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LOUISIANA POWER & LIGHT COMPANY

DEFINITIONS

Certain abbreviations or acronyms used in LP&L Maragement s Financial Discussion and Analy-
sis. Financial Statements, and Notes to Financial Statements include the following

Abbrevistien or Acronym

Algiors

Algiers lhu Smlemnt
APKL

April ms Doculon
April 1988 Order
Cownedl ... .
BC Ol .
District Court |

IR 1 ot 3 a2 s 0

Entergy or Entergy Ourpomlon e

Entergy Operations

Entergy System or System

FARD .. .cvi5 050 0
FERC Settlement

Fifth Cirewit . :
Fourth Cireuit ..
Grand Gulf Station
Grand Gulf 1 .. ... ......
Grand Guil 2
June 13 Decision

W e

Torm

Allowance for Funds Used During Construction

15th Ward of the City of New Orleans. Louisiana

Council resolution adopted on July 6 1986

Arkansas Power & Light Company

Louistana Supreme Court's April 11 19588 decision

LPSC rate order issued on April 27 108K

Council of the City of New Orleans. Louisiana

United States Court of Appeals for the Distriet of Columbia
Cireuit

United States Distriet Court for the Eastern District of
Louisiana

United States Deaartment of Energy

The public wtility holding company for the Entergy System
Entergy Operations, Inc. a subsidiary of Emergy
Corporation that has assumed opernting responsibility for
Grand Gulf |, Waterford 3 and Arkansas Nuclear One Steam
Electrie Generating Stution

Entergy Corporation and its various direct and indirect
subsidianries

Financia! Accounting Standards Board

Federal Energy Regulatory Commission

Settlement offer fled with the FERC on June 9 1080 by
AP&L. MPXL. NOPSI, System Fnergy and LP&L and
approved by the FERC on July 21 1959, to cettle, among
other things, certain the n-pending Grand Gulf Station-
related issues, litigation and rate matters

United States Court o Appeals for the Fifth Circuit
Fourth Circuit Court o/ Appeal for the State of Louisiana
Grand Gulf Steam Electric Genersting $tation (nuclear)
Unit No. | of the Grand Gulf Station

Unit No. 2 of the Grand Gull Station

The FERC s June 13, 1085 decision allocating Grand Gulf |
costs among the Systesn operating companies
Kilowatt-Hour(s)

Louistana Power & Light Company

Louisiana Public Service Commission

An egreement between the LPSC and LP&L effective

July 21, 1989 that settled certain retail rate issues involving
Grand Gulf |

LPSC rate order issued on March 1. 1989

Mississippt Power & Light Company

Nuclear Electric Insurance Limited

New Orleans Public Service Inc.

Nuclear Regulatory Commission



Abbrevigtion e Asronyin
Owner Participant

Owner Trustee

Praject Olive Branch

SFAS .

State District Court

Svstem Agreement

System Fuels .
System Energy
System operating compan

| System or Entergy System

Unit Power Sales Agreement

Waterford 3

LOUISIANA POWER & LIGHT COMFEANY
DEFINITIONS — (Concluded)

Term

A corporation that. in connection with the Waterford 3 sale
uned leaseback transactions. has acquired a beneficial interest
in a trust that is the owner and lessor of an undivided
interest in Waterford 3

Each institution and/or individual acting us owner trustee
under a trust agreement with an Owner Participant in
connection with the Waterford 3 sale and leaseback
transactions

The System's 1980 effort to settle certain outstanding issues
and ltigation involving System Energy. the System operating
companies. and the Grand Gull Station. and to stabilize
retail rates in the System's service area, which eulminated
the FERC Settlement und reluted state and local settlenents
Securities and Exchange Commission

Statement of Financial Accounting Standards promulgated
by the FASB

Nineteenth Judicial District Court for the Parish of Fast
Baton Rouge, Loulsiana

Agreement effective January 1 19583 as modified by the
June 13 Decision. among the system operating companies
relating to the sharing of generating capueity and other
POWEE TesOurces

System Fuels. Ine.

System Energy Resources, loe

A2 LP&L, MP&L, and NOPSL, collectively

Fatergy Corporation and its vavious direct and idirect
subsidiaries

Agreoment. dated as of June 10 1982 as amended, among
the System operating compunies and System Energ, . relating
to the sale of capacity and energy from System Energy 's
share of Grand Gulf |

Unit No. 3 (nuclear) of LP&L's Waterford Steam Electrie
Cienorating Station
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LOUISIANA POWER & LIGHT COMPANY
REPORT OF MANAGEMENT

The management of Louisiana Power & Light Company has prepared and is responsible for the
financial statements and related financial information included in this annual repere The financial
statements are bused on generally accepted accounting principles. Financial information included
elsewhere in this report is consistent with the financial statements,

To meet its responsibilities with respect to financial information, management maintaing and
enforoes a system of internal accounting controls that is designed to provide reasonable assuraice. on a
cost-effective basis, as to the integrity. objectivity, and relighility of the tinancial records and as to the
protection of assets. This system includes communication through written policies and procedures, an
employee Code of Conduct, and an organizational structure that provides for appropriate division of
responsibility and the training of personnel. This system is also tested by a comprehensive internal
andit program.

The independent public accountusts provide an objective assessment of the degree to which
management meets its responsibility for fairness of financial reporting. They regularly evaluate the
system of internal accounting controls and perform such tests and other procedures as they deem
necessury to reach and express an opinion on the fuirness of the financial statements

Management believes that these policies and procedures provide reasonable assuranee that
LP&L's operations are carred out with a high standard of business conduct.

e S

Jerry L. Maulden Douald E. Meiners
Chairman of the Board and Presidevt and
Chief Executive Officer Chief Operating Officer

WA ko,

M H Mcletchie
Senior Viee President—
Accounting & Finanee



LOUISIANA POWER & LIGHT COMPANY

AUDIT COMMITTEE CHAIRMANS LETTERY




O N
\\‘. 13
POWER & LIGHT COMPANY

MANA ’ i v \ Al .
L vt B \ S ~ Y5
v \ 1AL DISC 1ON N
1 5 N \ 1) ANA)
s

RESULTS OF OPERATIONS




LOUISIANA POWER & LIGHT COMPANY

»

VMANAGEMENT'S FINANCIAL DISCUSSION AND ANALANIES L.ont




LOUISIANA POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS — (Continued)

Interest on Longterm Debt

Interest on long-term debt decreased in 1990 primanly as o result of the redemptions and
retirements in October and December 1080 of kigh-cost first mortgage bonds. Also contributing to the
decrense was the refunding in earty 1990 of higher cost debt with lower cost debt.

Other Interest — Net

Other interest — net decreased for 1990 due principally to higher interest expense in 1989 of
approximately $4.2 million in connection with a state income and franchise tax audit. Other interest —
net decrensed for 1980 due principally to an agreement reached in August 1688 with the Internal
Revenue Service and the State of Louisiana that required LP&L to record $10.7 million of interest
expense in 1988 relating to the income tax treatment of the proceeds from a 1952 settlement agreement
with a gas supplier. Partially offsetting this decrease was 1980 interest expense in connection with the
state income and franchise tax audit and interest expense relating to sales tax on nuclear fuel

Retail Energy Sales

Retail energy sales increased in 1990 due primarily to increased energy sales to residential,
commercial, and industrial customers. The increases in residential and commercial sales were due to
warmer than normal weather and a general upward trend in average usage. Industrinl sales inereased as
a result of higher sales to customers in the chemical and refining industries. The increase in retail
energy sales in 1989 was attributable to an increase in the volume of energy sales to industrial
customers as a result of various sales incentive programs implemented during 1959

FINANCIAL CONDITION

General

LP&L's net income for 1990 of $155 million represented an inorcase of 845 4 million. or 45 percent,
over 1989, Earnings coverages for the vear ended Decembor 31 1990 for the issuance of first mortgage
bonds and preferved stock have also improved when compared to the corresponding period in 1959,
LP&L's improved financial conditicn at December 31 1990 reflects net reductions in interest
requirements on long-term debt and the resulting positive effects of rate and other settlements in 1989
with the LPSC, the Council. and the FERC. (See "Results of Operations” for further information
regarding various factors alfecting LP&L's net income )

Pursuant to the terms of the March 19589 Order, LP&L is currently operating under a five voar base
rate freeze. The remaining three years of the rate freeze will not affect LP&L's financial condition to
the extent that LP&L can maintain costs at current levels or reduce costs. To the extent that LP&L's
operating expenses significantly increase, net income could be unfavorably impacted unless a rate
increase could be requested bused on one of the exceptions to the rate freeze. (See Note 2 of LP&L's
Notes to Financial Statements, “Rate and Regulatory Matters )

Liquidity

LP&L's primary cash requirements for 1990 included. among other things dividends paid on
preferred and common stock, construction expenditures, payments to System Energy for Grand Gulf |
capacity and energy. and refunds to customers in connection with a settlement agreement with a gas
supplier. LP&L's cash requirements during 1990 were satisfied primarily with internally generated
funds and cash on hand.



LOUISIANA POWER & LIGHT COMPANY
MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS — (Continued)

At December 31, 1990, LP&L s cash and cash equivilents totaled $16%.6 million. an incroase of §57
million from December 31, 1080 Net cash flow provided by operating activities totaled $352.0 million
for 1980, As detailed in the Statements of Cash Flows. cash flow from operating activities was affected
by a number of factors representative of normal operations. Debeired interest related to the Waterford
3 sale and leaseback obligations is included as 0 noneash reconciling item on the Statement of Cash
Flows and on the balance sheet as o deferred credit us no lease payments were required in 1990, Other
factors of an unusual and nonrecurring nature were not significant. lovesting activities for 1980
resulted in a net cash outflow of approximately $127.5 million due primarily to construction expendi-
tures. Financing activities for 1990 resulted in o net cash outflow of approximately $167.5 million due
primarily to dividends paid on common stock. the redemption and retirement of and dividends paid
on. preferred stock, and various other factors as detailed in the Stutements of Cash Flows

Capital and Refinancing Reguirements

Construction expenditures (including AFUDC but excluding nuclear fuel) for LP&L are esti-
mated to he $143.6 million. $151.9 million, and $164.7 million for the years 1991 1992, and 1993,
respectively. Pursuant to its phase-in plan, during 19911993 LP&L will be collecting in rates a portion
of the Waterford 3 costs incurred but not collected in previous vears. These collections constitute eash
available to satisfy, among other things, construction expenditure requirements. In addition to the
above capital requirements, LP&L will require $250.4 million during 19911999 to meet long-term debt
maturities and to satisfy sinking fund requirements

LP&L pians to meet a significant portion of its capital and refinancing requirements during the
period 19911993 with internally generated funds and cash on hand, supplemented primarily by the
issuance of longterm debt and preferred stock. On November 14, 1990, LP&L issued and cold
12,893 480 shares of its common stock, no par value. to Entergy Corporation for 885 million.

On March 1, 1990, LP&L redeemed and retived 8100 million aggregate principal amount of its 12%
Series First Mortgage Bonds due March 1, 1993 at a redemption price of 101 43% of the principal
amount thereof, plus accrued interest to the date of redemption aggregating 86 million. In addition, in
December 1990 LP&L acquired. by means of open market purchases. and retired $11.25 million
aggregate principal amount of portions of certain series of its First Mortgage Bonds for $11.1 million
plus acerued interest through the date of acquisition

On April 11, 1990, LP&L issued and sold 8100 million aggregate principal amount of First
Mortgage Bonds 10 1 /8% Series, due April 1. 2020

LP&L has requested. but has not et received, regulatory approval from the SEC allowing the
issuance through December 31, 1992 of up to $200 million of first mortgage bonds and up to §200
million in aggregate par values of preferred stock for refunding and other corporate purposes. LP&L
has also requested regulatory authorization to enter into agreements with the Parish of S§t. Charles,
Louisiana (Parish) whereby the Parish would tssue and sell up to 8200 million of tax-exempt revenue
bonds in order to reimburse LP&L for. or to permanently finance. the costs of certain solid waste
disposal, sewage disposal. or pollution contral facilities

Capital Resoure vy

LP&L's minimum earnings coverage requirements for issuing first mortgage bonds (other than for
refunding purposes) and ;referred stock are 2.0 times annual bond interest requirements and 1.5 times
annual interest and preferr. 4 dividend requirements, respectively. on u pro forma basis. For LP&L's
first mortgage bonds and preferred stock the earnings coverages for the twelve months ended
December 31, 1990 were 392 times a2nual bond interest requirements and 1,67 times annual interest

9
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INDEPENDENT AUDITORS REPORT

To the Shareholders and the Board of Directors of
Louisiana Power & Light Company

We have audited the accompanying balance sheets of Louisiana Power & Light Company (LP&L)
as of December 31, 1990 and 1989, and the related statements of income, retained earnings and cash
flows for each of the three vears in the period ended December 31, 1980, These finuncial statements
are the responsibility of LP&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. Ao 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 sudits provide a
reasonable basis for our opinion

In our opinion, such financial statements present fairly. in all material respects, the financial
position of LP&L. at December 31. 1990 and 1989, 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 generally accepted
accounting principles

Qabsith + Foscche

Deloitte & Touche
New Orleans. Louisians
February 15, 1991

11




LOUISIANA POWER & LIGHT COMPANY
BALANCE SHEETS

ASSETS
. Decomber 31,
— o
(o Thousands)
Utility Plant (Nete 1)
Electric e : ; - §4.307 965 $4.176.178
Electric plant under lease (Note 5) . o 221,702 219971
Praperty under cupital leases (Note 8) . ST . 5,051 4,206
Construction work in progress . .t 101,752 112,054
Nuclear fuel under wpital lease \Nulv 8 - 81,086 101 497
Nuclear fuel . . ‘ . . S 3117
Total . bl T . 4726429 4.622 923
Less — Accumulated deprwmuon and amortization | 144 854 1.015 680
Utility plant < net .. ik . . © 3581570 5.807243
Other Property and Investments
Nonutility property ... ... . L . 20 060 20060
Investment in subslsllur\ compam- at vth (Nobs 3 14.250 14,230
OHBEE i - , K00 kL L)
Total ... .. TR i i » . s _ 5080 3809
Current Assets:
Cash and cash vqumtlmls (Note 10)
Cash . . , 33 65
Temporary inv estments — ot vml which approsimates market
| Associnted mmpamm (Note 4) ‘ . i 3520 4250
| Other (Note 4) o v 4t W TN \ 164715 107 523
| Total cash and (ash eqmmlents el ] Ben 0 ¥ ‘ 168 577 111618
| T N g A P TR DL TR i y i b 308 9116
| Notes receivable . ... ... . ‘ . : . 2672 1.02%
Accounts receivable:
| Customer and other (less allowance for doubtful secounts of (in
| thousands) 81956 in 1990 and 1980) : o 67,207 54151
| Associated companies (Note (1) PIEL- . ] 0,544
| Accerved wubilled revenues S - 'l 50218 54 000
| Deferred fuel costs ... ... e - 5 506
| Accumulated deferred income taxes (Nuu L 5 086 "
I Materials and supplies — st average cost T s i LAk 57,260 nn
| Deferred Waterford 3 ex;wmm « net (Note | ), ot 1 4 28 429 2% 420
| Prepuy ments D e B Woed 1% 0t A3y e e P . 4 848 5901
| Oilmt..”...._.. LG A TETE . - 10,053 27,035
| R e W e s T ST S T T W | 442 686 413 559
| Detorred Debits:
|' Deferred Waterford 1 expenses — net (Note 1) ... . kv 130,208 167,720
| Pension obligation — associated compam (Note 9) ......... 16012 13,031
A L E R LR , e i e Fid 47465 43583
| R S o e A LR 202778 224,954
[ L R e T L R FAab ki Y . <A $4.262 124 $4 280 474
|
|

See Notes to Financial Statements,
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FOUISIANA POWER & LIGHT COMPANY

STATEMENTS OF INCOMIY
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LOUISIANA FOWER & LIGHT COMPANY
STATEMENTS OF RETAINED EARNINGS

Retained Earnings. jnnuan 1
Add: Net income .
Total . ..
Deduct:
Cash dividends:
Preferred stock
Common stock . . ,
Capital stock expenses (Note 5)

Total .
Retained Earmnp Decemlm a1, mm. 5)

See Notes to Financtal Statements.

For the Yoars Ended December o,

100 108 1088
(In Thousands)

§ 37.762 § 49 265 § 16076
155 049 106613 113,826
1692 511 155878 ‘l__i_mi

27,762 36,910 47516
116 865 69218 35,160

1 601 11 988 . l45)
146,228 118,116 50 637

§ 46583 $ 37762 § 49265
[opEeTE=— S ———



LOUISIANA POWER & LIGHT COMEPANY

STATEMENTS OF CASH FLOWS



FOUISIANA POWER & LIGHT  OMPANY

NOTES TO FINANCIAL STATEMENTS

NOTE SUMMARY OF SICNIFICANT ACCOUNTING POLICTES
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LOUISIASA POWER & LIGHT COMPANY

NOTES TO FINANSUIAL STATEMENTS




FOUISIANA POWER & LIGHT COMPANY

NOTES TO FINANCIAL STATEMENTS {
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LOUISIANA POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

adjustments that, if adopted. would produce a $45.9 million anoual rate increase based upon a 12, 76%
rate of return on common equity.

On March 1, 1989, the LPSC igsued an order that, in elfect. provided. among other things, that
LP&L was entitled to an annual inerease in vetail rates of approximately $45 9 million. However, in lieu
of a rate increase, the March 19589 Order provided that LP&L retain the LPSC jurisdictional portion of
$193.7 million of proceeds (stated to approximate 8188 6 million ' received by LP&L in Cetober 1988 us
a result of litigation with a gas supplier. and for the benefit of ratepavers. to begin in March 19586 to
amortize such jurisdictional proceeds plus interest theveon acerued through Febroary 28 1986
pursuant to a rate amortization schedule that currently is scheduled to extend for 53 years. At
December 31, 1990, the unamortized halance of such jurisdictional proceeds was approximately $139.4
million, excluding 81 0 million that represents the balance of the Council's jurisdictional portion of the
gas supplier judgment proceeds.

LP&L believes that the March 1989 Order should have the effect of providing approsimately the
same amount of additional net income available for common stock as would un annual rate increase of
8459 million (the amount of LP&L's revenue deficiency as determined by the LPSC) over the 5.3 vear
period. LP&L agreed to a fve-year buse rate freeze, at the then corrent level subject to certain
conditions. These conditions include, among others. a provision that would allow LP&L to apply for
rate relief during the five-year period to reflect a change in the federal tax law or any net increase in its
costs associated with Grand Gulf | resulting from proceedings commenced at the FERC by the LPSC.
In addition, LP&L could request a waiver of the five.vear freeze il a catastrophic event causes o drastic
change in costs. Further, the five-vear freeze would not serve as a bar to flowing through to retail
ratepayers any net docrease in LP&L's costs resulting from proceedings at the FERC relating to the
Grand Gulf Station or any decrease related to changes in the federal tax law. The impact of the March
1980 Order was to increase net income in 1990 and 1980 by approximately $27.7 million and
$23.1 million, respectively.

While the March 19589 Order purported to address vietually all the issues presented in LP&L's rate
application, the LPSC determined that several issues warranted further investigation. Specifically, the
LPSC established subdockets in the proceeding to consider. among other issues. the propriety of the
use by LP&L of an antomatic adjusiment clause for recovery of its Grand Gulf I-related costs and the
level and appropriateness of the Grand Gulf 1 related costs being charged by System Energy to LP&L.

On April 171980, the Louisiana Energy Users Group (LEUG) . a group of LP&L's large industrial
customers, and the members of such group individually, filed a petitien for appeal and j dicial review
of the March 1989 Order in the State District Court. The LEUG contends that the LPSC was without
Jurisdiction or authority to permit LP&L to retain the judgment proceeds. Further the LEUG requests
that LP&L be directed to keep and muintain in a separate account. pending a decision of the State
District Court, the judgment proceeds, or alternatively. the remainder of the proceeds after payment
of the initial amount required to meet the first year's revenue requirement of approximately $45.9
million. Trial of the appeal had been scheduled for March 22, 1990, However. on March 1, 1990, the
LEUG filed a motion with the State District Court requesting continnance, without date, of these
proceedings. LP&L did not oppose this continuance and the State District Court granted such
continuance on March 1, 1990. LP&L will defend the appeal vigorously if it is prosecuted. The LEUG
has stated its intention to offer a witness at the trial of the appeal If this occurs, LP&L intends, and the
LPSC has stated its intention. to offer countervailing witnesses. The trial judge has stated his intention
to send a transeript of the proceeding to the LPSC for its consideration. Should this oceur, the LPSC
may take further action in accordance with the additional evidence. As permitted by the March 1989
Order, LP&L is expending the judgment proceeds in the normal course of its business. LP&L believes
the intent of the March 1989 Order is that the LPSC recognizes that LP&L is entitled to an annual

20
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LOUISIANA POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

revenue increase of approximately $45.9 million and that such intent and the March 1980 Order will be
upheld by the courts if the matter is prosecwted. The matter is peoding

Algiers Rate Settlement — Council’s Jurisdiction

On July 11, 198, LP&L filed with the Council, with respect to Algiers, a general retail rate
increase application 1o reflect the costs associated with Grand Gulf 1 to reflect the in-service status of
Waterford 3 and to produce a just and reasonable rate of retuwm, On May 1. 1080 LP&L filed with the
Council & comprohensive rate settlement proposal including all matters related to (1) the Council's
prudence investigation of Waterford 3 initiated in February 1087 (2) the disposition of the gas
supplier judgment proceeds (disoussed above) allocable to Algiers, and (3) the retail rate increase
application filed on July 11, 1986

By resolution dated July 6. 198¢ the Council accepted LP&L's May 1. 1989 rate sottlement
proposal, thereby allowing a $0.5 millien base rate increase to be implemented over a two-year period
beginuing July 6. 1989, The Algiers Rate Settlement provides, among other things, that LP&L may
increase its base rates on an anmusl basis by an additional $3.8 million for service rendered on and after
each July 6 in 1959 and 1990, and an additional §1.9 mitlion for service rendered on and after July 6,
1991, Rates for LP&L's Algiers customers will remain frozen at the July 6 1991 level until July 6, 1994,
subject to certain conditions. These include, among others. a provision that would allow LP&L to
apply for rate relief during the period to reflect a change in the federal tax law or any net increase in
its costs associated with Grand Gulf ! resulting from a proceeding at the FERC. In addition, LP&L
could request & waiver of the freeze if a catastrophic event were to cause o drastic change in costs.
Further, the freeze would not serve & a bar to flowing through to retail ritepayers any net decrease in
LP&L's costs associated with Grand Gulf | resulting from a proceeding at the FERC or any decrease
related to changes in the federal tax laws. as may be ordered by the Council In addition to the
aforementioned rate increase. LP&L was allowed to retain the Council's jurisdictional portion of the
gas supplier judgment proceeds (stated to approximate $4.2 million) and to amortize such proceeds,
plus interest acerued thereon from Febraary 28 1980, into revenues over a two-year period ending
July 61991 At December 31 1990, the deferred revenue balance with respect ta the Algiers portion of
the gas suppher judgment proceeds was $1.0 million.

The Algiers Rate Settlement also provides that LP&L permanently absorb and not recover from its
Algiers ratepayers (1) previously expensed and unrecovered fixed costs of approximately 817 million
associated with Waterford 3 and Grand Gulf 1 incurred through July 6, 1986, (2) $5.9 million of LP&L's
investment in Waterford 3. representing the Council's jurisdictional portion of the $284 million
Waterford 3 disallowance, for which LP&L recorded o write-off of approximately $3.7 million, net of
tax. as of June 30, 1989 and (3) the Couneil's jurisdictional portion of the 18% of LP&L's FERC-
mandated share of the costs of capacity and energy from Grand Gulf 1 incurred after July 6. 1989
However. LP&L is allowed to recover 4.6 cents per KWH or the avoided cost, whichever is higher, for
the energy related to the permanently absorbed percentage through the fuel adjustment clause or to
sell the permanently absorbed percentage to non-affiliated parties. subject to the Council's right of first
refusal.

Project Olive Branch

In connection with an effert, referred to by the Entergy System as “Project Olive Branch,” to
settle outstanding issues and litigation involving System Energy and the Grand Gulf Station and to
stabilize retail rates in the area served by the Entergy System, System Energy and the System operating
companies filed with the FERC on June 91989, an offer of settlement to resolve certain FERC-related
issues in a way that would be beneficial to the System, its mvestors and its customers. The offer of

2l
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LOUISIANA POWER & LIGHT COMPANY
NOTES TO FINANUIAL STATEMENTS — (Continued)

were obtained from the LPSC. the Arkansas Public Service Commission (APSC). the Council. the SEC
and the NRC. The LPSC approved the proposal, subject to LP&L's acceptance of certain conditions.
The conditions, accepted by LP&L in writing include, among other things. a requirement that LP&L
flow back to LPSC jurisdictional ratepayers. through LP&L's fue! adjustment clause, a portion of the
projected savings for the duration of the current rate freeze. The order of the APSC approving the
proposai has been appealed. On June 6. 1990, an organizational meeting of the board of directors of
Entergy Operations was held to form Entergy Operations as a new subsidiary of Entergy Corporation,
and Entergy Operations has now commenced the operation of ANO, Waterford 3 and Grand Gulf 1,

Proposed Negotiated Buy-out and Other Considerations

On March 20, 1988 the Council proposed to Entergy Corporation to discuss & negotiated buy-out
of NOPSI (and of LP&L's distribution facilities in Algiers) by the City. Entergy Corporation
responded by indicating a willingness to consider any alternatives that the Council might propose if
they are in the best interests of Entergy's stockholders, customers, and employees. In carly March
1990, discussions by the City and Entergy culminated in a conceptual proposal setting forth the terms
and conditions of the negotiated buy-out proposal. This proposal was the subject of public hearings by
the Council in April 1990, and at a Council public —veeting held on May 17, 1990, the Council voted
against the adoption of a resolution to proceed with the buy-out proposal.

In July 1990, the Council adopted a resolution that provided a framework for further discussions
and research concerning several issues of interest to the Council. NOPSL and LP&L. Each of the three
members of the Utility Committee of the Council was assigned specific areas of study: rate matters,
including rate disparity, deferral collection and consolidation of LP&L and NOPSI capacity matters,
including least cost planning, and NOPSI's gas distribution properties; and socio-economic develop-
ment, including industrial development. Each working group is meeting with NOPSI and LP&L. and
discussions are continuing with regard to all three areas of study.
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Agreement for capacity and energy from Grand Gulf | would depend on a variety of fuctors (especially
the degree of any such shortfall and System Energy's access to other funds). LP&L cannot predict
whether any such claims or demands, if made and npheld could be satisfied

In November 1981, the System operating companies entered into a Reallocation Agreement,
which would bave allocated the capacity and energy available to System Energy from the Grand Gulf
Station and the related costs to LP&L. MP&L. and NOPSL. These companies thus agreed to assume all
the responsibilities and obligations of AP&L with respect to the Grand Gulf Station under the
Availability Agreement, with AP&L relingquishing its rights to the capacity and energy of the Grand
Gulf Station. Each of the System operating companies, including AP&L. would have remained
primarily liable to System Energy and its assignees for payments or advances under the Availability
Agreement and assignments thereof. AP&L was obligated to make its share of the payments or
advances only if the other System operating companies were unable to meet their contractual
obligations, However, the FERC's June 13 Decision allocating a portion of Grand Gulf 1 capacity and
energy to AP&L supercedes the Reallocation Agreement insofar as it relates to Grand Gulf 1,

Responsibility for the Grand Gulf 2 amortization amounts described above has been allocated to
LP&L. MP&L and NOPSI under the terms of the Reallocation Agreement. LP&L's shaie of such
amounts is 26.23%. AP&L is liable for its share of such amounts only if the other System operating
companies are unable to meet their contractual obligations. No payments of any amortization amounts
will be required as long as amounts paid to System Energy under the Unit Power Sales Agreement,
together with other funds available to System Energy, exceed amounts required under the Availability
Agreement, which is expected to be the case for the foreseeable future

Entergy Shareholder Litigation

Futergy and certain other System copanies (including LP&L) and individuals were defendants
in a consolidated purported class action suit filed in District Court in 1955 by Entergy shareholders
(purporting to represent classes that purchased Entergy common stock). On October 5, 1990, the
parties to the suit entered into a settlement agreement, subject to the approval of the District Court,
providing | sr, among other things. payment to the members of the asserted plaintifi classes from an
interest-bearing 8$15.3 million Settlement Fund. established by Entergy. On January 30. 1991, the
District Court entered an order and final judgment approving the settlement agreement and on
January 31, 1991 the suit was dismissed with prejudice. The time for filing appeals of this order expired
with no such appesls being filed.

System Fuels

LP&L has a 33% interest in System Fuels, a jointly owned subsidiary of the Systerm aperating
companies. System Fuels operates on a non-profit basis for the purpose of planning and i, ementing
orograms for the procurement of fuel supplies for all of the System operating companies and System
Energy. [ts costs are recovered primarily through charges for fuel delivered.

Fuel exploration and deve' © /ment activities of System Fuels have declined over recent years and
some fuel programs are being puased out or transferred to others. In this connection, certain charges
and credits relating to Syster: Fuels' investment in the fuel programs may be allocated to the System
operating companies, including LP&L. Any such charges or credits allocated to LP&L are not expected
to significantly affect future results of operations.

The parent companies of System Fuels agreed to make loans to Svstem Fuels to financs its fuel
supply business under a loan agreement dated January 4. 1978 as amended through Decembe- 31,
1953, The rate of interest that is charged pursuant to this loan agreement is adjustable and is tied to
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LOUISIANA POWER & LIGHT COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

of the current arrangements based on LP&L's nuclear fuel requirements. If the lessor cannot arrange
for alternative financing upon the regularly scheduled maturity of its borrowings, LP&L must purchase
nuclear fuel in an amount equal to the amount required by the lessor to retire such borrowings.
Nuclear fuel lease expense consists of amortization of the nuclear fuel lease. administration costs. and
interest on the obligation. Amortization recorded in connection with the nuclear fuel leases for 1990,
1989, and 1988 was $49.0 million, $43.9 million, and 837.1 million, respectively. Interest expense related
to the nuclear fuel leases for 1990, 1989, and 1988 was 855 million. $9.5 million. and $5.3 million
respectively. The unrecovered cost base of the leases was $82.0 million, $101.5 million. and $51.7
million at December 31, 1990, 1989 and 1985 respectively

Rental expense for capital and operating leases (excluding the nuclear fuel lease) amounted to
approximately $8.9 million, $9.5 million, and 811.3 willion in 1990, 1980, and 1988, respectively,

Waterford 3 Lease Obligations

On September 25, 1989, LP&L entered into three substantially identical, but entirely separate.
transactiors for the sale (for an aggregate cash consideration of $353.6 million) and leaseback of three
undivided portions of its 100% ownership interest in Waterford 3 The three undivided interests in
Waterford 3 sold and leased back exclude certai transmission, pollution control, and other facilities
that are part of Watertord 3. The interests sold and leased back, as described above, are equivalent on
an aggregate cost basis to approximately 9.3% of Waterford 3 The sales were made to an Owner
Trustee under three separate, but identical, trust agreements with three Owner Participants. LP&L is
leasing back the sold interests from the Owner Trustee on a net lease basis over an approximate 25.
year basic lease term, LP&L has options to terminate the lease and to repurchase the sold interests in
Waterford 3 at certain intervals during the basic lease term. Further, at the end of the basic lease term.
LP&L has an option to renew the lease or to repurchase the undivided interests in Waterford 3.

The Owner Trustee acquired the interests with funds provided by the Owner Participants and
with funds obtained from the issuance and sale by the Owner Trustee of intermediate-term and long-
term bonds. The lease payments to be made by LP&L will be sufficient to service the debt incurred by
the Owner Trustee.

Pursuant to the terms cf the sale and leaseback transactions, if LP&L does not exercise its option
to repurchase the undivided interests in Waterford 3 on the fifth anniversary of the closing date of the
sale and leaseback transactions, LP&L will be required to provide collateral to the Owner Participants
for the equity portion of certain amounts payable by LP&L under the lease. Such collateral
requirer.ents are to be in the form of either a bank letter or letters of credit or the pledging of new
series of first mortgage bonds issued by LP&L under its fir.t mortgage bond indenture.

Upon the oceurrence of certain adverse events (including lease events of default, events of loss,
deemed loss events or certain adverse “Financial Events” with respect to LP&L), LP&L may be
obligated to pay amounts sufficient to permit the Owner Participants to withdraw from the lease
transactions and LP&L may be required to assume the outstanding bonds issued by the Owner Trustee
to finance its acquisition of the undivided interests in Waterford 3. “Financial Events” include, among
other things, failure by LP&L, following the expiration of any applicable grace or cure periods. to
maintain (1) as of the end of any fiscal quarter. total equity capital (including preferred stock) at least
equal to 30% of adjusted capitalization or (2) in respect of the 12-month period ending on the last day
of any fiscal quarter, a fixed charge coverage ratio of at least 1.50. At December 31, 1990 LP&L's total
equity capital (including preferred stock) was 41.78% of adjusted capitalization and its fixed charge
coverage ratio was 2.42.

In accordance with SFAS No. 95, “Accounting for Leases.” due to “continuing involvement” by
LP&L, the sale and leaseback by LP&L of the undivided portions of Waterford 3, as deseribed above, is
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