funds used during construc-
ti 1 is excluded. In addition, the Company utilizes Federal
investment tax credits applicable to qualified progress expendi-
tures during the period of construction. The Company records
8s currently recoverable the amounts attributable to its current
deductions and investment credits generated. <Investment tax
credits generated in 1977, including approximatsly $13.9 million
in excess of the amount utilized, have been deferred.’

Deferred income taxes are provided for the income tax
effect of taxes capitalized for book purposes, which for income
tax purposes are deducted currently.

N

Investment tax credits~are deferred and will be amortized
over the average useful life of the related property once it has
been placed in service.




i
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D. Allowance for Funds Used During Construction

In accordance with the regulatory system of accounte,
the Company capitalizes, as an appropriate cost of utility plant,
an allowance for funds used during construction. This allowance
(a non-cash item) represents the net cost of funds used to finance
construction. [ Effective January 1, 1977, the Company began
complying with reporting requirements of FPC Order No. 561 which
provides for separation of the common equity component and borrowed
funds component of funds used during construction., The Company
determines its accrual rate for allowance for funds used during
construction based on actual interest cost, net of related income
taxes, plus an 11.6% return on average common equity.

The Company has reclassified the allowance for funds
into its debt and equity components for the calendar year 1976
for purposes of comparison.

COMMITMENTS AND FINANCING

The Company's construction program contemplates construce-
tion expenditures of approximately $360,500,000 in 1978.

At December 31, 1977, the Company had issued $63,000,000
of promissory notes under an agreement with a number of banks to
borrow up to $565,000,000 through December 31, 1982. Such notes
will mature on December 31, 1982 and bear interest at varying
rates based on the prime rate of a specified New York bank.

During 1977, the average interest rute, excluding compensating
balances, was 7.79%. In addition, the Company pays a fee on
the unused portion of the commitment and maintains a S% compen=-
sating balance ($3,150,000 at December 31, 1977) on the amount
outstanding, which 1is not restricted as to withdrawal.

The Company placed $400,000,000 of First Mortgage Bonds
with a limited number of institutional investors in 1977. The
bonds mature July 1, 1989 and are redeemable through mandatory
sinking fund payments, tc¢.aling $328,000,000, beginning in 1982
of from $32 million to $:6 million annually, from 1982 through
1938,

au‘ui“a‘:“"l

Principally all of the Company's utility plant is subject
to the lien of its first mortgage bond indenture.

RETAINED EARNINGS

The provisions of the Company's bank loan agreement and
irst mortgage bond indenture restrict the amount of retained
earnings available for cash dividends on common stock. As of
December 31, 1977, none of the ratained earnings were available
for cash dividends.
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39th Floor
One Sheil Square

New Qrieans, Louisiana 70139

(504) 581-2727
Cable DEHANDS
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inc. as of December 21, 1978 and 1977 and the related
o 9 ~ -
statements of income, stockholder's equity, and source of
funds for utility plant additions for the years then ended.
.’\un a - =1 A »a maA 4 ArnAnAanra trd &) T
D eXxaminatlions were made in accordance with generally
ed auditing standards and, accordingly, included such
of the accounting records and such other auditing

s
» < 4 2 s
procedures as we considered necessary Iin the circumstances.

In our opinion, such financial statements
the financlal position of Middle South Energy, Inc. at
December 31, 1978 and 1977, d the results.of its
cperations and source of funds for utlility plant additions
for the years then ended, in conformit- with generally
accepted accounting principles applied on a consistent

basis.
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MIDDIE SOUTH ENERGY. INC

LV b’ o/ it s id i S ! -t .

STATEMENT OF INCOME

FOR THE YEARS ENDED DCECEMBER 31, 1978 AND

1977

-

1978

(In Thousand

TNAAMT .

-t M o

COOTACING FOVENUBE . .. . 2o vesssnvcssossonsnssosssss
INCOIOBY LN oM. . cocvvrtivionnninsssonnvonvessssse

Total."‘...‘.ttllIil.‘...

EXPENSES:
Interest eXpONSO.....oc0ovvmevvevnnsss Sl ik M2 6 Bk
Texes:
Federal INCOme CaBXeS.... v vvvrrneconsssonssces
Investment tax credit adjustments..............
Deferred INCOMe L8XES......ivvivevrssceesnonnne

RO w4 3 &% & 645 58 Ak b wid bons s

ILCSS BEFORE ALIOWANCE FOR FUNDS USED
DURING CONBTRUCTION. . . v vvascncoccevvnuonsncnsnnss
ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION:
EQUItY DUBAR . o ivosvibosssvsnisusvasboninsedssesin
BOrrowed fUNAS.....ovicucvsennornrnronssncsnsonse

TOCBYscossvosvososssssssnn

k. _‘H Y \ ¥.go
{ET INCOME

-l a vt'—-oo-onoun-o..-oo-c.oo.o--o-oouooo----o-oo.

See Notes to Financial Statements.
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34,020

(22,913)
5,080
2,034

18,221

(17,116)

24,459
17,116

41,575
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STATEMENT OF STOCKHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1978 AND 1977

‘l

1978
T

(In Thousan

m \Q

. ps

‘

COMMON STOCK:

Belance - beginning of year....c.vcovvvscressess $219,000 3149, 100
Sale of 53,000 shares in 1978 and 69,500 shares
in 19”7 of common stock at $1,000 & share.... $3,000 63,500

Balance - 6Nd Of JORr ... overosvrnssnossncsssos
RETAINED EARNINGS (Note 3):

ny

~J
[N}
()]
O
(&
nN
-
O
<)
O
O

Balance - beginning of yeaY....cvevvevevinsecss 46,121 21,662
FCRER S AT R A (P S g d9sall 24,459
PRlIANCE ~ 8N4 Of JORY. . cuvsviccesdsbssvesssnvesn 81,732 46,121
TOTAL STOCKHOLDER'S EQUITY... $353,732 $265,122

e ————— E————————

See Notes to Financial Statements.
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STATEMENT CF
FOR THE

- —

YEARS ENDED DECEMBER 31,

SOURCE CF FUITS FOR UTILITY PLANT
1978 AND

ADDITIONS

1977

127 1977

( In Thousands)

S

~
}

URCE OF FUNIS:
From operations:
L AEBOI & o < oo i o R e R RS vl e A
Investment tax credit adjustments............
Deferred income taX@S.....ovvivsvnoncossnsens
Allowence for funds used during construction.
DIERIIE s o 50 0055 50558 50505 sd s 2nste i s sy s
ds used in business.......... .
From decrease in working capitel (excluding
short-term securities) (a)......... A "
From financing transactions:
COMBOR SEOBK. s cosntsrdimennsemncosnrssssseises
First mortzage bonds.....cccoo0e g G Emy
Long-temu notes payable - banks:
R 0 a3 8 5 5 A0 B B0t Bl b B SV B 48N S -
b B SRR R A e Rk ek ¥ b

£ile of nuclear fuel...
Short-tem Securities - net.--:..-.......;...

O U RN R B A W R A B SR R IR R N R

POBRL s csivvoamsmpussnman

UTILITY PIANT ADDITIONS (excludes allowance

for funds used during construction):
Construction expenditures..
Fabrication costs of nNuclear COr€.....soivvsesss

2 5 S 2P AP E oS saPDeoBbEOPDS

TOTAL. ...

(A B A I O RN AR Rt AN

$

17%,000

16,309

31,0C0

(15,906)

274%,309 206,094

oS

W

Decrease (increase) in working capital

(excluding short-term securitles):
Cash...... L g ~AEST B L L .. B(10,697) 8 13,178
Workines funds advanced for construction... (1,714) (3,922)
Revoverable Federal income taXeS......::4 16,900 (225)
Accounts payable.. . vsscsvsnsnses shasedes 1,851 369
TaxXes AcoIuBd. . iivaviresven B sus »'a s 1,189 1,307
Interest acCrued....oveivsnvossossans > (25) 18,526

TOTAL WA IR . 8 7.s504 8 29.261

Dam Mabnm o THaamalanl Qhabamwarns=-
——




MIDDLE SOUTH ENERGY, INC.

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTIIG POLICI
A. Organization

The Company is authorized to conduct business as a
wholly-owned subsidiary company of Middle South Utilitles, Inc.
to provide financing and ownership of certain future base-load
slectric zenerating units within the Middle Scuth Utilities
Srstem.

It is anticipated that power produced by the Company's
electric generating units will be sold to the cperating companies
of tr» Middle South Utilities System at rates surfficient to cover
cperating and debt expenses and provide a falr rete of return
on the “ompany's ilnvestment.

B, System of Accounts

The accounts of the Company are maintained in accordance
with the system of accounts prescribed by the Federal Energy
Regulatory Ccmmission.

¢, Income Taxas

The Ccmpany joins 1ts parent in the filing of & consoli-
dated Federal income tax return.

The Company's interest expense and capitalized texes
are deducted currently for ftaxX return purposes. Allowance for
funds used during construction 1s excluded for purposes of
determining consclidarved texable income. In addition, the
Company utillzes Federal investment tax credits applicehle to
qualified progress exp:nditures during the period of construction.
The Company records as surrently recoverable the amounts attrib-
utable to its current deiuctlons and investment credlits utilized.

Deferred income taxes are provided for the income tax
effect of taxes capitalized for book purposes, which for income tax
purpcses are deducted currently.

Investment tax credltis utilized are deferred and will
be amortized over the aversags useful 1life of the related property
once it has been placed Iin service, Unused investment taxX
credits at December 31, 1278 amounted to 843,001,804 of which
817,455,027 may be carried forward through 1984 and 330,548,777
through 1985. Certain reclasaifications of previously reported
smounts have been made to conferm with current classificatlions.

A P e i
\‘O-.~-.o~&eu\ - A



D. Allowvance for Funds Used During Construction

in accordance with the regulatory system
the Company zapltalizes, a&s an appropriste cost of
an allowvance for funds used during construction.

of accounts,
utility plant,
This allowance

(a non-cash item) represents the net cost of funds
construction. The Company determires its sccrual rate for
allowance for funds used during construction based on actual
interest cost, net of related income taxes, plus an 11.6% return
on average common equity.

COCMMITMENTS AND FINANCING

The Company's construction program contemplates
construction expenditures of approximately $354,800,000 in 1979,

At December 31, 1978, the Company had issued $237,000,000

of promissory notes under an agreement with a number of banks to
borrow up to $565,000,000 through December 31, 1982. Such notes
will mature on December 31, 1982 and bear interest at varying
rates based on tihe prime rate of a specified New York bank.
During 1978, the average interest rate, excluding compensating
balances, was 11.10%. In addition, the Company pays a fee oun
the unused portion of the commitment and msintains a 5% ccmpen-
sating balance ($11,850,CC. <t December 31, 1978) on the amount
outsctanding, which is not restricted as to withdrawal.

used to finance

In 1978 the Company esteblished a line of credit for
short-term borrowings with a bank whererv the Company mey borrow
up to $45,000,000. A 3% compensating balence (81,350,000 at
December 31, 1978), which is not restricted as to withdrawal,
is maintained on the amount of the loan commitment. The amount
of unused short-term borrowings as of December 31, 1978 was
$37,900,000. The promissory notes have 90-day maturity dates
and bear interest based cn the prime rate of the lending bank.
The interest rate, excluding the compensating balance, on the
borrowing in 1978 was 12.57%.

The Company placed $400,000,000 of 9.25%
Bonds with a limited number of institutional invest
The bonds mature July 1, 1989 and ere redeemeble

First Mortgage

rs in 1977.
through mandatory
fund

- -
2 14 219 AOO 0 A i »1 3
sinking fund payments totaling $328,000,000. Anmual sinking fund
- & B 2994 L $ 374 3 4 3 2
requirements range from $32 million to $56 million beginning in
:
1982 through 1988,
3 1 i ¥ kA N - - 744+ 1 3
Substantially all of the Company's utility plant is
e 2 b q o 2 ¥ N o 3 3 2 3 4
subject to the lien of its first v+ 22z bond indenture.
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MIDDLE SOUTH ENERGY, INC.

STATEMENTS OF INCO!
FOR THE YEARS ENCED DECEMBER 31,

14879
— -

A

AND 1978

1979

1978

(In Thousands)

INCOME
Operating revenueS.s.cecescrcscscssancasane

T -
.L:ueres ‘..C‘h“e-o......-o..o.-.----.....-.o

‘T’»\f-al.

-

EXPENSES:

Interest eXpenS@.cccccsccssvsascssscsavsanns

Taxes:

Federal income t8XeS..cccsssssosscassssss

Deferred income taxes and investment €

credit adjustments - nNetececvviceccenens
PRl oo sinnn s iviss

S BEFORE ALILOWANCE FOR FUNLS USED

I——- ~~ ~rT
-1&:\‘: JVDIS?RUJLIVI‘...OIO.l'..l‘llt....t.'.

ALLCUA‘“E FOR FUNDS USED DURING COLSTRUCTION:

ﬂ
)
)(ﬂ

! TN Pr’“
Ii-.- .L.Ib\-;.._.tOoboo.na--cuoono.oa--cuclotoooooo-

None
8 242

242

See Notes to Financizal Statements.

None

35,611
29,979
Rt

)

1
W
({¢)
(]

}

(£
(8]
w

3
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MIDDLE SOUTH ENERGY, INC,

TATEMENTS OF STOCKHCLIER'S EQUITY
FOR THE YEARS ENLCED DECEMBER 31, 1979 AND 1978
8

/q- 0 \
In Thousands)

AN QMmN
COMMCON STOCK:

Balance . beginning of year....ccocsvsosascnse
Sale of 113,700 shares in 1979 and 53,000
shares in 1978 of common stock at

(&0
~
~
)

&

O
L
r)

&]

\
|
|
1979 1973
i

B1,000 & BHAFR.icsvibrnissnsnenssannsssssen L, 700 53,000
Bala::e-end Of:fear'-.-.--.... R R N EE N N W S 38-2700 272:’:00

RETAINED EARNINGS (Note 3):

Balance - beginning of yeareecececccccnvssncs 81,732 46,121
j’i - net inccmel.‘l..l.l.....l.ll....ll..... L+72517 35:611
Balantce « 804 Of YORD:sssevessonvnssonnenssos 129,249 81,732

- e - - -~ - -
TOTAL STOCKHCOLIER'S EQUITY.ee..o $31:¢,349 $3353,732

N f E 2 2 a7 Q4+ 4+
See Notes to Financial Statements.




MIDLLE SOUTH ENERGY, INC,

STATEMEN"S OF SOURC

™
X
FOR THE YFEARS ENDED PECEMBER 31,

CF FUWES FOR UTILITY PLANT ADDITIONS
» 1979 AND 1978

1979
(In

mb

-

1278

usands)

SOURCE OF FUNIS:
From operations:

ROt IDCOMB . ossiossssssssiseysssnss
Deferred income taxes and investment ¢
credit adjus,ments - AL cessscavanenssnses
Allowance for funds used during construction.
Funds used in business.secccvecens
From decrease (increase) in working capital
(excluding short-term securities) (2)eeeeeecss
Caferral of recoverable Federal
NGO CAEBE : o cv i tavssninssivennanes s seyss
B4 R oS S e I S S P S e e
PRl isvvs - ssivsinnssntesnuyiers sn
rom financing transactions:
CONIOn SCOBK sa s WVasvos nisno s inesonsindwssssed
Long-term notes payable DARKS s o ssvernasase
Sale and leassehack of nuclear fuel...c.c.vceuee
Short-term securities - nNet.csceicovecccsssnnnss
TORIEL i 556 S35 0ok 50 005, oo W o S T

01]

TOTAL s sssvecsvesravnsoss

UTILITY PLANT ADDITIONS (excludes allowance
for funds used during construction):
Construction expenditures. .c.cicecevsvecsssvavae
Fabrication and acgquisition costs of nuclear
COTCesssss

% 9 - EFEETSE NS EEEIP AT SN

TOTALes s svens

L L

(a) Decrease (increcase) in working capital
(excluding short-term securities):
Cash and special depositSssscesvccrvscnese
Working funds advanced for construction...
Recoverable Federal income taxeS.ecsescess
Accounts paAYablEivsssssssrsssrsssvnassvvss
Taxes accerued... ol T 6 S B e B N e
:’tnf‘f’-ﬁet.--...........................o
DT RE s &0 ¢ 5 o3 ow oviom » o0 0 81 e
See Notes to Financial Statements

$ 47,517

113,700
310,000
44,243

$ 35,511

2,593
(565,520)

(27,281)

7,504

807

213;970)

53,000
174,000
*3,399

(11,200) 31,000
457,443 274,309
$334,482 $255,339

$291,041

$250,269

43,441 5,070
$33u,u482 $255,339
& {=! "3 0O 29
$(17,458) w.(].;,*::47\)

pATES (1,714)

16,200

10 185 1 1RAQ

-v,.-')a _.’..;44\

657 (23)

8 (3. 9y9) 2 7.50u
» (3,949) 3 SC



MIDDLE SQOUTH ENERCY, INC.

NOTES TO FTNANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING PCLICIE
A. Organization '

The Company is auchorized to conduct business as a
wholly-owned subsidiary company of Middle South Utilities, Inc.
to provide financing and ownership of certain future base-load
electric generating units within the Middle South Utilities
System.

It is anticipated that power produced by the Company's
electric generating units will be sold to the operating companies
of the Middle South Utilities System at rates sufficient to
cover operating and debt expenses and provide a fair rate of
return on the Company's investment.

(

(85

System of Accounts
7S

he accounts of the Company are maintained in accordance
with the system of accounts prescribed by the Federal Energy
Regulatory Commission.

C. Income Taxes

The Company joins its parent in the filing of a consoli-
dated Federal income tax return.

The Company's interest expense and capitalized taxes
are deducted currently for tax return purpcses. llowance for
funds used during construction is excluded for purposes of
determining taxable inccme.

Deferred income taxes are provided for the income tax
eitfect of taxes capitalized for book purposes, which for income
tax purposes are deducted currently.

Recoverable Federal income taxss of $69,414,000

. - ) ™ o ~ . -~ 43
represents the tax »enefit of the Company's portion of the
¢ 3 o G 7 1
consolidated tax losses.
Investment tax credits utillized are deferred and will
b -1 - o S S | -
be amortized over the average useful life of the related property
3 } ] 1 4 + T 3 -+ -
once it has been placed in service. Unused investment tax
343 2 ™ 3 - 1T . B ant AAA & sl d
credits at December 31, 1979 amounted to $89,303,0Q00, of which
213 <2 218 - ~ - 3 =livamrs 1 A3 290 _SSE 00
wi%,3533,000 may be carried forward through 1984, 830,556,000
%3 ] e = V= £ 5 & \ ala - vt 1 ~
through 1985 and $44,214,000 through 1986.

LY e ead e A



Prior to 1979 the investment tax credit utilized in
the consolidated tax return was allocated to each System company
on the basis of such credit contributed. Effective in 1979
the method of allocating investment tax credit was chenged so
that it is allocated on th: basis of each company's portion of
the consolidated tax liability; any additicnal credit utlilized

- ———
-

is allocated on the basis of the remaininz tax credits.

D. Allowance for Funds Used During Construction

In accordance with the regulatory system of accounts,
the Company capitalizes, as sn appropriate cost of utility plant,
an allowance for funds used during construction. This allowance
(a non-cash item) represents the net cost of funds used to
finance conszruct on. The Company determines its accrual rate
for allowance for funds use‘ during construction based on actual
interest cost, net of related income taxes, plus an 11.6% return
on average common equlty.

COMMITMENTS AND FINANCING

The Company's construction prozram vontempxatas
construction expenditures of approximately $273,000,000 in 1980.
Negotiations are currently being conducted for the avauisiti n,
by a third party, of a 10% undivided interest in the generating
units being constructed. The effect of this traisaction has
been reflected in the Company's construction estimates.

At December 31, 1979, the Company had issued $547,000,C00

of promissory notes under a revolving credit a gree ment of
$565,000,000 with a number of banks expiring December 31, 1982,
at which time all notes issued thereunder were to be due and

payable. Subsequent to year-end, this agreement was increased
to $808,000,000 and the term of barrc&ings theresunder were
extended to December 31, 1983. During 19792 the average interest

rate, based on the prime rate of a specifisd New York bank, was
15.3%. In addition, the Company pays a fee on the unused portion
of the commitment and maintsins 2 5% compensating balance on th

1 o

mount outstanding, which 1is not restr to withdrawal.

The Company place VwOO,,Cu,COC .25% First Mortgage

Q
o
“ Q0 u

rd 13 +=a”A M - na+{e+ 4 Arng Ny +an imw 1977
Bonds with a limited numb er of Institutiorul investors in 13577,
g4’ -~ - T == 9 Q -~ Ve va s marnl a =l e
-:e :v;&:s MQ i:‘c ‘J ‘.t..vd J,, - a-.-« a- - e_‘ee NRDLE LIl ~ s

94 - ~ -~ AAA
e - m2alrd s Fimd At b e me a T W 2 ) ¢
mal s.‘ﬁ.t &) 4y f S 14 e L alig :la“J ..e‘..uo e LR i '-'-1‘—:’ vvo, Vielle .A....‘L
A - s 297 4
e -~ 4‘ <4 e = -, Ty~ 17 wmd Al A g ™ 1~
sinking fund requirements range from %32 mllllon tTO $56 million
ad A T ~ 2a 1020 Elvamiyooh Qs R N =Tl - - - = lan

teginning in 1932 through 19883. Subsequent to year-snd, the
- ooy ] A A v o e e e T e ] WiAalky 4+ waa oo -~ Sale)
-dm:-a-..‘v gnsereq  LLa an :-:.‘3‘3 enc anaer Niddwie v 183 1ssSued allc

B = A AAA . - z "a - - - -

~1 3 0 YO A i s ’ ~ v rm»iAn 11+ 1

sold $15,C00,000 and will issue zand sell on Or prior QO July 41,
Taan v 33354 Al 280 O ACC D i 2 e - Ty g w2 A
1980, an additicnal 883,500,000 of its First Morigage S0onas,
e -~ : 3 e lalala - &~ P R T T 1 £ & ~ ot
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The Company has covenanted with the bondholders and
the banks that it will complete the first unit of the generating
plant no later than December 31, 1982. The Company has also
covenanted with the bondholders that the second unit will be
completed no Zater than December 31, 1236. In the event either
of these covenants is not fulfilled in respect of either th

+ -
.

0y

onds or the bank borrowings, the bonds and bank borrowings will
ecome due and payable unless extensions of time can be arranged.
ese cases, Mlddle South Utilities, Inc. would be regquired
ovide the Company with sufficient funds, to the extent not
ined from other sources, to meet these obligations. As a
17
e

.

®

»

cr
g o

O 0

-

e
»
-

4
-

S

Q

1t of anticipated delays in licensing and other factors,
ecember 1972, the scheduled commercial operation dates for
the twe units were changed from 1281 and 1984 to 1982 and 1985,
respectively. Middle South System Operating Companies are
obligated under agreements with the Company to make payments
adequate to cover all the operating expenses and capital costs
of the Company in return for recelving the power available from
the plant. Under certain circumstances, payments may be
required to be made commencing December 31, 1982, if the first
unit of the plant has not been completed by that date.

' o L

f'—l- 's
W

In 1979, the Company established a line of credit
for short-term borrowings with a bank whereby the Company may
borrow up to $6¢,000,000. A 3% compensating balance, which
is not restricted as to withdrawal, is maintained on tlie amount
of the loan commitment. The promissory notes issued under
this credif line have 20-day maturity dates and bear interest
based upon the prime rate of the lending bank. During 1979,
the average interest rate was 13.9%%.

In October 19792, the Company sold and leased back
844,943,000 of nuclear fuel under an $30,000,000 nucisar fuel
lease. Lease payments, based upon nuclear fuel use, will be
treated as cost of fuel. The lease, unless sooner terminated
by one of the parties, will continue through October 15, 2028.
The unrecovered cost base of the lease at December 31, 1979
was 346,524,000,

RETAINED EARNINGS

The provisions of the Company's bank loan agreement
and first mortzages bond indenture restrict the amount of
retained earnings available for cash dividends on common stock.
As of December 31, 1279, none of the retained earnings were
available for cash dividends.

e Ta -
L e
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AUDITORS' OPINION

Middle South Energy, Inc.:

We have examined the balance sheets of Middle South Energy,

Inc. as of December 31, 1980 and 1979 and the related state-
ments of income, stockholder's equity, and changes in financial
position for the years then ended. Ou~ examinations were made
in accordance with generally accepted zudit.ng standards and.
accordingly, included such tests of the accounting records and
such other other auditing procedures as we consid:"ed necessary

in the circumstances.

In our opinion, the above-mentioned financial statements present
fairly the financial position of the Company at December 31,
1980 and 1979 and th~ results of its operations and changes in
its financial position for the years then ended, ir conformity
with generally accepted accounting principles applied on a con-
sistent basis.

Dalatts Hodores + 500

February 13, 1981




MIDDLE SOUTH ENERCY, INC.

BALANCE SHEETS, DECEMBER 31, 1980 AND 177"

1980 1979 1980 1979
--ASSETS -- ~(in_thousands) == L 1A LITLIES -~ (in thousands)
UTILITY PLANT - Construction work CAPITALIZATION:
{n progress, at cost (Notes 1-D and 4)....... $1,784,351  $1,419,429 Commor stock - no par value; authorized
1,000,000 shares; issued and outstanding
CURKRENT ASSETS: 443,600 shares in 1980 and 385,700
Cash and special deposits (Not> 2)....... - 35,400 31,820 SO A0 EOTY. o iwenaonssbodenh RSP s 0 e $ 443,600 $ 385,700
Working funds advanced for construction...... 6,007 Retained earnings (Note 3)...... gt e Sl 2 196,240 129,249
Temporary cash investments - at cost, Total stockholder's equity........... 19,840 14,949
:cich approximates market...........co0uunn 4,100 Long-term debt (Note 2):
Recoverable fncome taxesd.......c. cvvvevvnans 0.&3: - Promissory notc;o-db.nk- ...... iy e :;‘.288 533,888
DENET o s 5055 v v ¥ s &b ok vasiesass S W A 1 First mortgage I o i i o5 v e e e e b 4
Total ?ong-tor- B ssacrvssrsasweh 1,169,500 947,000
PRERE -t 's 7 45 2SR RS b RS 43,845 42,105
TOROL . ccrnrininas e T ey 1,809,340 1,461,949
DEFERRED DEBITS:
Recoverable Federal income taxee (Note 1-C).. 125,220 69,414 CURRENT LIABILITIES:
T e R U S O N e RS o e 3,666 Notes payable (Bote 2)....evssessssncsvansses 78,151
Accounts payable:
) 1) R R e peTAp e 128,886 69,414 Contractors' retentions. .......cvvevvannesnn 2,877 5,236
Associated companies........c.oovvvnneranns 147 1,290
R g i G S e 441 1,639
TRUENE GEEERIE s = = ot am S w o snn g E B a3 BEE FEP LS 7,021 13,767
INEOrEnt ACCTUN o svassssnasmorasuwsiasrsssns 26,424 18, 764
L R PR e S LR 115,061 40,696
DEFERRED CREDITS:
Accumulated deferred investment tax
2l U8R B C) . «oiinvevensnonysuissos %ate 18,797 18,797
Accumulated deferred income taxes (Note 1-C). 13,884 9,413
EIRIMEE s v s v & ne s KBS S B s KRR NS R e e 93
ha - IR B P AR B AT 32,681 28,303
_z COMMITMENTS AND CONTINGENCIES (Note 2)
R e §1.957,082 $1,530,948 L PR Rt sl $1.957,082 $1.530,948

See Notes to Financial Statements.




MIDDL TH _ENER NC

STATEMENTS OF INCOME

FOR _THE YEARS ENDED DECEMBER 31, 1980 AND 1979

1980

1979

(in thousands)

INCOME :
UPDDTOEIDE SOYERUBE. .« oovconsssvosvonsssssnssban None
IOCBEREE. TOROID: o o s 6 v s 60000 6nnsnsasonsseeseonen 3 17
;| PR e DR W S S e 17
EXPLNSES:
DT .COBE BRPENBE: oo ssvnsirsbssnuubsosionsessns 161,928
T .xes (Note 1-C):
Federal income CaxesS.......cevevvvnncuennnses (79,138)
SCALE INCOME COREB. . oo vnssvnssenesnssonses (2,993)
Deferred income taxes and investment
tax credit adjustments - . of,.......0.0vuu.n 4,471
7 P e S S P CT T i 84,268

LOSS BEFORE ALLOWANCE FOR FUNDS USED

DURING CONSTRUCTION. .. :vevuusassncaneononnnnsas (84,251)

ALLOWANCE FOR FUNDS USED DURING
CONSTRUCTION (Note 1-D):
BRNIEE. FARE s o« c5 an 65 608 bains sl S0 ad s esess 66,991
Borrowed funds......cviiiiinnnneenennnsnaonenns 84,251

151,242

MRS IBEDME & o s cahia v s Uh o b G n a8 SRS by os b abis $ 66,991

See Notes to Financial Statements.

97,879
(48,753)
3,840

52,96¢€

_(52,724)

47,517
52,724

100,241

47 7




TH _ENER
STATEMENTS OF STOCKHOLDER'S EQUITY
FOR_THE YEARS ENDED DECEMBER 31, 1980 AND 1979

1980 1979
(in thousands)

COMMON STOCK:
Balance - beginning of year $272,000
Sal: of 57,900 shares in 1980 and
: 3,700 shares in 1979 of common
s.ock at $1,000 a share 113,700

Balance - end of year 385,700

RETAINED EARNINGS (Note 3):
Balance - beginning of vear 81,732

Add - net income. 47,517

129,249

See Notes to Financial Statements.
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STATEMENTS OF CHANGES IN FINANCIAL POSITION

FOR THE YEARS ENDED DECEMBER 31,

1980 AND 1979

1980

1979

(in thousands)

FUNDS PROVIDED BY:

Operations:
BEE FOCOME: oo vv v o sonsstnstssosessasesssssses $§ 66,991
Deferred income t2xes and investment
tax credit adjustments - NeC....ccovcenvans 4,471
Allowance for funds used during construction. (151,242)
Total funds provided from operations... (79,780)
Other:
Allowance fc¢ funds used during construction. 151,242
Miscellaneous - NeC...cccesesoccncvsscsosansas
Total funds provided from operations
808 OLRMBT.ccevisssssnssasassnesnssanse 71,462
Financing transactions:
Common SLOCK....vsvssessssssssssassnsssnsssse 57,900
Mortgage bonds...ccivveccsssesssncsscsnnscnns 98,500
Long-term notes payable - banks.............. 12;,020
Short-term securities - met.....ccevevcosenne 82,251
Total funds provided from financing.... 362,651
TOTAL FUNDS PROVIPED....:vveecccncnsscoasonsnsssns $434 113
FUNDS APPLIED TO:
Utility plant additions:
Construction expenditures (includes
allowance for funds used during
construction of $151,242 in 1980
and $100,24]1 in 1979)..ccceccrcccncvncncnns $364,922
Deferral of recoverable "ederal income taxes... 55,806
Increase in working cipital (excluding
short-term securities)®.....civeveenensoannnns 9,626
Short-term securities - net......covvveceensnns
Miscellaneous = MNeL.....ccoveensssasssssssnnsas 3,759
TOTAL FUNDS APPLIED....cccsvsnvssonsncscssnananns $434 113
*Decrease (increase) in working capital
(excluding short-term secutities?:
Cash and special deposits......ccvvvnvnnnennnns $ (3,580)
Working funds advanced for construction........ 6,007
Recoverable income taxeS.......eesoeussnncsns (8,437)
Accounts payable.....coeiiineiciiiiiininennnnns (4,700)
Taxes 3CCTUCA..ccoovecesvccssscsnsesssssossscnse (6,746)
OEBSE = BEC.cvovssstnssisnmessnonssnbssbissnoss 7,830
BOTRL . <o s 406 a5 b onwits D sw NESP A RSO AT 55 S0 E R e o $ (0,.626)

$ 47,517
3,840

5100:241;

100,241
788

52,145
113,700
310,000

~473,700

47 4

$391,282
69,414

3,949
11,200

$475.842

$(17,458)
245

2,442

10,165
657

$£.00.949)



MIDDLE SOUTH ENERCY, INC,

NOTES TO FINANCIAL STATEMENTS
FOR THE YSARS ENDED DECEMBER 31, 1980 AND 1979

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Organization

The Company is authorized to conduct business as a
wholly-owned subsidiary of Middle South Utilities, Inc. to provide
financing and ownership of certain future base-load electric
generating units within the Middle South Utilities System.

It is anticipated that power produced by the Company's
electric generating units will be sold to certain of the operating
companies of the Middle South Utilities System at rates sufficient
to cover operating and debt expenses and provide a fair rate of
return on the Company's investment.

B. System of Accounts

The accounts of the Company are maintained in accordance
with the system of accounts prescribed by the Federal Energy
Regulatory Commission.

C. Income Taxes

The Company joins its parent in the filing of a consoli-
dated Federal income tax return. In addition, the Company files
a consolidated Mississippi s.ate income tax return with certain
rther Middle South Utilities System companies.

The Company's interest expense and capitalized taxes
are deducted currently for tax return purposes. Deferred
Federal income taxes are provided for the income tax effect of
such taxes capitalized for book purposes. Allowance for
funds used during construction is excluded for purposes of
determining taxable income.

Non-cucrent recoverable Federal income taxes represent
the tax benefit of the Company's portion of the consolidated
Federal tax losses which is expected to be realized during the
loss carryforward period.

Investment tax credits allocated to the Company are
deferred and will be amortized, based upon the average useful
life of the relat=d property, beginning with the year allowed
in the consolidated tax return. Unused investment tax credits
at December 31, 1980 amour.ced to $110,663,000 of which
$14,530,000 may be carried forward through 1984, $30,555,000
cgrgugh 1985, $44,210,000 through 1986, and $21,368,000 through
1987.

(Continued) - 1.




Prior to 1979 the investment tax credit utilized in
the consolidated tax return was allocated to each Middle South
System company on the basis of such credit contributed by each
company. Effective with 1979 the method of allocating invest-
ment tax credit was changed whereby each company is allocated
the credit allowable based on its portion of the consolidated
tax liability. Any additional consolidated credit utilized is
allocated on the basis of the remaining tax credits.

D. Allowance for Funds Used During Construction

In accordance with the regulatory system of accounts,
the Company capitalizes, as an appropriate cost of utility
plant, an allowance for funds used during construction (AFDC).
Under this utility industry practice, czonstruction work in
progress on the balance sheet is charged and the income state-
ment is credited for the approximate net composite interest
cost of borrowed funds and for a reasonable return on the
equity funds used fo. construction. This procedure is
intended to remove from the income statement the effect of the
cost of financing the construction program and results in
treating the AFDC charges in the same manner as construction
labor and material costs. As non-cash items, these credits
to the income statement have no effect on current cash earnings.
After the property is placed in service the AFDC charged to
construction costs is recoverable from customers through
depreciation provisions included in rates charged for utilicy
service. The Company determines its accrual rate for AFDC
based on actual interest cost, net of related income taxes,
plus a stated rate of return orn average common equity as
allowed by regulatory authorities. The Company accrued the
eguity component of AFDC at a 11.6% rate through October 31,
1980. Beginning November 1, 1980, the rate of return used was
increased to 13.75%, subject to final regulatory approval.

The resultant increase in the AFDC accrued in 1980 was
approximately $2,200,000. The Company will continue to

use an 11.67% rate of return in calculating the required equity
ratio in issuing long-term debt until final regulatory
approval is granted.

COMMITMENTS AND FINANCING

The Company's construction program contemplates
construction expenditures (including AFDC) for the Grand Gulf
Generating Station (nuclear) of approximately $207,000,000,
$234,000,000, and $228,000,000 in 1981, 1982, and 1983,
respectively The Company's current estimate of its portion
of the total cost of the Grand Gulf Plant, excluding nuclear
fuel, is approximately $2,846,000,000. The effect of the
transactions discussed in Note 4 have been reflected in the
Company's construction estimates. In order for the Company to
satisfy the financing requirements of its construction program
through 1983, it will be necessary to negotiate additional
borrowing arrangements.

(Continued) - 2.




At December 31, 1980, the Company had issued
$671,000,000 of promissory notes under a revolving credit
agreement of $808,000,000 with a number of banks. The
maximum commitment under this agreement will be reduced to
$558,000,000 as of December 31, 1983 and to $508,000,000 as of
December 31, 1984, At each reduction date, notes issued in
excess of the maximum commitment will be due and payable.

This agreement expires December 31, 1985, at which time all

notes then issued are to be due and payable. During 1980 the
average interest rate, based on the prime rate of a specified

New York bank, was 17.8%. The Company pays a f{ee on the unused
portion of the commitment and maintains a 5% compensating balance
on the amount outstanding, which is not restricted as to with-
drawal.

The Company placed $400,000,000 of 9.25% First Mortgage
Bonds due July 1, 1989 and $98,500,000 of 12.50% First Mortgage
Bonds due January 1, 2000 with a limited number of institutional
investors in 1977 and 1980, respectively. Bonds of the 9.25%
Series are redeemable through mandatory sinking fund payments
totaling $328,000,000, with annual requirements ranging from
$32 million to $56 million beginning in 1982 through 1988.
Bonds of the 12.50% Series are redeemable through mandatory
sinking fund payments totaling $93,525,750, with an annual
requirement of $6,235,050 beginning in 1985 through 1999.
Substantially all of the Company's utility plant is subject to
the lien of its first mortgage bond indentures.

The Company has covenanted with the bondholders and the
banks that it will complete the first unit of the generating plant
no later than December 31, 1982. The Company has also covenanted
with the bondholders that the second unit will be completed no
later than December 31, 1986. In the event either of these
covenants is not fulfilled or the Company defaults with respect
to either the bonds or the bank borrowings, the bonds and bank
borrowings will become due and payable unless extentions of time
can be arranged. In these cases, Middle South Utilities, Inc.
would be required to provide the Company with sufficient funds,
to the extent not obtained from other sources, to meet these
obligations.

In order to obtain additional funds required by the
Company to complete Unit No. 1 of the Grand Gulf Plant, the
Company is negotiating for an increase in the amount of borrowings
available under the revolving loan agreement to $1.3 billion. In
addition, the Company is negotiating for changes in the covenants
to extend the dates by which Unit Nos. 1 and 2 of the Grand Gulf
Plant must be completed by not later than December 31, 1984 and
not later than December 31, 1988, respectively. Necessary
regulatory approvals will need to be obtained prior to effecting
any changes.

Continued) - 3.




The Company and the Middle South System operating
companies have entered into a series of agreements whereby the
operating companies are obligated to make payments or subordi-
nated advances adequate to cover all of the operating expenses
and capital costs of the Company and, in return, are entitled
to receive the power available to th~ Cumpany from the piant.
Under certain circumstances, payments may be required to be
made commencing December 31, 1982 if the first unit of the
plant has not been completed by the date.

During 1980 the operating companies agreed in principal
to a permanent allocation of the capability of the portion of
Grand Gulf Plant owned by the Company. Under this arrangement
Louisiana Power & Light Company, New Orleans Public Service
Inc., and Mississippi Power & Light Company will be allocated
a fixed percentage of the capability, subject to change by mutual
agreement of such companies, and have agreed to assume, in
proportion to such allocations, all responsibilities and obliga-
tions related to the plant. Arkansas Power & Light Company
and Arkansas-Missouri Power Company, the remaining operating
companies of the Middle South System, will relinquish their
rights in the plant. This proposed agreement is subject to
the receipt of the approval of regulatory agencies having
jurisdiction over the matter and of all other necessary
approvals.

In 1979, the Company established a line of credit for
short-term borrowings with a bank whereby the Company may borrow
up to $60,000,000. A 3% compensating balance, which is not
restricted as to withdrawal, is maintained on the amount of the
loan commitment. The promissory notes iscsued under this credit
line have 90-day maturity dates and bear interest based upon the
prime rate of the lending bank. During 1980, the average
interest rate was 16.075%. Outstanding borrowings under the line of
credit totaled $38,151,000 at December 31, 1980. At December 31,
1980 the Company also had outstanding unsecured short-term
borrowings totaling $40,000,000 with several additional banks
bearing in:erest based on the Federal funds rate with a New York
bank prime rate as a ceiling.

In October 1979, the Company sold and leased back
$44,943,000 of nuclear fuel under an $80,000,000 nuclear fuel
lease. Lease payments, based upon nuclear fuel use, will be
treated as cost of fuel. The lease, unless sooner terminated
by one of the parties, will contin.e through October 15, 2029.
The unrecovered cost base of the lease at December 31, 1980 was
$55,211,000.

3. RETAINED EARNINGS

The provisions of the Company's bank loan agreement
and first mortgage bond indenture restrict the amount of
retained earnings available for cash dividends on common stock.
As of December 31, 1980, none of the retained earnings were
available for cash dividends.
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ACQUISITION OF UNDIVIDED INTEREST

During 1980, the Company entered int) a "Joint
Construction, Acquisition and Ownership Agreerent' with South
Mississippi Electric Power Association (SMEPA’S which provides
for the acquisition by SMEPA of a 10% undivided interest in
the generating units being constructed.

Under this Agreement, SMEPA is to advance 100% of the
cost of construction until such time as their advances aggregate
10% of the total cost of construction after giving consideration
to the allowances for funds used during construction accrued by
SMEPA aac¢ by the Company. Thereafter, the Company and SMEPA
will fund *he cost of construction in their respective ownership
percentages.

Negotiations are 2lso currently being conducted for the
acquisition, by a third party, of an additional 2.487% undivided
interest in the generating units being constructed.
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