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SYSTEM ENERGY RESOURCES, INC,
AUDIT COMMITTEE CHAIRMANS LETTER

The Eutergy Corporation Board of Directors” Audit Committee functions as the Audit Committee
for System Energy. The Audit Committee is comprised of five directors. who are not officers of System
Energy or Entergy Corporation. William C. Battle (Chairman . James B. Campbell, Johin A, Cooper.
Jr.. Kaneaster Hodges, Jr. and Admiral Kinnaird R McKee. The committee held three meetings during
1990

The Audit Committee oversees the Entergy Corporation consohidated financial reporting process.
which includes System Energy. on behalf of the Entergy Corporation Board of Directars, The Audit
Committee discussed with System Energy's internal suditor and the mdependeut public aecountants
i Deloitte & Touche) the overall scope and plans for their respective audits. as well as the financial
stutements and the adequacy of System Energy's internal controls. The committee met with the
independent public accountants, without management present. to discuss the vesults of their examina-
tions, therr evaluations of System Energy's internal controls. and the overall quaiity of finaneil
reporting, The meetings were designed to facilitate and encourage any private communications
between the committee and the independent public accountants

Wt 2T e

William €. Battle
Charman, Audit Commatter
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SYSTEM ENFRGY RESOURCES, INC

DEFINITIONS

Certain abbreviations or acromyms used in the text and notes are defined below

Abhreviation ur Acronym

AFUDC
AL
ANO

APAL
Abse
Capital Funds Agreement

City of New Orleans or City
Council _ .
D.C. Circwit .

Entergy Operations
FASB .
February 4 Resolution

FERC .
FERC Settlement

Grand Gull Station
Grand Gulf |
Grand Gulf 2

June 13 Decision

AW H
P&
Lpsc
Money Pool

MP&IL

MPSC

NOPST s b
November 30 Ovder

NRC
PORBS
SEC
SFAS.

SMEPA -
System or Entergy System

System Energy
System Fuels

Svstem operating companies

Waterford 3

Term

Allowance for Funds Used During Construction

Administrative Law Judge

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

Arkansas Power & Light Company

Arkansas Public Service Commission

Agreement, dated as of June 21, 1974, us amended. between
System Energy and Entergy Corporation. and the assignments
thereof

New Orleans, Lowmsiana

Council of the City of New Orleans, Louisiana

United States Court of Appeals tor the District of Columaia
Clireuit

Entergy Operations, Ine,

Financial Accounting Stundards Board

The Resolution including the Determinations and Order
referred to therein) adopted by the Council on February 4. 1958
disallowing the recovery by NOPSI of $135 million of previously
deferred Grand Gulf 1-related costs

Federal Energy Regulatory Commission

Settlement offer filed with the FERC on June 9, 19589 by APKL,
LP&L, MP&L. NOPSI and System Energy and approved by the
FERC sn July 21, 1954 to settle. among other things. certain then
pending Grand Gulf Station-related issues, litigation and other
rate matters

Grand Gulf Steam Electric Generating Station (nuclear)

Unit No. | of the Grand Gulf Station

Unit No. 2 of the Grand Gulf Station

An order issued by the FERC on June 13 1985 (Opinion

No. 234) relating to the Unit Power Sules Agreement
Kilowatt-Hours

Louisiana Power & Light Company

Louisiana Public Service Commission

Entergy Svstem Money Pool which allows certain Svstem
companies to borrow from. or lend to. certain other System
companies

Mississippi Power & Light Company

Mississippi Public Service Commission

New Orleans Public Service Inc.

An order issued by the FERC on November 30, 1987 (Opinion
No. 2092) which reaffirimed and reinstated the June 13 Decision
Nuclear Regulatory Commission

Pallution Coi trol Revenne Bonds

Securities and Exchange Commission

Statement of Financial Accounting Standards promulgated by the
FASB

South Mississippi Electric Power Association

Entergy Corporation and its various direct and indirect
subsidiaries

System Fnergy Resources, Ine

Svstem Fuels, Inc.

AP&L. LP&L MP&L and NOPSI collectively

Unit No. 3 (nuclear) aof LP&L's Waterford Steamn Electric
Cenerating Station
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SYSTEM ENERGY RESOURCES, INC,
MANAGEMENTS FINANCIAL DISCUSSTON AND ANATLYSIS
HESULTS OF OPFFERATIONS

Grand Gull 1 was on-ine for 282 of 365 days in 1996 as compared to 284 of 365 duys in 1959 Grand
Gull 1 returned to power from s fourth refuching outage on November 260 1990 The outage began
September 30, 1990 and required approvimately 57 duvs to complete, the second shortest refueling
outage since the unit began commercial operation. Grand Gull 1 was shut down due to an unplanned
owtage from December 15 to December 31 1990 in order to replace two reactor recirculation pumps.
o addition, Grand Gult | cnconntered throe briel unplanued ootage  during ttee last half of 1990 The
capaeity factor, which s o measure of the unit's performance (hased on a ratio of net electrical
grnerntion to maximun dependable capacity ) was T39% for 1990 as compared to 75 2% for 1954
Corand Gulf s third retueling outage occurred in 19849

Listed below are selected factors affecting results of aperations for which chenges have occurred
‘or the yeur 1990 as compared to 1959 wnd for the year 1959 as compared to 1958 The principal
re.sons for the changes from period to penod are disoussed following the tahle.

1OB0 v5 1984 1950 vs 1088
Inerense!  Percent Incrense/ _”Wﬁw—m
1940 (R 1188 Decrease)  Change  (Decroase)  Chunge
(Dallars dn Millions)
Net income {1ss ) . BI6ANT $(6355) SIK035 $h24 .2 . $(8355) (463.5)
Qperating revenues . SN16 S K75 89338 $(35.7) (13)Y % (96.5) {10.3)
Fuel expense ! s 7h0 § 5853 $1294 § (93] (1.5 8 (411 {31.7)
Mamtenance expense .. ... $ 316 § 208 5 14} $ 18 0.1 § 157 1113
Deprecation. amortization
and decommissioning
expense AR $ 738 S 1odtl % 96m $(2T3) o (26.H) % 642 tid
Miscellancous — net $ 25.1 £ HO - s203 | 1282 $ (152) (62.3)
Gain on disposition of
property . ot $ 72 T8 .
Taotal interest expense
(eacluding AFUDC) 82426 § 200§  $2NTH § (7.2} (39): 8 (37.5) (15.1)
Total tncome taxes ! 81139 $ (K0.7)  $1208 $203.6 $02105)  (174.3)

Net Income

The merease in 1990 net income was primarils doe to the implementation in 1959 of the terms of
the FERC Settlement. including the cancellation and write-oft of Systewm Encrgy’s investment i Grand

Gulf 2. the write-ofl of $43 mithion of Grand Gult | AFUDC and 4 850 million one-time credit to the

System operating compantes. Net income was also affected to a lesser extent by a number of other
factors. including ehanges in interest income incame taxes depreciation expense and a lower return
on System Energs s investment 1 Grand Gulf § pach of which are discussed below

The decrease in 1959 net income was primaridy due to the wiplementation of the terms of the
FERC Settlement discussed above. System Energy s 1950 net income would have been approximately
$156 million alisent the impact of the FERC Settlement. 1959 net income was also affected to a losser
extent by a number of other factors. icluding changes w interest ineome. interest expense. AFUDC,
incame tuxes on other income and a lower return on System Energy's imvestment in Grand Gulf 1,

Operating Revenues

System Energy s operating rovennes recover operating expenses. depreciation and capital costs
attribiutable to Crand Gulf 1. The capital costs are computed by allowing a return (carrently set wt a

ST T e T S TN TR N DN N IR I B I DY N N e BN N I A T N I e I S L ) S = BN R _— Rl _ERBER ___ _§ §N ;NN



B R e T S ———=S SN ——— IESseane =

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

rate of 14 percent) on System Energy’'s common equity funds allocable to its investment in Grand
Gulf 1 and adding to such amount System Energy s effective interest cost for its debt allocable to its
ivestment in Grand Gulf 1. System Energy's operating revenues decreased approximately $35.7 mil-
lion during 1990 primarily due to a decrease in System Energy's return on its investment in Grand Gulf
I resulting from (1) a decrease in the equity portion of its capital structure due to the impact of the
write-offs associated with the FERC Settlement and (2) a decrease in net umit investment.  Future
revenues attributable to the return on investment are expected to decrease by approximately
$18 million in 1991 and by declining amounts each vear thereafter as a result of the depreciation of
Svstens Energy's investment in Grand Gulf 1,

System Encrgy's return on its investment in Grand Gulf 1 decreased in 1989 primarily due to a
lower net unit investment resulting from the 1988 sale and leaseback transactions and a lower equity
return during the fourth quarter of 1984 due to the inpact of the write-offs associated with the FERC
Settlement on capitalization ratios and net unit investment. Consequently, 1989 operating revenues
decreased primarily as a result of a lower return on System Energy's investment in Grand Gulf 1. and
lower fuel and other operating expenses, offset in part by higher maintenance expenses.

Fuel Expense

Fue! expense decreased in 1989 as a result of Grand Gulf 1's third refueling outage and certain
anplanned outages which occurred during the vear. whereas there was no refueling outage in 1958
Muaintenance Expense

The increase in maintenance expense for 1989 was due primarily to an increase in expenses in
connection with Grand Gulf 1's third refucling outage and certain unplanned outages which occurred
during 19589,

Depreciation. Amortization and Decommissioning Expense

Depreciation expense decreased in 1990 due to the deterral of approximely $30 milhon of

depreciation expense related to the sale and leaseback property. In December 1990 consistent with a
recommendation contained in a recent FERC audit report. System Energy recorded as a deferred asset
the current and prior vear difference between the amounts collected m revenues for lease payments
and the amounts expensed for interest and depreciation on the related property. The deferral will
increase in the earlv vears of the lease term and will reverse over the later years of the lease term as
the revenues associated with the leases exceed the charges for depreciation and lease interest. See
Nate 9 "Leases ™

Decommissioning expense increased in 1990 due to an increase in annual deconimissioning
expense collections, subject to refund. from $1.1 million per year to $9.7 million effective June 1, 1990,
See Note 8 “Commitments and Contingencies — Spent Nuclear Fuel and Deconanissioning Costs '

Miscellaneous — Net

Miscellaneous — net inereased in 1990 primarily as a result of an increase in interest income on
System Energy's temporary cash investments, which were maintained at higher average balances
during 1990

Miscelluneous — net decreased in 1989 primarily as a result of a reduction in interest income due
to the return in the last halt of 1958 of funds held in escrow to secure certain obhigations of System
Energy, which amounts were used during 1955 to repay outstanding indebtedness
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SYSTEM ENERGY RESOURCES, INC.
MANAGEMENT'S FINANCIAL DISCUSSTON AND ANALYSIS - (Continued)

tion expenditures are estimated to be approvimately $24.3 million in 1991 §26.7 million in 1992 and
$25 0 million in 1993

System Energy anticipates that « i on hand at the beginning of the period and its projected
internally generated funds for the period 1991-1993 will enable it to satisfy its capital and refinancing
reguirements, if System Energy does not choose to externally finance such obligations

System Energy has received the necessary regulatory approval and is proceeding with arrange-
ments for the possible redemption. purchase or other acquisition of all or a portion of one or more
series of its outstanding first mortgage bonds. See Note 6, “Long-Term Debt.” for further information.

Capital Resources

Under System Energy's mortgage, the amount of additional first mortgage bonds that System
Energy can issue in the future is contingent upon earnings. the amount of unfunded bondable property
available to support the issuance of additional first mortgage bonds and an equity coverage require-
ment contained in its Reiinbursement Agreement. At December 31 1990 the earnings coverage for
System Energy’s first mortgage bands, which must be a minimum of 1.5 times the pro forma annual
hond interest requirements for issuance of additional first mortgage bonds (subject to increase to two
times coverage in September 1991, two vears after abandonment of Grand Gulf 2), was 386 At
December 31, 1990, based upon the most restrictive of the above tests. System Energy could have
issued approximately $93 million of additional first mortgage bonds.  In addition, System Energy may,
subject to meeting certain conditions. issue first mortgage bonds against the retirement of outstanding
first mortgage bonds without meeting the earnings or bondable property tests. At December 31, 1990,
up to $72.2 million of first mortgage bonds could be issued on this basis without the concurrent
retire nent of other bonds due to purchases of bonds by System Energy in 1990,

System Energy is authorized by the SEC through November 1992 to effect short-term borrowings
in an aggregate amount outstanding at any one time of up to $125 million. subject to increase to a
maximum outstanding at any one time of $290 million with further SEC approval. At December 31
1990 System Energy did not have any bank lines of credit. System Energy s also authorized by the
SEC through November 1992 to effect short-term horrowings through ti - Money Pool, subject to the
above limitations. System Energy's ability to borrow from the Money Pool is subject to the availability
of funds, which at any particular time may be lmited. At December 31 1990, System Energy had no
outstanding borrowings from the Money Poal

In connection with the financing of Grand Gulf 1, Entergy Corporation has undertaken in the
Capital Funds Agreement. in relevant part. to provide or cause to be provided to System Energy
safficient capital (1) to maintain System Er rgy's equity capital at an amount at least equal to 35
percent of System Energy's total capitalization (excluding shortiterm debt), (2) to permit the
continuation of commercial operation of Grand Gulf | and (2) to pay in full all indebtedness for
borrowed money of System Energy, whether at maturity, on prepayment, on acceleration or otherwise,
In ad "¢ o, Entergy Corporation has agreed in the Capital Funds Agreement to make certain cash
capital cuatributions to enable System Energy to make payments when due on specific issues of its
long-term debt.

ACCOUNTING ISSUES
SEAS No. 96
In December 1987 the FASB issued SFAS No. 96. “Accounting for Income Taxes.” which was
scheduled to be effective for fiscal vears beginning after December 15, 1985, The FASB subsequently
issued statement numbers 100 and 103, which delay the effective date of SFAS No. 96 to fiscal years



SYSTEM ENERGY RESOURCES, INC
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIES < (Concluded)

beginning atter December 15 1991 The FASB is expected to issue a new exposure draft in the second
quarter of 1991, This exposure draft may further delay the effective date and simplify the implementa-
tion of SFAS No. 96,

Based upon a preliminary study, System Energy expects that the adoption of SFAS No. 96 in its
present form would result in a net increase in accumulated deferred income taxes with a correspond-
ing increase in assets. It is not expected that results of operations for System Energy would be
significantly impacted by the adoption of SFAS No. 96 i its present form. See Note 3 “Income Taxes,”

SEAS No. 106

In December 1990 the FASB issued SFAS No 106, “Employers’ Accounting for Postretirement
Benefits Other Than Pensions.” which is generally effective for fiscal yvears beginning after Decem.
ber 15 1992 The new standard requires a change in accounting requirements for postratirement
benefits other than pensions from a cash method to an acerual method.  The impact of this new
standard has not been fully determined. but the change likely will result in significantly greater
expense heing recognized for provision of these benefits. The effect of the increased benefit expense
on net income could be reduced to the extent such increased costs are recovered through rates or
through the recording of a regulatory asset to be recovered in the future. System Energy expects to
recover such increased costs under the Unit Power Sules Agreement  System Energy plans to adopt
this statement in 1993 See Note 10, “"Postretirement Benefits.”
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SYSTEM ENERGY RESOURCES, INC.
BALANCE SHEETS
CAPITALIZATION AND LIABILITIES

o December 31,
190 190

(1o Thousands)

Capitalization:
Common stock. no par value, authorized 1,000,000 shares, ssued and
outstanding 759,350 shares .. O o $ 789,350 0§ TN9.A50
Retained earnings (Note 7). .. gty 145 _ O86469 497022
Total common shareholder’s equity ... . LT 1175819 1.286.372
Long term debt (Note 6) .. ... . . TR 1,795,991 2,155,455
By s o 2 ST 2970810 A4ds7

Other Noncurrent Liabilities:
Obligations under capital lease ... .. ... ... . 53808 70567

Total ... ... % aas : ' 53,009 70567

Current Liabilities:

Currently maturing long-term debt (Note 6) O 204,000 -
Obligations uder capital lease i s : P : 50,000 50.000
Accounts payable:
Associted companies ... - - 1,805 176
Other . S R . IR T . 26475 51.736
Tuxes acerued " ~ & e ey . 20,730 20,256
Interest accerued .. . i  m a5 Fabm e e e he 59551 60 508
Other .. .. MPTR e g . e et e 121 116
Total .. . oo fumassaaraneeyy: 482,684 212792
Deferred Credits:
Accumplated deferred income taxes (Note 3) . . : : 282,024 236969
Avcumulated deterred investment tax credits (Note 3) . . 69,4854 13,1649
Other el g Thine N 1 .- S |
Total . A r ey Crwaey pant vy o 374538 256,860
Commitments and Contingencies (Notes 2 and §)
TOTAL : ! e kY 31 g e _'3_.&83.2'“ !;‘3.987‘()55

See Notes to Financial Statements.



SYSTEM ENERGY RESOURCES, INC.
STATEMENTS OF INCOME (LOSS) AND RETAINED FARNINGS
STATEMENTS OF INCOME (LOSS)

Operating Revenues £ £ 4 1 Wkt A v Lk
Operating Expenses:
Operation:
Fuel .. ...
Other
MBETENATOCE i+ 5vv i i ik i 5 4y v s
Depreciation, anmrtlzalmu x\ml duonumssnonmg (\ou ‘H
Taxes other than income taxes
Income taxes (Note 3)

Total ... ... ......
Operating Income . ... .

Other Income (Deductions):
Project Olive Branch Settlement (Note 2) . . . .

Allowance for equity funds used during construction (Note 1!

Miscellaneous - net . ... ... .. -
Income taves — (debn) (md\t (a\otc-s I .md l)
Cain on disposition of property

Interest Charges:
Interest on long-term debt
Other interest — net ., ..
Allowuance for borrowed funds uwd durnu, construction
{Note 1)

Total .
Net Income (Loss)

B RN~

N e e S AmE

__For the Years Ended Docember 31,

A0 o8 L I
e 1hamsandn
SKO161I8  § 837307 8933828
TR068 5§5.350 129423
97,133 08.647 92 859
31,594 29.789 14139
75,789 103065 96 554
23879 24.35) 27.571
110,227 _|_3|_£_2_§ 151 997
419,590 475,426 512 543
352,025 361 581 420 985
sy (1000 932) —
442 985 1.112
25.093 11OI8 20,215
(3.675) 220937 31,226
7,189 - —
20,049  (767.992) 61,553
230,643 239 697 279470
11,992 10116 7870
@) (00 1asse
242400 249413 302,224
168,677 8§ (655524) 3180314

STATEMENTS OF RETAINED EARNINGS

Retained Earnings, January |
Add — Net income (loss)

TORRE & v iovs nen tiis o e o
Deduct — Cash dividends on common stock (Note 7).
Retained Earnings, December 31 (Note 7)

See Notes to Financial Statements.

__For The Years Ended December 31,
L R || S || -
(1o Thousands)
$497.022  $1.240.219  $1.359.905

168,677  (653.524)  180.314
_ _(iﬁ.“.ﬁ% 554,695 1540214
2_7_9_,_229 8T.675 _ 300 000
$356.469 $ 497.022 $1.240219




SYSTEM ENERGY RESOURCES, INC,
STATEMENTS OF CASH FLOWS

Operating Activities

Neot income (loss)

Noncash items included (n ml Ineame clmw
Depreciation and amortization
Deterred income taxes and investment bax crv(luts

Allowance for equity funds vsed during construction .

Amortization of debt discount
Burnup of nuclear fuel not under lease
Loss on Grand Gulf 2 cancellation
Writeoff of AFUDC — equity
Changes in:

Accounts recevable

Accounts payable

Materials and supplies

Taxes and interest acerued

Other current assets and labilities

Income tax wmpact of future benelits related 10 AFUDC

{Nate 3)

Income tax benefits related !u Grand Gult 2 cancellation

{(Note 3)
Gain on disposition of properts
Change in bonding trust arrangement
Change in decommissioning trust
Other

Net cash flow providsd by aperating activities

Investing Activities:

Coustruction expenditures

Allowance for equity funds used during construetion

Naclear fuel expenditures

Expenditures on Grand Gulf 2

Proceeds from sale of assets

Investment in other temporary inve mm nts

Net cash flow used by investing activities

Financing Activities

Proceeds from issuance of long-term debt

Proceeds from sale and leaseback of nuclear fuel
Retirement of first mortgage bonds (Nate 6)
Retirement of bank notes and other long-term debt
Procecds from letter ol credit escrow

Letter of credit eserow pavments

Change in short-term borrowings

Common stock dividend payments (Note 7)

Other

Net cash low used by financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See Notes ta Financiad Scatements

For The Years Pnded December 31,

o

$ 168677

69,653

109,282
(442)

10,532

13,177
{23.632)
(6577)
{(451)
(264)

94561

32.246
(7,189

(3.847)
900
369,594

(24.633)
442
(45.607)

13,046
125.225)
( l\‘ 94 t)

45,607
(72.234)

(279.230)
2T

(302,578)

(117.661)
249,650
$131.998

1989 1988
Iln ]|umsund\1
$(655524) $150.314
101 952 95.74!
78.527 (151.797)
(U85) {(1.112)
S 0649 6643
6,221 2,250
K7 952
43 006
14077 (175
(7.571) 25.141
(27.776) (4519
1.142 (390}
{1.020) (HOO)
649 316 258 513
(237.335)
- 101 202
(1.344) {1,320)
13944 10.565
312525 526906
(28.153) 24.377)
985 1,112
26.672) (103001
(7 175) (12,194}
(61.0 ﬂl"w kl 35 4hm
. 500,000
44,197 126 827

(457 697)

‘-1 “l“'
‘) nln

S N b 59

(374.349)
192 K85
(84.323)

(155,000}

300 0060 )

(93,960)

204 486
234533
$520 019



SYSTEM ENERGY RESOURCES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE L SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization

System Energy. formerly Middle South Energy Inc.. is a wholly-owned subsidiary of Entergy
Corpoiation  System Energy, created in 1974, is a generating company providing electricity to the
System operating companies and has a 90% interest in Grand Guif 1. a nuclear generating station
located near Port Gibson, Mississippi.  The Grand Gulf Station was originally designed as two 1250
megawati nuclear generating units.

The NRC issued a full power operating hicense for Grand Gulf | on August 31, 1984 and the unit
began commercidl operation on July 1. 1985, In September 1959, System Energy canceled and wrate
off its investment in Grand Gulf 2, construction on which had been suspended since September 1985
See Note 2. “Rate and Regulatory Matters — Project Olive Branch Settlement.”  On June 61990,
Entergy Operations assumed responsibility for the operation and maintenance of Grand Gulf 1. See
Nate 2. "Rate and Regulatory Matters — Nuclear Management Consolidation.” for further information.

System Energy has a combined ownership and leasehold interest of 90% in Grand Gulf 1. and
SMEPA has an undivided ownership interest of 10% in Grand Gull 1. System Evergy records its
investment associated with Grand Gulf 1 to the extent to which it owns and maintains a leasehold
interest in the generating station.  Likewise, Svstemy Energy's operating expenses reflected in the
accompanying financial statements represent 90% of such Grand Gult 1 expenses

Sysiem of Accounts

The accounts of System Energy are maintained in accordance with the system of accounts
preseribed by the FERC. See “Utility Plant, Depreciation and Decommussioning” below for information
on the accounting treatment of the sale and leaseback transactions.

Postretirement Benefits

System Energy participates in a postretivement plan. System Energy s policy is to fund pension
costs in accordance with contribution guidelines established by the Employee Retirement Income
Security Act of 1974, as amended. and the Internal Revenue Code of 1986, as amended. and to fund and
record other postretirement plan costs on a cash basis. See Note 10, "Postretirement Benefits.”

Income Taxes

Sustem Energy joins its parent and affiliates in the filing of a consolidated Federal income tax
return. Pursuant to an intra-System tax allocation agreement, income taxes are allocated to System
Energy in proportion to its coutribution to consolidated taxable meome.  In accordance with SEC
regulations. no System company i~ requived to pay more income tax than it would have paid had it filed
a separate mcome tax return.

Deferred income taxes are provided for differences between book and taxable income to the
extent permitted by System Energy's regulatory body for rate-making purposes. Investment tax eredits
allocated to System Energy are deferred and amortized based upon the average useful life of the
related property in a manner consistent with rate-making treatment

In addition, System Eunergy files a consolidated Mississippi state income tax return with certain
ather System companies

16
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SYSTEM ENERGY RESOURCES, INC,
NOTES TO FINANCIAL STATEMENTS — (Continued)

Allowance for Funds Used During Constfruction

In accordance with the regulatory system of accounts. System Energy capitalizes AFUDC as an
appropriate cost of utility plant. Under this utility industry practice. construction work in progress on
the balance sheet is charged and the income statement is credited for the approximate net composite
interest cost of borrowed funds and for a reasonable return on the equity funds used for construction.
This procedure is imtended to remove from the income statement the effect of the cost of financing the
construction program. and results in treating the AFUDC charges in the same manter as construction
labor and material costs, As non-cash items, these credits to the income statement have no effect on
current cash carnings  After the property is placed in service. the AFUDC charged to construction
costs 1s recoverable from costomers through depreciation provisions included in rates charged for
utility service System Energy's effective composite AFUDC rate was 10.2%, 10.7% and 10 4% for 1990,
1959 and 1988 respectively.

Utility Plant, Depreciation and Deconvmnissioning

Utility plant s stated at original cost. The cost of additions to atility plant {ineluding leasehold
improvements) includes contracted work, direct labor and materials, allocable overhieads and AFUDC.
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 repairs of property and the
replacement of items determined to be less than units of property. are charged to operating expenses
Substantially all of the utility plant owned by Systent Energy is subject to the lien of System Energy's
first mortgage bon:d indenture.

In accordance with SFAS No. 98 “Accounticg for Leases.” the sales and leasebacks of the
undivided portions of Grand Gulf 1 are required to be rellected for financial reporting purposes a
financing transactions in System Energy's financial statements. For financial reporting purpeses, utilit |
piant includes the portions of Grand Gulf 1 that were sold and are currently under lease.  Syste
Energy has retired such property from its continuing property records as formerly owned proper y
released from and no longer subject to System Energy's mortgage and deed of trust. Svstem Fnergy is
reflecting such property on its hooks and records for financial reporting purposes as property und »r
lease from others and is depreciating this leased property over the lite of the basic lease term. Such
depreciation is being deferred until recoverable from customers in future periods. See Note 4.
“Leases.”

Depreciation on Grand Gull ! is computed on a straight-line basis. Depreciation provisions on
average depreciable property approximated 2.85% wn 1990, 2.97% in 1986 and 2.55% in 1988,

Effective June 1. 1990, System Energy ineressed s collections, subject to refund. to $9.7 million
per vear for vuclear plant decommissioning costs in connection with its combined ownership and
leasehold interests of 90% in Grand Gulf | and is depositing these momes in a tay qualified external
tund held by a trustee. See Note 8 “Commitments and Contingencies — Spent Nuclear Fuel and
Decormmissioning Costs,”

NOTE 20 RATE AND REGUIATORY MATTERS
Unif Power Sales Agieement
In June (992, System Encrgy and the System aoperating companies entered into a Unit Power Sales
Agreement pursuant to which System Energy agreed to sell all of the capacity and energy available to
it from its W% share of Grand Gulf 1 and Grand Galf 2 to LP&L, MP&L and NOPSI in accordance with

percentages speciied therein, which condormed with the percentages set forth in the Reallocation
Agreement deseribed in Note 8, "Commitments and Contingencies — Capital Funds, Availability and

5
&



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

Reallocation Agreements.” The Unit Power Sales Agreement was, with certain modifications (capacity
and energy from Grand Gulf 1 was allocated in the following percentages: AP&L, 36% LP&L. 14%
MP&L. 33% and NOPSI 17% ) approved by the FERC in its June 13 Decision and ordered to become
effective upon the initiation of service of Grand Gulf 1. which oceurred on July 1 1985 The Unit
Power Sales Agreement will remain in effect until terminated by the parties and approved by the
FERC. which most likely would occur after Grand Gulf 1 is retired trom service. In its June 13
Decision, the FERC did not rule on the Grand Gulf 2 allocation and ordered System Energy to remove
the proposed Grand Gulf 2 percentage allocation from the Unit Power Sales Agreement.

The June 13 Decision was reaffirmed by the FERC in the November 30 Order. The challenges to
this decision terminated on April 16, 1990. when the United States Supreme Court denied a petition for
writ of certiorari seeking review of the D.C. Circuit's affirmance of the November 30 Order, thoreby
ending the appeals process with respect to the June 13 Decision

The Unit Power Sales Agreement specifies the rates to be charged to the System overating
companies for their respective entitlements to receive capacity and energy from Grand Gulf 1. Such
rates are computed monthly on the basis of System Energy’s total cost of service, which is based on
System Energy's operating expenses. depreciation and capital costs attributable to the unit for the
month. These rates are paid in coisideration for the respective entitlements of the System operating
companies to receive such capacity and energy, and are pay able irrespective of the gquantity of energy
delivered so long as the unit remains in commercial operation.  Generally, operating expenses are
computed by reference to allocable amounts chargeable to System Energy's operating expense
accounts, and capital costs are computed by allowing a return. currently set at a rate of 14%, on System
Energy's common equity funds allocable to its investment in the unit and adding to such amount the
effective interest and dividend cost to System Energy during the billing period for its respective debt
and preferred stock. if any. allocable to its investment in the unit. The current monthly obligation for
payments from the System operating companies to System Energy for Crand Gulf 1 capacity and
energy is approximately $67 million,

On February 1, 1990, the APSC. the LPSC. the MPSC. the Mississippi Attorney General and the
City of New Orleans (Complainants) filed a complaint with the FERC against Svstem Energy alleging
that the rates currently being charged to the System operating compames by System Energy for
capacity and energy from Grand Gulf 1 are not just and reasonshle. See Note 8. “Comnitments and
Contingencies — FERC Complaint Case” and “Commitments and Contingencies — FERC Audit ™

Grand Gulf | — Rate Activity — System Operating Companies

A disallowance by the Council in the February 4 Resolution of $135 million of NOPSI's previously
deferred Grand Gulf 1-related costs is still being litigated by NOPSI in both federal and state courts
NOPSI believes that the February 4 Resolution is contrary to the evidence presented to the Council.
However, NOPSI cannot predict the outcome of the federal and state court proceedings or whether
the Februarv 4 Resolution will ultimately be overturned by the courts

1n the meantime. NOPSI is maintaining in effect a series of cash conservation measures to mitigate
the negative effects upon its cash flow caused by the February 4 Resolution and to preserve its stable
financial condition. While the February 4 Resolution continues to have an adverse effect upon
NOPSI's financial condition and to constrain NOPSI's ability, over the near term. to raise funds from
external sources, NOPSI believes that even if there were no judicial reversal of the February 4
Resolution. but assuming no catastrophic or other extraordinary event occurs. NOPSI's projected cash
flow will be sufficient to permit NOPSI to meet its monthly pavment obligations to System Energy
under the Unit Power Sales Agreement its projected regularly scheduled debt service abligations and
its continuing preferred stock dividend and sinking fund requirements for the foresecable future.
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NOI'¢I intends to vigorously contest the Fourth Circuit's
decision, The ruling is subject to further discretionary review in
the Louisiana courts. In related proceedings before federal
courts, NOPSI hag petitioned the United States Supreme Court for a
writ of curtiorari seeking a review of lower federal court rulings
rejecting NOPSI's facial preemption claims and staying the
remaining vortions of the federal proceedings., A ruling from the
United States Supreme Court on whether to review the decisions
staying federal court proceedings is expected as early as the
middle of April 1991.

The ultimate ocutcome of these various federal and state
court proceedings cannot be predicted. Entergy Corporation and
NOPSI are in the process of assessing the potential impact of the
Fourth Circuit decision upon NOPSI and the Entergy System as a
whole. However, if the Fourth Circuit decision were ultimately
sustained, NOPSI's earnings, liquidity and financial condition
would be materially adversely affected and NOPSI could be rendered
insolvent.







