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ARKANSAS POWER & LIGHT COMPANY

At December 31, 1950 Arkansas Power & Light Company (AP&L) owned electric facilities in 65
of Arkansas 75 counties and in 13 of Missouri's 114 counties, and furnished retail electric service in 328
Arkansas and Missourt incorporated municipalities. AP&L also provided power at wholesale to seven
Arkansas and two Missouri municipalities and in Arkansas to two rural electric cooperatives and one
assoctation of rural electric cooperatives.

APKL is & wholly owned subsidiary of Entergy. the electric utility holding company for the
Entergy System. For the past 42 years. the Entergy ¢ stem has been the leading electric energy
supplier to a 91.000-square-mile region along the lower reaches of the Mississippt River.

The Entergy System's network of interconnected transmission and distribution lines and diversi-
fied grid of fossil fuel and nuclear generating plants provides electricity to more than 1.7 million retail
customers in Arkansas. Louisiana, Mississippi, and Missouri.

Headguartered in New Orleans. Louisiana, Entergy includes four retall operating compames:
AP&L. LP&L MP&L. and NOPSL System Energy is @ nuclear generating subsidiary that sells the
capacity and energy from its 90% interest in Grand Gulf 1. at wholesale. to the four retail operating
compantes.  Another subsidiary, Entergy Services, provides various technical, administrative, and
corporate services to Entergy and the System companies. A new subsiciary, Entergy Operations was
formed on June 6, 1900, and is responsible for operating and managing the Entergy System's four
nuclear units. Entergy Power, a wholesale generator that purchased AP&L's interest in the Indepen-
dence 2 and Ritchie 2 generating units, to sell the capacity and energy from these units outside the
Entergy System. was formed as a subsidiary of Entergy on August 27, 1990,
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ARKANSAS POWER & LIGHT COMPANY

DEFINITIONS

Certain abbreviations or acronyms used in AP&L's Financial Statements, Notes and Management's
Financial Discussion and Analysis include the following:

ARCC Arkansas Electric Cooperative Corporation
AEEC. .. Arkansas Electric Energy Consumers
AFUDC Allowance for Funds Used During Construction
ANG Associated Natural Gas Conpany
ANO Arkansas Nuclear One Steam Electric Generating Station (nu-
clear)
ANO | Unit No. 1 of ANO
ANO 2 Unit No. 2 of ANO
AP&L Arkansas Power & Light Company
APSC . .. Arkansas Public Service Commission
Arkansas Settlement
Agreement Agreement effective September 9, 1985 adopted by the APSC,

D.C. Circuit

DOY

Entergy ry
Entergy ()peruunm
Entergy Power
Entergy !wrvh-as

Entergy System or Sysium

FASB
FERC -
FERC beﬂlcmem

Grand Gu!! Stetion
Grand Gull

Grand Gulf 2 . .. ... .
independence Station

Independence 2. . .
June 13 Decision ... .

settling AP&L s Grand Gulf 1-related and other rate issues for
the state of Arkansas

United States Court of Appeals for the District of Columbis
Circuit

United States Department of Energy

Entergy Corporation

Entergy Operations, Inc.

Entergy Power, Inc

Entergy Services, Ine

Entergy and its various divect and indirect

subsidiaries

Financial Accounting Standards Board

Federal Energy Regulatory Commission

Settlement offer filed with the FERC on June 9. 1950 by AP&L.
LP&L. MP&L, NOPSI and System Energy and approved by the
FERC on July 21 1089 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. 1 of the Grand Gulf Station

Unit No. 2 of the Grand Gulf Station

Independence Steam Electric Generating Station (coal)

Unit No. 2 of the Independence Station

An order issued by the FERC on June 13, 1985, (Opi-ion

No. 234) relating to the Unit Power Sales Agreement and the
System Agreement

B o5 o e .. Kilowatt-Hour(s)

0T A Y Louisiana Power & Light Company

1T o G E e A L " ouisiana Public Service Commission

Money Pool. ... ... .. . . antergy System Money Pool which allows certain System compa-
nies to borrow from, or lend to, certain other System comparies

R T 5 o o s 4 v s Mississippi Power & Light Company

O i ol vk e ... Mississippi Public Service Commission

o e e oo Megawatt-Hour (s)
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ARKANSAS POWER & LIGHT COMPANY
REPORT OF MANAGEMENT

The management of Arkansas Power & Light Company has prepared and is responsible for the
financial statements and related financial information included in this annual report. The financial
stutements are prepared using generally accepted nccounting principles.  Financial information
included elsewhere in this report 1s consistent with the financtal statements

To meet its responsibilities with respect to financial information. management maintains and
enforces a system of internal accounting controls. that is designed to provide reasonable assurance on a
cost effective basis, ae to the integrity. objectivity and reliability of the financial records and as to the
protection of sssets. This system includes communication through written policies and provedures, an
employee Code of Conduct, and an organizational structure that provides for an appropriate division
of responsibility and the training of personnel. The system is also tested by o comprehensive internal
wudit program.

The independent certified public accountants provide an objective assessment of the degree to
which management meets its responsibility for fatrness of financial reporting. They regularly evaluate
the syrtem of internal accounting controls and perform such tests and other procedures as they deem
necessary to reach and express an opinion on the fuirness of the finencial statements,

Manangement believes that these policies and procedures provide reasonable assurance that
APKL's operations are carried out with a high standard of business conduct.

UQ‘”M

Jerey L. Maulden
Chairman of the Board & Chief Executive Officer

o&e&/‘ﬁm‘/“'

Lee W. Randall
Senior Viee President & Chief Financial Ofhcer
(Resigned effective April 1, 1991)
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ARKANSAS POWER & LIGHT COMPANY
AUDIT COMMITTEE CHAITEMAN'S LETTER

The Arkansas Power & Light Company Audit Committee of the Board of Directars is comprised of
five Directors who are not officers of AP&L Dr. Raymond P Miller. S¢., Chatrman: Hal E. Hunter, Jr.,
John ). Flake Kaneaster Hodges, Jr. and Michael E Wilson. The committee held four meetings during
) 980,

The Audit Committee oversees APKL's financial reporting process on behalf of the Board of
Directors and provides reasonable assurance to the Board that sufficient operating, accounting, and
financial contrals are in existence and are adequately reviewed by programs of internal and external
audits

The Audit Committee discussed with AP&L's interna’ auditors and the independent certified
public accountants (Deloitte & Touche) the overall scope and specific plans for their respective
audits.  The committee also discussed AP&L's financial statements and the adequacy of AP&L s
internal contrals. The committee met. together and seprrately. with AP&L's internal auditors and
independent certified public accountants without management present. to discuss the results of their
audits. their evaluation of AP&L's internal controls, and the overall quality of AP&L's financial
reporting. The meetings also were designed 1o facilitate and encourage private communication
between the committee and the mternal auditors and/or independent certified public accountants.

@‘LB'WM /m‘z(;w '

Dr. Raymond P. Miller, Sr.
Chairman, Audit Committer



ARKANSAS POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS

Changes between 1990 and 1980 and between 1989 and 1988 in selected factors alfecring results of
operations are detailed in the tuble below. However, reference is made to both the table below and
the Statements of lncome for purposes of the following discussion.

. 1090 1o 1989 108t 1048
Twelve Manths Ended Incroase l‘ reent Increase/  Percent
Deseription 1990 L) 1988 (BDecrowse) C (Decree) Change
o8 In Millions)
Net income . SRl bk R R o $ 1208 § 1320 8 1311 8 (22) (2) & 08 |
Operating revenue ... ............ $1 4814 813519 S1356% & 995 7 & 28] 2
Fuel and fuel related expenses. ... 8 2050 8 2078 & 2821 & (19) (1) & 187 6
Purchased power expense . ... . 3772 379.1 4355 (19) (1)  (567) (18)
Deferred purchased power . (37.3) (81.1)  (128.9) 435 54 478 a7
Net cost of energy . 635 8 505 & 580.0 400 7 6.5 |
Other operation and maintenance
OXPONNOS ... _ABB4 3088 0089 8OO 18 _ (04) -
Total operation md
maintenance expenses . $1091.2 8 9013 8 9840 w 10§ 64 |
Retail revenues
Residentinl .. ... ..... ... .. % 4844 8 4256 & 4166 & B8N 14 & 90 2
Commerotal .. ......cooviviicis 2840 254.6 230.7 204 12 149 6
Industeial ... .. . 3919 078 2876 240 8 203 7
Governmental .. ........ .. .. .. 19 6 210 19.6 14y (7 14 7
Total retail ... ... .. .... 11198 1.009.1 9635 1108 11 456 b
Sales for resale . ¥ e 3393 3459 365.5 (60) (2) (202) (6)
ANOF i iivior iy R 222 27.5 27K (53) (19) (0.3) (1)
Total opermng revenue . 814814 m §1,356 % § 995 7 !_g_l 2
Retail energy sales (MWH)
RORISORRE 5y wees i aidh 5401 5.008 5149 304 6 (81) (1)
Commercial .. ................. 352l 3644 3,566 177 5 75 2
Industrial . .. ................... 853 5513 54325 19 - 158 1
Governmental ... . .. . 285 320 305 (35) (1) m__g_g 5
Total rrtull .............. 15,039 14,575 14,045 464 3 )
Sales for resale . i oo 13618 13144 1,490 12 _j_l_,_}_(}) (8)

12,128
Total energy uloa (MWH) 28657 26,709 27486 1054 7 (TH6) (3)
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ARKANSAS POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSTON AND ANALYSIS - (Continued)

Net Income

APEL s net income has been relatively stable during the three-year period 19851990, Net income
in 1980 as compared to 1986 decreased less than 2 percent. While details of factors impacting results of
operation are discussed below  the most significant factors impacting 1990 results of operations as
compared to 1989 were increased revenues due in part to increased KWH sules to retuil customers,
decreased revenue due to the termination in December 1989 of the Unit Power Purchase Agreement
providing for the sale to MP&L of AP&L's 315 percent share of capacity and energy from Indepen-
dence 2. increased earnings as a result of the sale in 1990 of Independence 2 and Ritchie 2 to Entergy
Power (see¢ Note 2 to AP&L's Financial  Statements — “Rate  and  Regulatory Mat-
ters — Arkansas — Stipulation and Settlement Agreement” ). and significant inoreases in 1990 operu.
tion and mamtenance expenses resulting from a comprehensive action plan to improve operations and
safety at ANO. (See Note § to AP&L's Financial Statements — “Commitments and Contingeneles —
NRC Actions.”)

AP&L'c 1086 results were basically unchanged from 1985 as evidenced by an increase in net
income of less than | percent. Factors impacting 1959 results of operations s compared to 1988 are as
follows: the expiration on July 1. 198% of APSC suthorization to record a return on investment in
Jleged excess cupacity 1o be subsequently recovered reduced 1959 results by approximately §7.9 mii-
Hon: o 854 million after-tax gain in 1958 from the sale of ANG. and o one-time after-tax eredit in 1956
of 822 million from System Energy pursuant to the FERC Settlement  (See Note 2 to AP&L's
Financinl Statements — “Rate and Regulatory Matters — Praject Olive Branch )

Operating Revenue and Energy Sales

Operating revenue increased in 1990 as compared to 1989 due 1o increased current collection from
retail customers of purchased power costs associnted with AP&L's allocated share of Grand Gulf |
pursuant to the Revised Arkansas Settlement Agreement and increased retail KWH sales. Revenue
relating to sales for resale decreased 86,0 million or 1.7 percent in 1990 4s compared to 1989, primarily
due to the elimination in 1990 of sales to MP&L from Independence 2 under the Unit Power Purchase
Agreement partially offset by increased sales to the City of North Little Rock. AECC, and other non-
affiliates.  Energy sales (KWH) increased 7.9 percent in 1090 as compared to 1988 due primarily to
increases in sales for resale

RKevenue from retall customers increased in 1989 as compared to 1955 due in part to increased
energy sales and to increased current recovery of Grand Gulf orelated costs. Reductions in sales for
resale of $202 million or 55 percent in 1080 as compared to 1958 partially offset increased retail
revenues resulting in a net increase in 19580 operating revenue. Sales for resale decreased primarily
due to decreased System sales and to decreased sales to the Gity of North Little Rock due to the
installation by that ity of new hydroelectric generating capacity.

Net Cost of Energy

The net cost of energy in 1990 as compared to 1989 increased 6.7 percent primarily due to
decreased deferred purchased power costs from inereased current collection of purchased power costs
associated with AP&L's allocated share of Grand Galf 1 pursuant to the Revised Arkansas Settlement
Agreement. While total generation increased 7.8 percent, fuel expense decreased $3.9 million in 1990
primarily due to increased nuclear generation, Purchased power expense decreased $1.9 million in
1990 as compared to 1089 due to lower fuel and capacity costs for Grand Guif | of approximately
$13.0 million and to the termination in May 1988 of a purchase power contract of $6.5 million with the
City of New Madrid offset by the effect of the 1959 $15.0 million credit received from System Energy
pursuant to the FERC Settlement.

-2
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ARKANSAS FOWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS < (Continued)

Capital and Refinancing Keguirements

APKL s construction program contemplates expenditures (including AFUDC and  excluding
auclear fuel) of approximately $157.7 million in 1991 $1758 million in 1992 and §162.5 million in 1993,
In addition to these capital roquirements. 8631 million will be required during the period 1991-1993 to
meet long-term debt maturities and to satisfy sinking tund reguirements

AP&L has received regulatory approval to purchase or otherwise acquire up to $350 million
apgregate principal amount of its first mortgage bonds up to $150 million aggregate par value of its
preferred stock and up to $175 million aggregute principal amount of pollution control revenue bonds
and/or solid waste disposal revenue bonds issued for its benefit

Certain management. organizational and technical problems at ANO are being addressed as part
of & comprehensive action plan designed to significantly improve the operations and safety of ANO
(see Note 8 to APKL's Financial Statements — “Commitments and Contingencies — NRC Actions”),
This actior. plan has resulted in an increase (n estimated capital expenditures sveraging approximately
$16 million per annum for the period 19911983 and contemplates an approximate 833 million per
annum average increase in operation and maintenance expenditures for that period. These inereases
in operation and maintenance expenditures. along with increased interest expense and preferred stock
dividend requirements assoctated with external financing planned for the period 19911003, are
expected to have a negative effect on AP&L's results of operations and on earnings coverages required
for the issuance of additional first mortgage bonds and preferred rtock. AP&L estimates that its
carnings coverages are likely ta full below the levels necessary to permit the issuance of additional
honds o preferred stock (except tor refunding purposes) by late 1981 and may remain below such
levels through 1992 in respect to bonds wnd through 1993 o respect to preferred stock.  AP&L
essentially satisfied s full est mated requirements for external financing for the period 19911993
during fanuury 1991 (See Note 5 to AP&L's Financial Statements — “Commitments and Contingen-
cies — Capital Reguirements and Finaneing ")

APKL anticipates that its capital and refinuncing requirements for 19911992 will be principally
met from cash on hand at December 31 1000, and internally generated funds. Any external firaneing
during the period. exclusive of funds derived from the issuance in January 1991 of $27 million of solid
waste disposal revenue bonds, would be primarily for optional redemption of currently outstanding
secunities. As discussed above, APXL has received regulutory approval to purchase or otherwise
acquire certain outstanding secuities. External finaneing for this purpose would be achieved through
the issuance of additional first mortgage bonds and/or preferved stock in 1991 APKL may also obtain
additional funds during the period 199119003 from the possible sule of APKL's retail properties in
Missouri  (See Note 2 to AP&L's Financial Statements — “Rate and Regulatory Matters — Missour:
Retail Operations,” for information with respect to the possible sule of AP&L's Missouri retall
properties and possible uses of sale proceeds )

Capital Resources

AP&L derived $20 million and $27 million from the tssuance of solid waste disposal revenue bonds
in November 1990 and January 1991 respectively. Also, AP&L issued $150 million and $175 willion of
first mortgage bonds in Febraary 1990 and October 1990, respectively.  After such sales. AP&L has
regulatory authorization for the issuance and sale of up to §75 million of additional first mortgage
bonds and up to 8100 million of additional preferred stock through August 31, 1982 The possible
optional retirement of high cost securiti. s could require additional sales of first mortgage bonds and/or
preferred stock during the period ending August 31, 1992,

10
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ARKANSAS POWEK & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS — (Continued)

I 19911993 AP&L will be collecting Grand Gulf 1 costs paid but nat collected in previous years
pursuant to the Kevised Arkansas Settlement Agreement. During per ods when deferred costs are
recovered. revenae collections will exceed to the extent of such current recovery, current cash
requirements for these costs. However, the turnaround of previous deferrals of Grand Gulf 1-related
costs removes the impact of the revenue callections from the Income Statement.

On August 28 1990 AP&L sold its interests in Independence 2 and Ritchie 2 to Entergy Power for
approvimitely 81754 million. Proceeds from the sale were applied to the redemption on October 1,
1990, of 850 million 1% percent series first mortgage bonds and $100 million 14% percent series first
mortgage bonds.

Unfon Electric and AP&L have signed o contract for the sale of AP&L's retail properties in
Missouti. subject to certain conditions including timely receipt of regulatory approvals. The sales
price of such properties, AP&L's Missouri accounts receivable, and material and supplies inventories is
approximately 876 million. which is greater than AP&L's book value of such properties, and is subject
{0 certain adjustments as of the date the sale is closed. The proceeds from this transaction, when and if
consummated. could be used to meet construction expenditures or for other corporate purposes,
Alternatively approximately $70 million of the proceeds could be used to redeem all or a portion of
certuain series of APEL's outstanding first mortgage bonds at special redemption prices, at or near par,
pursuant to and i compliance with applicable provisions of AP&L's mortgage and decd of trust. (See
Note 2 to APKL's Financinl Statements, “Rate and Regulatory Matters — Missouri Retail Operations.”)

The minimum earnings coverage requirements for issuance of additional first mortgage bonds and
preferred stock are 20 times the annual mortgage interest requirements and 1.5 times the annual
interest charges and preferred stock dividend requirements, respectively. The amount of additional
first mortgage bonds AP&L may tssue is limited by the lesser of amounts based on mortgage coverage
ratios or unfunded bondable property. In addition. AP&L has the ability, subject to meeting certain
conditions. to issue bonds against the retirement of bonds without meeting an earnings test. The
earnings coverages for AP&L s first mortgage bonds at December 31, 1990 and 1989 were 2.51 and 2.86,
respectively. The earnings coverages for preferred stock were 1.69 and 1.71 at December 31, 1990 and
1089 respectively.  Based upon the most restrictive test and an assumed interest/dividend rate of
10 percent. at December 311990 AP&L would have been permitted to issue $261 million in additional
first mortgage bonds and 8202 million in additional preferred stock. respectively.  As discussed in
“Capital and Refinancing Requirements” above. increases during the period 1991:1993 in AP&L's
estimuted capital expenditures averaging approximately 816 million per annum and in its operations
and maintenance expenditures of approximately 833 million per annum related to a comprehensive
action plan to significantly improve operations and safety at ANO are expected to have a negative
effect on AP&L's results of operations and on earnings coverages required for the issuance of
additional first mortgage bonds and preferred stock. APKL estimates that its earnings coverages are
likely to fall below the levels necessary to permit the issuance of additional bonds or preferred stock
(except for refunding purposes) by late 1081 and may remain below such levels through 1992 in
respect to bonds and through 1993 in respect to preferred stock.

Short-term borrowings of §125 million have been authorized by the SEC through November 1992,
subject to the availability of credit resources. Short-term borrowings can be effected through the
Money Pool subject to the availability of funds which at any particular time may be timited, and
through available territorial bank lines of credit. At December 31, 1990, AP&L had no short-term
borrowings outstanding from the Money Pool and had available bank lines of eredit of $76.2 million all
of which were vnutili. ed. Additionally. at December 31, 1990, AP&L had $100 million of temporary
investments in the Money Pool. (See Note 4 to AP&L's Financial Statements — “Lines of Credit and
Related Borrowings. !



ARKANSAS POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS « (Continued)

ACCOUNTING ISSUES
SFAS No. 96

In December 1957, the FASB issued SFAS No. 96, “Accounting for Income Taxes,” which was
effective for fiscal years beginning after December 15, 1988 The FASB subsequently issued statements
numbers 100 and 105, which delayed the effective date of SFAS No. 96 to fiscal years beginning after
December 151991 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 implementation of SFAS
No 96, Based upon a preliminary study, AP&L 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 corresponding
increase in assets. It is not expected that results of operations for AP&L would be significantly
impacted by the adoption of SFAS No 66 in its present form.  (See Note 3 to AP&L's Financial
Statements — “Income Taxes.”)

SFAS No. 106

In December 1990, the FASB issued SFAS No. 106, "Emplevers’ Account ng for Postretisement
Benefits Other T} un Ponsions,” which is generally effective for fiscal years be ginning after Decem-
ber 15, 1992, The new standard requires & change in sccounting requireme its for postretirement
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 greater expense being
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. AP&L plans to adopt this statement in
1965,

ENVIRONMENTAL MATTERS

Clean Air Legislation

On November 15 1990, the President signed into law the Clean Air Act Amendments of 1990
(Act) that, among other things. place limits on ewissions of sulfur dioxide and nitrogen oxide from
fossil-fucled generating plants.  The Act may require installation of low nitrogen oxide burner
technology on AP&L's generating units, depending on the emissions levels that are set by the
Environmental Protection Agency (EPA). There are several other areas, such as air toxicity and
visibility, that will require regulatory study and rule promulgation to determine whether pollution
control equipment is necessary. AP&L has evaluated the Act to determine the impact on AP&L of
overall costs of nitrogen oxide emissions control and monitoring equipment,

Based on such evaluation in connection with existing generating facilities, AP&L has determined
that no additional equipment will be required to control sulfur dioxide emissions in order to comply
with the Act. However, AP&L will be required to install nitrogen oxide emissions controls on four
jointly-owned coal units by the year 2000. (See Note | te AP&L's Financial Statements — “"Summary
of Significant Accounting Policies — Jointly-Owned Generating Stations.”) Based on estimates from
the designers of the units, AP&L's total capital cost required to control nitrogen oxide emissions is
estimated to be approximately 87.3 million, although the cost could be somewhat higher .~ ie EPA
imposes more stringent nitrogen oxide emissions limitations by regulation.

12
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ARKANSAS POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS « (Concluded)

In addition. AP&L will be required to install continuous emission monitoring systems at other
fossil- fueled urits at a capital cost of approximately $2.0 million and will incur an additional operating
cost of approximately $1.7 million annually in permit fees, depending on the fees imposed by the state
regulatory authorities.

The Act provides additional “allowances”. with respect to sulfur dioxide emissions, starting in the
year 2000, to the “clean” utilities (i.e., utilities with emissions levels below specified amounts) in
recognition of their earlier emissions reductions. Each unit of allowance is an entitlement to emit one
ton of sulfur dioxide per year Under the Act. utilities will be required to achieve specified emission
rates ot possess allowances for any excess emissions. AP&L believes that it will be able to operate its
units efficiently without installing serubbers or purchasing allowances from outside sources. Ulti-
mately . if AP&L continues its recent aperational and fuel consumption trends, it may become eniitled
to excess allowances that could be sold in the new allowance trading market created by the Act,

LITIGATION MATTERS

Law suits have been filed against AP&L. among other parties, in connection with the operation by
APKL of two dams. One suit seeks. among other things, approximately $16 million in property losses
and other compensatory damages and 8500 million in punitive damages. Although an adverse outcome
could uffect hiquidity or results of operation, AP&L believes that it has meritarious defenses which it
intends to assert aggressively and that the outcome will have no material adverse financial impact,
(See Note 8 to AP&L's Financial Statements — “Commitments and Contingenetes — Flood Litigation™
for a discussion of this litigation, )

13
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INDEPENDENT AUDITORS” REPORT
To the Shareholders and the Board of Directors of Arkansas Power & Light Company:

We have audited the accompanying balance sheets of Arkansas Power & Light Company (AP&L)
us of December 31, 1990 and 1989, and the related statements of income, retained earnings and cash
flows for each of the three years in the period ended December 31, 1990, These financial statements
are the responsibility of AP&L's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial
position of AP&L at December 31, 1990 and 1959, and the results of its operations and its cash flows for
each of the three years in the period ended December 31, 1990 in conformity with generaliy accepted
accounting principles.

Dedotle ¢ Touche

Deloitte & Touche
Little Rock. Arkansas
February 15 1991

14
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