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Year In Review

Energy Sales Up

Total energy sales for the vear amounted to
12.9 billion kilowatt hours, an increase of 5.7
percent compared with the previous vear. Energy
sales to ultimate customers amounted to 7.6
billion kilowatt hours, an increase of four percent
over the previous year. Residential usage for the
year was 10 percent over 1979, the average
residential customer using 886 kilowatt hours
more in 1980, or 11,687 kilowatt hours as
compared with 10,801 kilowatt hours for the vear
before, Usage by commercial customers was up
five percent while industrial customers usage
decreased three percent, reflecting the effects of
the national economy.

Total customers at vear's end numbered
307 414, an increase of 3,691 for the year.
Customers by classification were: residential,
263,850: commercial, 38,115, industrial, 3,276;
government and municipal, 2,132,; cooperatives
and municipalities, 39: and other public utilities,

)

An extremely hot summer, resulting in a
higher demand for cooling, was primarily
responsible for the higher than usual increase in
peak demand. The vear’s peak was 165.000
cilowatts over 1979, and was reached at 4:00
p.m. on July 15, 1980, at 2,078,000 kilowatts, even
after the transfer of 155,000 kilowatts of load to
the South Mississippi Electric Power Association.

Operating Revenues Up

Tutal operating revenues for the vear reached a
new high, $532,988,000, as compared with
$436.524.000 in 1979. The record summer usage
and the uunp.m\"~ new rates were two reasons
for the increase. A third major factor was the
high cost of fuel for power generation and
purchased power costs, reflected in part in
customers’ bills through the fuel cost adjustment.
Today fuel and purchased power account for 66
percent of the lil“&”‘\ MPé&L collects from its
customers. The company realizes no profit on
increased fuel costs.

The distribution of the company’s 1980 revenue
dollars was as follows:

Amount

in thousands) X
Fuel ! S267 685 50.22
Purchased Power 85,782 16.09
Total Fuel and
Purchased Power $353 467 66.31
Taxes 36.618 6.87
Pavroll 25,311 4.75
Depreciation 22,672 25
Other Expenses
and Deductions 40,825 7.66
Cost of Capital
Cost of Debt (Interest) 20,141 3.78
Net Income (Cost of
Preferred and
Common Stock ) 33.954 6.38°
TOTAL REVENUE $332.988  100.00
" 1 dividends. 4 135 pawd #s con

Aiding Customers

A program was started in 1980 to analyze
customer complaints in an effort to get a better
understanding of customer problems ana
concerns
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The company entered its second vear on its
load management control program which was
launched under the name of “Saver Switch.” This
radio controlled device permits the managed
mterruption of COmMPpressors on air onditioners
during the four months of June through
September, for not more than 15 minutes of each
hour during the hours of high usage. The
customer is aliowed a monthly credit of $1.00 per
kilovolt ampere of controlled cooling during the
four months. Some 7 450 switches were installed
in the homes of 6,725 customerswith a total of
43.000 KW under control. This would result in a
net peak reduction of over 10,800 KW. By June,
1981, an additional 10,000 switches will be
installed, and by 1982, Saver Switches will be
available in all divisions of the company.

MPé&<L is pioneering in the eleciric utility
marketing field by offering two tvpes of heat
pump water heaters to customers on an
ll\.\lilhln(‘nl purchase plan that includes service.
I'he company also offers heat recovery water
heating devices to heating and air conditioning
installers. These two special water heating
programs are designed to maintain MPé&Ls
existing, strong, electric water heating customer
base.

I'he company continued an aggressive
program to aid customers, with emphasis being
placed on efficient use and sensible conservation
measures. Campaigns were continued in support
of such proven energy-saving programs as the
heat pump, the “Zip-Up” program, energy
audits, promotion of insulation, the E3 (energy
efficient electric) home construction plan, and
solar water heater research.

Expenses Up Also

Operating expenses showed an increase,
totaling $481,985,000 for the year. This was an
increase of 22 percent, or $85,447,000 more than
the vear before. Fortunately, in 1980, the
company was able to purchase more natural gas
for generation than the vear before, and this
along with purchased power, helped reduce fuel
oil purchases 48 percent, down to 5,045,118
barrels for the vear. This had a moderating
influence upon the rise in fuel costs. Even so, fuel
and purchased power accounted for the greater
part of expenses, amounting to $353 467,000 tor
a 23 percent increase over 1979

Construction

Expenditures for construction during the year
were $31,020,000, a decrease of $2.2 m llion
under 1979, due to the fact that some projects
were deferred to 1981

Some of the major projects during the year
included: completing the 115.000 volt Vertac
Chemical Company Substation in Vic ksburg and
the 230,000/115,000 volt Substation at Tillatoba;
making a 115,000 volt interconnection with
Yazoo City Municipal Utilities: completing major
muxdifications of tlln' Rex Brown SES and South
Jackson 115,000 volt . “stations: adding 115,090
volt capacitors at Colonial Pipeline, Horn Lake
and Tunica Substations.

Ten 13.800 volt feeder and bus sections were
added in various substations throughout the
svstem, and 230,000 volt oil circuit breakers were
added at Indianola and Tillatoba Substations.




Other projects included completing 115,000
volt lines from the Airport to Brandon, Fondren
to Medical Center and Spencer Potash to Vertac
Substations: finishing a major 230,000 volt
interconnection between Indianola and
Tillatoba: and working on the conversion of the
115.000 volt transmission line between Tillatoba
and Batesville to a 230,000 volt line.

A 115,000 volt transinission line from Brandon
to Brandon Switching Station was reconductored
and work was begun on the reconductoring of
the two. 115,000 volt transmission lines from
Natchez SES to the Natchez Substation.

The conductor was removed from the 115,000
volt abandoned river crossing at Vicksburg, and
all the site work and 95 percent of the
foundations were completed at the McAdams
500,000 volt substation.

A new office building was completed at the
Western Division Headquarters in Vicksburg

SMEPA and MEAM

When the company and Middle South Energy,
Inc. were issued permits by the Nuclear
Regulatory Commussion (NRC) to construct the
Grand Gulf Nuclear Station, they were required
to agree to offer to sell part of the plant to other
utilities in the MP&L service area.

In 1972, South Mx»x»ip}n Electric Power
Association (SMEPA), and West Mississippi
Electric Power Association (WMEPA ), expressed
a desire for an ownership interest in GGNS.
WMEPA joined SMEPA, and in May of 1980
SMEPA executed an agreement to acquire a 10
percent undivided ownership interest in the
Grand Gulf plant. In connection with the sale,
the company irstalled an interconnection with
SMEPA and agree? to a schedule for surrender to
SMEPA of the company’s power supply contracts
with member cooperatives of SMEPA, beginning
in June 1980. After eight years, negotiations were
finally concluded and the transaction closed on
October 31, 1980.

In 1372, the cities of Clarksdale and
Greenwood, claiming rights under the NRC
Construction Permits, demanded that they. too,
be allowed to acquire a part of the Grand Gulf
plant. Although the company felt that thus
indication of interest was too late, it nevertheless
decided, subject to certain conditions. to offer
2.48 percent of Grand Gulf to a newly formed
association of eight municipalities in the MP&L
service area, of which Clarksdale and Greenwood
are members, This association is known as
MEAM, the Municipal Energy Agency of
Mississippt. Negotiations tor the acquisition are
in the early stages.

Grand Gulf Nuclear Station

The tmely completion of Grand Guif,
partionlarly Unit No. 1, is of utmost importance
to MP&L and to the entire Middle South System.
The System portion of this project is being
firanced by Middle South Energy, Inc. through
borrowed funds (G5%) plus funds from sales of
common stock by MSEI to Middle South Utilities,
Inc. (35%). It is not being financed by, nor
included in the rate base of, MP&L nor any of the
other operating companies.

At vear end Grand Gulf No. 1 was more than
85 percent complete and plans have been made
to load nuclear tuel, the first step in actual
start-up, in December of 1981, Unit No. 2 was
about 20 percent cos rplete and no major
construction is currently being done on this unit

in order that all available resources can be
directed toward completion of the No. 1 unit.

Aggressive recruiting activities have continued
in erder to complete the staffing to a level which
will enable MPé&=L to safely operate and maintain
the plant. Presently, out of the managerial,
supervisory and professional level emplovees,
over 30 have had nuclear power expenence prior
to coming to work for the company. The plant
staff organization has approximately 75 percent
of its projected strength of 396, and expects to
recruit the remainder of its staff within the first
six months of 1981.

Independence Coal

Because of the continuing escalation of the
price and uncertainties of supply and regulatory
restrictions on the use of oil and gas for boiler
fuel, MP&L is pursuing the management
objective of moving toward increased use of
nuclear and coal-fired base load generation.

The company has entered into a contract to
.‘u‘(smr‘v a 25 percent ownership interest ir two
coal-fired generating units um"vr construction by
Arkansas Power & Light Company scheduled for
completion in 1983 and 1985. The purchase is
subject to receipt of the necessary regulatory
approvals, and MPé&L has on file with the
Mississippi Public Service Commission a petition
for a Certificate of Public Convenience and
Necessity for this transaction which is expected
to be heard in 1981.

PURPA (Public Utilitvy Regulatory
Policies Act)

In 1978, President Carter signed the Public
Utility Regulatory Policies Act as part of his
energy program. This unfortunate piece of
legislation attempts to impose federal initiatives
on the states and requires that the state public
service commissions must hold hearings to
consider federal standards set out in the law.

These standards cover six areas relating to
time-of-day rates, cost of service studies.
declining block ates, seasonal rates,
interruptible rates and load management

There are five service standards set out in
PURPA. They include termination of service,
automatic adjustment clauses, advertising,
master metering, and information to consumers.

Generic hearings on the PURPA standards are
now under way before the Mississippi Public
Service Commission

The State of Mississippi, the .\h,\sxssxrpl Public
Service Commission and MPé&L have challenged
the constitutionality of PURPA in federal court.
This case is still in litigation.

Production Plant Improvement

Power plant unit availability and efficiency
have always been important to the company.
However, in recent years the rapid increase in
fuel cost, along with high inflation rates have
made these two items even more important.

During 1980 plant availability increased 14
percent over 1979. This availability translates into
approximately $7,000,000 of savings by
minimizing the purchase of more expensive
replacement power. The overall efficiency of the
MPé&L plants improved 1.8 percent in 1980 over
1979. This seemingly small increase in efficiency
reflects  wvings to customers of approximately
$4.500,000 in fuel co-t.



Management Changes

A number of changes were made during the
vear to strengthen the company’s leadership
team. Among them were

John P Maloney. chairman of the board and
chief executive officer of Deposit Guaranty
National Bank, joined the company’s Board of
Directors. He succeeded ). Herman Hines

Norris L. Stampley. formerly senior vice
pres ident Engineering, Production, System
Operations and Construction, was named serior
vice president, Nuclear, and has been released
from all non-nuclear related duties so that he can
levote full time to the Grand Gulf Nuclear
Stanon propct

I'homas A. Dallas, director of Enginee ring,
Svstem Operations and Construction, was named
vice president and chiel engineer. In addition, he
is responsible for all Fossil Fueled Production

THOMAS A. DALLAS
Vice President and
Chlef Engineer
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AL
J

Vice Prgnld« nl ¢
A Custonter S«rv?-

J- STEWART FRAME
Vice President
] Personnel and
/ Administrative Services

FRANK S. YORK R
Vice President
Chief Financial CHicer
T and N-crelnr\

( (t Senior Vice l‘ruldc nt
.+ we 7 Nuclear

Walton T. Woaods, Ir., director of General
Property & Services, w 1$ prom ited to vice
president

James P McGaughy, Jr., director of Pr um!\*:“
was named assistant vice ;mmh nt, Nuclear

Production

Other organizational changes include
promotions for James R. Rider, manager of Fossil
Production, who was promoted to director of
Fossil Production: and Marion N. Townsend,
chief engineer, who was pre
Engineering

wnoted to director of
George Rogers, who was emploved by Middle
South Services, Inc. in New Orleans, transferred
to MP&:L as site manager of Grand Gulf Nuclear
Station. He will be responsible for GGNS
Construction, Start-Up and Field Engineering

David Comans, manager at Carthage,
transferred to Belzc ni as manager, and Charles
Young, engineering aide at Southaven, was
promoted to manager at Carthage

2 /W, DONALD COLMER

£ Vice President

Public Atfairs and
nvironmental Matters

\‘e\

NORRIS L. STAMPLEY

Vice l"rﬂldcm

\ ‘i nformational Services

JOHN D. HOLLAND
Vice President
Area Affairs

DONALD C. LUTKEN
President and
Chief Executive Officer
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Mississippi Power & Light Company

Balance Sheets

December 31, 1980 and 1979

\SSETS 1981 179
In Thousands
UTILITY PLANT

Electric plant £ 7H0.885 $ 724,304
Construction work in progress 17,702 . 5,913
Electric plant acquisition adjustments 22 ed ) 2406
Total 780812 752.623
Less accumulated depreciation 239.534 218476
Utility plant—net 541,278 534,147
OTHER PROPERTY AND INVESTMENTS
Investment in associated company, at equity (Note 6) 16 644 16.984
Other . 962 905
Total 17,606 17.889
CURRENT ASSETS
Cash (Note 7) 2478 1,373
Spec l“l'i"l“"”‘ 84 736
Temporary investments, at cost which approximates market 33.000 1,000
Accounts receivable
Customer and other—-less allowance
for doubtfiil accounts of $15. .0 g 23.744 22,820
s ssoci2 ‘ed compaciies . 10,596 8.014
Ma erials and -up]!!:w at average cost
Fuel 5,321 6.238
Other : 9,104 9.805
Other 4,203 2,189
Total —— 88,530 52,175
DEFERRED DEBITS
Preliminary Survey and Investigation Charges 1,717
Unamortized debt expense 1,037 1,092
Other 650 623
Total 1,687 ) 3432
IF'OTAL S 649,101 S 607.643
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Mississippi Power & Light Company
Statements of Income
For the Years Ended December 31, 1980, 1979 and 1978

WS ] ]
.
i sl
WERATING REVI ES (N > 032,k S 436,024 S 4 "Xy
IPERATING EXPENSES
{)
Fu 267 .6¢ 17 .14 208.161
Pewer purchased 45,782 69,094 $0.049
(n 43.2 [T 2.102
N tena ¢ 2 { 6.997
ey ! 2,672 < 7 -
Tax ¢ in HME taxe ! 12 6,177 )
i n 11Xt N O te Hi M 1.995 Q +49
I ta 44 L8 “" % - )
IPERATING INCOME 51.003 39,984 46,997
OTHER INCOME ANTY DEDUCTIONS
Allowance for other funds used during construction 123 47 82
Miscellaneous-—net ) ~ N ~ OOk
Income taxes (Note 3 1.431 1.145 1
4l 12 2.502 2, 19¢
INTEREST CHARGES
Interest o ng-term debt 1454 ST | 1542
Othe terest et of debt premium i t
A\ va t ved funds u { du & PR =1
I i R +
NETINCOME (Note 2 S 3 354 s 22,581 S 28,845

B T A B TN S A, TR i (i, IR T O N, 7T N S RIS 1 s SN R SRR P
Statements of Retained Earnings
For the vears ended December 31, 1980, 1979 and 1978

RETAINED EARNINGS, JAN"_ ARY ! S 65,389 S 64.62 S 159
\DD—N¢ 154 2.581 8,847
lota 1.4 i + +
L. -DUCT
n { { }
Prete (] stock 3 4 a4
Comm WK 174 1.4 )
Tota 4 - 1
RETAINED EARNINGS., DECMBER 31. (Note b S 4.987 S 449 S B4
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Mississippi Power & Light Compan

Statements of Changes in Finandal Posit’ m
For the vears ended December 31, 1980, 1979 and 1978

FUNDS PROVIDED BY:
(l'n'l}nnuns
Net income
Depreciation .
Deferred income taxes and investment
tax credit adjustments—net
Allowance for funds used during construction

Total funds provided from operations

Other

Decrease in working capital’

Allowance for funds used during construction . .

Decrease in short-term investments—net .
Decrease in investment in associated oo mpany
Miscellansous—net

Total funds provided

FUNDS APPLIED TO:

Construction expenditures for utility plant
(Includes allowance for fun-'s used
during construction) . . .

Dividends declared on common stock .
Dividends declared on preferred stock
Retirement of First Mortgage Bonds
Retirement of other long-term debt
Increase in short-term investments— net . .
Increase in investment in associated company
Increase in working capital®
Miscellaneous—net

lotal funds applied

"Warking capital excludes short-term secunities and current maturit
me taxes; the 1978 net i

HICTEASES 1N a0 'l!l!-;'l‘\ ihle I."IiA*lTil"‘!‘I:-

See Notes to Financial Statements

1980

$ 33954

)9 K79
2,072

957
_(1,367)
56,216

32,783
1,367

340
4,601

__$ 95,307

S 31,020
21,974
2.384
7.500
429
32.000

$ 95,307

1979
In Thousands

$ 22,581
21,974
6,620
_(1,077)
50,098

1,077
23,500

1.3
,muv

$ 33,218
19,431

]
“~

7,500

405

1978

1,172

1,070

$ 24,386
17,797
2,384

106
00

[

11,986

S "»11

es of long-term debt: the 1980 net decrease is due primarily to

1ovease is dee primarily to;

]

v decrease inaccrued income taxes

10
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Notes to Financial Statements

1. Summary of Significant Accounting Policies

A. SYSTEM OF ACCOUNTS

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

B. REVENUES

The Company records revenues as billed to its customers on a
cycle billing basis. Revenue is not accrued for energy delivered but
not illed at the end of the fiscal period, The rates of the Company
include fuel adppstment clauses under which fuel costs above or
below the base levels allowed in the various rate schedules are
permitted to be billed or required to be credited to customers

C. UTILITY PLANT AND DEPRECIATION

Utility plant is stated at original cost. The costs of additions to
utility plant include contracted work, direct labor and mate rials,
allncable overheads and an allowance for the composite cost of
funds used duriug construction. The costs of units of property
retired are removed from utility plant, and such costs plus removal
costs, less salvage, are charged to accumulated depreciation
Maintenance and repacrs of property and replacement and
renewal of ittems determined to be less than units of property are
cnarged to operating expenses. Principally all of the utility plant is
subject to the lien of the Company’s first mortgage bond indenture

Depreciation is computed on the strajght-line basis at rates
based on the estimated service lives of the various classes of
property. Depreciation provided in 1980, 1979 and 1978 amounted
to approximately 3.3% on average depreciable property

D. PENSION PLAN

The Company has a pension plan covering substantially all of its
emplovees. The policy of the Company is to fund pension costs as
accrued

E. INCOME TAXES

The Company joins its parent in filing a consolidated Federal
income tax return, Income taxes are allocated to the Company
generally in proportion to its contribution to the consolidated tax
habalin

Deferred income taxes are pru\lnli d tor differences between
book and taxable income to the extent permitted by the regulatory
bodies for rate-making purposes

Investment tax credits allocated to the Company are deferred
and amortized over the average useful life of the related property
heginning with the vear utilized in the consohdated tax return

F ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION

In accordance with the regulatory systemn of accounts, the
Company ¢ apitalizes, as an appropriate cost of utility plant, an
allowance for funds used during construction (AFDC). Under this
utility industry practice, construction work in progress on the
balance sheet 1s charged and the income statement is credited for

11

the approximate net compaosite interesi cost of berrowed funds
and for a reasonable return on the equity funds used for
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 AFDEC « harges in
the same manner as construction labor and matenial 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 throvgh depreciation provisions included in rates
charged for utility service. The effective composite AFDC rates
were 7.30%, 7.79% and 7.35% for 1980, 1979 and 1978,
respectively.

I'he Company continues to capitalize allowance for funds used
during construction on projects during periods of interrupted
construction when such inters uption is temporary and the
continuation can be justified as being reasonable under the

ciroumstances

(:. RESERVES

It is the policy of the Company to provide reserves for uninsured
property risks and for claims for injuries and damages through
charges to operating expense on an ace rual basis. Accruals for
these reserves have been allowed for rate-making purposes

2. Rate Matters

In May 1920, the Company filed with the Mississippi Pubilic
Service Commission ( MPSC) a notice of intention to change rates
that would produce additional annual reyonues of approximately
$68.800.000. The proposed rates were put into effect, under bond,
with bills rendered on and after Julv 1, 1980, O November 24,
1980, the MPSC issued its order authorizing the Company to file
new rates that would produce additonal annual revenues of
approximately $48.300,000

In December . 80, the Attorney General of the State of
Mississippi and others filed appeals in the Chancery Court of Hinds
County secking modifications to the MPSC's order. In
Management’s opinion, based on the opinion of legal counsel,
these appeals will not be successtul and theretore the Company is
recon rhllg revenue based on the MPSC's order

I'he Company is requesting that the full rate increase sought be
allowed, appealing the MPSC's decision on rate of return. the
disallowance of construction work in progress in rate base, and the
disallowance of a portion of the working capital requested. The
Company is continuing to bill customers using rates filed in Mav
1180 l.-l'“thi!:.; tinal determination of these app als. These rates
produced an additional $33,000.000 in the yvear ended December
1. 1980, The amount of $23.000,000 as authorized by the MPSC
was recorded as revenne. The remander is recorded as a labiliny
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3. Income Taxes

Income tax expense consists of the following

Current
Federal
State

Total

Deferred - Net

Revenue subject to refund

Unbilled revenue
Liberalized depreciation
Other

Total

Investment tax credit .|~i|u~lrl\r'n!~ - Net

Total income taxes

Charged to operations
Charged to other income

Total income taxes

15980

$16.828

) 9282

-t

19,080

(4.989)

(1,617)
4827

(572)

’_i,.( 1)

1979

In Thousands

$ 3,748
~n

4,520

524
4617
19

5,334
1286
$ 9,995

1,145

1978

$15410
1,426

16,836

$20,492

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

1979

In Thousands

of

of ool
Pre-Tax Pre-Tax Pre-Tax
Amount Income Amount Income Amount Income
Computed at statutory rate $24.836 6.0 $15,512 46.0r $24,122 48.09
Increases (reductions) in tax
resulting from
fax savings due to filing
consolidated return 9.5%) {1.900)
Other - net (3.5%)
Recorded income taxes 33.0r
Unused investment tax credits at December 31, 1980 amounted to $5.039.000, of which $2,331,000 may be carried forward through

1984, and $2,708,000 through 1985

Prior to 1979 the investment tax credit utilized in the consolidated tax return was allocated to each Svstem Company on the basis of the
credit contributed by each Company: Effective with 1979 the method of allocating investment tax credit was changed whereby each

Company is allocated the credit allowable based on its portion of the consolidated tax liabilitv. Anv additional consolidated credit utilized is
allocated on the basis of the remaining tax credits

4. Preferred Stock

Preferred stock. without sinking fund, at December 31, 1980,
1979 and 1978 consisted of cumulative, $100 par value stock as

follows
Authorized
Series
4 .36 60,000
4.56 +4 476
4,92 100,000
NI 7 5.000
744 100,000
Other 325.000
Total T4 476
Stated at $100 a share
Premium on Preferred Stock

Total

Outstanding

59,920
43.888
100000
75,000
100,000

378.808
In
Fhousands
S 37881

19

$ 38,077

Current
Call Price
Per Share

£ 103.86
107.00
102.88
106.35
106.53

5. Long-Term Debt

Long-term debt at December 31, 1980 ;

following

F

st Mortgage Bonds:

3-5/8
4-18
4-5/8
5-18
6-3/8

-5'8
914
7-3/4
7-3/4
814
978
10-7/8

Series due 1983
Series due 1988
Seres due 1995
Senes due 1996
Sertes due 1996
Series due 1999
Series due 2000
Senes due 2002
Series due 2003
Serics due 2003
Sertes due 2004

Series due 2005

ind 1979 consisted of the

1980 1979
In Thousands

S 12,000 S 12.000
15.000 15.000
20,000 20000
25,000 25,000
10,000 10.000
20,000 20,000
17.500 17.500
15.000 15.000
30,000 30,000
20,000 20,000
25,000 25.000
25,000

234.500

25,000

234,500



Principal Amount of Capitalized Lease—

8%, due senally through 1993 . 7,292 7648
Pollution Control Bonds:

7-V2% due 2004 ..... & oo 9,400 9,400

8-12%due2004 ............ 8,575 8.575

6-1/4'% 10 8-1/2% due 1982

to 1995 e 2,000 2,100

Unamortized Premium

on Debt T N P e 1,003 1,157

Total (Annual sinking fund requirements,
which may be met by certification of
property additions at the rate of
167% of such requirements, amount to
$2,304,000 for 1981 and 1982,
and $2,148,000 for 1983,

1984 cnd 1985.) ... ..

$262 860 $ 263,380

6. Commitments and Financing

The Company's 1981 construction program contemplates
expenditures of approximately $64 million. excluding $103 million
expected to be reimbursed by the Company to Arkansas Power &
Light Company (AP&=L) in 1981 as an imtial pavment in
conjuncticn with the Company’s proposed purchase of a 25%
interest in a coal-fired generating station currently being
constructed by AP&L. The consummation of this purchase is
dependent upon the receipt of various regulatory approvals.
Construction expenditures for 1982 and 1983 are estimated to be
$90 million and $69 million, respectively.

The Company has a 19% interest in System Fuels, Inc. (SFI), a
jointly-owned subsidiary of the four principal operating
subsidiaries of Middle South Utilities, Inc. SF1 operates on a
non-profit basis in planning and implementing programs for the
procurement of fuel supplies for the generating units of these
operating companies, its costs are primanily recovered through
charges for fuel delivered.

The parent companies of SF1 have made loans to SFI to finance
its fuel supply business under a loan agreement dated January 4,
1978, as amended January 1. 1981, which provides for SFI to borrow
up to $261,500,000 from its parent companies through December
31, 1981. As of December 31, 1980, the Company had loaned
$9,265,000 to SFI pursuant to this lean agreement and the
Company’s share of the unused loan commitment is $33,120,0006.
Notes under this agreement mature December 31, 2006. In
addition the Company had loaned SFI $7,375,250 under previous
loan agreements. Notes mature in 10 and 25 vears from Jate of
borrowing under the provisions of the previous loan agreements.

In connection with certain of SFI's borrowing arrangements,
SFI's parent companies, including the Company. have covensnic !
and agreed severally in accordance with their respective shares of
ownership of SFI's common stock, that they will take any and all
action necessary to keep SFI in a sound financial condition and to
place SFI in a position to discharge, and to cause SFI to discharge
its obligation under these arrangements. At December 31, 1980,
the total loan commitment under these arrangements amounted
to $221,196,000 of which $128,224,000 was outstanding at that
date. Also SFI's parent companies, including the Company. have
made similar covenants and agreeents in connection with
long-term leases by SFI of il storage and handling facilities and
coal hopper cars. At December 31, 1980, the aggregate discounted
value of these lease arrangements was $59,150,000.

In Deceruber, 1976, SF1 entered into a contract with a joint
venture for a supply of coal from a mine to be developed in
Wyoming. The Contract is expected to provide an estimated 150 to
210 million tons of coal over a period of 26 to 42 vears: the coal
supplied is expected to be used at a future AP&L power plant. SFI's
parent companies, including the Company, each acting in
accordance with their respective shares of ownership of SFT's
common stock, joined in, ratified, confirmed and adopted the
contract and the obligations of SFI thereunder.

13

I'he Company, together with the other Middle South System
operating companies, is obligated under agreements with Middle
South Energy: Inc. (MSE) to make pavments or subordinated
advances adequate to cover all of the operating expenses and
capital costs of MSE and, in return, is entitled to receive the power
available to MSE from the Grand Gulf Plant. Through 1980 $1.8
billion had been expended by MSE on the Grand Galt Plant’s two
units which are scheduled for completion in 19682 and 1986. Under
certain circumstances, pavments may be required to be made
commencing December 31, 1982, if the first unit of the Grand Gulf
Plant has not been completed by that date - arin7 *9720 the
operating companies agreed in principle to . permanent allocation
of the Grand Gulf Plant’s capability. Under this arrangement those
companies receiving allocations, Lomsiana Power & Light
Company, New Orleans Public Service Inc., and the Company. will
assume, in proportion to such allocations, all responsibilities and
obligations related to the Grand Gult Plant, and Arkansas Power &
Light Company and Arkansas- Missouri Power Company which did
not receive allocations will relinquish their rights in the plant, The
proposed reallocation is subject to the receipt of the approval of
regulatory agencies and of all other necessary approvals

The Federal income tax returns for the vears 1971 through 1976
have been examined by the Internal Revenue Service (1RS) and
adjustments have been proposed. The principal issue is whether
customer deposits are includible in taxable income. A formal
written protest has been filed and conferences are being heid with
an Appeals Officer of the IRS. Any final liability for taxes resulting
from settlement with the IRS would not have a material effect on
net income. Income taxes on customer deposits would be
normalized. Most of the other issues have been settled and
adequate provisions have been recorded.

7. Lines of Credit and Short-Term Borrowings

At December 31, 1980 the Company had $20.1 million in lines of
credit with Mississippi banks. Additionally, the Company has
joined with three other Middle South System operating companies
in establishing $253 million in lines of credit with banks o tside
the Middle South System service area. The Company may borrow
any portion of these lines and/or 1ssue commercial paper subject
only to its maximum authorized level of short-term borrowings as
specified below. These lines require a 7% compensating balance
and an additional 7% on the amount of outstanding loans. There
were no short-term borrowings at December 31, 1980, 1979 and
1978.

I'he short-term borrowings and the applicable interest rates
{determined by dividing the actual interest expense during the
vear by the average amount outstanding) were as follows (all
commercial paper): 1980 1979 1978

In Thousands

Maximum borrowing £10.000 $9.000
Average borrowing $ 1,993 $1,153
Average interest rate 12 11.2

The Company has received authorization from the Securities
and Exchange Commission under the Public Utility Holding
Company Act of 1935 to ha: e outstariag short-term borrowings
in the maximum amount at any one time not exceeding the lesser
of $45 million or 10% of the Company’s capitalization

8. Retained Earnings

The indenture provisions relating to the Company’s long-term
debt provide for restrictions on the payment of cash dividends on
common stock, As of Decemnber 31, 1980, $53.364.000 of retained
carnings are free from such restrictions

9. Transactions With Atfiliates

The Company buys from and sells electricity to the operating
subsidiaries of Middle South Utilities, Inc., its parent, under
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Five-Year Companison of Selected Supplementary Financial Data
Adjusted for Effects of Changing Prices
(In Thousands of Average 1980 Dollars)
___Years Ended December 31,

1960 1979 1978 1977 1976

Operating revenues . . . .. ...c.oooeenaianeeaininesoasas e eeaeaas . $532,988 $495,557  $505.569 $496,790  $446,955
Historical cost information adjusted for general intlation
Income from operations (excluding reduction to net recoverable cost) . .. .. $ 10475 § 4720
Net assets at year-end at net recoverable cost . ........ S g P s e P $171.090 $182,688
Current cost information
Income from operations (excluding reduction to net recoverable cost) ... .. $ 7873 § (2971)
Excess of increase in general price level over increase in

specific prices after reduction to net recoverablecost .. ...l $ 35715 § 45430
Net assets at year-end at net recoverablecost ......... ... ... 00 $171,350  $182.688
General Information
Gain from decline in purchasing power of net amounts owed . .......... $ 42848 $ 50,238
Average consumer price index . ........ LA W b I w1 SN ETOBR o (R VR IS 246.8 2174 195.4 181.5 170.5

Note: The statement requires that historical cost information adjusted for general inflation and current cost information be provided for
1979 and subsequent years. Comparable information is not readily available for the years prior to 1979 and thus is not pre wided.

Constant doilar amounts represent historical costs adjusted for the effects of general inflation. The effects are determined by converting
these costs into dollars of equal purchasing power using the Consumer Price Index for all Urban Consumers (CPI-U).

Current cost amounts reflect the cb g0 in specific prices of property, plant and equipment from the year of acquisition to the present.
The current costs of property, plant and equipment, which represent the estimated costs of replacing existing plant assets, ace determined
by applving the Handv-Whitman Index of Public Utility Construction Costs (HW1) to the cost of the surviving ulant by vear of acquisition.
Land and certain other plant assets which are not included in the HWI were converted usin,§ the CPI-U.

The difference between current cost amounts and constant dollar amounts results from specific prices of property, plant and
equipment (as measured by *e Handy-Whitman Index) changing at a rate different than the rate of general inflation (as measured by the
Consumer Price Index).

The current year’s depreciation expense on the constant dollar and current cost amounts of property, plant and equipment were
determined by applying the Company’s depreciation rates to the indexed amounts.

Fuel inventories and the cost of fuel used in generation have not been restated from their historical cost in nominal dollars. Regulation
limits the recovery of fuel costs through the operation of adjustment clauses or adjustments in hasic rate schedules to ac tual costs. For this
reason fuel inventories are effectively monetary assets

As prescribed in Statement of Financial Accounting Standard No. 33, income taxes were not adjusted

The regulatory commissions to which the Company is subject allow only the histerical cost of plant to be recovered in revenues as
depreciation. Therefore the excess cost of plant stated in terms of constant dollars or current cost over the historical cost of plant is not
presently recoverable in rates. This excess is reflected as a reduction . et recoverable cost. While the rate-making process gives no
recognition to the current cost of replacing property, plant and equipment, the Company believes, based on past experiences, that it will be
allowed to earn on the increased cost of its net investment when replacement of facilities actually occurs.

To properly reflect the economics of rate regulation in the Statement of Income from Operations presented above, the reduction of net
property, plant and equipment to net recoverable cost is offset by the gain from the decline in purchasing power of net amounts owed.
During a period of inflation, holders of monetary assets suffer a loss of general purchasing power while holders of monetary liabilities
experience a gain. The gain from the decline in purchasing power of net amounts owed is primarily attributable to the substantial amount
of debt which has been used to finance property, plant and equipment. Since the depreciation on this plant is limited to the recovery of
historical costs, the Company does not have the opportunity to realize a holding gain on debt and is limited to recovery only of the
embedded cost of debt capital.



Mississippi Power & Light Company
Management’s Discussion and Analysis of Financial
Condition and Results of Operations

I. FINANCIAL CONDITION

I'he financial condition of the Company improved materially in
1980 chiefly as a result of rate relief granted by the Mississippi
Publi: Service Commission ( MPSC). Although the MPSC granted
only $48.3 million. about 70%, of the $68.8 million applied for by
the Company (see “Note 2. Rate Matters” in the Financicl
Stitements) the allowed amount enabled the Company to recover
from the subnormal return on invested capital earned in 1979. For
example, the decline in net income from $28.8 million in 1978 to
$22.6 million in 1979 was turned around and for 1980 net income
was almost $34.0 million. As a result, coverage ratios {important
in the review and rating of the Company’s bonds and preferred
stock by investment analysts) improved. For example, the
Company's pre-tax earnings . overage oi bond interest
requirements, which declined from 3.89 times in 1978 to 3.00
times in 1979, ip-reased to 4.12 times in 1980. The coverage of
interest charge s and fixed preferred stock dividend requirements,
which declined from 2,11 times to 1L.87 times in 1979, increased to
2.34 times in 1980. These were much needed improvements, since
the Compaay would be legally precluded from issuing additional
bonds should the coverage be less than 2.0 times the total of the
interest requirements for the present bonds plus the additional
bonds. The similar requirement for additional preferred stock is
1.5 times. Any incursion toward these limits influences the
investment quality and therefore market value of the Company’s
existing bonds and preferred stock, as well as the Company’s
ability to raise additional capital on reasonable terms and with
varying options. depending upon market conditions

IL. LIQUIDITY AND CAPITAL RESOURCES

The Company’s coastruction program for the past three years
has been relatively small and has been more than covered by
internal cash generation. As a result, the Company ended the year
1980 with a total of $35.5 million of cash and temporary cash
investments, Also, the improvement in earnings in 1980 has
strengthened the Company’s financial position by placingitin a
position of being able to raise about $122 million of first mortgage
bonds or about $83 million of preferred stock in 1981, assuming
the continuation of such earnings level, an interest and preferred
dividend rate of 16% and the availability of fundable property.

The Company’s construction program for 1981 is expected to be
$64 million, excluding $103 million anticipated to be paid to
Arkansas Power & Light Company (APé&L) as reimbursement by
the Company to APé&L as an additional payment in 1981 in
conjunction with MP&Ls proposed acquistion of a 25% interest in
the Independence Steam Electric Station (See “Note 6.
Commitments and Financiug” in the Financial Statements.) The
Construction Program for 1982 is projected to be $30 million for
1983 to be $69 million.

T'he Statements of Changes in Financial Position for the vears
ended December 31, 1980, 1979 and 1978 graphically illustrate the
improvement in the Company’s operations resulting from the 1980
rate increase. Funds ansing from operations for 1979 declined to
$50.1 million from the $52.8 million in 1978 but recovered to $56.2
million in 1980. Toe improvement in internal generation of cash
was in net income developed as a result of the rate increase.
l)unm.', the vear 1980 the Company decreased its working ¢ apital
by approximately $32.8 million, but increased its temporary cash
investments by 832.0 million. The modest construction
expenditures of the Company, absent the necessity to build and
finance base load generating capacity, were more than met with
internally generated funds. This situation is expected to change in

1981 with the acquisition of a share of the Independence Steam
Electric Station, which is subject to the approval of regulatory
authorities. The Company made minimal use of short term
borrowing in 1980, with the maximum amount of $10.0 million
being utilized of approximately $45.0 million authorized by the
Securities and Exchange Commuission. The Company presently
expects to fund approximately $80 million of its expected $101
million of external cash requirements in 1981 through the issuance
and sale of first mortgage bonds, preferred stock and common
stock. It is expected that the remaining $21 million of the
Company’s requirements would be secured through short-term
borrowings or issuance of additional securities, depending upon
market conditions

III. RESULTS OF OPERATIONS

Operating results for the year 1980 improved substantially over
1979, due principally to the rate increase placed into effect on July
1, 1980 Without this increase net income for 1980 would have been
approximately $22.6C million, $11.9 million less than recorded for
the vear. The decrease in net income which would have occurred
primarily reflects the effect of inflation upon the Company’s
operations as well as the added costs of operating its generating
plants with a fuel (No. 6 Oil) which they were not originally
designed tc burn.

The cost of Fuel and Purchased Power continues to be one of the
Company’s major costs, accounting for more than two-thirds of its
revenues from customers. Fuel adjustment clauses in the
Company’s retail rates provide recovery on a current basis of
anticipated fuel costs, with subsequent adjustment for actual
results. Such clauses in its wholesale rates provide recovery of
actual costs with a two-month lag. Escalating fuel costs, such as
the Company has experienced over the past two years, have
produced distortions in the Company’s fuel expenses and related
revenues. However, these tactors tend to cancel out and have a
negligible effect on net income. The effect of inflation is felt move
in the area of wages, interest rates, materials and supplies and
other goods and services which the Company acquires from
outside ~up|vlu-x\. Such price pressures are x'\pe‘(".vd to continue to
exist and will require the Company to file future rate increases
with the Mississippi Public Service Commission on a reguiar basis

I'he ability of the Company to secure adequate and timely rate
relief from its regulators will have a material effect upon its ability
to remain financially viable and able to finance its operations on a
reasonable basis

IV. EFFECT OF INFLATION

Inflation has had a significant impact on the Company’s
operations in recent years (see Note 12 to the Financial Statements
- “Effect of Inflation on Operations™).

V. SUMMARY

As indicated. the ability of the Company to reach and maintain
a sound financial position and thus be able to provide the
generating capacity and other resources necessary to serve the
present and future energy requirements of our customers at
reasonable costs depends upon the granting of timely, fair and
sufficient rate relief by the regulatory bodies to which the
Company is subject
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Missis’sippi Power & l.ight Company
Record of Progress 1970-1980

SELECTED FINANCIAL DATA O s OMITTED)
FLECTRIC OPERATING REVENULES

153.397
100,471
04 834
16,601
4 377
$99.680
139,076
538,756
(6,877

1,109
532,988
$13.954

TOTAL ELECTRIC UTILITY PLANT
155,084
171,810
212,035
18,641
7537.570
i 16
17,702
2,224
780812
FOTAL ASSETS 649,101
LONG-TERM DEBT 262,860

OTHER DATA
FLECTRIC ENERGY SALES(MKWH)
069,404
918,534
217,846
185,133
986,063

576,780
S43.224
920.004

ELECTRIC CUSTOMERS (END OF PERIOD)
263.850
18,115
3 .27¢
2,13
3
307,412

)

307 414

SYSTEM INPUT (MKWH
! 407.985
7.033.874

6,441,859
PEAK LOAD (MISS, AREA)-KW 078,000

LOAD FACTOR (MISS. AREA)-PER CENT 52
NETPLANT CAPABILITY-KW 2.763.000

CIRCUTT MILES O ELECTRIC LINES 18.855
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