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Entergy Cofpontnon is one of the =~ i

{Jargestinvestor-owned public utility

“holding companies in the United -

States and the leading electricity

supplier in the Middle South region.

. Headquartered in New Orleans, .

. Entergy servés more than 24 million
customers-through its opentmg n
nies in Arkansas, Louisiana,

Mlsussupm. and Texas. Emerqy also

provides wholesale electricity to

* other utilities and markets its energy

expertise worfdwidle. (See pages 4

for more'detgil.) AR : ‘
Ormcmal Subsodtanes ot
AP&L  Arkansas Power & hght 3
GSU .  Gulf States Utilities '

LPAL - Louisiana Power & Light
MP&L Mnssnssnppn Power & l.nght
NOPS! - New Orleans Public -
.Y Semviceine. _
EPi . - Entergy Power, Inc. .
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Dear Fellow
Shareholders

| hope the questions on the
inside front cover touch on
some of the things you want to
know about Entergy. This year
We are using a question and
answer format to present the
Entergy story. The basic ques-
tion 1s "Why Entergy?"~ or
maore precisely, “Why invest in
Entergy? In the pages that fol-
low we will try to answer that
question and others relating to
our 1994 operations, financial
performance, and strateqy.
1994 was a year of mixed
performance. First, | was very
disappointed that Entergy's
stock price fell considerably

A Annual
Total Return
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more than the electric utility
average and that we did not
meet our top-quartile total
return objective, The industry
average dropped primarily
because of rising interest rates.
Entergy drapped further
because the market anticipated
our 1994 earnings per share
would be lower than in 1993 and
that future dividend growth
would be slower than in the past.
Regulatory actions in
Mississippi, Louisiana, New
Orleans, and Texas reduced
our 1994 revenues by about
$180 million. These actions will
also cause revenue reductions
in 1995 of approximately
$80 million. It is not possible
to immediately offset such
large revenue reductions. As a
result, 1994 earnings per share
were down from 1993, and dur-
ing this period of decreasing
revenues we felt that holding
the dividend at its current level
would be prudent. | believe the
current quarterly dividend of

Financial Highlights

E Entergy Corporation ond Subs«nanes

{Doligres in millions, excep! pet share nmunwsl

Financial Results
Total operating revenues

Ongoing operation and maintenance expense $1.418

Ongoing net income

Ongoing earnings per share

Consolidated net income

Consolidated earnings per share

Average shares outstanding

Net cash flow provided
by aperating activities

Operating Data

Retail kilowatt-hour sales (in millions)

Peak demand (megawatts)

Retail customers served at year end
Year-end employees, core business
Year-end employees, business expansion

45 cents per share is appropri-
ate. Future dividend growth
will be tied to sustainable earn-
ings growth. Qur business
plans show earnings improve-
ment from current levels. Both
our core utility business and
our noncore business expan-
sion activities contribute to the
improvement.

There are several aspects of
our 1994 operating perfor-
mance that give me confidence
about the future. Qur sales
were up a strong 3.4 percent,
ongoing operation and mainte-
nance expenses were down
2.1 percent, and we cut total
interest and preferred dividend
charges by 6.4 percent. Cash
flow was a healthy $1.5 billion,
which let us continue building
our noncore businesses with
investments in power genera-
tion and energy services,

Entergy & GSU
Combined Entergy
S 7!9_94“_ - 1993 1993
$5,963 $6,302 $4,485
$1,448 $1,044
$ 496 $ 554 $ 476
$ 217 $ 239 $ 269
$ 342 $ 595 $ 552
$ 149 $ 257 $ 316
228734843 231583280 174,887,556
31,538 $1,330 $1,074
89,544 86,635 59,142
18,028 18,470 12,858
2,359,514 2,337,081 2,337,081
15,543 16,501 16,501
494 178 178

1993 Entergy and G5U resuits ore combined in the secand culumn for comporison with 1994 results, and Entergy's
reported 1993 results appeo: 1o the thizd column. See poge 16 for o five-year summary showing both reported and

combined pperating resuits










The following

questions were asked

by Daniel J. Goldfarb, .
an investment analyst

who follows the

electric utility industry

and makes stock

recommendations
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Generating Capability
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Achieving Top-Quartile
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1994 Sources of Electricity

Meeting Operating
and Cost Goals
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FIVE-YEAR SUMMARY OF SELECTED FINANCIAL AND OPERATING DATA

AS REPORTED
[in thousonds, except pee share amounts)

Selected Financial Data:
Operating revenues
Income betore cumulative
effect of a change in accounting principie
Earnings per share before cumulative effect
of a change in accounting principle
Dividends declared per share
Book value per share, year-end
Common shares outstanding
At year-end
Weighted average
Total assets
Long-term obligations
Preference and preferred stock
Long-term debt (excluding currently maturing debt)
Cash from operations
Return on average common equity

Electric Revenues:
Residential
Commercial
Industrial
Governmental

Total retan)
Sales for resale
Other

Total electric

Electric Energy Sales: Mitlions of kwh)
Residential
Commercial
Industrial
Governmental
Total retail
Sales for resale
Total sales

ENTERGY & GSU COMBINED®

{In thoysands, except per shore amounts)

Selected Financial Data:

Operating revenues

Income before cumulative eftect of a change in
accounting principle

Farnings per share before curnulative effect of a
change in accounting principle

Common shares outstanding
At year-end
Weighted average

Total assets

Long-term obligations

Preference and preferred stock

Long-term debt (excluding currently maturing debt)

Cash from operations

Electric Revenues:
Residential
Commercial
Industrial
Gavernmental

latal retail
Sales for resale
Other

lotal electric

Electric Enerqy Sales: (Mihions of kwh!
Residential
Commercial
Industnal
Governmental
Total retail
Sales for resale
Total sales

$ 5963,290
$ 3484

$ 1.49
$ 1.80
$ 27.93

227,409
228,735
$22,613,491
$ 7.817,366
$ 1,000,901
$ 7,093,473
$ 1,537,767
5.31%

$ 2,126,260
1,499,206
1,832,916

159,694
5,618,076
3Nnoe
(131,325)

$ 5,797,769

26,231
20,050
41,030

2,233
89,544

7.908
97,452

1994

$ 5963,290
$ 3484
$ 1.49

227,409

228,735
$22,613,49
$ 7,817,366
$ 1,000,901
$ 7093473
$ 1,537,767

$ 2,126,260
1,499,206
1,832,916

159,694
5,615,076
311,018
(131,325)

$ 5.797,769

26,23
20,050
41,030

2,233
89,544

7,908
97.452

* Combinred data o for comparative purdose only god will not agree with reported dalt

s

1993

$ 4485317
$ 458,089

% 262
$ 165
$ 2827

231,220
174,888
$22.876,697
$ 8,177,882
$ 1,060,008
$ 7,355962
$ 1074387
12 58%

$ 1,506,480
1,072,583
1,199,172

136,649
4,004,884
293,894
95,568

$ 4,394 346 :

18,946
13,420
24,889

1,887
59,142

8,291
67,433

1993

$ 6,302,341
$ 491969
$ 212

231,220

231,683
$22,876,697
$ 8177882
$ 1,050,008
$ 7355962
$ 1329822

$ 2182279
1,487,850
1,849,402
162,767
5,682,298
316176
134,217

$ 6,131,691

26,138
19,131
19,183

2,183
86,635

8,484
95119

1992

$ 4116499
$ 437637

$ 248
$ 145
$ 24.35

176,137

176,574
$14,239,637
$ 5630506
$ 718,560
$ 5,149,344
$ 831226

10,35%

$ 1,440,360
1,007 420
1,097,023
127,753
3,672,556
252,288
18,711

§ 4,043,555

17,649
12,928
23610

1,839
56,926

7979
63,905

1992

$ 58709Nn
$ 527348
$ 226

231,832

233269
$21,403,984
$ 8429273
$ 112430
$ 7,523,802
$ 1,178,754

$ 2000912
1,408,223
1,739,321
153,948
5,302,404

257,81
158,914
$ 5719189

24374
18,402
38,023

2,141
82940

7,488
90428

1991

$ 4051429
$ 482032

$ 264
$ 1.26
$ 23.46

178,809

182,605
$14,383,102
$ 5801364
$ 702934
$ 5282906
$ 961935

1.61%

$ 1463281
996,619
1,068,802
128,762
3,657,464
220,347
96,667

1990

$ 3,982,062
$ 478218

$ 244
$ 105
$ 22.18

185,267

195,877
$14,831,394
$ 6,395951
$ 653,440
$ 5,765,885
$ 1,024,845
11 47%

$ 1,449,768
988,409
1,061,796
124,597
3614570
212,504
_67,045

$ 3974478  § 3894119

18,329
13,164
23,466

1903
56,862
7,346
64,208

1991

$ 5746489
$ 531363
$ 222

235,504
239,360
$21,566,221
$ 8617941
$ 1,301,958
7,576,888

$
$ 1,395,680

$ 2016428
1,380,502
1,681,370
153,554
5,195,854
257,308
138,100

$ 5591262

25,254
18,624
37,095

2,198
83171

8,081
91,252

18,174
12977
22,795
180
58,777
629
62,069

1990

$ 5658300
$ 3791717
$ 1.60

241952
262,672
$21.966,793
$ 9,059,200
$ 1328515
$ 7839997
$ 1344523

$ 1973679
1,366,662
1,630,724
_ 148,698
5,119,763
246,182

110,362

$ 5476307

25,008
18,365
36,142

2116
81,631

6,749
88,380

Entergy Cotporation and Subsidiones




GLOSSARY

Entergy or System-Enterqy Corporation and its various
direct and indirect subsidiaries.

Entergy Operations-Entergy Operations, Inc, a
subsidiary of Entergy Corporation that has operating
responsibility for Grand Gulf 1, Waterford 3, Arkansas
Nuclear One, and River Bend nuclear plants.

Entergy Power-Entergy Power, Inc,, a subsidiary of
Entergy Corporation that markets capacity and enerqy for
resale from certain generating facilities to other parties,
principally non-affiliates

Merger-The combination transaction, consummated on
December 31, 1993, by which GSU became a subsidiary of
Entergy Corporation and Entergy Corporation became a
Delaware corporation

1991 NOPSI Settlement -Agreement, retroactive to
October 4, 1991, among NOPSI, the Council of the City of
New Orleans, Louisiana (Councill, the Alliance for
Affordable Energy, Inc., and others that settied certain
Grand Gulf 1 prudence issues and pending litigation
related to the resolution (including the Determinations
and Order referred to therein) adopted by the Council on
February 4, 1988, disallowing NOPSI's recovery of $135
million of previously deferred Grand Gulf 1-related costs,

Rate Cap-The level of GSU's retail electric base rates in
effect at December 31,1993, for the Lousiana retall
jurisdiction, and the level in etfect prior to the Texas
Cities Rate Settlement for the lexas retail jurisdiction,
that may not be exceeded for the five years following
December 11, 1993

System Agreement -Agreement, effective January 1,
1983, as subsequently modified by FERC, among the
System operating companies relating to the sharing of
generating capacity and other power resources

System operating companies-AP&L, GSU, LP&L, MP&L,
and NOPSI, collectively

Financial Review

Consolidated Balance Sheets

Statements of Consolidated Cash Flows

Management's Financial Discussion and Analysis-—
Liquidity and Capital Resources

Statements of Consolidated Income

Statements of Consolidated Retained Earnings
and Paid-in Capital

Management's Financial Discussion and Analysis—
Results of Operations
Significant Factors and Known Trends

Report of Management/
Audit Committee Chairman's Letter

Report of Independent Accountants

Notes to Consolidated Financial Statements

18

by

23

24

24
25

30
3
32



CONSOLIDATED BALANCE SHEETS

ASSETS

December 31

In thousands) 1 ’94 1 993
Utility Plant;
Electric $21,184,013 $20,848 844
Plant acquisition adjustment — GSU 487,955 380,117
Electric plant under leases 668,846 663,024
Property under capital leases ~ electric 161,950 175,276
Natural gas 164,013 156,452
Steam products 77,307 75,689
Construction work in progress 476816 533,112
Nuclear fuel under capital leases 265,520 329433
Nuclear fuel 70147 117,760
Total 23,556,567 23,179,707
Less — accumulated depreciation and amortization 7,639,549 7,167,981
Utility plant - net 15917,018 16,021,726
Other Property and Investments:
Decommissioning trust funds 207,395 172,960
Other 240,745 183,597
Total 448,140 356,557
Current Assets:
Cash and cash equivalents
Cash 87,700 27,345
lemparary cash investments — at cost, which approximates market 546,207 536,404
Total cash and cash equivalents ‘ 613,907 563,749
Special deposits 8,074 36,612
Notes receivable 19,190 12,710
Accounts receivable
Customer (less allowance for doubtful accounts of $6.7 million in 1994
and $8.8 million in 1993) 325410 315,796
Other 66,651 81931
Accrued unbilled revenues 240,610 257321
Fuel inventory 93,211 110,204
Materials and supplies — at average cost 365,956 360,353
Rate deferrals 380,612 333311
Prepayments and other 98,811 98,144
Total 2,212,432 2,175,131
Deferred Debits and Other Assets:
Regulatory Assets
Rate deferrals 1,451,926 1,876,051
SFAS 109 reguiatory asset — net 1,417,646 1,385,824
Unamortized loss on reacquired debt 232,420 210,698
Other requiatory assets 316,878 283 846
Long-term receivables 277,830 228,030
Other 339,201 338,834
Total 4,035,901 4,323,283
Jota $22,613,491 $22,876,697
See Notes to Consoldated Fnoncio! Statement

1IN o
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CONSOLIDATED BALANCE SHEETS

CAPITALIZATION AND LIABILITIES

December 31

{in thousands) - ‘9,9‘ ssidiane Sek e IAgfn
Capitalization;
Common stock, $0.01 par value, authorized 500,000,000
shares, issued 230,017 485 shares in 1994 and 231,219,737 shares in 1993 $ 2,300 $ 2312
Paid-in capital 4,202,134 4,223,682
Retained earnings 2,223,739 2,310,082
Less ~ treasury stock (2,608,908 shares in 1994) 77,378 -
Total common shareholders' equity 6,350595' [ 6‘36676
Subsidiaries’ preference stock 150,000 150,000
Subsidiaries’ preferred stock
Without sinking fund 550,955 550,955
With sinking fund 299,946 349,053
Long-term debt 7,093,473 7,355,962
Tota 14,445,169 14942046
Other Noncurrent Liabilities:
Obligations under capital leases 273,947 322,867
Other 310,977 296,572
Total 584,924 619,439
Current Liabilities
Currently maturing long-term debt 349,085 322010
Notes payable 171,867 43,667
Accounts payable 471,120 413,727
Customer deposits 134,478 127,524
Taxes accrued 92,:78 118,267
Accumulated deferred income taxes 45,13 73933
Interest accrued 195,619 210894
Dividends declared 13.599 13,404
Deferred revenue — gas supplier judgment proceeds - 14,632
Oeferred fuel cost 47006 4528
Obligations under capital leases 151,904 194,015
Reserve for rate refund 56,972 -
Other 327,330 233,313
fota 2,031,951 1,769,914
Deferred Credits:
Accumulated deferred income taxes 3915138 3,829,041
Accumulated deferred investment tax credits 649,898 793,376
Other 986,411 922,882
Total 5551447 5,545,298
Commitments and Contingencies (Notes 2, 8, and 9)
Total $22,613,491 $22876,697
See Noters 1o Consohdated Fnoncal Stotemesnts
Entergy Nub > 19



STATEMENTS OF CONSOLIDATED CASH FLOWS

For the Years Ended December 31,
fin thousands)

Operating Activities:
Net income
Noncash items included in net income
Cumulative effect of a change in accounting principle
Change in rate deferrals/excess capacity — net
Depreciation and decommissioning
Deferred income taxes and investment tax credits
Altowance for equity funds used during construction
Amortization of deferred revenues
Gain on sale of property — net
Changes in working capital:
Receivables
Fuel inventory
Accounts payable
Taxes accrued
Interest accrued
Reserve for rate refund
Other working capital accounts
Refunds to customers — gas contract settiement
Decommissioning trust contributions
Provision for estimated losses and reserves
Other
Net cash flow provided by operating activities

Investing Activities:
Merger with GSU — cash paid
Merger with GSU — cash acquired
Construction/capital expenditures
Allowance for equity funds used during construction
Nuclear fuel purchases
Proceeds from sale/leaseback of nuclear fuel
Investment in nonregulated/nonutility properties
Proceeds received from sale of property
Decrease in other temporary investments

Net cash flow used in investing activities

Financing Activities:
Proceeds from the issuance of
First mortgage bonds
General and refunding mortgage bonds
Preferred stock
Other long-term debit
Premium and expense on refinancing salefleaseback bonds
Retirement of
First mortgage bonds
General and refunding mortgage bonds
Other long-term debt
Repurchase of common stock
Redemption of preferred stock
Common stock dividends paid
Changes in short-term borrowings
" Netcash flow used in financing activities

~ Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

1994 1993 LT
$ 341,841 $ 551930 $ 437,637
- (93,841) -
394,344 200,532 109,153
656,896 443 550 424,958
(123,503) 17,669 118,562
(11,903) (8,049) (7,355)
(14,632) (42,470) (38,646)

- - (19,612)

22,377 (40,682) (19,150)
16,993 (1,161) 20,008
57,393 (9,167) (54,559)
(25,689) (32,761) 28,561
(15,255) (758) (10,845)
56,972 - -
144,297 51,100 (12,428)
- (656,027) (56,066)
(24,755) (20,402) (20,896)
22,522 20,832 (24.911)
39,869 94,092 (43,185)
1,537,767 1,074,387 831,226
- (250,009) -

- 261,349 -
(676,180) {512,235) (438,845)
11,903 8,049 7,356
(179,932) (118,216) (60,359)
128,675 121,526 62,332
(49,859) {76,870) (35,189)
26,000 - 67985

- 17,012 114,651
(739,393) (549,385) (282,070)
59,410 605,000 637,114
24,534 350,000 65,000

- - 120,999
164,699 106,070 48,067
(48,497) - -
(303,800) (911,692) (1,009,320)
(45,000) (99,400} -
(148,962) (69,982) (17,412)
(119,486) (20,558) (105,673)
(49,091) (56,000) (109,369)
(410,223) (287,483 (256,117)
128200 43,000 -»
o Gasave) AT 048] (626.771)
50,158 183957 T (77,588)

_ 563,749 a1 451347
$ 613,907 $ 563,749 $ 179,792

Entergy Cotpioration and Subsidiories
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STATEMENTS OF CONSOLIDATED CASH FLOWS (Continued)

For the Years Ended December 11,
in

fothousone) =~ - 1994 1983 T
Supplemental Disclosure of Cash Flow Information:
Cash paid during the period for:
Interest — net of amount capitalized $660,150 $ 485876 $570,199
Income taxes $218,667 $ 159,659 $125,079
Noncash investing and financing activities:
Capital lease obligations incurred $ 88,574 $ 126812 $ 75040
Deficiency of fair value of decommissioning trust
assets over amount invested $ (2,198) - -
Meracr with GSU - commion stock issued - $2,031,101 -

See Nutes to Consolidated Fnanciol Statements,

MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

LIQUIDITY AND CAPITAL RESOURCES
Liquidity is important to Entergy due to the capital intensive
nature of its business, which requires large investments
in long-lived assets. While large capital expenditures for
the cons*ruction of new generating capacity are not
currently planned, the System does require significant capital
resources for the periodic maturity of certain series of debt
and preferred stock and ongoing construction expenditures.
Net cash flow from operations totaled $1,538 million,
$1,074 million, and $831 million in 1994, 1993, and 1992,
respectively. In recent years, this cash flow, supplemented by
cash on hand, has been sufficient to meet substantially all
investing and financing requirements, including capital
expenditures, dividends, and debt/preferred stock maturities
Entergy's ability to fund these capital requirements with cash
from operations results, in part, from continued efforts to
streamiine operations and reduce costs as well as collections
under Grand Gulf 1 and River Bend rate phase-in plans, which
exceed the current cash requirements for Grand Gulf 1-related
costs. (In the income statement, these revenue collections are
offset by the amortization of previously deferred costs;
therefore, there 1s no effect on net income.) These phase-in
plans will continue to contribute to Entergy’s cash position
for the next several years. Further, Entergy Corporation’s
subsidiaries have the ability to meet future capital
requirements through future debt or preferred stock
issuances, as discussed below. See Note 8 for additional
information on the System's capital and refinancing
requirements in 1995-1997. Also, to the extent current market
interest and dividend rates allow, the System operating
companies and System Energy may continue to refinance
high-cast debt and preferred stock prior to maturity
Productive investment by Entergy Corporation of excess
funas is necessary to enhance the long-term value of its
common stock. In 1994, Entergy Corporation invested in the
Hiib River Company which is constructing 3 generaiing
station near Karachi, Pakistan. In 1993, Entergy Corporation

Monagement's Financiol Discussion end Analys:s

invested in an electric distribution company and a high-
voltage transmission system in Argentina. In 1992, Entergy
Corporation invested in a generating facility in Argentina, an
independent power plant in Virginia, a lighting efficiency
services company, and a company that develops energy
management and other technology applications. Entergy
Corporation may invest up ta $150 million per year for the
next several years in nonregulated business opportunicies. See
“Significant Factors and Known Trends — Nonregulated
Investments” for additional information,

Certain agreements and restrictions limit the amount of
mortgage bonds and preferred stock that can be issued by the
System operating companies and System Energy. Based on the
most restrictive applicable tests as of December 31, 1994, and
an assume i annual interest or dividend rate of 9.25%, the
System op«rating companies could have issued bonds or
preferred stock in the following amounts, respectively:

AP&L - $253 million and $468 million; GSU - $0 million and
$0 million; LP&L - $107 million and $784 million; MP&L -
$246 million and $95 million; and NOPSI - $89 mitlion and

$17 miliion. System Energy could also have issued $241 million
of bonds, but its charter does not presently provide for the
issuance of preferred stock. In addition, the System operating
companies and System Energy have the conditional ability to
1ssue bonds against the retirement of bonds, in some cases
without meeting an earnings coverage test. Aithough GSU was
precluded from issuing first mortgage bonds under its earnings
coverage test as of December 31, 1994, GSU has the ability to
issue $578 million of first mortgage bonds against the
retirement ot first mortgage bonds without meeting such test
AP&L may also issue preferred stock to refund outstanding
preferred stock without meeting an earnings coverage test
GSU has no limitations on the issuance of preference stock See
Note 4 for information on the System's short-term borrowings.

Entergy Corporation’s current primary capital requirements
are to periodically invest in, or make loans to, its subsidiaries
Entergy Corpuration expects to meet these requirements in
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1995-1997 with internally generated funds and cash on hand.
Further, Entergy Corporation paid $410.2 million of dividends
on its common stock in 1994, Declarations of dividends on
common stock are made at the discretion of Entergy
Corporation's Board of Directors (Board). It is anticipated that
management will not recommend future dividend increases to
the Board unless such increases are justified by sustained
earnings growth of Entergy Corporation and its subsidiaries.
Entergy Corporation receives funds through dividend
payments from its subsidiaries. During 1994, these common
stock dividend payments totaled $763 4 million. Certain
restrictions may limit the amount of these distributions. See
Note 7 for additional information,

See Notes 2 and 8 for information regarding litigation with
Cajun Electric Power Cooperative, Inc. (Cajun) and River Bend
rate appeals Substantial write-offs or charges resulting from
adverse rulings in these matters could result in substantial
additional net losses being reported by Entergy and GSU in
1995 and subsequent periods, with resulting substantial
adverse adjustments to common shareholder's equity. Also,
adverse resolution of these matters could adversely affect
GSU's ability o continue to pay dividends and obtain
financing, which could in turn affect GSU's liquidity.

Entergy Corporation has a program to repurchase shares of
its outstanding common stock. The timing and amount of
such repurchases depend upon market conditions and Board
authorization Entergy Corporation has requested, but not yet
received, Securities and Exchange Commission (SEC)
authorization for a $300 miliion bank line of credit, the
proceeds of which are expected to be used for common stock
repurchases, investments in nonregulated and nonutility
businesses, and other optional activities. Certain parties have
intervened in this proceeding, and the application is pending.
See Notes 4 and 5 for cdditional information.

Increasing competition in the utility industry brings an
increased need to stabilize costs and reduce retail rates. See
*Significant Factors and Known Trends - Competition® for
additional information on rate issues affecting the System.

0On March 20, 1995, the Public Utility Comemission of Texas
(PUCT) ordered GSU to implement a $72.9 million annual
base rate reduction for the period March 31, 1894, through
September 1, 1994, decreasing to an annual base rate
reduction of $52.9 million after September 1, 1994 In
accordance with the Merger agreement, the rate reduction
is applied retroactively to March 31, 1994, As a result, GSU
recorded a $57 million reserve for rate refund in 1994
See Note 2 for additional information.

in March 1994, the Mississippr Putitic Service Commission
[MPSC) issued a final order adopting a formulary incentive

rate plan. The order also adopted previously agreed-upon
stipulations of a required return on equity of 11% and
certain accounting adjustments that resulited in a 4.3%
($28.1 million) reduction in MP&L's June 30, 1993, test-year
pase revenues effective March 25, 1994 The plan allows

for periodic small adjustments in rates based on an annual
comparisan of earned to bench~ark rates of return and
upon certain other perfe .nance factors. See Note 2 for
additional informatin,

As discussed in ‘vote 2, NOPSI agreed to reduce electric
and gas rates an ; issue credits and refunds to customers
pursuant to th, 1994 NOPSI Settiement. Under the terms of
the settlemer t, NOPSI implemented rate reductions totaling
$44.9 millior effective January 1, 1995 NOPSI will implement
an additiona, $4.4 million rate reduction on October 31, 1995,
in addition, thy 1994 NOPS! Settiement requires NOPSI to
credit its customers $25 million over a 21-month period,
beginning January 1, 1995, in order to resolve disputes with
the Council regarding the interpretation of the 1991 NOPSI
Settiement. The 1994 NOPSI Settiement also required NOPSI
to refund $9.3 miilion of overcollections associated with
Grand Gulf 1 operating costs and $10.5 million of refunds
associated with the settlement by System Energy of a Federal
Energy Regulatory Commission (FERC) tax audit.

As discussed in Note 2, in Novernber 1994, FERC approved
an agreement settling a long-standing dispute involving
income tax allocation procedures of System Energy. In
connection with this settlement, System Energy refunded
approximately $61.7 million to AP&L. LP&L, MP&L, and
NOPSI, which in turn have made or will make refunds or
credits to their customers (except for those portions
attributable to AP&L's and LP&L's retained share of Grand
Gulf 1 costs). Additionally, System Energy will refund a total
of approximately $62 million, plus interest, to AP&L, LP&L,
MP&L, and NOPSI over the period through June 2004. AP&L,
LP&L, MP&L, and NOPSI also wrote off certain related
unamortized balances of deferred investment tax credits.

Entergy Corporation has agreed to supply to System Energy
sufficient capital to (1) maintain System Energy’s equity
capital at an amount equal to a minimum of 35% of its total
capitalization (excluding short-term debt), and (2) permit Lae
continuation of commercial operation of Grand Gulf 1 and to
pay in full 3!l indebtedness for borrowed money of System
Energy when due under any circumstances. In addition, under
supplements to the Capital Funds Agreement assigning
System Energy's rights as security for specific debt of System
Energy, Entergy Corporation has agreed to make cash capital
contributions to enable System Energy to make payments on
such debt when due See Note 8 for additional information

Management s Financial Discussion and Analysis




STATEMENTS OF CONSOLIDATED INCOME

Fur the Yeors Ended December 31,
{in thousands, except share dota) i _!”4 . 1993 :, By 1 ?9;2
Qperating Revenues:
Electric $5,797,769 $4,394 346 $4,043 555
Natural gas 118,962 90,9 72944
Steam products 46,559 - T e
Total 5963290 4485337 4,116,499
Operating Expenses;
Operation and maintenance
Fuel, fuel-related expenses, and gas purchased for resale 1,446,397 912,233 802,682
Purchased power 350,903 278,070 228,679
Nuciear refueling outage #xpenses 63,979 76,383 87,885
Other operation and maintenance 1,568,810 1,043,838 1,020,894
Depreciation and decommissioning 656,896 443,550 424958
Taxes other than income taxes 284,234 199,151 197,895
Income taxes 131,965 251,163 210,081
Rate deferrals
Rate deferrals - (1,651) (24,176)
Amartization of rate aeferrals 391,365 289,259 209015
Total 4,894,549 3,491,996 3167913
Operating Income 1,068,741 993,341 958,586
Other Income (Deductions):
Allowance for equity funds used during construction 11,903 8,049 7,305
Miscelianeous - net 20,631 50,957 135,475
Income taxes 241 (33,640) (46,382)
Total 32,775 25366 96448
Interest Charges:
Interest on long-term debt 665,541 503,797 546,805
Other interest — net 22,354 5.740 12,549
Allowance for borrowed funds used during construction (9.938) 5,478) (5,094)
Preferred dividend requirements of subsidiaries and other 81,718 56,559 63,137
Total 759,675 560,618 617,397
Income before Cumulative Effect of a Change in Accounting Principle 341,841 458,089 437637
Cumulative effect to January 1, 1993, of Aceruing Unbilled Revenues
(net of income taxes of $57,188) - 93 841 -
Net Income $ 341841 $ 551,930 $ 4378637
Earnings per average common share before cumulative effect of a
change in accounting principle $1.49 $262 $248
Earnings per average common share $1.49 $3.16 $2.48
Dividends declared per common share $1.80 $165 $145
Avercge number of common shares outstanding 228,734,843 174 887 556 176,573,778

See Notes to Consuhidated Fingnesg! Stutements

Entergy Covporoton and Subsidiares
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STATEMENTS OF CONSOLIDATED RETAINED EARNINGS AND PAID-IN CAPITAL

For the Yeors Ended December 31,

fin thousand) . a : — b V3 m
Retained Earnings, January 1 $2,310,082 $2,062,188 $1,943,298
 Add ~ Net income , 1841 551930 437637
__Toul 2651923 2614118 2360935
Deduct
Dividends declared on common stock 411,806 288,342 255479
Commaon stock retirements 13,940 13,906 59,187
Capital stock and other expenses 2438 1788 4081
Total 428,184 304036 318747
Retained Earmw. December 31 $2,223,739 $2,310,082 $2,062,188
Paid=In Capital, January 1 $4,223,682 $1,327,589 $1.357,883
Add
Loss on reacquisition of subsidiaries’ preferred stock (23) (20) (1,323)
Issuance of 56,695,724 shares of common stock in the merger with GSU - 2027325 -
Issuance of 174 552 011 shares of commaon stock at $.01 par value
net of the retirement of 174,552,011 shares of common stock
~ a1 $5.00 par value - _ BNn1s — =
Total 4,223,659 4,225909 1,356,560
Deduct
Common stock retirements 22,468 4389 28,127
Capital stock discounts and other expenses - (943) (2,162) 844
Total 21,525 2,227 28971
Paid=In Capital, December 31 $4,202,134 $4,223 682 $1,327 589

See Notes to Consolidoted Finanog! Stotements

RESULTS OF OPERATIONS

On December 31, 1993, GSU became a subsidiary ot Entergy
Corporation In accordance with the purchase method of
acrounting, the results of operations for the 12 months ended
December 31, 1993, of Entergy Corporation and subsidiaries
reported in its Statements of Consolidated Income and Cash
Flows do not include GSU's results of operations. However, the
foliowing discussion between the years 1994 and 1993 is pre
sented with GSU's 1993 results of operations.included for
compatative purposes. The discussion between the years 1993
and 1992 reflects reported results which do not include GSU

In the second half of 1994, Entergy recorded certain
charges that significantly atfected results of operations as
discussed below. These charges included, among other things,
the FERC Settlement refund, NOPSI rate reductions and
credits, Merger-related costs, and restructurning costs (see
Notes 2, 11, and 12)

Net Income
Consolidated net income decreased $253.4 million in 1994
due primarily to the one-time recording in 1993 of the cumu-
lative effect of the change in accounting principle for unbilled
revenues for AP&L, GSU, MP&L, and NOPSI and a base rate
reduction ordered by the PUCT apphied retroactively to March
31, 1994 (see Note 2). In addition, net income was impacted
by & decrease in revenues, increased Merger-related costs,
certain restructuring costs, and decreased miscelianeous
income - net, partially offset by a decrease in interest on
long-term debt and preferred dividend requirements
Consolidated net income increased in 1993 due primarily to
the one-time recording of the cumulative effect of the
change in accounting principle for untilied revenues for
AP&L, MP&L, and NOPSI. This increase was partially offset by
the effects of implementing Statement of Financial
Accounting Standards [SFAS) 109, "Accounting for Income
Taxes™ (SFAS 109) and SFAS 106, “Employer’s Accounting for

Maraogement's Finaneiol Discussion and Anolysis



Postretirement Benefits Other Than Pensions” (SFAS 106], and
the impact in March 1992 of an after-tax gain from the sale of
AP&L's Missour! properties,

Significant factors affecting the results of operations and
causing variances between the years 1994 and 1993, and
1993 and 1992, are discussed under "Revenues and Sales,”
“Expenses,” and "Other” below.

Revenues and Sales

See “Five-Year Summary of Selected Financial and Operating
Data" on page 16 for information on operating revenues by
source and kilowatt-hour (kwh) sales.

Electric operating revenues decreased in 1994 due primanly
to rate reductions/credits at GSU, MP&L, and NOPSI, the
effects of the 1994 NOPS! Settlement and the FERC
Settlement, and decreased fuel adjustment revenues, partially
offset by increased retail energy sales and increased
collections of previously deferred Grand Gulf 1-related costs

Electric operating revenues were higher in 1993 due
primarily to increased residential and commercial energy sales
resulting from favorable weather conditions, increased indus-
trial sales due to improving market conditions in the
petrochemical, lumber, and plywood industries, and increased
fuel adjustment revenues and collections of previously
deferred Grand Gulf 1-related costs, neither of which affects
net Income, partially offset by the impact of a System Energy
rate reduction settlement,

Expenses

Purchased power decreased in 1994 due primarily to decreased
power purchases from nonassociated utilities due to changes in
generation requirements for the Sysiem operating companies.
Purchased power increased in 1993 due to increased power pur-
chases from non-associated utitities, resuiting from changes in
fuel-related costs and increased enerqy sales.

Nuclear refueling outage expenses decreased in 1994 due
primarily to Grand Gulf 1 putage expenses incurred in 1993
Nuclear refueling outage expenses decreased in 1993 due
primarily to a decrease in the number of scheduled and
unscheduled refueling outages

Total income taxes decreased in 1994 due primarily to lower
pretax book income and the effects of the FERC Settlement.
Total income taxes increased in 1993 due primarily to higher
pretax income, an inerease in the federal income tax rate asa
result of the Omnibus Budget Reconciliation Act of 1993, and
the implementation of SFAS 109, partially offset by the impact
of the March 1992 sale of AP&L's Missouri properties.

The amartization of rate deferrals increased in 1994 and
1993 due primarily to collection of more Grand Gulf 1-related
casts from customers.

interest expense decreased in 1994 due primarily to the
refinancing of high-cost debt partially offset by interest

Monagement's Financia/ Discussion and Anglysis

recorded on the FERC Settlement. Interest expense decreased

in 1993 due primarily to the refinancing of high-cost debt

and debt reduction activities, |
Preferred dividend requirements decreased in 1994 and

1993 due primarily to stock redemption activities.

Other

Miscellaneous income - net decreased in 1994 due primarily
to amortization of plant acquisition adjustment related to
the Merger, the adoption of SFAS 116, “Accounting for
Contributions Made and Contributions Received,” and reduced
Grand Gulf 1 carrying charges at AP&L. Miscellaneous income |
- net decreased in 1993 due primarily to the 1992 pretax gain
of approximately $33.7 million from the sale of AP&L's
Missouri properties. |

SIGNIFICANT FACTORS AND KNOWN TRENDS

Competition

The electric utility industry, including Entergy, is experiencing
increased competitive pressures, Enteray is seeking to become
a leading competitor in the changing electric energy business.
Competition presents Entergy with many challenges. The
following have been identified by Entergy as its major
competitive challenges.

Retail and Wholesale Rate Issues - Increasing competition
in the utility industry brings an increased need to stabilize or
redu.e retail rates, The retail regulatory philosophy is shifting
in some jurisdictions from traditional cost-of-service regula-
tion to incentive-rate regulation, Incentive and performance-
based rate plans encourage efficiencies and productivity
whiie permitting utilities and their customers to share in
the resuits. MP&L implemented an incentive-rate plan in
1994 and LP&L filed a performance-based formula rate plan |
with the Louisiana Public Service Commission (LPSC) in
August 1994 GSU agreed to shared-savings plans as part of
the Merger. Recognizing that many industrial customers
have energy alternatives, Entergy continues to work with
these customers to address their needs. In certain cases,
competitive prices are negotiated, using variable-rate designs.

In a settiement with the Council that was approved on
December 29, 1994 NOPSI ayreed to reduce electric and gas
rates and issue credits and refunds to customers, Effective
January 1, 1995, NOPS| implemented a $31.8 million perma-
nent reduction in electric base rates and a $3.1 million
permanent reduction in gas base rates. These adjustments
resolved issues associated with NOPSI's return on equity
exceeding 13.76% for the test year ended September 30,
1994, Under the 1991 NOPSI Settlement, NOPSI is recovering
from its retail customers its allocable share of certain costs
related to Grand Gulf 1. NOPSI's bas# rates to recover those
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is fimited in certain respects, Where successful, however, the
establishment of a municipal system or the acquisition by a
municipal system of a utility's customers could result in the
inability to recover costs that the utility has incurred in
serving those customers,

In mid-1994, FERC issued a notice of proposed rulemaking
concerning @ regulato.y framework for dealing with recovery
of stranded costs, such as high-cost nuclear generating units,
which may be incurred by electric utilities as a result of
increased competition. In addition to addressing recovery of
stranded costs related to wholesale service, the proposal
requested comment au to recovery of retall stranded costs in
transmission rates where state regulatory authorities failed to
address the issue or were in conflict. Comments and reply
comments have been filed, and the matter is pending. The risk
of exposure to stranded costs which may resuit from competi-
tion in the industry will depend on the extent and timing of
retail competition, the resolution of jurisdictional issues con-
cerning stranded cost recovery, and the extent to which such
costs are recovered from departing or remaining customers,
among other matters

Cogeneration projects developed or considered by certain
of GSU's industrial customers over the last several years have
resulted in GSU developing and securing approval of rates
lower than the rates previously approved by the PUCT and
LPSC for such industrial customers. Such rates are designed to
retain such customers, ang to compete for and develop new
loads, and do not presently recover GSU's full cost of service
The pricing agreements at non-full cost-of-service-based
rates fully recover all refated costs but provide only a minimal
return. Substantially all of such pricing agreemerits expire no
later than 1997 In 1994, kwh sales to GSU's industrial
customers at non-full cost-of -service rates, which make up
approximately 28% of GSU's total industrial class, increased
13%. Sales to the remaining GSU industrial customers,
increased 2%

See Note 2 for information with respect to a settiement
betwer r System Energy and FERC in which System Enerqy
refunded approximately $61 7 million to AP&L, [P&L MP&L,
and NOPSI, which in turn have made or will make refunds or
credits to their customers (except for those portions attribut-
at'e to AP&L's and LP&L's retained share of Grand Gulf 1
costs) Additionaily, System Energy will refund a total of
approximately $62 million, plus interest, to AP&L, LP&L,
MP&L, and NOPSI over the period throuah June 2004. AP&L,
LP&L, MP&L, and NOPSI alsc wrote off certain related
unamortized balances of deferred investment ta.  “dits

In the wholesale rate area, FERC approved in 1992, with
certain modifications, the proposal of AP&L, LP&L, MP&(,
NOPSI, and Entergy Power to sell wholesale power at market-
based rates and to provide 10 electric utilities "open access”
10 the System's transmission system (subject to certain
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requirements). GSU was later added to this filing,

On October 31, 1994, as amended on January 25, 1995,
Entergy Services filed with FERC revised transmission tariffs
intended to provide access to transmission service on the
same or comparable basis, terms, and conditions as the
System operating companies, and the matter is pending. Open
access and market pricing, once it tales effect, will increase
matketing opportunities for the System, but will also expose
the System to the risk of loss of load or reduced revenues

due to competition with aiternative suppliers.

In March 1994, North Little Rock, Arkansas, awarded AP&L
a wholesale power contract that will provide estimated
revenues of $347 million over 11 years, Under the contract,
the price per kwh was reduced 18%, with increases in price
through the year 2004. AP&L, which has been serving North
Little Rack for over 40 years, was awarded the contract & ‘ter
intense bidding with several competitors. On May 22, 1994,
FERC accepted the contract. Rehearings were requested by
one of AP&L's competitors and were held in February 1995.
The matter is pending.

In light of the rate issues discussed above, Enterqy is
aggressively reducing costs to avous potential earnings
erosions that might result as well as to successfully compete
by becoming a low-cost producer. In 1994, Entergy
announced a restructuring program related to certain of its
operating units. This program is designed to reduce costs
and improve operating efficiencies. See Note 11 for further
information. Also, in response 1o an increasingly competitive
environment, AP&L, LP&L MP&L and NOPSI have announced
intentions to revise their initial least-cost planning activities
and GSU 1s continuing to work with the PUCT regarding
integrated resource planning.

The Energy Policy Act of 1992 - The EPAct addresses a wide
range of energy issues and is altering the way Entergy and the
rest of the electric utility industry operate. The EPAct encour-
ages competition and affords utilities the opportunities and
the risks associated with an open and more competitive
market environment. The EPAct creates exemptions from
regulation under the Public Utility Holding Company Act of
1935 (Holding Company Act) and creates a class of exempt
wholesale generators consisting of utility affiliates and non-
utilities that are owners and operators of facilities for the
generation and transmission of power for saie at wholesale,
The EPAct also gives FERC the authority to order investor-
owned utilities, including the System operating companies, to
transmit power and energy to or for wholesale purchasers and
sellers. The law creates the potential for electric utilities and
other power producers to gain increased access to the trans-
mission systems of other entities to facilitate wholesale sales.
Both the System operating companies and Entergy Power
expect to compete in this market. In addition, the EPAct
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allows utilities to own and operate foreign generation, trans-
mission, and distribution facilities. See “Nonregulated
investments” below for further information

Public Utility Holding Company Act of 1935 - Entergy
Corporation, along with 10 other electric utility holding com-
panies, recently asked Congress to repeal the Holding
Company Act. The Holding Company Act reguires oversight by
the SEC of many business practices and activities of utility
holding companies and their subsidiaries including, among
other things, nonutility activities. Entergy Corporation believes
that the Holding Company Act inhibits its ability to compete in
the evolving electric energy marketplace, and largely
duplicates the oversight activities already performed by FERC
and state and local public service commissions

Litigation and Regulatory Proceedings
See Note 2 for information on the possible material adverse
effects on GSU's financial condition and results of operations
as a result of substantial write-offs andfor refunds in connec-
tion with outstanding appeals and remands regarding approx
imately $1.4 billion of abeyed company-wide River Bend plant
casts and approximately $187 million {$170 million net of tax)
of Texas retail jurisdiction deferred River Bend operating and
rarrying costs

See Nate B for information on the bankruptey proceedings
of Cajun and litigation with Cajun concerning Cajun's owner-
ship interest in River Bend and the related possible material
adverse effects on GSU's financial condition

Entergy Corporation-GSU Merger

The acquisition of GSU by Entergy Corporation was the largest
electric utility merger in United States history. Entergy expects
to achieve $850 miliion in fuel cost savings and $670 million
In operation and mamntenance expense savings over 10 years
as a result of the Merger . In 1994, GSU recorded charges asso-
ciated with certain preacquisition contingencies, severance
and augmented retirement costs, and restructuring costs. See
Notes 12 and 11 for further information. Although common
shareholders expenenced some dilution in earnings as a result
of the Merger, Entergy believes that the Merger will ultimately
be beneficial to common shareholders in terms of strategic
be= fits - well as econamies and efficiencies produced. For
further intormgtion, see Note 2

Nonregulated Investments

Entergy Corporation continues to consider oppartunities to
expand its utility and utility-related businesses that are not
requiated by state and local requlatory authorities (nonregu-
lated businesses). Entergy Corporation's investment strategy s
10 invest in nonreguiated business opportunities that have the
potential to earn a greater rate of return than its regulated

2|

utility operations, and Entergy Corporation may invest up to
approximately $150 million per year for the next several years
in nonregulated businesses. Entergy Corporation's nonregu-
lated businesses currently fall into two broad categories:
power development and new technology related to the utility
business. Entergy Corporation made investments in
Argentina’s and Pakistan's electric energy infrastructures and
15 also pursuing additional projects in Central America, South
America, Europe, and Asia. Entergy Corporation opened an
office in Hong Kong during 1994 and expects to open offices
in South America and Europe in 1995, Entergy Corporation is
negotiating in China to participate in two power generation
projects, Datong and Taishan, which are expected to receive
final approval in 1995 or 1996 To date, Entergy Corporation
has made no investment in the China projects; however,
Entergy Corporation’s share of these projects may total
approximately $116 million. In addition, Entergy Corporation
is exploring the possibility to provide telecommunications
services that allow customers to control energy usage.

In 1994, Entergy Corporation's nanregulated investments
reduced consolidated net income by approximately $31.7 mil-
fion. In the near term, these investments are unlikely to have a
positive effect on earnings; but management believes that
these investments will contribute to future earnings growth.

ANO Matters

Arkansas Nuclear One, Unit 2, experienced a forced outage for
repair of certain steam generator tubes in March 1992, Further
inspections and repairs were conducted at subsequent refuel-
ing and mid-cycle outages in Septemnber 1992, May 1993,
April 1994, and January 1995 AP&L's budgeted maintenance
expenditures were adequate to cover the cost of such repairs,
ANO 2's output has been reduced 15 megawatts or 1 6% due
to secondary side fouling, tube plugging, and reduction of pri-
mary temperature. Entergy Operations continues to take steps
at ANQ 2 to reduce the number and severity of future tube
cracks In addition, Entergy Operations continues to meet with
the Nuclear Requlatory Commission (NRC) to discuss such
steps and results of inspections of the generator tubes, as well
as the timing of future inspections. Additional inspections are
planned for the normal refueling outage scheduled for
October 1995,

Deregulated Portion of River Bend

As of December 31, 1994, GSU had not recovered a significant
amount of its investment in, or received any return associated
with, the portion of River Bend included in the deregulated
asset plan in Lowisiana and the portion of River Bend placead
in abeyance as part of the Texas rate order which went into
effect in July 1988 See Note 2 for further information. Future
earnings will continue to be limited as long as the limited
recovery of the investment and lack of return continues.
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For the year ended December 31, 1994, GSU recorded
revenues resulting from the sale of electricity from the derequ-
lated asset plan of approximately $34.1 million. Operation and
maintenanice expenses, including fuel, were approximately
$30 million, and depreciation expense associated with the
dereguiated asset plan investment was approximately
$16.7 million for the year ended December 31, 1994, For the
year ended December 31, 1994, GSU recorded nonfuel revenue
of $32.5 million {included in the $34.1 million of total deregu-
lated asset plan revenue discussed above) which, absent the
deregulated asset ptan, would not have been realized. The
operation and maintenance expenses and depreciation expense
allocated to the derequlated asset plan as detailed above would
have been incurred at River Bend with or without the deregu-
lated asset plan. The future impact of the deregulated asset
plan or GSU's results of operations and financial position will
depend on River Bend's future operating costs, the unit's effi-
ciency and availability, and the future market for energy over
the remaining life of the unit. Based on current estimates of
the factors discussed above, GSU anticipates that future
revenues from the deregulated asset plan will fully recover all
related costs,

Property Tax Exemgtions

Exemptions from the payment of Louisiana local property
taxes on Waterford 3 and River Bend, which have been in
effect for 10 years for each of the plants, will expire in
Decembier 1995 and December 1996, respectively. LP&L and
GSU are working with taving authorities to determine the
method for calculating the amount of the property taxes to be
paid when the exemptions expire. LP&L believes that assessed
property taxes will be recovered from its customers through
rates. GSU believes that assessed property taxes allocated to
its retail jurisdictions will be recovered from those customers
through rates,

Environmental Issues

GSU has been notified by the United States Environmental
Protection Agency (EPA) that it has been designated as a poten-
tially responsible party for the cleanup of sites on which GSU
and athers have or have been alleged to have disposed of mate-
rial designated as hazardous waste. GSU is currently negotiating
with the EPA and state authorities regarding the cleanup of
some of these sites. Several class action and other suits have
been filr 1 1n state and federal courts seeking relief from GSU
and otliers for damages caused by the disposal of hazardous
waste and for asbestos-related disease aliegediy resulting from
exposure on GSU premises. While the amounts at issue in the
tleanup efforts and suits may be substantial, GSU believes that
its results of operations and financia! condition will not be
materially affected by the outcome of the surts,

Management s Financso! Discussion ong Analysis
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During 1993, the Louisiana Department of Environmental
Quality issued new rules for solid waste regulation, including
waste water impoundments. LP&L has determined that
certain of its power plant waste water impoundments are
affected by these regulations and ha: chosen to either
upgrade or close them. The aggregate cost of the upgrades
and closures, to be completed by 1996, is estimated to be
$16 million.

Accounting Issues

Proposed Accounting Standards - The Financial Accounting
Standards Board [FASB) has proposed a SFAS on Accounting
for the Impairment of Long-Lived Assets, effective January 1,
1996. The proposed standard describes circumstances which
may result in assets (including goodwill such as the Merger
acquisition adjustment, see Note 1) being impaired and pro-
vides criteria for recognition and measurement of asset
impairment. Note 2 describes regulatory assets of $170 mil-
lion (net of tax) related to Texas retail deferred River Bend
operating and carrying costs. Management believes these
deferred costs will be required to be written off under the
provisions of the new standard unless there are favorable
regulatory or court actions related to these costs prior to the
adoption of the new standard by Entergy. Certain other oper-
ations of Entergy are potentially affected by this standard,
and any resulting write-offs will depend on future opérating
costs, generating units' efficiency and availability, and the
future market for energy over the remaining life of the units,
Based on current estimates, Entergy anticipates that future
revenues will fully recover the costs of such operations,

Continued Application of SFAS 71 - Entergy's financial
statements currently reflect, for the most part, assets and
costs based on current cost-based ratemaking regulations, in
accordance with SFAS 71, "Accounting for the Effects of
Certain Types of Regulation.” As discussed above, the electric
utility industry is changing and these changes could possibly
result in the discontinuance of the application of SFAS 71,
which would result in the elimination of requlatory assets and
lighilities. See Note 1 for further information.

Accounting for Decommissioning Costs - Tre FASE i
currently reviewing the accounting for decommissioning of
nuclear plants. This project could possibly change the
System's, as well as the entire utility industry's, accounting
for such costs. For further information, see Note 8.



The management of Entergy Corporation has prepared and is
responsible for the financial statements and related financial
information included herein. The financial statements are
based 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 maintains and enforces a system
of internal accounting controls that is designed to provide
reasonable assurance, on g cost-effective basis, as to the
integrity, objectivity, and reliability of the financial records,
and as to the protection of assets. This system includes
communication through written palicies and procedures, an
employee Code of Conduct, and an organizational structure
that provides for appropriate division of tesponsibility and
the training of personnel. This system is also tested by a
comprehensive internal audit program.

The independent public accountants 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 per-
form such tests and other procedures as they deem necessary
to reach and express an opinion on the fairness of the finan-
cial statements,

Management believes that these policies and procedures
provide reasonable assurance that its operations are carried
out with & high standard of business conduct.
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EDWIN LUPBERGER GERALD D. MCINVALE

Chairmon ond Senior Vice President and

Chief Executive Officer Chief Financial Officer
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AUDIT COMMITTEE CHAIRMAN'S LETTER

The Entergy Corporation Board of Directors’ Audit Committee
is comprised of four directors, who are not officers of Entergy
Corporation: H. Duke Shackelford (Chairman), Lucie J.
Fjeldstad, Dr. Norman C. Francis, and lames R. Nichols. The
committee held four meetings during 1994.

The Audit Committee oversees Entergy Corporation's finan-
cial reporting process on behalf of Entergy Corporation's
Board of Directors. In fulfilling its responsibility, the commit-
tee recommended to the Board, subject to stockholder
approval, the selection of Entergy Corporation's independent
public accountants (Coopers & Lybrand LLP).

The Audit Committee discussed with Entergy's internal audi-
tors and the independent public accountants the overall scope
and specific plans for their respective audits, as well as Entergy
Corporation's consolidated financial statements and the
adequacy of Entergy Corporation's internal controls, The com-
mittee met, together and separately with Entergy's internal
auditors and independent public accountants, without
management present, to discuss the results of their audits,
their evaluation of Entergy Corporation's internal controls, and
the overali quality of Entergy Corporation's financial reporting.
The meetings also were designed to facilitate and encourage
any private communication between the committee and the
internal auditors or independent public accountants,

4. D gL._...,(.. Q

H. DUKE SHACKELFORD
Choirman, Audit Committee

Entergy Cotporation ang Subsidieries
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Direciors and Shareholders of
Entergy Corporatiorn

We have audited the accompanying consolidated balance
sheet of Entergy Corporation and Subsidiaries as of December
31,1994, and the related statements of consolidated income,
retained earnings and paid-in capital and cash flows for the
year then ended. These financial statements are the responsi-
bility of the Corporation's management. Our responsibility is
to express an opinion on these financial statements based on
our audit. The consolidated financial statements of Entergy
Corporation and Subsidiaries as of December 31, 1993 and for
the years ended December 31, 1993 and 1992, were audited by
other auditors, whose report, dated February 11, 1994, includ-
ed explanatory paragraphs that (i) described changes in 1993
In methods of accounting for revenues, income taxes and
postretirement benefits other than pensions (Notes 1, 3 and
10, respectively), (it} uncertainties regarding costs capitalized
by Gulf States Utilities Company for its River Bend Unit |
Nuclear Generating Plant (River Bend) and other rate-related
contingencies which may result in a refund of revenues previ-
ously collected (Note 2); and, (iii) an uncertainty regarding civil
actions against Gulf States Utilities Company (Note 8)

We conducted our audit in accordance with generaily
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 disclusures 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 state-
ment presentation. We believe that our audit provides a
reasonable basis for our opinion

In our opimon, the consolidated financial statements
referred to above present fairly, in all matenal respects, the
financial position of Entergy Corporation and Subsidiaries as

Entergy Corporotion and Subsighares

of December 31, 1994, and the results of their operations and
their cash flows for the year then ended in ronformity with
generally accepted accounting principles.

As discussed in Note 2 to the consolidated financial state-
ments, the net amount of capitalized costs for River Bend
exceed those 2osts currently being recovered through rates.
At December 31, 1994, approximately $685 million is not cur-
rently being recovered through rates. If current regutatory
and court orders are not modified, a write-off of all or a
portion of such costs may be required. Additionally, as
discussed in Note 2 to the consolidated financial statements,
other rate-related contingencies exist which may result in
refunds of revenues previously collected. The extent of such
write-off of capitalized River Bend costs or refunds of
revenues previously collected, if any, will not be determined
until appropriate rate proceedings an¢ court appeals have
been concluded. Accordingly, the accompanying consolidated
financial statements do not include any adjustments or provi-
sion for write-off or refund that might result from the
outcome of these uncertainties.

As discussed in Note B to the consolidated financial state-
ments, civil actions have been initiated against Gulf States
Utilities Company to, among other things, recover the
co-owner's investment in River Bend and to annul the River
Bend Joint Ownership Participation and Operating
Agreement, The ultimate outcome of these proceedings
cannot presently be determined.

CTMVWJ;WF

Coopers & Lybrand L.LP

New Orleans, Louisiana

February 21, 1995, except for the last paragraph of

“Filings with the PUCT and Texas Cities" in Note 2, as to |

which the date is March 20, 1995 ‘
!
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
he accompanying consofidated financial statements include the
accounts of Entergy Corporation and its direct and indirect sub-
sidiaries: AP&L, GSU, LPEL MP&L, NOPSI, Sustern Energy,
Entergy Operations, Entergy Pakistan, Ltd, Entergy Power,
Entergy Power Development Corporation, Entergy Richmaond
Power Corporation, Enteray Services, Inc., System Fuels, inc.,
Entergy Enterprises, Inc,, Entergy SASI, Entergy SA, Entergy
Argentina SA, Entergy Transener SA, Entergy Asia, Ltd, Entergy
Yacyretal, Inc., and Entergy Edegel, inc. Because the acquisition
of GSU was consummated on December 31, 1993, under the
purchase method of accounting, GSU is included only in the
December 31, 1993, consalidated balance sheet amounts. GSU is
included in all of the consolidated financial statements for 1994
All references made to Entergy or the System as of, and
subsequent to, the Merger closing date include amounts and
information pertaining to GSU as an Entergy company. All
significant intercompany transactions have been eliminated
Entergy Corporation’s utllity subsidiaries maintain accounts in
accordance with FERC and other regulatory guidelines. Certain
previously reported amounts have been reclassified to conform
to current classifications.

Revenues and Fuel Costs
The System operating companies accrue estimated revenues
for energy delivered since the latest billings. However, prior to
January 1,1993, AP&L, GSU, MP&L, and NOPSI recognized
electric and gas revenues when billed. To provide a better
matching of revenues and expenses, effective January 1, 1993,
AP&L, GSU, MP&L, and NOPSI adopted a change in accounting
principle to provide for acerual of estimated unbilled revenues.
The cumulative effect of this accounting change as of January
1, 1993, (excluding GSU) increased net income by $93.8 million
or $0 54 per share. Had this new accounting method been in
effect during prior years, net income before the cumulative
effect would not have been matenially different from that
shown in the accomgpanying financial statements. In
accordance with a LPSC rate order, GSU recorded a deferred
credit of $16.6 million for the January 1, 1993, amount of
unbilled revenues. See Note 2 regarding recent LPSC rate
actions regarding the deferred unbilled revenues.

The System aperating companies’ rate schedules (except GSU's
Texas retail rate scheoules) include fuel adjustment clauses that
allow either current recovery or deferrals of fuel costs until such

costs are reflected in the related revenues. GSU's Texas retail
rate schedules include a fixed fuel factor approved by the PUCT,
which remains in effect until changed as part of a general rate
case, fuel reconciliation, or a fixed fuel factor filing.

Utility Plant
Utility plant is stated at original cost. The original cost of utility
plant retired or removed, plus the applicable removal costs, less
salvage, is charged to accumulated depreciation. Maintenance,
repairs, and minor replacement costs are charged to operating
expenses. Substantially all of the utility plant i subject to liens
of the subsidiaries’ mortgage bond indentures.

Utility plant includes the portians of Grand Gulf 1 and
Waterford 3 that were sold and are currently under lease.
For financial reporting purposes, these sale and leaseback
transactions are reflected as financing transactions

Total System net electric utility plant in service of $14.5 bil-
lion as of December 31, 1994, (excluding approximately
$0.5 billion of plant acquisition adjustment related to the
Merger) includes $9.8 billion of production plant, $1.4 billion
of transmission plant, $2.8 billion of distribution plant, and
$0.5 billion of other plant

Depreciation is computed on the straight-line basis at rates
based on the estimated service lives and costs of removal of
the various classes of property. Depreciation provisions on
average depreciable property approximated 3.0% in 1994
and 1993, and 3.1% in 1992

The Allowance for Funds Used During Construction
(AFUDC) represents the approximate net composite interest
cost of borrowed funds and a reasonable return on the equity
funds used for construction, Although AFUDC increases utility
plant and increases earnings, it is only realized in cash
through depreciation provisions included in rates, The System
operating companies’ effective composite rates for AFUDC
were 9.50% for 1994, 10.6% for 1993, and 10.8% for 1992,

Jointly=Owned Generating Stations

Certain Entergy Corporation subsidiaries own undivided
interests in several jointly-owned electric generating facilities
and record the investments and expenses associated with
these generating stations to the extent of their respective
ownership interests. As of December 21, 1994, the System’s
investment and accumulated depreciation in each of these
generating stations were as follows

TOTAL

MEGAWATT ACCUMULATED

GENERATING STATIONS FUEL TYPE CAPABILITY OWNERSHIP INVESTMENT DEPRECIATION
(In thousonds)

Grand Gulf Nuclear 1.143 90.00% " $3.366,471 $751.7117
River Bend Unit 1 Nuclear 936 70.00% © $3,080,015 $617,002
Independence Units 1 and 2 Coal 1,678 56.50% $ 541893 $120.837
White Biuff Units 1 and 2 Coal 1,660 57 00%; $ 400918 $151,830
Roy S Nelson Unit 6 Coal 550 70.000% $ 390,033 $145.897
ﬂcalun 2 Unit 3 Coal 540 42 00% $ 219788 $ 74,442

{ 1) Inciues System Energy s pwnership ong legsehold mterests in Grang Guif 1

{21 Sex Note B regarding the current stotus of Cajun's 308 undivided ownership interest m River Bend
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$2.2 million in decommissioning trust funds, representing the
amount by which the fair value of the securities held in such
funds is less than amounts for decommissioning recovered in
rates and deposited in the funds and the related earnings on
the amounts deposited. Due to the requlatory treatment

for decommissioning trust funds the System recorded an
offsetting amount in unrealized losses on investment
securities as a regulatory asset.

NOTE 2. RATE AND REGULATORY MATTERS
River Bend
In May 1988, the PUCT granted GSU a permanent increase in
annual revenues of $59.9 million resulting from the inclusion
in rate base of approximately $1 6 billion of company-wide
River Bend plant investment and approximately $182 million
of related Texas retail jurisdiction deferred River Bend costs
{Allowed Deferrals), In addition, the PUCT disallowed as
imprudent $63.5 million of company-wide River Bend plant
costs and placed in abeyance, with no finding of prudence,
approximately $1.4 billion of company-wide River Bend plant
investment and approximately $157 million of Texas retail
jurisdiction deferred River Bend operating and carrying costs.
The PUCT affizmed that the ultimate rate treatment of such
amounts would be subject to future demonstration of the
prudence of such costs. GSU and intervening parties appealed
this order (Rate Appeal] and GSU filed a separate rate case
asking that the abeyed River Bend plant costs be found
prudent [Separate Rate Case). Intervening parties filed suit in a
Texas district court to prohibit the Separate Rate Case. The dis-
trict court's decision was ultimately appealed to the Texas
Supreme Court, which ruled in 1990 that the prudence of the
purported abeyed costs could not be reiitigated in a separate
rate proceeding. The Texas Supreme Court's decision stated
that all issues relating to the merits of the original PUCT order,
including the prudence of all River Bend-related costs, should
be addressed in the Rate Appeal.

in October 1991, the Texas district court in the Rate Appeal
issued an order holding that, while it was clear the PUCT made
an error in assuming it could set aside $1.4 billion of the total
costs of River Bend and consider them in a later procecding,
the PUCT, nevertheless, found that GSU had not met its
burden of proof related to the amounts placed in abeyance.
The court also ruled that the Allowed Deferrals should not be
included in rate base. The court further stated that the PUCT
had erred in reducing GSU's deferred costs by $1.60 for each
$1.00 of revenue coliected under the interim rate increases
authorized in 1987 and 1988 The court remanded the case to
the PUCT with instructions as to the proper handling of the
Allowed Deferrals GSU's motion for rehearing was denied and,
in December 1991, GSU filed an appeal of the October 1991
district court order. The PUCT aiso appealed the October 1991
district court order, which served to supersede the district
court’s judgment, rendering it unenforceabie under Texas law
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In August 1994, the Texas Third District Court of Appeals
(the Appellate Court) affirmed the district court’s decision
that there was substantial evidence to support the PUCT's
1988 decision not to include the abeyed construction costs in
GSU's rate base. While acknowledging that the PUCT had
exceeded its authority when it attempted to defer a decision
on the inciusion of those costs in rate base in order to allow
GSU a further opportunity to demonstrate the prudence of
those costs in a subsequent proceeding, the Appellate Court
found that GSU had suffered no harm or lack of due process
as a result of the PUCT's error. Accordingly, the Appeliate
Court held that the PUCT's action had the effect of disallow-
ing the company-wide $1.4 billion of River Bend construction
costs for ratemaking purposes. In its August 1994 opinion,
the Appellate Court also held that GSU's deferred operating
and maintenance costs associated with the aliowed portion of
River Bend should be included in rate base and that GSU's
deferred River Bend carrying costs included in the Allowed
Deferrals should aiso be included in rate base. The Appeilate
Court's August 1994 opinion affirmed the PUCT's original
order in this case,

The Appellate Court's August 1994 opinion was entered by
two judges, with a third judge dissenting. The dissenting
opinion states that the result of the majority opinion is,
among other things, to deprive GSU of due process at the
PUCT because the PUCT never reached a finding on the
$1.4 billion of construction costs.

in October 1994, the Appeliate Court denied GSU's
motion for rehearing on the August 1994 opinion as to the
$1.4 billion in River Bend construction costs and other
martters. GSU appealed the Appeliate Court's decision to
the Texas Supreme Court, where it is pending.

As of December 31, 1994, the River Bend plant costs
disallowed for retail ratemaking purposes in Texas, the
River Bend plant costs held in abeyance, and the related
operating and carrying cost deferrals totaled (net of taxes)
approximately $13 million, $280 million (both net of depreci-
ation), and $170 million, respectively. Allowed Deferrals were
approximately $107 million, net of taxes and amortization, as
of December 31, 1994, GSU estimates it has collected approx-
imately $158 million of revenues as of December 31, 1994, as
a result of the originally ordered rate treatment by the PUCT
of these deferred costs. If recovery of the Allowed Deferrals is
not upheld, future revenues based upon those allowed defer-
rals could also be lost, and no assurance can be given as to
whether or not refunds of revenue received based upon such
deferred costs previously recorded will be required.

No assurance can be given as to the timing or outcome of
the remands or appeals described above. Pending further
developments in these cases, GSU has made no write-offs or
reserves for the River Bend-related costs. Management
believes, based on advice from Clark, Thomas & Winters, a
Professional Corporation, iegal counsel of record in the Rate

Notes ro Consolidoted Finonciol Statements



Appeal, that it is reasonably possible that the case will be
remanded to the PUCT, and the PUCT will be allowed to rule on
the prudence of the abeyed River Bend plant costs. Rate Caps
imposed by the PUCT's regulatory approval of the Merger
ould result in GSU being unable to use the full amount of a
favorable decision to immediately increase rates, however, a
favorable decision could permit some increases andjor limit or
prevent decreases during the period the Rate Caps are in
effect. At this time, management and legal counsel are unable
to predict the amount, if any, of the abeyed and previously
disallowed River Bend plant costs that ultimately may be dis-
allowed by the PUCT. A net of tax write-off as of December 31,
1994, of up to $293 million could be required based on an
ultimate adverse ruling by the PUCT on the abeyed and disal-
lowed costs

In prior proceedings, the PUCT has held that the original
cost of nuclear power plants will be included in rates to the
extent those costs were prudently incurred. Based upon the
PUCT's prior decisions, management believes that its River
Bend construction costs were prudently incurred and that it is
reasonably possible that it will recover in rate base, ot othet-
wise through means such as a deregulated asset plan, all or
substantially all of the abeyed River Bend plant costs.
However, management also recognizes that it is reasonably
possible that not all of the abeyed River Bend plant costs may
ultimately be recovered

As part of its direct case in the Separate Rate Case, GSU
filed a cost reconciliation study prepared by Sandlin
Associates, management consultants with expertise in the
cost analysis of nuclear power plants, which supports the rea-
sonableness of the River Bend costs held in abeyance by the
PUCT. This reconciliation study determined that approximately
#2% of the River Bend cost increase above the amount includ-
ed by the PUCT in rate base was a result of changes in federal
nuclear safety requirements and provided other support for
the remainder of the abeyed amounts.

There have been four other rate proceedings in Texas
invalving nuciear power plants. Investment in the plants ulti-
mately disallowed ranged from 0% to 15%. Each case was
unique, and the disallowances in each were made on a case-
by-case basis for different reasons. Appeals of two of these
PUCT decisions are currently pending.

The following factors support management's position that a
loss contingency requiring accrual has not occurred, and its
belief that all, or substantially all, of the abeyed plant costs
will ultimately be recovered
1. The $1.4 biliion of abeyed River Bend plant costs have riever
been ruled imprudent and disallowed by the PUCT
2 Sandlin Associates’ analysis which supports the prudence of
substantially all of the abeyed construction casts,

3. Historical inclusion by the PUCT of prudent construction
costs in rate base

4. The analysis of GSU's internal legal statf, which has consid-
eratile experience in Texas rate case litigation

Notes 1o Conspiigoted Financiy Statements

Additionally, management believes, based on advice from
Clark, Thomas & Winters, a Professional Corporation, legal
counsel of record in the Rate Appeal, that it is reasonably
possible that the Allowed Deferrals will continue to be recov-
ered in rates. Management also believes, based on advice
from Clark, Thomas & Winters, a Professional Corporation,
legal counsel of record in the Rate Appeal, that it is
reasonably possible that the deferred costs related to the
$1.4 biliion of abeyed River Bend plant costs will be recovered
in rates to the extent that the $1.4 billion of abeyed River
Bend plant is recovered. However, a net of tax write-off of the
$170 million of deferred costs related to the $1.4 billion of
abeyed River Bend plant costs would be required if they are
nut allowed to be recovered in rates.

A proposed accounting standard, “Accounting for the
Impairment of Long-Lived Assets,” which is expected to
become effective January 1, 1996, may require the write-off
of the $170 miliion of rate deferrals discussed above, upon
adoption of the standard, unless there are favorable regula-
tory or court actions related to these costs prior to adoption.

Merger-Related Rate Agreements
In November 1993, Entergy Corporation, AP&L, MP&L, and
NOPS| entered into separate settiement agreements whereby
the Arkansas Public Service Commussion (APSC), MPSC, and
Council agreed to withdraw from the SEC proceeding related
to the Merger. In return AP&L, MP&L, and NOPSI agreed,
among other things, that their retail ratepayers would be pro-
tected from (1) increases in the cost of capital resulting from
risks associated with the Merger, (2) recovery of any portion
of the acquisition premium or transactional costs associated
with the Merger, (3) certain direct aliocations of costs associ-
ated with GSU's River Bend nuclear unit, and (4) any losses of
GSU resulting from resolution of litigation in connection with
its ownership of River Bend. AP&L and MP&L agreed not to
request any general retail rate increase that would take effect
before November 1998, except for, among other things,
increases associated with the recovery of certain Grand Gulf
1-related costs, recovery of certain taxes, and force majeure
{defined to include, among other things, war, natural
catastrophes, and high inflation), and in the case of AP&L,
£xcess capacity costs and costs related to the adoption of
SFAS 106 that were previously deferred. MP&L also agreed
that retail base rates under the formula rate plan would not
be increased above Noverber 1, 1993, levels for a period of
five years beginning November 9, 1993 (described below).

In 1993, the LPSC and the PUCT approved separate
requlatory proposals that include the following elements:
(1) a five-year Rate Cap on GSU's retail electric base rates in
the respective states, except for force majeure (defined to
include, among other things, war, natural catastrophes, and
high inflation); (2) a provision for passing through to retail
customers in the respective states the jurisdictional portion of
the fuel savings created by the Merger; and (3) a mechanism
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for tracking nonfuel operation and maintenance savings
created by the Merger. The LPSC regulatory plan provides that
such nonfuel savings will be shared 60% by the shareholder
and 40% by ratepayers during the eight years following the
Merger The LPSC plan requires regulatary filings each year
by the end of May through 2001. The PUCT regulatory plan
provides that such savings will be shared equally by the share-
holder and ratepayers, except that the shareholder's portion
will be reduced by $2.6 million per year on a total company
basis in years four through eight. The PUCT plan also requires
a series of future regulatory filings in November 1996, 1998,
and 2001 to ensure that ratepayers’ share of such savings be
reflected in rates on a timely basis and requires Entergy
Corporation to hold GSU's Texas retail customers harmiess
from the effects of the removal by FERC of a 40% cap on the
amount of fuel savings GSU may be required to transfer to
other System operating companies under the FERC tracking
mechanism (see below). On January 14, 1994, Entergy
Corporation filed a request for rehearing of FERC's December
15, 1993, order approving the Merger requesting that FERC
restare the 40% cap provision in the fuel cost protection
mechanism. The matter is pending.

FERC approved certain rate schedule changes to integrate
GSU into the System Agreement. Certain commitments were
adopted to provide reasonable assurance that the ratepayers
of AP&L, LP&L, MP&L, and NOPSI will not be allocated higher
tosts, including, among other things, (1) a tracking mecha-
nism to protect AP&L, LP&L, MP&L, and NOPSI from certain
unexpected increases in fuel costs, (2) the distribution of prof-
its from power sales contracts entered into prior to the
Merger, (3] a methodology to estimate the cost of capital in
future FERC proceedings, and (4) a stipulation that AP&L,
LP&L, MP&L, and NOPSI wi'l be insulated from certain direct
effects on capacity equalization payments should GSU acquire
Cajun’s 309 share in River Bend (see Note 8)

Formula Rate Plan

Under a formulary incentive rate plan (Formula Rate Plan)
effective March 25, 1994, MP&L's earned rate of return is cal-
culated sutomatically every 12 months and compared to and
adjusted against a benchmark rate of return (calculated under
a separate formula within the Formula Rate Plan). The Formula
Rate Plan allows for periodic small adjustments in rates based
on a comparison of earned to benchmark returns and upon
certain performance factors. In the same proceeding, the
MPSC conducted a general review of MP&L's current rates and
on March 1, 1994, issued a final order adopting the Formula
Rate Plan and previously agreed-upon stipulations of 1) a
required return on equity of 11% and (2) certain accounting
adjustments that resulted in a 4.3% ($28.1 million) reduction
in MP&L's June 30, 1993, test-year base revenues. The MPSC's
order required MP&L to file rates designed to provide for this
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reduction in operating revenues for the test year on or before
March 18, 1994, which became effective March 25, 1994, The
final order was appealed to the Mississippi Supreme Court on
May 17, 1994, by Mississippi Valley Gas Company (MVG) on
the grounds that the MPSC issued the final order without
having reviewed the cost of MP&L's promotional practices,
some of which MVG alleged to be improper. MVG filed a
motion to dismiss the appeal, and on October 28, 1994, the
Mississippi Supreme Court granted MVG's motion.

FERC Settlement

In November 1994, FERC approved an agreement settiing a
long-standing dispute involving income tax allocation proce-
dures of System Energy Resources, Inc. in accordance with
the agreement, System Energy refunded approximately
$61.7 million to AP&L, LP&L, MP&L, and NOPSI, which in turn
have made or will make refunds or credits to their customers
(except for those portions attributable to AP&L's and LP&L's
retained share of Grand Guif 1 costs). Additionally, System
Energy will refund a total of approximately $62 million, plus
interest, to AP&L, LP&L, MP&L, and NOPSI aver the period
through June 2004, The settiement also required the write-off
of certain related unamortized balances of deferred
investment tax credits by AP&L, LP&L, MP&L, and NOPSI. The
settiement reduced Entergy Corporation's consolidated net
income for the year ended December 31, 1994, by
approximately $68.2 million, offset by the write-off of the
unamortized balances of related deferred investment tax
credits of approximately $69.4 million ($2.9 million for
Entergy Corporation; $27.3 miilion for AP&L; $31.5 million
for LP&L; $6 million for MP&L, and $1.7 million for NOPSI).
System Energy also reclassified from utility plant to other
deferred debits approximately $81 million of other Grand
Gulf 1 costs. Aithough excluded from rate base System
Energy will be permitted to recover such costs over a 10-year
neriod. Interest on the $62 million refund and the loss of the
return on the $81 million of other Grand Guif 1 costs will
reduce Entergy's and System Energy’s net income by approxi-
mately $10 million annually over the next 10 years.

As a result of the charges associated with the settiement,
System Energy obtained the consent of certain banks (parties
to the Reimbursement Agreement) to waive temporarily the
fixed charge coverage covenant in the letters of credit and
Reimbursement Agreement related to the Grand Gulf 1 sale
and leaseback transaction until November 30, 1995, System
Energy expects that upon expiration of the waiver period, it
will be in compliance with the fixed charge coverage
covenant. Absent a waiver, System Energy's failure to perform
this covenant could cause a draw under the letters of credit
and/or early termination of the letters of credit. If the letters
of credit were not replaced in a timely manner, a default or
early termination of System Energy's leases could result,
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Rate Deferrals

The System operating companies have various rate
moderation or phase-in plans that reduced the immediate
effect of Grand Gulf 1, River Bend, and Waterford 3 costs on
ratepayers. Under these plans, certain costs are either retained
permanently (and not recovered from ratepayers), deferred in
early years and collected in later years, or recovered currently
from customers. These plans vary in the proportions of costs
each company retains, defers, or recovers and in the length of
the deferral/recovery periods. Only those costs retained
permanently and nat recovered through rates or through sales
to third parties result in a reduction of net income. The carry-
ing charges associated with unamortized deferrals were either
deferred or recovered currently from customers.

(GSU deferred approximately $369 million of River Bend
operating costs, purchased power costs, and accrued carrying
charges pursuant to a 1986 PUCT accounting order. Approxi-
mately $182 million of these costs are being amortized over a
20-year period, and the remaining $187 million are not being
amortized pending the ultimate outcome of the Race Appeal.
As of December 31, 1994, the unamortized balance of these
costs was $321 million. Further, GSU deferred approximately
$400.4 million of similar costs pursuant to a 1986 LPSC
accounting order. These costs, of which approximately
$122 million were unamon ized as of December 31, 1994, are
being amortized over a 10-year period ending in 1997,

In accordance with a phase-in plan approved by the LPSC,
GSU deferred $294 million of its River Bend costs related to
the peniod February 1988 through February 1991, GSU has
amortized $129 million through December 31, 1994, and the
remainder of $165 million will be recovered over approxi-
mately 3.2 years

AP&L's permanently retained share of Grand Gulf 1 costs s
7.92% in 1994 and ail succeeding years of the unit's commer-
cial operation In the event AP&L is not able to sell its retaincd
share to third parties, it may seli such energy to its retail
customers at  price equal 1o 1ts avoided energy cost, which
Is currently less than AP&L's cost of such energy. LP&L perma-
nently absorbs 18% of its 14% lapproximately 2.52%) FERC-
allocated share of Grand Gulf 1-related costs, LP&L is able to
recover through the fuel adjustment clause 4.6 cents per kwh
(as of May 1994) for the energy related to its retained portion
of these costs. Alternatively, LP&L may sell such energy to
nonaffiliated parties at prices above the fuel adjustment
clause recovery amount, subject to LPSC approval. For the year
ended December 31, 1994, System Energy’s billings for Grand
Guif 1-related costs totaled approximately $475 million
A deregulated asset plan representing an unrequlated portion
lapproximately 229%) of River Bend (plant costs, generation,
revenues, and expenses) was established pursuant to a
January 1992 LPSC order. The plan allows GSU to sell such
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generation to Louistana retail customers at 4.6 cents per kwh
or off-System at higher prices with certain sharing provisions
for such incremental revenue. Based on current estimates,
Entergy anticipates that future revenues will fully recover all
related costs.

Filings with the PUCT and Texas Cities
In March 1994, the Texas Office of Public Utility Counsel and
certain cities served by GSU instituted an investigation of the
reasonableness of GSU's rates. In June 1994, GSU provided
the cities with information that GSU believed supported the
current rate level. GSU filed the same information with the
PUCT in June 1994, pursuant to provisions of the Merger. In
September 1994, various cities adopted ordinances directing
GSU to reduce its Texas retall rates by $45.9 miilion. GSU
appealed the cities’ ordinances to the PUCT for a determina-
tion of reasonableness of GSU's rates.

In November 1994, those cities that intervened in the
PUCT appeal filed testimony with the PUCT supporting a
$118 million base rate reduction in lieu of the previously pro-
posed $459 million reduction. In November 1994, the PUCT
staff filed testimony that supported a $38.2 million base rate
reduction. GSU filed information with the PUCT that it believed
supported the current level of rates. Hearings were held in
December 1994 and on March 20, 1995, the PUCT ordered a
$72.9 million annual base rate reduction for the period March
31,1994, through September 1, 1994, decreasing to an annual
base rate reduction of $52 9 million after September 1, 1994,
In accordance with the Merger agreement, the rate reduction
is applied retroactively to March 31, 1994, As a result, GSU
recorded a $57 million reserve for rate refund in 1994. The rate
reduction is being appealed and no assurance can be given as
to the timing or outcome of the appeal.

Texas Cities Rate Settlement - 1993

in June 1993, 13 cities within GSU's Texas service area insti-
tuted an investigation to determine whether GSU's current
rates were justified. In October 1993, the general counsel of
the PUCT instituted an inquiry into the reasonableness of
GSU's rates. In November 1993, a settlement agreement was
filed with the PUCT which provided for an initial reduction in
GSU's annual retall base revenues in Texas of approximately
$22 5 million effective for electric usage on or after
November 1, 1993, and a second reduction of $20 million
effective September 1994 Pursuant to the settlement, GSU
reduced rates with a $20 million one-time bill credit in
Necember 1993, and refunded approximately $3 million to
Texas retail customers on bills rendered in December 1993
The PUCT approved the settiement agreement on July 21,
1994 The cities’ rate inquiries were settled earlier on the
same terms,

37



LPSC Rate Reviews
In May 1994, GSU made the required first post-Merger earn-
ings analysis filing with the LPSC. On Gecember 14, 1994, the
LPSC ordered a $12.7 miliion annual rate reduction for GSU
effective January 1995, The rate order included, among other
things, a reduction in GSU's Louisiana jurisdictional authorized
return on equity from 12 75% to 10.95% and the amaortization
for the benefit of the customer of $8.3 million of previously
deferred unbilied revenue, representing one-half of the total
resulting from a change in accounting as discussed in Note 1.
On December 28, 1994, GSU received a preliminary injunction
from the 19th Judicial District Court regarding $8 3 million of
the reduction. On January 1, 1995, GSU reduced rates by
$4.4 million. The entire $12.7 million reduction is beirg
appealed and no assurance ¢an be given as to the timing or
outcome of the appeal

In August 1994, LP&L filed a performance-based formula
rate plan with the LPSC The proposed tormula rate plan would
continue existing LP&L rates at current levels, while providing
financial incentive to reduce costs and maintain high levels of
customer satisfaction and system refiability. A performance
rating adjustment feature of the plan would allow LP&L the
apportunity to earn a higher rate of return if it improves per-
formance over time. Conversely, if performance declines, the
rate of return LP&L could earn would be lowered. This provides
financial incentive for LP&L to maintain continuous improve -
ment in all three performance categories (customer price, cus-
tomer satisfaction, and customer reliability). Under the
proposed plan, if LP&L's earnings fall within a bandwidth
around a benchmark rate of return, there would be no adjust-
ment in rates. If LP&L's earnings are above the bandwidth, the
proposed plan would automatically reduce LP&L's base rates.
Aiternatively, if LP&L's earnings are below the bandwidth, the
proposed plan would automatically increase LP&L's base rates.
The reduction or increase in base rates would be an amount
representing 50% of the difference between the earned rate
of return and the nearest limit of the bandwidth In no event
would the annual adjustment in rates exceed 200 of LP&L's
ietail revenues. Hearings were heid in March 1995, No
assurance can be given that the LPSC will accept the
performance-based formula rate plan, or that the current
rate review will not result in a rate decrease

February 1994 loe Storm/Rate Rider

in early February 1994, an ice storm left more than 221,000
Entergy customers without electric power across the System’s
four-state service area. The storm was the most severe natural
disaster ever to affect the System, causing damage to
transmission and distribution lines, equipment, poles, and
facilities in certain areas, primarity in Mississippi. Repair costs
totaled approximately $116.2 million, $30.8 million, and
$77.2 million for the System, AP&L, and MP&L, respectively,
with $85 million, $18.7 million, and $64.6 million of these
amounts capitalized as plant-related costs. The remaining
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balances have been charged against the respective companies’
regulatory storm damage reserves, except for MP&L which
recorded a deferred debit. On April 15, 1994, MP&L filed for rate
recovery of costs related to the ice storm. MP&L's filing, as sub-
sequently amended, requested recovery of the revenue require-
ment associated with MP&L's ice storm costs recorded through
April 30, 1994, representing approximately 86% of the total
estimated ice storm costs, MP&L may make anather ice storm
rate filing with the MPSC during 1995 to recover ice storm costs
reeorded by MP&L after April 30, 1994. In August 1994, MP&L
and the MPSC's Public Utilities Staff entered into a stipulation
with respect to the recovery of ice storm costs recorded through
April 30, 1994, and in September 1994, the MPSC approved the
stipulation, Under the stipulation, MP&L implemented an ice
storm rider schedule, which went into effect on September 29,
1994, that will increase rates approximately $8 million annually
for five years. At the end of the five-year period, the revenue
requirement associated with the undepreciated ice storm capi-
talized costs will be included in MP&L's base rates to the extent
that this revenue requirement does not result in MP&L's rate of
return on rate base being above the benchmark rate of return
under MP&L's formula rate plan.

PUCT Fuel Cost Review

{December 1, 1986 - September 30, 1981)

In January 1992, GSU applied to the PUCT for a new fixed
tuel factor and requested a fina! rec onciliation of fuel and
purchased power costs incurred between December 1, 1986,
and September 30, 1991, GSU proposed to recover net under-
recoveries and interest (including underrecoveries related to
Nelson Industrial Steam Company (NISCO), discussed below)
over a 12-month period.

In April 1993, the presiding PUCT administrative law
Judge (ALJ) issued a report concluding that GSU incurred
approximately $117 million of nanreimbursable fuel costs on
a company-wide basis (approximately $50 million on a Texas
retail jurisdictional basis) during the reconciliation period,
Included in the nonreimbursable fuel costs were payments
above GSU's avoided cost rate far power purchased from
NISCO. The PUCT ordered in 1986 that the purchased power
costs from NISCO in excess of GSU's avaided costs be disal-
lowed. The PUCT disallowance resulted in approximately
$12 million to $15 million of unrecovered purchased power
costs on an annual basis, which GSU continued to expense as
the costs were incurred. In April 1991, the Texas Supreme
Court, in the appeal of such order, ordered the PUCT to allow
GSU to recover purchased power payments ir excess of its
avoided cost in future proceedings, if GSU established to the
PUCT's satisfaction that the payments were reasonable and
Necessary expenses,

In Jure 1993, the PUCT concluded that the purchased
power payments made 1o NISCO in excess of GSU's avoided
cost were not reasonably incurred As a result of the order,
GSU recorded additional fuel expenses (including interest) of
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$2.8 million for non-NISCO related items, The PUCT's order
resuited in no additional expenses related to the NISCO issue, or
for overcoliections related to the fixed fuel factor, as those
charges were expensed by GSU as they were incurred. The PUCT
concluded that GSU had over-coliv.ied its fuel costs in Texas
and ordered GSU to refund approximately $33.8 million to its

i Texas retail customers, including approximately $7.5 million of
. interest. In that proceeding, the PUCT also set GSU's fixed fuel

| factor in Texas at 184 cents per kwh in response to GSU's

] request that the factor be set at 2.02 cents per kwh. In October

1993, GSU appeaied the PUCT's order to the Travis County
District Court where the matter is still pending. No assurance
can be given as to the timing or outcome of that appeal. In a
subsequent proceeding to review GSU's fuel factor, the PUCT
| approved GSU's request to further reduce its fixed fuel factor ini
] Texas to 1.78 cents per kwh from 1.84 cents per kwh.

| PUCT Fuel Cost Review
(Octaber 1, 1991 - December 31, 1993)
On January 9, 1995, GSU and various parties reached an agree-
ment for the reconciliation of over- and under-recovery of fuel
| and purchased power expenses for the period October 1, 1991
through December 31, 1923, While the settlement still requires
PUCT approval, GSU believes it will ultimately be approved and
has accordingly recorded a reserve of $7.6 million.

LPSC Fuel Cost Review

In Novermnber 1993, the LPSC ordered a review of GSU's fuel
costs for the period October 1988 through September 1991
[Phase 1) based on the number of outages at River Bend and
the findings in the June 1993 PUCT fuel reconciliation case, In
July 1994, the LPSC ruled in the Phase 1 fuel review case and
ordered GSU to refund approximately $27 million to its
customers. Under the order, a refund of $13.1 million, which
was not contested under 4 Louisiana Supreme Court decision
as discussed below, was made through a billing credit on
August 1994 bills, In August 1994, GSU appealed the remairi-
ing partion of the LPSC ordered-refund to the district court,
GSU has made no reserve for the remaining portion, pending
outcome of the district court appeal, and no assurance can be
given as to the timing or outcome of the appeal

On January 18, 1995, GSU met with the special counsel of
the LPSC to discuss the procedural schedule for the upcoming
fuel review (Phase i) The period under investigation was
determined to be from October 1991 to December 1994
Hearings are scheduled to begin in July 1995,

In February 1990, the LPSC disallowed the pass-through to
ratepayers for the portion of GSU's cost to purchase power
from NISCO representing the excess of NISCO's purchase price
of the units over GSU's depreciated cost of the units. GSU
appealed the 1990 order. In March 1994, the Louisiana
Supreme Court ruled in tavor of the LPSC. In 1994, GSU
‘, recorded an estimated refund provision of $13.1 million,

‘l before related income taxes of $5.3 million
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1994 NOPSI Settiement

In a settiement with the Council that was approved on
December 29, 1994, NOPSI agreed to reduce electric and gas
rates and tssue credits and refunds to customers. Effective
January 1, 1995, NOPSI implemented a $31.8 million perma-
nent reduction in electric base rates and a $3.1 million
permanent reduction in gas base rates. These adjustments
resolved issues associated with NOPSI's return on equity
exceeding 13.76% for the test year ended September 30,
1994 Under the 1991 NOPSI Settlernent, NOPSI is recovering
from its retail customers its allocable share of certain costs
related to Grand Gulf 1. NOPSI's base rates to recover those
costs were derived from estimates of those costs made at that
time. Any overrecovery of costs is required to be returned to
customers. Grand Gulf 1 has experienced lower operating
costs than previously estimated, and NOPSI accordingly is
reducing 1ts base rates in two steps to more accurately match
the current costs related to Grand Gulf 1, On January 1, 1995,
NOPSI implemented a $10 million permanent reduction in
base electric rates to reflect the reduced costs related to
Grand Gulf 1, to be followed by an additional $4.4 million rate
reduction on October 31, 1995, These Grand Gulf 1 rate
reductions, which are expected to be largely offset by lower
operating costs, may reduce NOPSI's after-tax net income by
approximately $1.4 million per year beginning November 1,
1995. The next scheduled Grand Gulf 1 phase-in rate increase
in the amount of $4 4 million on October 31, 1995, will not be
affected by the 1994 NOPSI Settlement,

The 1994 NOPSI Settlement also requires NOPSI to credit its
customers $25 million over a 21-month periad, beginning
January 1, 1995, in order to resolve disputes with the Council
regarding the interpretation of the 1991 NOPSI Settlement.
NOPSI reduced its revenues by $25 million and recorded a
$15.4 million net-of-tax reserve associated with the credit in
the fourth quarter of 1994. The 1994 NOPSI Settiement
further required NOPSI to refund, in December 1994
$13.3 million of credits previously scheduled to be made to
customers during the period January 1995 through July 1995.
These credits were associated with a July 7, 1994, Council
resolution that ordered a $24.95 million rate reduction based
on NOPSI's overearnings during the test year ended
September 30, 1993. Accordingly, NOPSI recorded an
$8 million net-of-tax charge in the fourth quarter of 1994,

The 1994 NOPSI Settlement also required NOPSI to refund
$9.3 million of overcollections associated with Grand Guif 1
operating costs, and $10.5 million of refunds associated with
the settiement by System Energy of a FERC tax audit. The
settiement of the FERC tax audit by System Energy required
refunds te be passed on to NOPSI and to other Entergy
subsidiaries and then on to customers, These refunds have
no effect on current period net income.
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NOTE 3. INCOME TAXES

Incame tax expense consisted of the following

For the Yegrs Ended Decembes 51

fin thousands)

Current:
Federal
State

[v'l[(ﬁ

Deferred — net:
Reclassification due to net operating loss carryforward
Rate deferrals - net
Gas contract settlement
Liberalized depreciatior
Unbilled revenue
Alternative minimum tax
Bond reacquisition cost
Nuclear refueling and maintenance
Decontamination and decommissioning fund
Provision for rate refunds
FERC Settlement
Adjustment to Grand Gulf 2 tax basis
Uther
Total
Investment tax credit adiustments — net
investiment tax credit amortization - FERC Settlement
Recorded income tax expense

$227,046
50,300
277,346

48,482
(137,376)
5,483
127,881
7,246
(614)
(4,481)
552
2,366
(31,739)
(23,098)
(14,037)
(35,094)
(54,429)
(24,739)
(66,454)
$131,724

$236513
30,618
267,131

(17,131)
(B8,651)
9513
116,513
56,315
(10,270)
17,958
(7,929)
27303

15,035
118,656
{43,796)

$341,991

$ 99,898
23,596
123,494

35,969
(54,079)
15,180
107,276
(18,902)
6577
11,496
9,740

(1,595)
112,362
20,607

$256,463

Charged to operations

Charged to other income

Cr M()!‘l’ 1o cumulative effect
Recorded income tax expense

Income taxes applied against the debt component of AFUDC

Total income taxes

$131,965
(241)

131,724

$131,724

$251,163
33,640
57,188
341,991

$341.990

$210,081
46,382
256,463
696
$257,159




Total income taxes differ from the amounts computed by applying the statutory federal income tax rate to income hefore taxes

[he reasons for the differences were

For the Yegrs Ended Derember 31
(Dallprs in thousands)

Computed at statutary rate

Increases (reductions) in tax resuly, 3 from
Amartization of excess deferred income taxes
State income taxes nex of federal income tax effect
Amortization of investment tax credits
Investment tax credit amortizatior
UQ“)H'( iation
SFAS 109 agjustment
Other net

Recorded income tax expense

Income taxes applied against debt component of AFUDC

Total income taxes

~ FERC Settiement

1994
o OF
PRETAX
AMOUNT  INCOME
$194,448 35.0

(5,845) (1.1)

13,766 2.5

(27,337) (4.9)
(66,454) (12.0)

9,995 1.8
13,151 24
131,724 23.7

$131,724 23.7

AMOUNT
$332,555

1993
O OF
PRETAX
INCOME

1992
o OF
PRETAX
AMOUNT  INCOME

350 $257.461 340

(7,063) 0.7)
30,160 3.2
(26911) (2.7)
5925 0.6
9,547 1.0
(3,222) (0.4)
341,991 360

$341.9N

(6,537) (0.9)
26,057 35

(26,885) (386)

4,527 06

1,840 03
256,463 33.9
696 01

360 $257,159 340

Signiticant components of net deferred tax Liabilities as of December 31, 1994 and 1993, were

fin thowsonds 1994 1993
Deferred tax liabilities:
Net requlatory assets $(1.645119) $(1,676,161)
Nant-related basis differences (3,092,889) (2,945,933)
Rate deterrals (617,699) (767,124)
Other (181,743) (167,478)
fotal $(5,537,450) $(5,556,696)
Deferred tax assets:
Sale and leaseback $ 247842 $ 213N
Accumulated deterred investment tax credit 227,473 330,852
Alternative minimum tax credit 137,387 138,063
Removal enst 88,052 92,618
Standard coal plant 29,275 30,165
NOL carryforwards 251,000 307,737
Pension-related items 30,040 24879
Unbilled revenues 25,328 23,587
Provision for rate refunds 37,838 -
Investment tax credit carryforwards 190,987 314 862
Other 316,777 149 568
Total $ 1,581,999 $ 1,653,722

Net deferred tax liabilities

$(3,955,451)

$(3,902,974)
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NOTE 5. PREFERENCE, PREFERREL, AND COMMON STOCK

The number of shares and dollar value of the System operating companies’ preference and preferred stock were

SHARES CALL PRICE PER
AUTHORIZED AND TOTAL SHARE AS OF
As of December 3, _QUTSTANDING DOLLAR VALUE DECEMBER 31,
(Dofiars in thousands) 1994 1993 1994 1993 1994
Preference Stock
Cumulative, without par value 7% Series " 6,000,000 6000000 $150,000 $150,000 , -

Preferted Stock
Without sinking fund
Cumulative, $100 par value

4.16% - 556% Series 1,201,718
608% - 856% Series 2,262,829
9.16% - 11 48% Series 425,000
Cumulative, $25 par value
B0 -~ 9.68% Series 3,880,000
Cumulative, $0.01 par value
$2.40 Series 2,000,000
$1.96 Series 600,000
Total without sinking fund 10,369,544

1,201,715 $120.172
2262829 226,283
425,000 42,500

31,880,000 97,000
2,000,000 50,000

600,000 15,000
10,369 544  $550,955

$120.172 $102.50 to $108.00
726,287 $101.80 to $103.78
42500 $104.06 to $104.64

97,000 $26.56

50,000 -

15,000 ...
$560,955

Preferred Stock
With sinking fund
Cumulative, $100 par value

7000 - 9.76% Series 1,935,372
120000 - 15 44% Series 72,195
Adjustable, 7. 100 - 7 1500
as of Decermnber 31, 1993 519,00 9
Cumulative, $25 par value
9920% - 12 64% Series 1,691,666
13.28% Series 200,000
Total with sinking fund 4,418,233

2126539 $193,537
117,195 7,219

553,500 51,900
2,311,666 42,290

461537 5,000
5570417 $299,946

$212654 $100.00 to $106.75
11,720 $106.00 to $107.72

56,350 $100.00 to $103.00
57,791 $25.67 to $27.37

11,538 $28.22
$2349,063

(1) The tato! doliur volue represents the involuntury iquidotion volue of $25 per share

(2] These serins pre nof redeemopbie ps of December 11 1994

The fair value of the System aperating companies’ preferred
and preference stock with sinking fund was estimated to be
approximately $437.4 million and $526.2 million as of
December 11, 1994 and 1993, respectively. The fair values
were determined using guoted market prices or estimates
from nationally recognized investment banking firms. See
Note 1 for additional information on disclosure of fair value
of financ.al instruments,

Changes in the preferred stock of AP&L, GSU, LP&L MP&L,
and NOPSI with ana without sinking fund during the last three
years were (excluding GSU in 1992)

NUMBER OF SHARES
1994 1993 1992

Preferred Stock Issuances

$100 par value - - 700,000

$ 25 parvalue - ~ 1,480,000

$0.01 par value - - 600,000
Preferred Stock Retisements

$100 par value (270,667) (265000) (589940)

$ 25 par value {881,537)(1.180,000) (1,895, 160)
Notes te Comsoloated Fmancir Siorements

Cash sinking fund requirements for the next five years
for preferred stock outstanding as of December 31, 1994, are
{in millions]): 1995 - $38.8, 1996 - $23.3, 1997 - $22.6,

1998 - $15.3, and 1999 - $64.8.

On Decemnber 31, 1993, Entergy Corporation issued
56,695,724 shares of common stock in connection with the
Merger. In addition, Entergy Corporation redeemed
174,552,011 shares of $5 par value commaon stock and reis-
sued 174,552,011 shares of $0.01 par vaiue common stock
resuiting in an increase in paid-in capital of $871 million.

Entergy Corporation has a program to repurchase shares of
its outstanding common stock. The timing and amount
ot such repurchases depend upon market conditions and
autnorization from the Board of Directors of Entergy
Corporation (Board). Under this program, Entergy Corporation
repurchased and retired (returned to authorized but unissued
status) 1,230,000 shares at a cost of $30.7 million in 1994,
and 3,671,900 shares at a cost of $161.6 million in 1992, No
shares were repurchased under the program in 1993. In addi-
tion, 2,805,000 shares, 627 000 shares, and 1,943 shares of
treasury stock were purchased for cash dusing 1994, 1993, and
1992 respectively, at a cost of $86.8 million, $20.6 million, and
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$0.1 million, respectively. A portion of the treasury shares
purchased in 1993 were subsequently reissued and, in connection
with the Merger on December 31, 1993, all of the existing balance
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Nonstatutory stock options transactions are summarized as
follows
OPTION  NUMBER OF

of 679,274 shares of treasury shares was canceled. On December » S PRICE  OPTIONS
9, 1994, the Board approved the repurchase of common sharesfor — Options granted during 1992 29625 50,000
an aggregate consideration of nat in excess of $300 million during Options exercised during 1992 29625 (5,000)
the period through January 1996 Options granted during 1993 3475 70,000
Entergy Corporation has SEC authorization to acquire up to 39.75° 6,107
3,000,000 shares of its common stock to be held as treasury shares Options exercised during 1993 29.625 (13,198)
and to be reissued to meet the requirements of the Stock Plan for 34.75 (5,000}
Outside Directors (Directors' Plan), the Equity Ownership Plan of Options granted during 1994 37.00 67,500
Entergy Corporation and Subsidianes (Equity Plan), and certain Options exercised duting 1994 - -
other stock benefit plans The Directors' Plan awards nonemployee  Options remaining as of s
directors a portion of their compensation in the form of - fixed December 31, 1994 170,409

number of shares of Entergy Corporation common stock. Shares
awarded under the Directors' Plan were 18,757, 12,550, and
14,904 during 1994, 1993 and 1992, respectively. The Equity Plan
grants stock options, restricted shares, and equity awards 1o key
employees of the System companies. The costs of awards are
charged to income over the penod of the grant or restricted peri-
od, as appropriate. Amounts charged to compensation expense in
1994 were immaterial. Stock options, which comprise 500 of the
shares targeted for distribution under the Equity Plan, are granted
at exercise prices ot less than market value on the date of grant
The options are generally exercisable no less than six months nor
maore than 10 years after the date of grant

NOTE 6. LONG-TERM DEBT

*Options are not cursently exercrsable os of December 31 1954

Entergy Corporation received SEC authorization in 1994 to
issue new shares for the Employee Stock Investment Plan (ESIP)
or to acquire, through March 31, 1997, up ta 2,000,000 shares
of its common stock to be held as treasury shares and reissued
to meet the requirements of the ESIP. Under the ESIP, employees
may be granted the opportunity to purchase, for up to 109 of
their regular annual salary (but not more than $25,000),
common stock at 85% of the market value on the first or last
business day of the plan year, whichever is lower. The 1994 plan
year runs irom April 1, 1994, to March 31, 1995,

The long-term debt of Entergy Corporation’s subsidiaries as of December 31, 1994 and 1993, was:
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MATURITIES INTEREST RATES S
From To __From e 1994 L, 1993
First Mortgage Bonds {In thousands)
1996 1999 4-5/8% 14% $1,290,210 $1,354,810
2000 2004 6% 1% 1,282,320 1,143,520
200% 2009 6 65% 109% 335,000 635,000
2015 2019 9-5/8% 11-3/8% 90,319 90,319
2020 2024 7% 10-3/8% 1,083,818 1,083,818
G&R Bonds
1995 1999 5.95% 14 95%* 221,200 284,200
2000 2023 6-5/8% 8.65% 375,000 350,000
Governmental Obligations **
1992 2008 6.125% 10% 142,622 139,009
2009 2023 5950 12.5% 1,499,768 1,481,678
Debentures — Due 1998, 9.72% 200,000 200,000
Long-Term DOE Obligation (Note 8) 105,163 101,029
Waterford 3 Lease Obligation, 8.76% (Note 9) 353,600 353,600
Grand Gulf Lease Obligation, 7.020% (Note 9) 500,000 500,000
Other Long-Term Debt 6,879 6,879
Unamortized Premium and Discount — Net (43,341) ~ (45,890)
Total Long-Term Debt 7,442 558 1677872
Less Amount Due Within One Year 349,085 322010
Long-Term Debt Exciuding Amount Due Within One Year $7,093,473 $7,355,962

* $20 milbon of the 14 9508 Series G& R Bongs ond $9 2 milon of the 11 9% Series GRR Bonds were tue 271795 Al othey seties ore of interest rates within the ronge of
S9% - 112
“Conaists nf polhutos contro! bongds, certoin senes of which gre secured by ron nterest beanng first morigoge Bongs

Ad Notes to Consohdated Financiof Stotements
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The fair value of Entergy Corporation's lonig-term debt,
excluding lease obligations and long-teérm DOE obligations,
as of December 31, 1994 gnd 1993, was estimated to be
$6.293 bilijon and $7 207 bilhon, respectively, The fair values
were determined using bid prices reported by dealer markets
and by nationally recognized investment banking firms.

For the years 1996, 1996, 1997, 1998, ar:d 1999, Entergy
Corporation's subsidiaries have long-term debt maturities
(excluting lease obligations) and cash sinking fund
requirerients aggregating (in millions) $349.1, $558.0,
$361.3, 53149, and $172 4, respectively. In addition, other
sinking fund requirements will be satistied by cash or by certi-
fication of property additions at the rate of 167% of such
requirements. The amounts associated with this provision
total approximately $20.9 miilion for each of the years 1995
through 1999

NOTE 7. DIVIDEND RESTRICTIONS

Various agreements relating to the long-term debt and
preferred stock of Entergy Corparation's subsidiaries restrict
the payment of cash dividends or other distributions on their
common stock. In addition to these restrictions, the Holding
Company Act prohibits Entergy Corporation's subsidiaries
from making loany or advances to Entergy Corporation. As of
December 31, 1994, Entergy Corporation's subsidiaries had
restricted common equity of approximately $4.495 billion,
including $497 million of restricted retained earnings, which
were unavalilable for distribution to Entergy Corporation.

in February 1995, Entergy Corporation received common stock
dividend payments from its subsidiaries totaling

$96.8 million

NOTE 8. COMMITMENTS AND CONTINGENCIES
Cajun = River Bend
GSU has significant busiress relationships with Cajun, includ-
ing co-ownership af River Bend and Big Cajun 2, Unit 3. GSU
and Cajun own 70% and 30% undivided interests in River
end, respectively, and 42% and 58% undivided interests in
Big Cajun 2, Unit 3, respectively

In June 1989, Cajun filed a civil action against GSU in the
United States District Coun cor the Middle District of
Louisiang (District Court). Cajun's complaint seeks to annul,
rescind, terminate, andfor dissolve the Joint Ownership
Participation and Operating Agreement entered into on
August 28, 1979 (Operating Agreement) relating to River
vt Cagun alleges fraud and error by GSU, breach of its fidu-
viar, 1uties owed to Cajun, andjar GSU's repudiation, renunci-
ation, . :2anonment, or dissolution of its core obligations
under the Operating Agreement, as well as the lack or failure
of cause andfor consideration for Cajun's performance under
the Operating Agreement The suit also seeks to recover
Cajun's alleged $1.8 billion investment in the unit as damages,

Nistes 1o Consuhdons Fbnon Stotements
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plus attorneys’ fees, interest, and costs. Two member cooper-
atives of Cajun have brought an independent action to
declare the Operating Agreement void, based upon failure to
get prior LPSC approval alieged to be necessary. GSU believes
the suits are without merit and is contesting them vigorously,

A trial without jury on the portion of the suit by Cajun to
rescind the Operating Agreement which began in April 1994,
has been completed, and an order from the District Court is
pending. No assurance can be given as to the outcome of this
litigation. If GSU were ultimately unsuccessful in this
litigation and were required to make substantial payments,
GSU would probably be unable to make such payments and
would probably have to seek relief from its creditors under
the United States Bankruptey Code. If GSU prevails in this liti-
gation, there can bie no assurance that the Bankruptey Court
wiil allow funding of all required costs of Cajun's ownership
in River Bend.

Since 1992 Cajun has not paid its full share of operating
and maintenance expenses and other costs for repairs and
improvements to River Bend. In addition, certain costs and
experises paid by Cajun were paid under protest. These
actions were taken by Cajur: based on its contention, which
GSU disagrees, that River Bend's operating and maintenance
CXPErSes WEre excessive,

In a letter dated October 21, 1994, and at a subseguent
meeting, Cajun representatives advised Entergy Corporation
and GSU that, on October 25, 1994, Cajun wolld exhaust its
1994 budget for operating and maintenance éxpenses for
River Bend, and did not make any turther payments to GSU in
1994 for River Bend operating, maintenance, of capital costs,
Cajun also advised that the Rural Utility Services (which pro-
vided funding to Cajun for its investment in River Bend)
would not permit Cajun to budget funds in 1995 to pay its
share of operating and maintenance expenses or capital costs
for River Bend. However, Cajun stated that it would continue
to fund its share of the riuclear décommissioning trust
payments for River Bend, as well as insurance and safety-
related expenses. The unpaid portion of Cajun's River Bend
operating, maintenance, an3 capital costs for 1994 (which
has been fully reserved) was approximately $22.4 million
Cajun’s total share of River Bend annual operating {including
nuclear fuel) and mainterance expenses and capital costs was
approximately $76.1 miilion in 1994

In view of Cajun's stated expectation that it will fund only a
limited portion of its share of River Bend related operating,
maintenance, and capital costs, GSU notified Cajun that it
would (1) credit GSU's share of expenses for Big Cajun 2, Unit 3
against amounts due from Cajun to GSU and (il) seek to market
Cajun's share of the power from River Bend and apply the pro-
ceeds to the amounts due from Cajun to GSU. On November 2,
1994, Cajun discontinued GSU's entitiement of energy from Big
Cajun 2, Unit 3. In response, on November 3, 1994, GSU filed
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pieadings in District Court seeking an order requiring Cajun to
provide GSU with the energy from Big Cajun 2, Unit 3 to which
GSU is entitled, and holding that GSU is entitied to credit
amounts due from GSU to Cajun for Big Cajun 2, Unit 3 against
amounts due from Cajun to GSU with respect to River Bend. On
December 19, 1994, the District Court issued an injunction pro-
hibiting Cajun from denying its share of energy from Big Cajun
2, Unit 3 and stipulating that GSU must make payments for its
partion of expenses for Big Cajun 2, Unit 3 to the registry of the
District Court.

On December 14, 1994, the LPSC ordered Cajun to decrease
the rates charged to its member distribution cooperatives by
approximately $30 million per year. The rate decrease is asso-
ciated with the LPSC's prior finding of imprudence in Cajun’s
participation in River Bend.

On December 21, 1994, Cajun filed a petition in the United
States Bankruptey Court for the Middle District of Louisiana
seeking bankruptey relief under Chapter 11 of the United
States Bankruptey Code. Cajun’s bankruptcey could have a
material adverse effect on G5U, including the possibility of an
NRC action with respect to the operation of River Bend
However, GSU is taking appropriate steps to protect its inter-
ests and its claims against Cajun arising from the co-owner-
ship in River Bend and Big Cajun 2, Unit 3. On December 31,
1994, the District Court issued an order lifting an automatic
stay as to certain proceedings, with the result that the prelimi-
nary injunction grar.ted by the Court on December 19, 1994,
remains in effect. Cajun filed a Notice of Appeal on
January 18, 1995 1o the United States Court of Appeals
for the Fifth Circuit seeking a reversal of the District Court's
grant of the prefiminary injunction. No hearing date has been
set on Cajun's appeal

In the bankruptey proceedings, Cajun filed on January 10,
1995, a motion to reject the River Bend Operating Agreement
as a burdensome executory contract. GSU responded on
January 10, 1995, with @ memorandum opposing Cajun's
mation filed with the District Court. This memorandum argues
that the motion should be denied because (1) the Operating
Agreement is not an executory contract that can be rejected
under the United States Barkruptey Code, but an agreement
establishing property rights and obligations; (2) Cajun legally
cannat have its payment obligations under the Operating
Agreement suspended while retaining the benefits from co-
ownership in River Bend, as the benefits and obligations are
indivisible; (3) Cajun cannot seek 1o dispose of its property
interest in River Bend or reject the Operating Agreement with
respect thereto without disposing of all of its property inter-
ests and refecting all of the arrangements unider the River
Bend package »f agreements consisting of the Operating
Agreement, Big Cajun 2, Unit 3 facility, certain transmission
lines and the buy-back agreement pursuant to when G5U paid
Cajun approximately $600 million for River Bend capacity and
energy during the early years of operatian of River Bend;
and (4) a legal determirsation of Cajun's obligations and inter-
ests in River Bend should only be made as part of a plan of

rearganization in bankruptey and such determination should
be subject to requlatory approvals by certain agencies with
jurisdiction over Cajun, including the NRC. If the court were
to grant Cajun's motion to reject the Operating Agreement,
Cajun would be relieved of its financial obligations under the
contract, while GSU would likely have a substantial damage
claim arising from any such rejection. Aithough GSU believes
that Cajun’'s motion to reject the Operating Agreement is
non-meritorious, it is not passible to predict the outcome of
ultimate impact of these proceedings.

During the period in which Cajun is not paying its share of
River Bend costs, GSU intends to fund all costs necessary for
the safe, continuing operation of the unit. The responsibilities
of Entergy Operations as the licensed operator of River Bend
for safely operating and maintaining the unit are not affected
by Cajun's actions

The total resulting from Cajun's failure to fund repair pro-
jects, Cajun's funding limitation on refueling outages, and the
weekly tunding limitation by Cajun was $55.6 million as of
December 31, 1994, compared with $33.3 million as of
December 31, 1993, These amounts are refiected in long-term
receivables with an offsetting reserve in other deferred cred-
its, Cajun’s bankruptcy may atfect the ultimate coliectibil'ty of
the amounts owed to GSU, including any amounts that may
be awarded in litigation,

In September 1994, in connection with Entergy Corpora-
tion's analysis of certain preacquisition contingencies,
Entergy Corporatian increased its acquisition adjustment and
GSU recorded a loss provision associated with the River Bend
litigation between GSU and Cajun and certain underpayments
by Cajun of River Bend costs, in accordance with SFAS 5,
"Accouniting for Contingencies.” See Note 12 for additional
information on provisions for preacquisition contingencies
recorded during 1994.

Cajun - Transmission Service
GSU and Cajun are parties to FERC proceedings relating to
transmission service charge disputes. In April 1992, FERC
Issued a final order. In May 1992, GSU and Cajun filed
motions for rehearings which are pending at FERC. In June
1992, GSU filed a petition for review in the United States
Court of Appeals regarding certain of the issues decided by
FERC. In August 1993, the United States Court of Appeals ren-
dered an opinion reversing the FERC order regarding the por-
tion of such disputes relating ta the calculations of certain
credits and equalization charges under GSU's service sched-
ules with Cajun. The apinion remanded the issues to FERC for
further proceedings consistent with its opinion. In December
1994, FERC held a hearing to address the issues remanded by
the Court of Appeals. In February 1995, FERC clarified its
order, eliminating an issue that GSU believes the Court of
Appeals directed FERC to reconsider.

GSU interprets the 1992 FERC order and the United States
Court of Appeals’ decision to mean that Cajun would owe
GSU approximately $93.3 million as of December 31, 1994

Notes 1o Consohdated Fnancial Stotements
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However, FERC's February 1996 order indicates that FERC
believes an issue, estimated by GSU to constitiste approximately
$26.2 milhon of this amount, may not be pursued by GSU in the
remand proceedings. GSU further estimates that if it prevails in
its May 1992 motion for rehearing, Cajun would owe GSU
approximately $129.6 million as of December 31,1994 If Cajun
were to prevail in its May 1992 motion for rehearing to FERC,
and if GSU were not to prevail in its May 1992 motion for
rehearing to FERC, and if FERC does not implement the court’s
remand as GSU contends is required, GSU estimates it would
owe Cajun approximately $85.6 million 3s of December 31,
1994, The above amounts are exclusive of a $7 3 million
payment by Cajun on December 31, 1990, which the parties
agreed to apply to the disputed transmiission service charges.
GSU and Cajun turther agreed that their positions at FERC
would remain unaffected by the $7.3 million payment,
Pending FERC's ruling on the May 1992 mations for rehearing,
G5U has continued to bill Cajun utilizing the historical billing
methodology and has booked underpaid transmission charges,
including interest, in the amount of $160.2 million as of
December 31, 1994 This amourit Is reflected in long-term
receivables with an offsetting reserve in ather deferred credits

Capital Requirements and Financing

Construction expenditures (excluding nuclear fuel) far the
years 1995, 1996, and 1997 are estimated to total

$568 million, $568 million, and $565 miilion, respectively.
The System vl alsa require $1.4 billlon during the period
19951997 to meet long-term debt and preferred stock
maturities and cash sinking fund requirements. The System
plans to meet the above requirements primarily with internally
generated funds and cash on hand, supplemented by the
issuance of debt and preferred stock. Certain System compa-
nies may also continue with the acquisition or refinancing of
all or a portion of certain outstanding series of preferred
stock and long -term debt

Capital Funds and Availability Agreements
Entergy Corporation has agreed to supply to System Energy
sufficient capital to (1) maintain System Energy's equity
capital at an amount equal to a minimum of 35% of its total
capitalization (excluding short-term debt), and (2) permit the
continuation of commercial operation of Grand Gulf 1 and to
pay in ' all indebtedness for borrowed money of System
Energy when due under any circumstances In addition, under
supplements to the Capital Funds Agreement assigning
System Energy's rights as security for specific debt of System
Energy, Enteray Corporation has agreed to make cash capital
contributions to enable System Energy to make payments on
such debt when due

System Energy has entered into various agreements with
AP&L, LP&L, MP&L, and NOPSI, whereby AP&L, LP&L, MP&L,
and NOPS! are abligated to purchase their respective entitie-
ments of capacity and energy from System Energy's 90%
ownership and leasehold interest in Grand Gulf 1, and to make
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payments that, togethr with other available funds, are
adequate to cover System Energy's operating expenses,
System Energy would have to secure funds from other
sources, including Entergy Corporation's obligations under
the Capital Funds Agreement, to cover any shortfalls from
payments received from AP&L, LP&L, MP&L, and NOPSI
under these agreements.

Long-Term Contracts

The System has several long-term contracts to purchase nat-
ural gas and low-sulfur coal for use at its generating units,
LP&L has a long-term agreement through the year 2031 to
purchase energy generated by a hydroelectric facility. If the
maximum percentage (94%) of the energy is made available
to LP&L, current production projections would require
estimated payments of approximately $47 million per year
through 1996, $54 miliion in 1997, and a total of $3.5 billion
for the years 1998 through 2031, LP&L recovers the cost of
purchased energy through its fuel adjustment clause.

In 1988, GSU entered into a joint venture with @ primary
term af 20 years with Conoco, Inc,, Citgo Petraleum
Corporatior, and Vista Chemical Company (Industrial
Participants) whereby GSU's Nelson Units 1 and 2 were sold
to a partnership (NISCO) consisting of the Industrial
Participants and GSL, The Industrial Participants are supply-
ing the fuel for the units, while GSU operates the units at the
discretion of the Industria! Participants and purchases the
electricity produced by the units. GSU is continuing to sell
electricity to the Industrial Participants. For the years ended
December 31, 1994, 1993, and 1992, the purchases of
electricity from the joint veriture totaled $58.3 million,
$62.6 million, and $37 8 million, respectively.

Nuclear Insurance

The Price-Anderson Act limits public liability for a single
nuclear incident to approxitnately $8.92 billion as of
December 31, 1994 The System has protection for this liability
through a combination of private insurance (currently

$200 million each) and an industry assessment program
Under the assessment program, the maximurn amount the
System would be required to pay for each nuclear incident
would be $79.3 million per reactor, payable at a rate of

$10 million per licensed reactor per incident per year. As a
co-licensee of Grand Gulf 1 with System Energy, South
Mississippi Electric Power Association (SMEPA) would share
10% of this obligation With respect to River Bend, any
assessments pertaining to this program are allocated in
accordance with the respective ownership interests of GSU
and Cajun. The System has five licensed reactors. In addition,
the System participates in a private insurance program which
provides coverage for worker tort claims filed for bodily injury
caused by radiation exposure. The program provides fot a
maximum assessment of approximately $16.0 miltion for the
System's five nuclear units in the event losses exceed
accumulated reserve funds
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AP&L, GSU, LP&L, and System Erergy are also members of
certain insurance programs that provide coverage for property
damage, including decontamination and premature
decommissioning expense, to members' nuclear generating
plants. As of December 31, 1994, AP&L, GSU, LP&L, and
System Energy each were insured against such l0sses up to
$2.75 billion, with $250 miliiori of this amount designated to
cover any shartfall in the NRC required decommissioning trust
funding. In addition, AP&L, GSU, LP&L, MP&L, and NOPSI are
members of an insurance program that covers certain replace-
ment power and business interruption casts incurred due 1o
prolonged nuclear unit outages. Under the property damage
and replacement nower/business interruption insurance pro-
grams, these System companies could be subject to
assessments if josses exceed the accumulated funds available
to the insurers. As of December 31, 1994, the maximum
amounts of such pussible assessments were, AP&L -
$37.2 million; GSU - $22.6 million; LP&L -~ $34.7 million,
MP&L - $0.9 million, NOPSI - $0.5 million, and System Energy
«~ $29.7 million. Under its agreement with System Energy,
SMEPA would share in System Eneray’s obligation. Cajun
shares approximately $4.4 million of GSU's obligation.

The amount of property insurance presently carried by the
System exceeds the NRC's minimurn requirement for nuclear
power plant licensees of $1.06 billion per site. NRC regulations
pravide that the proceeds of this insurance must be used, first,
1o place and maintain the reactor in a safe and stable
condition and, second, to complete decontamination
operations. Only after proceeds are dedicated for such use
and regulatory approval is secured would any remaining
proceeds be made available for the benefit of plant owners or
their creditors

Spent Nuciear Fuel and Decommissioning Costs
AP&L, GSU, LP&L, and System Energy provide for estimated
tuture disposal costs for spent nuclear fuel in accordance with
the Nurlear Waste Policy Act of 1982, The affected System
companies entered into contracts with the Department of
Energy (DOE), whereby the DOE will furnish disposal service at a
cost of one mill per net kwh generated and sold after April 7,
1983, plus a one-time fee for generation prior to that date AP&I,
the only System company that generated electricity with nuclear
fue! prior to that date, elected to pay the one-time fee, pius
acerued interest, no earlier than 1998, and has recorded a liability
as of December 31,1994, of approximately $105 million. The fees
payable to the DOE may be adjusted in the future to assure full
recovery. The System cansiders all costs incusred of to be
ineurred, except accrued interest, for the disposal of spent nuclear
fuel to be proper components of nuclear fuel expense, and provi-
sions to recover such costs have been or will be made in applica-
nons to regulatory authorities

Deiays have accurred in the DOE's program for the
acceptance and disposal of spent nuciear fuel at a permanent
repository In g statement released Fehruary 17, 1993, the DOE
asserted that it does not have a iegal obligation to accept

spent nuclear fuel without an operational repository for
which it has not yet arranged. Currently the DOE projects it
will begin to accept spent fuel no earlier than 2010. In the
meantime, all System companies are responsible for spent
fuel storage. Current on-site spent fuel storage capacity at
River Bend, Waterford 3, and Grand Guif 1 is estimated to be
sufficient until 2003, 2000, and 2004, respectively. Thereafter,
the affected companies will provide additional storage.
Current on-site spent fuel storage capacity at ANO is estimat-
ed to be sufficient until mid-1995, at which time an ANO
storage facility using dry casks will begin operation, This facil-
ity Is estimated to provide sufficient storage until 2000, with
the capability of being expanded further as required. The ini-
tial cost of providing the additional on-site spent fuel storage
capability required at ANO, River Bend, Waterford 3, and
Grand Gulf 1 is expected to be approximately $5 million to
$10 million per unit. In addition, approximately $3 million to
$6 million per unit will be required every two to three years
subsequent to 1995 for ANO and every four to five years sub-
sequent to 2003, 2000, and 2004 for River Bend, Waterford 3,
and Grand Gulf 1, respectively, until the DOE's repository
begins accepting such units’ spent fuel,

Entergy Operations and System Fuels, Inc., joined in
lawsuits against the DOE, seeking clarification of the DOE's
responsibility to receive spent nuclear fuel beginning in 1998.
The original suits, filed June 20, 1994, asked for a ruling stat-
ing that the Nuclear Waste Policy Act require the DOE to
begin taking title to the spent fuel and to start removing it
fram nuclear power plants in 1998, a mandate for the DOE's
nuclear waste management program to begin accepting fuel
in 1998 and court monitoring of the program, and the poten-
tial for escrow of payments to a nuclear waste fund instead
of directly to the DOE

Decommissioning costs for ANO, River Bend (excluding
Cajun's 30% share), Waterford 3, and Grand Gulf 1 (excluding
South Mississippi Electric Power Association's 10% share)
were estimated to be approximately $806.3 million (based on
a 1994 interim update to the 1892 cost study), $267.8 million
(based on a 1991 cost study refiecting 1990 dollars),
$320.1 million (based on a 1994 updated study in 1993 dol-
lars), and $365.9 million (based on a 1994 cost study using
1993 dollars), respectively, AP&L 15 authorized to recover
through rates amaounts that, when added to estimated invest-
ment income, should be sufficient to meet the above estimat-
ed decommissioning costs for ANO. GSU is currently recover-
ing in rates decommissioning costs based on the 1985
onginal cost study of $141 million. GSU filed a 1991 study
with the PUCT requesting a rate adjustment for
decommissioning expense. As discussed in Note 2, on March
20, 1995, the PLICT ruled in the current rate case. The PUCT
order included recovery of River Bend decommissioning costs
totaling $204.9 million. GSU plans to include the 1991 study
in its next LPSC rate review scheduled for mid-1995 LP&L
cutrently IS recovering in rates decommissioning costs based
on a 1988 study update reflecting a cost of $203 miliion.
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LP&L filed with the LPSC a request for a rate adjustment for
decommissioning expense based on a 1994 cost study update
and the matter is under review. System Energy is currently
recovering in rates amounts sutficient to fund $198 million (in
1989 dollars) of its decommissioning costs. A filing with FERC
to request the updated decommissioning costs in rates is
under consideration by System Energy. AP&L, GSU, LP&L, and
System Energy reqularly review and update estimated decom-
missioning costs, and applications will be made to the appro-
priate regulatory authorities to reflect in rates any future
change in projected decommissioning costs. The amounts
recovered in rates are deposited in external trust funds and
reported at market value. The accumulated decommissioning
liability has been recorded in accumulated depreciation for
AP&L, GSU, and LP&L, and in other deferred credits for System
Eneray, in the amounts of $137.4 million, $22.2 million,
$28.2 million, and $31.9 million, respectively, as of December
31, 1994. Decommissioning expense amounting to $25.1 mil-
lion was recorded in 1994 The actual decommissioning costs
may vary from the estimates because of requlatory
requirements, changes in technology, and increased costs of
labor, materials, and equipment. Management believes that
actual decommissioning costs are likely to be higher than the
amounts presented above.

The staff of the SEC has questioned certain of the current
accounting practices of the electric utility industry, regarding
the recognition, measurement, and classification of
decommissioning costs for nuclear generating stations in the
financial statements of electric utilities. In response 1o these
questions, the FASB s currently reviewing the accounting for
decommissioning, If current electric utility industry account-
ing practices for such decommissioning are changed, annual
provisions for decommissioning could increase, the estimated
cost for decammissioning could be recorded as a liability
rather than as accumulated depreciation, and trust fund
income from the external decommissioning trusts could be
reported as investment income rather than as a ted «ction to
decommissioning expense

The EPAct has a provision that assesses domestic nuclear
utilitic s with fees for the decontammation and decommission-
ing of the DOE's past uranium enrichment operations. The
decontamination and decommissioning assessments will be
used to set up a fund into which contributions from utilities
and the federal government will be placed. AP&L's, GSU's,
LP&L's, and System Energy's annual assessments, which will
be adjusted annually for inflation, are approximately $3.4 mil-
lion, $0.9 million, $1.3 million, and $1.4 million [in 1995 dol-
lars), respectively, for approximateiy 15 years. FERC requires
that utilities treat these assessments as costs of fuel as they
are amortized, The cumulative liability of $75.9 million as of
December 31, 1994, is recorded in other current liabilities and
other noncurrent liabilities and is offset in the consoligated
financial statements by a requlatory asset

Notes 2 Consointated Financa! Statements

ANO Matters

ANO 2 experienced a forced outage for repair of certain steam
generator tubes in March 1992. Further inspections and
repairs were conducted at subsequent refueling and mid-
cycle outages in Septernber 1992, May 1993, April 1994, and
January 1995 AP&L's budgeted maintenance expenditures
were adeguate to cover the cost of such repairs. ANO 2's out-
put has been reduced 15 megawatts or 1.6% due to
secondary side fouling, tube plugging, and reduction of
primary temperature. Entergy Operations continues to take
steps at ANO 2 to reduce the number and severity of future
tube cracks. In addition, Entergy Operations continues to
meet with the NRC to discuss such steps and results of
inspections of the steam gencrator tubes, as well as the tim-
ing of future inspections, Additiona! inspections are planned
for the normal refueling outage scheduled for October 1995,

Sales/Use Tax lssues

In September 1994, the Louisiana Supreme Court (Court)
issued an upinion (in a case in which nane of the System
companies was a party) holding, in part, that the Louisiana state
legistature’s suspension of state sales and use tax exemptions
also had the effect of suspending exemptions from local sales
and use taxes. On January 27, 1995 the Court, after rehearing,
reversed its opirion, Because of the Court's most recent ruling,
sales of electricity and gas, fuels and other items used by GSU,
LP&L, and NOPSI to generate electricity in Louisiana, as well as
other items exempt from sales and use taxes, continue to be
exempt from local sales and use taxes, even though the state
exemplions for sales and use tax have been suspended.

NOTE 9. LEASES
General
As of December 31, 1994, the System had capital leases and
noncancelable operating leases (excluding nuclear fuel leases
and the sale and leaseback transactions discussed below) with
minimum lease payments as follows:

CAPITAL OPERATING

YEAR . LEASES LEASES
{in thousands)
1995 $ 33,008 $ 65429
1996 29,054 57,133
1997 24,663 48,861
1998 24634 47446
1999 24610 43,128
Years thereafter 136,294 246,303

Minimum lease payments 272,253 $508300

Less: Amount representing interest 103,596

p'CS_C.'ﬂ vaiue Of_ ne_t.r‘mhimﬂr‘vf PR
legse payments $168,657

Rental expense for capital and operating leases (excluding
nuclear fuel leases and the sale and leaseback transactions)
amounted to approximately $64.8 million, $62.7 million, and
$75.5 miliion in 1994, 1993, and 1992, respectively

as
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Nuclear Fuel Leases

APBL, GSU, LP&L, and System Energy have arrangements to
lease nuclear fuel in an aggregate amount up to $430 million as
of December 31, 1994. The lessors finance their acquisitions of
nuclear fuel through credit agreements and the issuance of
notes. If a lessor cannot arrange financing upon maturity of its
borrowings, the lessee must purchase nuclear fuel in an amount
sufficient to enable the lessor to retire such borrowings.

Lease payments are based on nuclear fuel use. Nuclear fuel
lease expense for AP&L, GSU, LP&L, and System Energy of
$162.4 million (including interest of $27.3 million) was
charged to operations in 1994 Excluding GSU, nuclear fuel
lease expense of $145.8 million and $158.4 million (including
interest of $20.5 million and $26.6 million] was charged to
aperations in 1993 and 1992, respectively.

Sale and Leaseback Transactions

In 1988 and 1989, System Energy and LP&L, respectively, sald
and leased back portions of their ownership interests in Grand
Gulf 1 and Waterford 3, for 26 1/2-year and 28-year lease
terms, respectively. Both companies have aptions to
terminate the leases, to repurchase the sold interests, or to
renew the ieases at the end of their terms,

Under System Energy's sale and leaseback arrangemerits,
letters of credit are required to be maintained to secure
certain amounts payabie, for the benefit of equity investors,
by System Energy under the ieases The letters of credit
currently maintained are effective until January 1997, 1t is
expected that the letters of credit will either be renewd,
extended, of replaced priot to expiration. On January 18, 1994,
System Energy refinanced the debt portion of the sale and
leaseback arrangements. The new secured lease obhigation
bands of $356 milhon, 7.43% series due 2011, and $79
miliion, 8.2% series due 2014, will be indirectly secured by
liens on, and a security interest in, certain ownership interests
and the respective leases relating to Grand Gulf 1

LP&L did niot exercise its option to repurchase the undivided
interests in Waterford 3 on the fifth anniversary (September
1994) of the closing date of the sale arid leaseback trans-
actions. As a result, LP&L was required to provide collateral to
the Owner Participants for the equity portion of certain
amounts payable by LP&L under the lease Such collateral was
in the form of a new series of non-interest bearing first mort-
gage bonds in the aggregate principal amount of $208.2 mil-
lian issued by LP&L in September 1994 under its first
mortgage bond ingenture.

As of December 31, 1994, System Energy and LP&L had
future minimum lease payments (reflecting implicit rates of
7.02% after the above refinancing and 8.76%, respectively)
as follows:

SYSTEM
YEAR ... ENERGY P&l
{in thousands]
1995 $ 42464 $ 32,569
1996 42,753 35,165
1997 42,753 39,805
1998 42,753 41,447
1999 42,753 50,530
Yearsthereafter 802820 676214

Total §\|o1§|§5 $875730

NOTE 10. POSTRETIREMENT BENEFITS

Pension Plans

The Systemn companies have various postretirement benefit
plans covering substantially all of their empicyees. The
pension plans are noncontributory and provide pension
benefits that are based on employees’ credited service and
compensation during the final years before retirement.
Entergy Corporation and its subsidiaries 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. The
assets of the plans include common and preferred stocks,
fixed income securities, interest in @ money market fund, and
insurance contracts

Notes to Consoidated Frngnciol Stotements
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Total 1894, 1993, and 1992 pension cost of Entergy Corporation and its subsidiaries (excluding GSU for 1993 and 1992),

including amounts capitalized, included the following components

kot the Years Ended December 31
(In thousands)

Service cost ~ benefits earned during the period
Interest cost on projected benefit obligation
Actual return on plan assets

Net amortization and deterral

Orher

Net pension cost

1994 1993 1992
$35.712 $21,760 §18,784
77,943 53,371 50,225
10,381 (81,708) (43,772)
(96,893) 27,261 (8,243)
17.963 L. ..
$45,106 $20,684 $16,994

The funded status of Entergy's various pension plans as of December 31, 1994 and 1993 was

{10 thisusaridy) 1994 SE——— l??3
Actuanal present value of accumulated pension plan obligation
Vested $ 851,194 § 851,726
Nonvested 6479 17867
Accumulated benefit abligation 857,673 $ 869593
Pian assets at fair value $1,014,430 $1.069,715
Projected henefit obligation ] 999,153 1,064,364
Plan assets in excess of (less than) projected benefit obligation 15,277 (4.649)
Unrecoqgnized prior service cost 25,501 20,288
Untecognized transition asset (54,209) (61,561)
Unrecogrized net loss (gain) i (9,332) 32634
Accrued pension liability 22,763 $ (13,288

The pension liability for 1993 has been restated in order to
make GSU's preseritation of certain early retirement plan
labilities consistent with the other System companies. The
significant actuarial assumptions used in computing the
intormation above for 1994, 1993, and 1992 [only 1994 and
1993 with respect to GSU's plan), were as follows: weighted
average discount rate, B 5% for 1994, 7 50 for 1993, and
8.26% for 1992, weighted average rate of increase in future
compensation svels, 5.1% for 1994 and 5.6% (5% for GSU)
for 1993 and 1992, and expected long-term rate of return on
plan assets, B.5%. Transition assets of the System are being
amortized over the greater of the remaining service period of
active participants or 15 years

Other Posteetirement Benefits
The System companies also provide certain health care and life
insurance benefits for retired employees. Substantially all
employees may become ehgibie for these benefite if they reach
retirement age while still working for the System companies The
cost of providing these benetits, recorded on a cash basis, 1o
retirees in 1992 fexcluding GSU} was approximately $13 miltion
Effective January 1, 1993, Entergy adopted SFAS 106. The
new standard requires a change from a cash method to an

Novtes 1o Consoidateg Binancia! Stnrements

accrual method of accounting for postretirement benefits
other than pensions. The System operating companies, other
than MP&L and NOPSI, continue to fund these benefits on a
pay-as-you-go basis. During 1994, pursuant to regulatory
directives, MP&L and NOPSI began to fund their post-
retirement benefit obligation, At January 1, 1993, the actuari-
ally uetermined accumulated postretirement benefit obliga-
tion [APBO) earned by retirees and active employees was
estimated to be approximately $241.4 million and $128 mil-
lion for Entergy (other than GSU) and for GSU, respectively.
Such obligations are being amortized aver a 20-year period
beqinning in 1993

The System operating companies have sought approval, in
their respective regulatory jurisdictions, 10 implement the
appropriate accounting requirements related to SFAS 106 for
ratemaking purposes. AP&L has received an order permitting
deferral, as a regulatory asset, of these costs. MP&L is expens-
ing its SFAS 106 costs, which are refiected in rates pursuant
to an order from the MPSC in connection with MP&L's
formulary inceritive rate plan [see Note 2), The LPSC ordered
GSU and LP&L to use the pay-as-you-go method for
ratemaking purposes for postretirement benefits other than
pensions, but the LPSC retains the Yiexibility to examine



individual companies’ accounting for postretirement benefits
to determine if special exceptions to this order are warranted
NOPSI is expensing its SFAS 106 costs. Pursuant to resalutions
adopted in November 1993 by the Cauncil related 1o the
Merger, NOPSI's SFAS 106 expenses through Octaber 31, 1996,
will be allowed by the Council for purposes of evaluating the
appropriateness of NOPSI's rates. Pursuant to a ruling by the
PUCT applicable to all Texas utilities, including GSU, amounts
recorded in compliance with SFAS 106 and included in a rate
filing test penod, will be recoverable in rates (at the time of
the next general rate case), and postretirement benefits
amounts allowed in rates must then be funded by the utility

Total 1994 and 1993 postretirement benefit cost of Entergy
Corporation and its subsidiaries [excluding GSU for 1993),
including amounts capitalized and deferred, included the fo!
lowing components

{In thousands) 1994 1993
Service cost - benefits earned

guring the period $11,863 $ 7761

Interest cost on APBO 23312 19,394
Return on plan assets - (1)
Net amartization and deferral 9,891 1207

Net periodic postretirement

benefit cost $45,066 $39,.145

The funded status of Entergy's postretitement plans as of
December 31, 1994 and 1993, was

fin thousonds] ) 1994 1993
Accumulated postretirement
benefit obligation

Retirees $ 186,570 $ 221562
Other fully eiigibie participants 58,330 68,283
Other active participants 52,324 95,854
297,224 385,699
Plan assets at fair value 9,733 354
Plan assets less than APRO (287.491)  (185.345)
Unrecognized transition obligation 217,275 229,346
Unrecognized net loss {gain) (58,178) 28,529
Accrued postretirement
penetit hiability $(128,394) §0127.470)

The assumed health care cost trend rate used in measuring
the APBO of the System companies was 9.4% for 1995, gradu-
ally decreasing each successive year until it reaches 0% in
2011 A gne pertentage-paint increase in the assumed health
cafr cust trend rate for each vear would have increased the
APBO of the System companies, as of December 31, 1994 by
BOW, and the sum of the service cost and interest cost by
approximately 11.3% The assumed discount rate and rate of
increase in future compensation ysed in determining the

APBO were B 5% for 1994 and 7.5% for 1993 and 5.1% for
1994 and 5.5% (5% for GSU) for 1993, respectively.

NOTE 11. RESTRUCTURING COSTS

During the third quarter of 1994, Entergy announced a
restructunng program reiated to certain of its operating
units. The progran is desigried to reduce costs, iImprove oper-
ating efficiencies, and increase shareholder value in order to
enable Entergy to become a low-cost producer. The program
includes reductions in the number of employees and the
consolidation of offices and facilities. In 1994, AP&L, GSU,
LP&L, MP&L, and NOPSI recorded restructuring charges of
$12.5 million, $6.5 million, $6.8 million, $6.2 million, and
$3.4 million, respectively. These charges primarily include
employee severance costs related to the expected termination
of approximately 1,850 employees. As of December 31, 1994,
35 AP&L employees were terminated under the program at a
severance cost of approximately $0.3 million

NOTE 12. ENTERGY CORPORATION - GSU MERGER

On December 31, 1993, Entergy Corporation and GSU
consummated their Merger. GSU became a wholly-owned
subsidiary of Entergy Corporation and continues to operate
as a corporation under the regulation of FERC, the PUCT, and
the LPSC. As cansideration to GSU's shareholders, Entergy
Corporation paid $250 million and issued 56,695,724 shares
of its commaon stock in exchange for the 114,065,065
outstanding shares of GSU common stock. In addition,

$33 6 million of transaction costs were capitalized in connec-
tion with the Merger

As @ result of the December 31, 1993, Merger closing, GSU
recorded expenses tataling $49 milhon, net of related tax
effects, for early retirement and other severance related plans
and the payment to financial cansultants involved in Merger
negotiations on behalf of GSU, Additionaily, GSU recorded
$23.8 million in 1994 for remaining severance and augment-
ed retirement benefits related 1o the Merger, See Note 2 for
information regarding Merger-related rate agreements,

In 1993, Entergy Corporation recorded an acquisition
adjustment in utility plant in the amount of $380 million rep-
resenting the excess of the purchase price over the net assets
acquired of GSU. The acquisition adjust.nent will be amortized
on a straight-line basis over a 31-year period, which approxi-
mates the remaining average book life of GSU's plant
During the allocation period (which expired on December 31,
1894), Entergy Corporation completed its analyses with
respect to preacquisition contingencies and revised the allo-
cation of the purchase price for a number of preacquisition
contingencies. In 1994 GSU wrote off assets of recorded lia-
nilities totaling approximatety $137 million net of tax for the
Cajun-River Bend litigation, untunded Cajun-River Bend
casts, environmental cleanup costs, obsolete spare parts,

Nofes, 1o Consalitmeed Finoncial Stetements
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Loutsiana River Bend 1ate deferrals previously disallowed by
the LPSC, plant held for future use, and a PUCT fuel reconcilia-
tion settlement Any items recorded in 1995 or later wiil result
in wiite-offs andjor losses charged to operations on CSU's
financial statements and Enteray Corporation's consolidated
financial statements

In accordance with the purchase method of accounting,
the 12-month results of operations for Entergy Corporation
reported in its Statements of Consolidated Income, Cash
Flows, and Retained Earnings do not reflect GSU's results of
operations for any period prior to January 1, 1994, as a result
of the Merger The pro forma combined revenues, net income,
earnings per common share before extraordinary items,
cumulative effect of accounting changes, and earnings per
common share of Entergy Corporation presented below give
effect to the Merger as if it had occurred at January 1, 1992
This unaudited pro forma information is not necessarily
indicative of the results of operations that would have
oceurred had the Merger been consummated for the period
for which it 1s being given effect, nor is it necessarily indicative
of future operating results

Yeor Enged Decemitipr 31 19499 1947
[in thausonds, excent pes shote amounts)
Revernues $6,286999  $5850973
Net incame $ 595211 $ 521783
Earnings per average common

share before extraordinary

items and cumulative effect

of aceounting changes $ 2.16 $ 2.26
Earnings per average
common share § 257 ¢ 224

NOTE | (MIARTERLY FINANCIAL DATA (HINAULGITED)
The business of the System is subject to seasonal fluctuations with the peak period occurring during the third quarter. Consolidated
operating results for the four guarters of 1994 and 1993 were

OPERATING OPERATING NET EARNINGS (LOSS)
REVENUES _INCOME __ INCOME(CSS) __ PERSHARE
In thousonds, excest per share omounty)
1994:
First Quarter $1,406,639 $253.870 $ 70,735 $ 0.3
Second Quarter $1,586,298 $325,935 $144,337 $ 0.63
Third Quarter $1,805,524 $336.611 $143,198 $ 0.63
Fourth Quarter $1,165,429 $152.325 $(16,429) $(0.07)
1993
First Quarter $ 26412 $ 192,743 $ 151154 $ 086
Second Quarter $ 1,070,102 $ 280574 $ 130,860 $ 078
Third Quarter $ 141095 $ 356938 $ 233430 $ 134
Fourth Quarter $ 1077872 $ 180,086 $ 36,486 $ 021

Ser Nate ? for infoematian regarifing the recording of the cumisiative effect of the change in accounting principie for unbilled revenues in Jonuary 1993
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