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Attention: Document Control Desk
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Annual Financial Report

Gentlemen:

As required by 10CFR140.15(b)1 and 10CFR50.71(b), enclosed are thirteen (13)
copies of the 1984 Annual Financial Report for Arkansas Power & Light
Company. This report contains financial statements fo' the fiscal years
1982, 1983, and 1984, [t also includes balance sheets, operating statements
and supporting schedules which may be needed for interpretation of the
balance sheets and operating statements.
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Arkansas Wildlife Federation Honors AP&L
As 1984 Conservation Organization of the Year

tor Arkansas’ natural beauty and resources, the Arkansas
VWildite ilxi( ration named Arkansas I“‘v\l r& ‘\ it Company
1s the 1984 Conservation Organization of the Year. That
historic award } n on the front ver of this Annua
Report

In presenting the award, the Federatic said, " Our state
julte lucky to have it npat that works closely witl
the environmental communit help maintain and improve
our quality of life. AP&L has repeatedly demonstrated a
genuine concern for wildlife conservation and the preservatior

vulnerable habitat

Jerry L. Maulden, AP&L president and chief executive

thcer, accepte 1 the award tor the ( npa l that  we
Nnave wa been and w Hwa De a str \§ &) te
preser g the natural asset r state. That same corporate
tizenship extends thr ughout the peratic t AP&L as we
cekt ¢ mindt \ ut environmenta msiderat
\s evidence of that companvwide concern. the Wildlife
Federation name Nt R. Bower N emplove A\P&
L usts er Service D T 1! { e B It " | it
the Year. Bower ecognized a Ctive impion of
nservat L1 S¢ R« t he led pats \ st
hitct watertow rea nat § zatio f waterwa 1 1
timber harvesting that threatened Hiite
| entation ot t} ¢ Wildlite Federat \ 1 11c
4 tAP&I § od CIMt reach Y
| ! Y OF !1 .'.1 I i t L L "‘b . the
Compan fir esponsibihit tO 1 vide pet
priced and reliable electric se1 AP&L and its emplos
) it Ik ! \ fies that d trate a
nmitment t helg s ?v. Pl ) i adva ns Arka
ind Southeast Missour
Varnious aspects of the Company’s public-spirited leadershig

ire highlighted in this Annual Report, beginning on Page 4




Performance Highlights '
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1984 1983 Increase
Revenues from operations (000) $1,307,683 $1.206,145 8
Operation and maintenance

expenses (000) $ 806,77 $ 770603 5
Allowance for funds used during

construction (000) $ 24,327 $ 27.780 (12)
Net income (000) $ 143,367 $ 126,896 13
Capitalization—end of year (000)

(investment required to provide service) $2,259,818 $2.179.864 R
Construction expenditures (000) $ 205,050 $ 247449 (17)
Fotal utility plant investment

end of year (000) $3,440,991 $3.241.847 6
Customers

Electric (end vear) 555,694 545,309 2

Gas (end of year) 65,687 65,710
Energy sales to retaill customers

Electric (millions of kilowatt-hours) 15,719 14,755 7

Natural gas (muillions of cubic feet) 12,053 10,960 10
Employees (end of year) 5311 5,285
Peak demand (megawatts) 3,650 3,748 (3)
Average use per customer (kilowatt-hours)

Residential 9,801 Y 867 (n

Commercial 53,297 51.445 4
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President’s Perspective

For Arkansas Power & Light Company, 1984 was a vear
marked both by historic achievement and signiticant rezula
tory uncertainty

eMost notably, we completed our 17-vear tuel diversifi
cation program. The commercial operation in December of
our fourth western coal unit, coupled with our two nuclear
units, gives the Company a solid base of American energy
sources for the 21st Century

®Qur nuclear units performed well, providing 53% of
our generated electricity. Unit 1 of Arkansas Nuclear One
(ANO) completed its tenth vear of operation, and during
that time has saved our customers hundreds of millions of
dollars. Unit 2 of ANO was one of the better pertorming
units in the nation, setting a new Middle South System
generation record

®Our new marketing department began to take shape in
1984 and scored impressive achievements

eAnd in 1984 our Company continued its trend of
improved financial performance. Several factors contrib
uted to thisaccomplishment. Retail energy sales were up 7%
reflecting the improved and growing economy of our
service area. We also benefited from the first tull yvear's
effects of 1983 rate increases granted in both Arkansas ($39.8
million) and Missouri ($3.2 million). Net income was up
13% to $143.4 million, and the quality of earnings
improved. Only 17% of net income was attributable to
Allowance for Funds Used During Construction (AFDC)

Fhe “winding down” of our construction program and
tight budgetary controls throughout the Company were
principal reasons internally generated funds accounted tor
58% of our ‘84 construction costs

It was, however, the regulatory arena that seemed to
dominate public attention, especially on the federal level
Two vitally important Company and Middle South System
questions are presently pq-mhm‘, before the Federal Energy
Regulatory Commission (FERC). The first concerns the
capacity and energy allocation from the Gra  1( sulf nuclear
plant in Mississippi to the operating companies that com
prise the Middle South System (Arkansas Power & Light
Louisiana Power & Light, Mississippi Power & Light, and
New Orleans Public Service)

lhe second, and equally volatile, issue is the proposal
to “average” System production costs on the Middle South
System. This pricing concept is an outgrowth of hearings
on a proposed new Middle South “Systermn Agreement
The System Agreement sets forth the pricing of power
sales within the System. It was during hearings to routinely
modify the System Agreement that the concept of System
average production costing was proposed by the FERC
staff and others If that concopt were ultimately approved
hy the FER(
South unit

t would make the ownership of any Middle
including Grand Gult—moot

AP&L has vigorously
opposed the concept of
System average production
costing since it would raise
our rates by approximately
50%. In the other case, we
have pursued a regulatory
and legal
the 36% allocation of Grand

course to lessen

Gult assigned to our Com
pany by a FERC law judge in
February of last year

In January 1985, all of the
operating companies o' the
\h\i\“l' \t‘[l”\ Svstem jOINe d

together proposing a settle

ment agreoment that
included mutually-agreed-to allocation amounts for Grand
Gult and also carried the stipulation that the concept of
System average production costing would be rejected
Under the agreement, AP&L would be allocated 17% of
Grand Gulf initially, with another 11% coming in 1991
Under the settlement agreement the stockholders of Middle
South Utilities would shoulder a portion of the early years
cost of Grand Gult. (For more details, see Note 4 to the
Finanal Statements Commitments and Contingencics. )
We believe the proposed settlement would have re solved
these cases in a fair and equitable manner. Unfortunately
the oth er parties to these cases have been unwilling to agres
to this cettlement. The reasonableness of this settlement agree
ment v as further underscored in February of this vear when
v second administrative law judge hearing the System
Agreement case ruled against the System average produ
tion costing concept However, in making that ruling, he did

recommend a systemwide ition ot Grand Gult which is

Liffere it from that in last ve ruling, and itisdifferent from
the one contained in the settlement agreement. Under this
ruling, AP&L would be assigned about 33% of the unit
Consequently, the FERC now has before it two law judges
rulings, and the operating companies’ settiement agres
ment. We believe 1985 will be the vear we get a final decision
from the FERC. In light of the recent rejection of System
werage production costing by the administrative law judge
in the System Agreement case, we are mors -»ptx'm\tl\ than
ever that the outcome will be a reasonable ore

On the state regulatory scene, the staft of the Arkansas
Public Service Commission has proposed 1 $54 mithon rate
decrease for the Company. During hearings on the reduc

tion proposal, the Company pre ented what we feel was

overwhelming evidence that the staff proposal was withou
merit. A decision 1s expected at any ime

We have retail rate cases filed before both the Arkansas
and Missouri Public Service Commissions. We are seeking
innual increases of $140 million in Arkansas and $7 million

n Missoun. We also expect to file wholesale cases this yeat

Decisions for the various rate filings are expected oy fall
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In connection with both the Arkansas and Missouri
filings, we have added “riders” to permita phase-in recovery
of any Grand Guif allocation. A phase-in would moderate
the impact of any Grand Gulf allocation. For example, if the
highest allocation proposed (36%) were ordered—the phase-
in rate increase wouid be a ten-year cumulative total of about
14%. If the lower allocation of the settlement agreement
were implemented—17% of Grand Gulf now and an addi
tional 11% in 1991 —the increase would total about 8% at
the end of the ten-year phase-in

Quite naturally, the regulatory uncertainties facing our
Company have tended to dominate our corperate life this
past vear. They have created unprecedented media, regula
tory and political commentary. The fair and equitable
solution of these i1ssues has been a top priority throughout
1984. However, we have not lost sight of our commitment
and responsibility to serve. Elsewhere in this Annual Report
vou'll see some of the ways we are demonstrating our
corporate citizenship

It is easy in times of controversy to lose sight of vour long
range goals—a tendency we have sought to avoid. Nor, do
we want our customers to lose sight of the character of the
men and women who make up this Company

We believe that, especially in times of controversy, our
need to communicate with our public is more important
than ever. We have not and are not going to abandon the
public platform to our critics. We know we're a caring
Company, staffed by men and women who feel a deep sense
of responsibility and pride in their job, and the product and
service they provide. We've got a positive story to tell, and
we're telling it

our rates are among the nation’s lowest, and an
allocation of Grand Gulf is not going to change that

eWe've built an outstanding electric energy supply sys
tem that i1s based on American resources of coal and uranium

®just a few years ago, we were burning millions of barrels

of expensive oil, and today, oil has been virtually eliminated
from use on our System

®Our electric energy sources are complete and in place
ready to provide the electricity of today and tomorrow

eQur economy is growing, and we're helping existing
industries to expand, while attracting new industries to
locate within our service area

*We see outstanding opportunities for market expan-
sion. Our All-Season Heat Pump program in 1984 had the
highest market penetration of new home construction in
our Company’s history

eWe're striving to be the kind of corporate citizen our
area deserves. Recent environmental and humanitarian
awards point to how we are achieving this goal

eWe recognize that education is the key to both our
state’s economic future and the personal future of the voung
people who live here. That's why we have taken a lead in
building educational opportunities for our students and
teachers and why we have made such a substantial corpor
ate commitment to support all areas of education

e And while we have felt the effects of controversy on our
corporate image, most of our customers are supportive and
recognize we are working toward their long-range best
interest

In 1968, when we began breaking ground on the banks of
the Arkansas River for our first nuclear unit, no one could
have possibly foreseen the events ahead. Still to come were
the energy crisis, double-digit inflation, soaring interest
rates, Three Mile Island, and all the other economic and
governmental tremors that would bring monumental and
unprecedented change to our industry. But change has
alwavys been the real challenge of management

We've built a solid managerial team at AP&L. We also
have outstanding leadership from our Board o. Directors
| urge vou to take a few moments and review the back
grounds of our Board (pages 8 and 9) and the broad
base of expertise they bring to our Company

We are proud of our record of service to Arkansas and
Southeast Missouri and are optimistic about the future
development of our service area and Company. While we
are committed to meeting our public trust in supplying
rehable, competitively-priced electric service, we are also
dedicated to being a partner in progress that will enhance
this area’s economic development, will protect its environ-
mental beauty and will advance its quality of life. As you
review this report, [ believe you will see this pledge at work
throughout our operations. “Helping Build Arkansas and
Southeast Missouri” 1sn’t just a slogan; it's a commitment

," ,q } Y -
fe Wy o S Aol

g R -

lerry L. Maulden
President & Chief Executive Officer



AP&L’'s Commitment to Caring

At Arkansas Power & Light, we recognize the
important bond that exists between our Company
and the communities we serve.

Our successes track the growth and develop-
ment of our service area. As a result, we gladly
accept an obligation to the people of Arkansas and
Southeast Missouri that goes far beyond provid-
ing electricity.

We have a responsibility to work toward the
betterment and prosperity of these areas and are
fulfilling that public trust with both corporate
and individual involvement.

We encourage each of our employees to actively
serve their communities in whatever ways they
can, ranging from volunteer activities to holding
elected public office, from helping with local
youth programs to serving in economic develop-
ment roles.

From a corporate perspective, AP&L works
diligently to earn a reputation as a caring member
of the community. We are committed to those less
fortunate in our society and are proud of such
efforts as our “Helping Kand” programs v/hich
have aided virtually thousands of people since
their inception in 1982,

We have renewed our dedication to and support
of minority owned and operated business ven-
tures, promoted preservation of wildiife and
natural beauty, broadened the educational
opportunities of our young people, and advanced
the social and economic well-being of our service
area.

The following capsule reports “llustrate sig-
nificant programs that demonstraic how i at
AP&L are “Helping Build Arkansas and South-
east Missouri.”

Working for a Diversified Economy

Ever since founding president Harvey Couch learned that
outside investment capital was hard to obtain for a primarily
agricultural state, AP&L has been a leader in Arkansas
industrial and economic development efforts. We still are

President Jerry [ Maulden’s strong personal commitment
to economic develcoment culminated in 1984 with a leader-
ship role in three important state organizations at the same
time. He was chairman of the Arkansas Industrial Develop-
ment Commission, vice president of the Arkansas State
Chamber of Commerce, and president of the Greater Little
Rock Chamber of Commerce, all of which gave him a
respected forum for his views on economic and industrial
development. He continues to actively support their goals
and objectives

Manager of Economic Development, G.B. “Bill” Fountain,
and his staff conduct numerous community clinics and
industrial seminars to train local leaders to position
their communities to attract and keep industry. Their
expertise is respected and widely sought. During 1984 the
Company’s Corporate Communications Department
completed three videotape programs about Arkansas
communities— Batesville, Newport and El Dorado—that
will be used by their chambers of commerce to help “sell”
industrial prospects on what these communities have to
offer. Other such videotapes are being produced, as time
permits, to help other communities

AP&L has also targeted specific industries. We were the
first electric utility to be an exhibitor at an international
Electric Furnace Conterence, which has resulted in

Arkansas being considered as the site for a future steel
mill expansion

APE L made history in 1984 when it became the first utility to be an exiubitor
wernational Electric Furmace Conference held in Toronto, Canada

i statt the Company's boot)



The Company’s new marketing department. established
in 1984 under Vice President Kenneth R, Breceden, has

economic development as one of its major goe

) ) »
AP& L continues to promote its service area through such

established successtul programs 1sthe Arkansas Community

De v "r;‘\"\n nt Program and the Arkansas Farm Famunuv of the
Year Program. [t was also able to sponsur the annual meeting
of the Southern Industrial Development Council at Little

Rock in 1984

Taking Energy Into the Classroom

Functioning as a readily available reservoir ot accurat
information on all the complex issues involving energy i
1 ]

ty, AP&L's Education Youth

Services Section of C orporate Communications 1s a resource

ils can draw from. And an increasing

our technological socCie

education protession
number of teachers are tapping this source of in-houss

expertise as the section enters its fourth year

I'he basic goal of this section and its highly-trained

personnel is to acquaint and educate our young peopls

trom kindergarten to college—about energyv and its inter
relationship with our economy, the environment and society
as a whole

From written matenal to hands-on «nmpu!rr;;r.\drd
classroom decisions in the “business game which 1s
designed to teach voungsters the type of dav-to-day problem
solving every businessman must cope with in our society
the section’s goal 1s to disseminate accurate information
about energyv. We want these students—our customers of

tomorrow—to know the entire fascinating story behind that

common switch on the wall that 1s now such an integra ‘\n'

Of their hives

And our emphas ' ality education goes bevond the
\‘v;'( 14 with 35" \rkansas :)' ;, tment H.} i W 1OT
financed sl irships t elp certain teache t ert
hcation to teach math a 1 science subiects v ot J need
Arkansas. Also, AP&L tunded a spe SUMmMeT
y . pny ind mputer graphics t qualihed hagh
hool st 1 vh weded the credits t puT . ollege
175 engineer SCICT ind medicine but ¢ { not
obtain nhysics credit th 1 schools

In another educational ettort aimed at adults, AP&I
spuarheaded the ma e publicity effort needed tor the

1 vsst Project Se 'd Chance” sernes on the Arkansas
Education Tel 1ion Network that ¢ bled more than
1,5 Arkansans to earn a high school equivalency diploma
t home ne progra ured in the ta t 1984, w ¢
epeated in the spring of 1985

}‘:\ vl PDOWe!r \:‘ 1HISAS ¢ on mis
progres see that our wangsters
get the aid they need

Bringing Minorities into the Mainstream

\l”x\l S\
that our service area cannot reach its full potential without

orporate commitment is based on the premise
} F

equal opportunity for all its citizens

The Company was one of the hrst in the nation to join
the NAACP in a “Fair Share Principles Agreement” program
and increase its existing

efforts to obtain m« e emplovec
advancement for minorities within the ( ompany and more
business opportunities tor minority vendors outside the

Company. AP&L President Jerry L. Maulden now serveson

the NAACP's National Board of Directors




In 1984, its first year of operation, AP&L's new
Minority Business Development Section established
communications with many qualified vendors and increased
their share of AP&L’'s business from approximately $200,000
in 1983 to approximately $5 million. Seminars have been
held, and more are planned in 1985, to identify minority
businesses and acquaint their management with the proper
procedures for doing business with AP&L. And this co-
operative spirit of “show us what vou can do” within the
competitive framework of the free-enterprise system has
paid off in new business for vendors and quality goods
and services for AP&L at savings to our customers

The Company has minority representation on its board of
directors, in top management and in supervisory positions
of great responsibility and has pledged to provide even
more opportunities for individual advancement within the
Company

And our sincere efforts to extend a helping hand to
minorities wherever possible have been recognized and
appreciated. Last vear, AP&L and its president, Jerry L
Maulden, were honored for their contributions to the success
of the Watershed Project, a community self-help endeavor
in the impoverished College Station area led by Rev
Hezekiah Stewart and the Mt. Nebo AME Church. The
Watershed Project weatherized essentially all of the homes
in the College Station area that qualified for the Project
Conserve program. Our Company also participated in the
NAACP's 75th anniversary benefit concert by entertainer
Ray Charles, which netted more than $50,000 for NAACP
projects. President Maulden was co-chairman of the event

The Company’s involvement in a wide range of minority
projects is based on the principle that Arkansas’ future
depends on uplifting all its citizens and we have no intention
of losing sight of that goal

A Gift of ‘Quiet Beauty’

In Mav of 1984, AP&L officially deeded Electric Island
a 118-acre “island of quiet beauty” on Lake Hamilton near
Hot Springs, to The Arkansas Nature Conservancy, the
state field office for The Nature Conservancy, a national
organization

The Company made the gift because of its belief that
Electric Island should remain a place of tranquil beauty
for all citizens to enjoy

The island was created in 1931 when Carpenter Dam on
the Quachita River formed Lake Hamilton

I'he Arkansas Nature Conservancy is leasing the island to
the Arkansas Game and Fish Commission for its non-game
wildlite program

Game and Fish Commission representatives, commenting
on the donation, emphasized that AP&L has a history of
cooperation and encouragement of outdoor sports. The
Company previously donated land for Lake Catherine State
Park and the Lake Hamilton Fish Hatchery

T'he Nature Conservancy, which has acquired more than

two million acres of natural areas throughout the nation
since 1950, commended corporate citizens suchas AP& L for
making much of its preservation program possible

Continuing a 71-year Tradition of Community
Volunteerism

From the frenzied Saturday afternoon competition of a
Little League baseball game to the studied deliberation of a
school board financial crisis, AP&L employees have a
tradition of serving their communities in a host of wavs
long after their normal working hours are over

Name a volunteer ¢ ommunity service activity and some-
where within AP&L's service area you will find an employee
filling that need—from providing telephone counseling for
a troubled youth to leading a United Way campaign or
working on an industrial development program. Our more
than 5,300 emplovees are intensely involved in a staggering
number of community service programs. It's a tradition that
dates back to the Company’s founding in 1913

Two years ago we initiated a special program to recog-
nize the community leadership qualities of these individuals
and say “thank vou” for a job well done. The honorees
are nominated and selected by their fellow employees and
a banquet is held in their honor. Many more volunteer
community leaders will be honored in 1985 as this program
continues to gain recognition both within and without our
Company

In 1983, AP&L became the first utility company to receive
the Arkansas Corporate Humanitarian of the year award
from the Governor's Office of Volunteerism and KARK-TV
Little Rock. The Company was also honored as the
“Arkansas Conservation Organization of the Year” for 1984
by the Arkansas Wildlife Federation, and one of its employees
Commercial Service Representative Nesbit Bowers of Pine



Nearly 9,000 Families Assisted

We are indebted to the thousands of AP&L customers
"“ph vees and stockholders who have generously co
tributed $449,597 to Project Deserve since it and the othe

Helping Hand” programs were establi

3

of 198

T'his money, which 1s administered by American Red
L ross Jmnv~“~rwnuuwwu'Aur~ rvice territory ;ﬂw\:h

direct aid to 8,797 families who were taced with short

that the primary recipients of the

' Project Deserve have included

Ider vith 1 lependent support
ho have been burdened with
donated over $135,000 ¢t
1ajority of the tax-deductible
ntinuing program have yme fron
O have taitht added S1 to the

) volunteer gr

Arkansas and Sou

nserve in 1984

nrogram which otfers fin:

10 assist the less fo

jects to reduce energy cost

In the last three vear ore than 150 orga i Sl
I“'-"}‘:f'f"“~\? cial etfort
than 1,300 hor y'\;v.““v}:“.‘“‘\"""!A;\lt"\VI"'\~ re
of Proiect Conserve since 1982

With funding from AP&L stockholders, Project Conserve
has provided in excess of $25( )0 toward the purchase of
sulation, weatherstripp
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Report of Management

'he management of Arkansas Power & Light Company has prepare d and is responsible
for the financial statements and related financial information included in this annual report
lhe financial statements are based on generally accepted accounting principles, consistently

inancial inio AU10N 1INOIUAcad eiIsewnere 1 TS Teport 1s consisien N tne
Financial information in icd el here in this report i nsistent with th
financial statements

[o meet its responsibilities with respect to financial information, management maintains
and enforces a sytem of internal accounting controls which provides reasonable assurance

basis, as to the integrity, objectivity and reliability of the financial

on a cost ettective

records and as to the protection of assets. This system includes communication through
written policies and procedures, an organiz ational structure that pru\nh s for appropriate
division of responsibility, the selection and ti g of qualified personnel, a performance
wccountability program and a comprehensive internal audit program

I'he Board of Directors pursues its responsibility for reported financial information
i

through its audit committee, composed of outside directors. The audit committee meets

1
periodically with management, the internal auditors and the independent certified publ

I T
countants to discuss auditing, internal control and financial reporting matters and reports
on to the Board of Directors. The independent certified public accountants have full
ree access to meet with the audit committee at any time without members of Company
inagement being present

; : 2 . .
l'he independent certified public accountants provide an objective assessment of the
bili
t

$y

degree 1o wi N management meets its responsibility tor tfairness ot hinancial reporting
!

lhev regularh lue 1e system of internal accounting control and perform such tests

and other procedures they deem necessary to reach s:M-\pw\mv!‘«»"‘:r:'.uv\u?t\',l fairness ot
the financial statements
ve that these policies and procedures provide nal assurance that our

carried out with a high standard of business




Management’s Discussion and Analysis of

Financial Condition and Results of Operations

Financial Condition

The Company’s financial condition continued to improve
in 1984. With the commercial operation in December 1984
of the second coal-fueled Unit of the Independence Steam
Electric station (ISES 2), the Company completed imple-
mentat:on of a major fuel diversification program. As a
result, construction work in progress decreased from
$306.4 million at December 31, 1983 to $105.8 million at
December 31, 1984, Cash earnings should continiue to
improve as these costs are included in rates. Mortgage
and charter coverage ratios remained well above the
minimum requirements for issuance of additional first
mortgage bends (Bonds) and preferred stock. For the first
time since 1978 the Company earned the return on equity
authorized by the Arkansas Public Service Commission,
its primary regulatory agency. During the past ten
years the Company earned an average return on equity
of approximately 12% compared to an average of the returns
authorized during the ten-year period of approximately
14%.

Liquidity and Capital Resources

Increased liquidity and access to capital markets were
important indicators of the Company’s improving financial
condition. Improvement resu'ted primarily from increased
cash earnings, reductions in construction expenditures and
increased rate levels authorized in the third quarter of 1983
which allowed the Company to earn its authorized rate of
return during 1984.

The Company has short-term borrowing authority for
the lesser of $125 million or ten percent of capitalization.
The Company had no short-term debt at December 31, 1983
or 1984.

The Company’s interest coverage ratio for Bonds, which
must be a minimum of 2.0 times the annual mortgage interest
requirement for issuance of additional bonds, was 3.26,
3.14 and 2.65 at December 31, 1984, 1983 and 1982,

respectively. The steady improvement in this ratio, and the
preferred stock earnings ratio discussed below, is significant
considering outstanding Bonds increased approximately
$114 million between 1982 and 1984, While the December
31, 1984, interest coverage ratio of 3.26 would have per-
mitted the Company to issue an additional $515.9 million
Bonds, assuming an interest rate of 15%, the Company could
have issued only $417 4 million additional Bonds, based
on available fundable property at that date, plus any
Bonds issued for refunding purposes.

The earnings ratio for preferred stock, which must be
a minimum of 1.5 times the Company’s annual interest
charges and preferred stock dividend requirements to allow
the issuance of new preferred stock, was 1.73, 1.73 and 1.54
at December 31, 1984, 1983 and 1982, respectively. At
December 31, 1984, assuming a dividend rate of 15%,
the Company could have issued $171.0 million additional
preferred stock.

At December 31, 1984, the Company had temporary cash
investments of 395.4 million. This level of temporary invest-
ments was primarily the result of the issuance ot $100 million
new Bonds in December 1984, and lower than expected
construction expenditures.

During the three-year period ending February 1982,
the Company sold $225 million Bonds with an average
maturity of 7 years and a weighted average interest rate
of approximately 16%. Since February 1982, $200 million
30 year maturity Bonds have been issued with a weighted
average interest rate of approximately 14%. This access to
longer maturity, lower cost capital is an important factor in
the liquidity position of capital intensive utilities.

In 1985 $1.4 million Bonds and $7.5 million preferred
stock will be retired pursuant to sinking fund requirements
and an additional $18 million Bonds will mature.

Construction expenditures (excluding AFDC and
nuclear fuel) were $181 million, $220 million and $185
million in 1984, 1983 and 1982, respectively. Projected
expenditures (excluding AFDC and nuclear fuel) for 1985,
1986 and 1987 are $213 million, $206 million and $193 million,
respectively.

Internally generated funds, after preferred and common
stock dividends, amounted to 58%, 63% and 58% of 1984,
1983 and 1982 construction expenditures (excluding AFDC),
respectively. Due to the uncertainties surrounding the
Grand Gulf allocation, the conflicting proposals before the
Federal Energy Regulatory Commission (FERC) tor alloca-
tion of Middle South System production costs, timely
recovery through rates of any resulting costs (sce
Note 4 to the Financial Statements—“Commitments and
Contingencies”), and the possible requirement to finance
deferred recoveries of such costs (see Note 2 to the Financial
Statements— “Rate Matters”), the Company’s overall
financing requirements in 1985 and thereafter might be
significantly increased and the availability of internally
generated funds to support projected construction expendi-
tures diminished.
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Arkansas Power & Light Company and Subsidiary
Consolidated Balance Sheets .

:

ASSETS

Utility Plant (Notes 4 and 5):
E‘Icct'ic - SR
0B P . ..o ons
Construction work in prn),rcss ...............
Nuclear fuel ... ... ..

Less—accumulated depreciation and amortization . . ..

Utility plant—net.

Other Property and Investments:
Investments in associated cnmpanivs, at equity (Note 4). ..
Other, at cost (less accumulated depreciation) . . ..
Total.

Current Assets:
Cash and special deposits
Temporary investments, at cost which appmxlmatu market:

Associated companies (Note 7)

Other. -
Notes receivable—net
Accounts receivable:

Associated companies

Customer (less allowance tnr dnuhttul ace nunts

—$2,179,000 in 1984 and 1983)

Othcr
Deferred fuel cost .
Fuel inventory, at average cost.
Materials and supplies, at average cost. . ..
>repayments and other

Total. . ..

Deferred Debits .

Total. . .

See Notes to Consolidated Financial Statements

December 31,

1984

1983

(in thousands)

. $3,269,726
38,182
105,762
27,321

3,440,991

i o 766,537

2,674,454

39,716
79

39,995

S 12,967
91,500
3,925
1,939

,,,,,,, 33,044
41,149
13,003

(14,178)
83,998
42,245

8,066

317,658

28,710

$3,060,817

$2,871,858
38,612
306,398
24,979
3,241,847
679,232
2,562,615

36,165
664
36,829

7,831

29,000
2,060
1,622

71,007
17,918

5717
44,610
33,711
10,750

247,781



LIABILITIES

Capitalization:

Common stock, $12.50 par value: authorized
325,000,000 shares; issued and outstanding,

See Notes to Consolidated Financ.al Statements

December 31,

1984

1983

(in Hmuwmis)

54,980,196 shares in 1984 and in 1983 (Note 9) . ......................... ....$ 687,252 $ 687,252
B U e TSt oy 5 Zarhs & % s &b 9 w7 e e a0 R e 7,053 6,045
Retained earnings (Note 8). . ...... ... ... ... ... ... ... ... B e 26,101 28,158

Total common shareholder's equity .................... R, - 2 e 720,406 721,455
Preferred stock and premium, without sinking fund (Note 9) ............ .. ... ... 126,890 126,890
Preferred stock and premium, with sinking fund (Note 9) ... . .. b e 2ob W T, ST 124,170 133,931
Long-term debt (Note 10) ... ...... . .. e L e T . e T R " 1,197,588

IR e s o 5 3 sty s K s SR W N E X AU L) o o e LT o 2,259,818 2,179,864

Other Non-current Liabilities(Note 1). ... ... ... .. .. .. . ... ... .. .. .. ... ... .. - 23,030 14,352
Current Liabilities:
Currently maturing long-term debt (Note 10) ... ... ... ... ... ... ... ...... 19,365 9,865
Accounts payable:

T S e et e N e e N e 2,649 6,896

e A e e R ey o B el g Tl NS e, e , 90,928 87,007
FEAAOIET RN . ...« o :oonniesossusicnansyrasnss c s ot v et R 7,519 6,723
R = L e T e s ey gt el L & 55,201 35,784
Accumulated deferred income taxes (Note 3) ... ... o 7 LRy L ok (6,987) 2,798
Interest accrued. . .......... T P T T =, B P N, . YR e T 45,185 43,975
Dividends declared. . . ... ... R O N L o T ] T, St It 35,791 26,254
Nuclear refueling reserve .. ................. - o, Ry B BT e W o M- 19,104 12,651
Fuel inventory advances, co-owners. .. .. L I AR T o ot T e 54,729 27,370
Other.........c.... M o i alis B TSI Ty D 0] S Tt O ) o 13,985 14,590

R 0 35 5 hori i E 0 e o 0 o e SH L o O DL o LT 1 . 337,469 27?913

Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 3) .. .. 260,309 246,640
Accumulated deferred investment tax credits (Note 3) . .. i L e N 160,067 129,252
Other........... WL r gt N T T . 20,124 15,496
Total. . ... .. 440,500 391,388
Commitments and Contingencies (Notes 2, 4 and 5)
Total. . $3,060,817 $2,859,517



Arkansas Power & Light Company and Subsidiary
Consolidated Statements of Income and Retained Earnings

~ Years ended December 31,
1984 1983 1982

(in thousands)

Statements of income
Operating Revenues (Notes 2 and 11):

Electric. .. .........ccooun.. s = e e = YT T .. 91,247,597 $1,148,891 $ 994,124
LT em s e s T S AR TR [P R SO W . 60,086 57254 52019
R 2 ot el T T kT 6 Tk e 5 v el e a8 o ey Lok e 1,307,683 1,206,145 1,046,143
Operating Expenses:
Operation:
Fuel ...... ... e o e e e o C...... 338,429 322,658 262,604
Purchased pmw ........................... s e o e o B, o 3 133,964 166,126 178,841
Gas purchased forresale . ......... ... ... i . e 44,894 44,150 40,986
Other . ..... .. e - LR o PR o 221,679 178,610 141,824
MAINIERANCE . .. . . vsivis v inmasrinssesyssesns o o el %k 55 67,805 59,059 45,242
ORI . - + 5 - v s 0 v W e o o R BB e 3 [ 97,451 92,621 84,194
Taxes other than income taus Gl o i RS 5 R B AR o 6 9 5 i ¥ 34,818 32,813 31,861
Income taxes (Note 3) ............ - w o s B B o B b e e 126,457 98,831 69,285
R o o 1,065,497 994868 854,837
Opersting Income . ................coovviiiianvicivin, S T 242,186 211,277 191,306
Other Income and Deductions:
Allowance for equity funds used during construction......... o 15,844 18,095 12,722
Miscellaneous—net. . . ....... .. ... ... o e BBy % i o Brrneg b B Bt 9,216 6,372 7,062
Income taxes (Note 3) .. ........ SNSRI S5-I SOSRP TOT S ceiiie.... 1,988 8, 085 5 625
Total . . . T JRURERRNE" SO LU PTG SO -, By . 27048 . 32,3"32 1 25,409
Interest Charges:
Interest on long-term debt. . .. .............. b e B g Tl ... 126,974 119,466 108,557
Other interest—net of debt premium . ......... ... ... ... .o 7,376 7,152 11,272
Allowance for borrowed funds used during u)nstrmtmn ........... ~ (8,483) (9 685) (10,486)
Tol........onniuos N TP u -t T P T 12.; 867 llb 933 109343
PREE BRI ... . .0 iv st e e e i a e i ks % 3 Bl 3o w5 S 143,367 S 12689b $ 107,372

Statements of Retained Earnings

Retained Earnings—Janvary 1. ... ... ... . ... JWENTCp PSPPI S, ¥ ...$ 28,158 $§ 33365 $ 43134
Add—Net income . ... .. .. .. porne e 1 2 wyrth £ s ¢ pised 3 0t 52 T0e S 143,367 12689 107,372
A TR Y S PR T s g 5 ar el . 171,525 160,261 150,506
Deduct—Cash dividends:
Preferredstock. . ..........coovvivvnnn, T B B e ket e sk 5 23,753 24,715 25,274
OO SOER. © . -5 s s v i immres x nsts s o P ! seohusl el o vt e e 121,671 107,388 91,867
T g L T R, - .t e e e r i FE e A s o 145424 132103 117,141
Retained Earnings—December 31 (Note 8) .. ... IR s et 8 7 Ao 5 405 Tl ¥ $ 26,101 s 28,158 $ 33,365

See Notes to Consolidated Financial Statements
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Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies

A. Principles of Consolidation

The accompanying consolidated financial statements
include the accoints of Arkansas Power & Light Company
and its wholly-owned subsidiary, Associated Natural Gas
Company.

B. System of Accounts

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

C. Revenues and Fuel Costs

The Company records revenues as billed to its customers
on a cycle billing basis. Revenue is not accrued for energy
delivered but not billed at the end of the fiscal period.

Substantially all of the rate schedules or the Company
include adjustment clauses under which fuel costs above or
below the levels allowed in the various rate schedules are
permitted to be billed or required to be credited to customers,
The Company has adopted a deferral method of accounting
tor those tuel costs recoverable under fuel adjustment clauses
Under this method, such costs are deferred to the month in
which the related revenues are bil'ed.

The fuel adjustment factor contains an amount for a nuclear
reserve, estimated to cover the cost of replacement energy
when the nuclear plant is down for scheduled maintenance
and refueling. The reserve bears interest and is used to reduce
fuel expense for fuel adjustment purposes during the
shutdown period.

D. Utility Plant and Depreciation

Utility plant is stated at original cost which is less than
current cost set forth in Note 13 to the Financial Statements
“Effects of Inflation on Operations (Unaudited) ” The cost ot
additions to utility plant includes contracted work, direct labor
and materials, allocable overheads and an allowance for the
compuosite cost of funds used during construction. The costs
of units of property retired are removed from utility plant and
such costs, plus removal costs, less salvage, are charged to
accumulated depreciation. Maintenance and repair of
property and replacement of items determined to be less than
units of property are charged to operating expenses.

Depreciation is computed on the straight-line basis at rates
based on the estimated service lives of the various classes of
property. Depreciation on average depreciable property in
1984, 1983 and 1982 amounted to approximately 3.3% each
year. Principally all the Company’s utility plant is subject to
the lien of its first mortgage bond indenture

E. Jointly-Owned Generating Stations

The Company jointly owns two coal-fueled generating
stations, both of which have two units. The Company is the
agent for the respective co-owners and operates the stations.
It records its investment and expenses associated with these

stations to the extent of its ownership interests in the
generating stations. The Company’s investment and percent
ownership in these stations are as follows:
Investment at
Dec. 31, 1984

Percent
Generating Stations Ownership
White Bluff

Steam Electric Station .
Independence

Steam Electric Station .

$394,836,000 57.0%

$292,149.000

315%

F. Postretirement Benefits

The Company has postretirement plans covering substan-
tially all of its employees. The policy of the Company is
to fund pension costs accrued and other postretirement plan
costs as incurred

G. Income Taxes

The Company joins its parent in filing a consolidated
Federal income tax return. Income taxes are allocated to the
Company in proportion to its contribution to consolidated
taxable mcome. Deferred income taxes are provided for difter-
ences between book and taxable income to the extent
rvnmm-d by the regulatory bodies for ratemaking purposes.
nvestment tax credits allocated to the Company are deferred
and amortized over the average useful life of the related
property, beginning with the year allowed in the consolidated
tax return

H. Allowance for Funds Used During Construction

T'o the extent that the Company is not permitted by its
regulatory bodies to recover in current rates the carrying cost
of tunds used for construction, the Company capitalizes, asan
appropriate cost of utility plant, an allowance for funds used
during construction (AFDC) which is calculated and recorded
as provided by the regulatory uniform system of accounts
Under this utility industry practice, construction work in
progress on the balance sheet is charged and the income state-
ment is credited for the approximate composite interest cost
of borrowed funds and for a reasonable return on the equity
funds used for construction. This procedure is intended to
remove from the income statement the effect of the cost of
financing the construction program and results in treating the
AFDC charges in the same manner as construction labor and
material costs. As non-cash items, these credits to the income
statement have no etfect on current cash earnings. After the
property is placed in service the AFDC charged to construc-
tion costs is recoverable from customers through depreciation
provisions included in rates charged for utility service. The
effective composite AFDC rate for the Company was 9.1%,
B.8% and 9.1% for 1984, 1983 and 1982, respectively

Ihe Company’s policy is to capitalize AFDC on prnLn‘ts
during periods ot interrupted construction when suc
interruption is temporary and the continuation can be
justified as being reasonable under the circumstances

L. Non-current Liabilities

It is the pohicy of the Company to provide reserves for
uaninsured property risks, for certain employee benefits, and
for claims for injuries and damages through charges to
operating expense on an accrual basis. Accruals for these
reserves have been allowed for ratemaking purposes




2. Rate Matters

The Company is a party to certain agreements and proceed-
ing: concerning Middle South Energy, Inc. (MSE) and the
Grand Gulf Station owned by MSE. (See Note 4 to the
Finuncial Statements—“Commitments and € Contingencies”
with respect to these matters.)

On May 1, 1981, the Company filed an application with the
Arkansas Public Service Commission (APSC) to increase
its Arkansas retail rates by approximately $101.4 million
annually. On March 1, 1982, the APSC entered an order
authorizing a» annual increase in retail rates of $26.2 million.
The APSC also ordered the Company to refund approxi-
mately $19.3 million related to collections that the APSC
stated resulted from the Company’s past practice of tax
normalization. The Company placed into effect in March
1982, the $26.2 million approved by the APSC. Following
a rchearmy, on September 8, 1982 the APSC granted an
additional $2.8 million increase, raising the amount allowed
to $29 million. The Company appealed to the Circuit Court
of Pulaski County, Arkansas both the amount of the increase
as well as the obligation to refund the approximate $19.3
million. Un October 24, 1984, the Pulaski County Circuit
Court ruled the Company had the right to collect an addi-
tional amount through a temporary surcharge to retail cus-
tomers. With respect to the $19.3 million refund «  lered by
the APSC on the issue of tax normalization, the a ruled
partially in favor of both the Cempany and the A?SC.

a result, the Company will be required to refund to retail
customers approximately $4.8 million as of December 31,
1984 In January 1985, the APSC approved a urcharge, as
directed by the Court, covering all issues decided in favor of
the Company with the exception of a $17.9 million un-
recovered fuel cost issue which is still unresolved. The
Company implemented the surcharge on February 1, 1985
designed to collect $32.4 million including in*erest over

a period of 31 months,

On July 18, 1984, the Company filed an application with the
Public Service Commission of Missouri for an annual increase
in Missouri retail rates of approximately $6.9 million. In addi-
tion the application includes approximately $11 2 million for
Grand Gulf 1 costs in a Grand Gulf rider with implementation
contingent on the Company being obligated to pay a portion
of the costs associated with Grand Gulf 1. The Grand Gulf 1
rider includes a phase-in plan under which recovery of
portions of any payments the Company is required to make
associated with the Grand Gult Station could be deferred

On August 1, 1984, the APSC issued an order directing
the Company to appear and show cause “why all contracts
and agreements made by it with respect to any obligations to
purchase power from or to pay for construction and operation
costs of the Grand Gulf Project should not be held to be void
ab initio as a matter of law™ because prior APSC approval had
not been obtained. The APSC asserted that the obligations
imposed upon the Company by the agreements entered into
in connection with the financing and construction of the
Grand Gult Station constitute prinia facie violations of Arkansas
statutes requiring APSC authorization for acquisition or iease
of certain assets and issuances of certain securities and
evidences of indebtedness. MSE filed suit against the APSC

in the United States District Court for the Easiera District of
Arkansas seeking (1) preliminarv and permanent injunctions
enjoining the APSC from taking any further actions in the
proceeding described above and (ii) a declaratory judgment
stating that the APSC has no jurisdiction over the validity and
enforceability of the agreements encompassed by the APSC
order of August 1, 1984, and that all past proceedings and
orders of the APSC in such proceedings are null and void.
On September 14, 1984, the Court concluded as a matter of
law that the agreements encompassed by the APSC order
of August 1 are agreements “for the purchase of wholesale
power in interstate commerce or are so integrally related to
such purchases that they are subject to the exclusive jurisdic-
tion of the Federal Energy Regulatory Commission (FERC)” or
are agreements “essential to the interstate wholesale sale of
power and therefore are not subject to state jurisdiction.” On
that date, the Court permanently enjoined the APSC from
further proceedings in this matter. This decision has been
appealed to the United States Court of Appeals for the Eighth
Circuit by the Arkansas Attorney General, the APSC and others.
The Company beheves that it has complied with all applicable
tederal and state laws and that such agreements are valid.

On August 24, 1984, the APSC, in response to a Staff
motior. is ued an order opening a proceeding to investigate
the reasonableness of the Company’s present rates. The Staff
had alleged in its motion that the Company’s rates were
excessive. The Company’s response requested the APSC to
dismiss the docket and review the Company’s rates in the
context of the Company’s new rate applicauion which was
filec on November9, 1984, as discussed in the next paragraph.
Subsequently, the APSC Staff filed testimony in this proceed-
ing recommending a reduction in rates of approximately
$54 million on an annual basis. The Company’s position is
that its rates, based on the time period reviewed by Staff
(the vear ended March 1984), were not excessive and, in fact,
were deficient by approximately $70 million. Hearings were
held in Novemue: 1984 on this matter and it is prewntlv
pending before the APSC.

On November 9, 1984, the Company filed an application
with the APSC requesting an annual increase in Arkansas
retail rates, based on the test year ended December 1984, of
approximately $139.7 million above the level of rates currently
approved. In addition the application includes a proposed
rate rider, to be effective in the event the Company is required
to make payments to MSE for costs associated with Grand Gulf
1. Based on the FERC admi ustrative law judge’s initial decision
on the allocation of Grand Gulf 1 costs in the Unit Power Sales
Agreement proceeding, this rate rider contains a phase-in plan
under which recovery of portions of any payments the Com-
pany is required to make associated with Grand Gulf 1 could
be deferred. The deferred amount filed was estimated to aggre-
gate approximately $470 million during the first three vears of
commercial operation. The deferred amount would be re-
covered within the following seven years. Carrying charges
on the deterral would be collected currently. The APSC has
scheduled hearings regarding this application to commence
on May 30, 1985



3. Income Taxes
Income tax expense (credit) consists of the following:

Current:
Federal
State .. .. .. .
Total. .. ..

Deferred—net:
Liberalized depreciation . . ..
Deferred tuel cost.
Nuclear fuel disposal costs.
Nuclear maintenance and rcfu:vlm;1 costs .
Other

Total oy
Investment tax credit adjustments— net

Recorded income tax expense . ..

Charged to operations
Charged (credited) to other income
Recorded income tax expense .. ..

Income taxes applied against the debt - nmponent of AFDC

Total income taxes

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

Computed at statutory rate .

Increases (rcdumum) in tax resultmg frnm
Allowance for funds used during construction
State income taxes net of Federal income tax effect
Other—net. . .

Recorded income tax expense .

Income taxes applied against
debt component of AFDC

Total income taxes . . .

1984 1983 1982
% of % of % of
Pre-Tax Pre-Tax Pre-Tax
Amount Income  Amount Income  Amount Income
$123,204 46.0 $100,115 46.0 $78,675 46.0
(10,137) (3.8) (12,686) (58) (9,492) (5.6)
8,339 3.1 6,086 28 4406 26
3063 12 ~ (2,769) (1.3 - (9929) (58)
124,469  46.5 90,746 417 63,660 37.2
.. 6,001 1.1 9190 24 ~ 7.669 27
- $130,470  47.6 $ 99,936 441 $71,329 396

Unused investment tax credits at December 31, 1984
amounted to $40.0 million, which if not used will expire in
1992 through 1999

Pursuant to an order of the Arkansas Public Service
Commission dated March 1, 1982, the Company ceased
providing deferred taxes on certain timing differences which
were previously normalized. However, the order requires
the Company to continue providing deferred taxes on
decommissioning costs of nuclear plant and disposal costs
of nuclear fuel, and provides for continued normalization of

1984 1983 1982
(in thousands)
$ 75,725 $ 6,396 $ 3713
- 14,161 6,223 3,251
89,886 12,619 6,964
21,383 24,776 30,744
(9,785) (7,994) 10,748
— 17,729 (6074)
(4,169) -- -
(3,544)  (4.824) (4,351)
. 3,885 29,687 31,067
30,698 48,440 25,629
$124.469 $90.746 563 660
$126,457 $98,831 $69,285
~ (1,988) (8,085) (5,625)
124,469 90,746 63,660 }
~ 6,001 9,190 7,669 |
$130,470 $99,936 $71,329

timing differences which are required by the Internal Revenue
Code or State law. During 1983, as a result of the nuclear fuel
disposal contract with the Department of Energy, disposal
costs for spent nuclear fuel became deductible for tax
purposes.

Cumulative income tax timing differences for which
deferred income tax expense has not been provided are
$220 5 million, $214.9 million and $163.7 million in 1984,
1985 and 1982, respectively




4. Commitments and Contingencies

Construction

The construction program contemplates Company
construction expenditures (excluding AFDC and nuclear
fuel) of approximately $213 million it: 1985, $206 million in
1986 and $193 million in 1987.

Availability Agreement and
Power Purchase Advance Payment Agreement

The Company, together with the other Middle South
System operating companies, is obligated under the Availability
Agreement, as amended, to Middle South Energy, Inc. (MSE)
in accordance with stated percentages (the Company 17.1%,
Louisiana Power & Light Company (LP&L) 26.9%, Mississippi
Power & Light Company (MP&L) 31.3%, New Orleans Public
Service Inc. (NOPSI) 24.7%) to make payments or subordi-
nated advances adequate to cover all of the operating expenses
and certain of the capital costs of MSE. In addition, under the
Power Purchase Advance Payment Agreement the Company,
together with the other Middle South System operating
companies, agreed, if Grand Gulf 1 were not placed in
commercial operation by December 31, 1983, to make advance

yments to MSE for power purchases which in the aggregate
total $12.5 million per month. Such payments, adjusted to
exclude the Company as contemplated by the Reallocation
Agreement as discussed in the next paragraph, commenced
January 2, 1984 and will continue until commercial operation
of Grand Gulf 1 or December 31, 1985, whichever occurs
earlier Through 1984, $3.9 billion had been ~xpynded
by MSE on the Grand Gulf Station’s two units, tie first unit
of which is scheduled tor commercial operation in the second
quarter of 1985

Reallocation Agreement

Effective November 1981, the Company, together with the
other Middle South System operating companies, entered
into a Reallocation Agreement related to the Grand Gulf Station
which provides that the other System operating companies
have assumed all of the responsibilities and obligations of
the Company with respect to these units under the Avail-
ability Agreement and the Power Purchase Advance Payment
Agreement, and, in consideration thereof, the Company has
relinquished its rights in the Grand Gulf Station. However,
each of the System operating companies, including the
Company, remain liable to MSE and its assignees for pay-
ments or advances under the Availability Agreement and the
Power Purchase Advance Payment Agreement in accordance
with the respective original percentages set forth in the
immediately preceding paragraph. The Company would be
obligated to make its share of the payments or advances only
if the other System operating companies were unable to meet
their contractual obligations. The percentage allocation to
the System operating companies of capacity and energy
available to MSE from Grand Gulf 1 and 2, as set forth in
the agreements referred to above, are subject to the approval
of the Federal Energy Regulatory Commission (FERC), which
has jurisdictior in the matter. See the next paragraph for a
more detailed discussion of the percentage allocations of
Grand Gulf to the System operating companies, including
the Company

Unit Power Sales Agreement
and New System Agreement

The System operating companies, including the Company,
have requested from their respective state public utility com-
missions rate adjustments adequate to permit them to meet
their obligations to MSE to purchase power under the Unit
Power Sales Agreement. Under the Unit Power Sales Agree-
ment. as filed with the FERC, the capacity and energy available
to MSE from the Grand Gulf Station would be sold to LP&L,
MP&L and NOPSI in accordance with the percentages set forth
in the Reallocation Agreement. An Administrative Law Judge
(AL]) of the FERC has rendered his initial decision regarding
such Agreement The AL] has deferred any decision on
Grand Gulf 2 and has recommended that capacity and energy
from Grand Gult 1 be allocated to the Company as well as the
other System operating companies. The ALJ's decision
allocates MSE s share of the capacity and energy from Grand
Gulf 1 as follows: 36% to the Company, 14% to LP&L, 33% to
MP&L and 17% to NOPSI, compared to the percentage
entitlements set forth in the Unit Power Sales Agreement of
38.6% to L.P&L, 316% to MP&L, and 29 8% to NOPSI This
decision, which the Company is opposing, is subject to review
of the FERC. In addition to the Company, the other three
System operating companies have also intervened in the
proceeding The Company has filed with the Arkansas Public
Service Commussion (APSC) and the Public Service
Commission of Missouri (PSCM) for increases in rates to cover
any increased revenue requirements in the event the Company
is required to make pavments to MSE for costs associated with
the Grand Gulf Station. See Note 2 to the Financial Statements—
“Rate Matters” for discussions of these rate increase appli-
cations, including the Company’s proposed phase-in plans
under which recovery of portions of any payments the Com-
pany is required to make assocated with Grand Gult 1 could
be deferred

On April 30, 1982, Middle South Services, Inc. (MSS),
on behalf of the Comnany and the other Middle South
System operating com panies, filed with the FERC for approval
of the New System Agreement that provides for the coordi-
nated planning, construction and operation of its generation
and transmission facilities. Rates under the New System
Agreement became effective January 1, 1983, subject to
retund. Various parties have intervened in these proceedings.
Some parties are contesting the method by which the agree-
ment egualizes capacity and energy among the System
operating companies and certain proposals, if adopted, could
cause significant changes in the allocation of production costs
among the companies. Hearings concluded in December
1983. On February 2, 1984, MSS notified the presiding ALJ
that the other Middle South System operating companies
would support an alternate cost allocation method designed
to bring about a form of equalization of production costs
among the operating companies and that the Company would
continue to support the original proposal. Subsequently, each
of the operating companies filed a separate statement of
position. On February 4, 1985, the ALJ hearing the New System
Agreement proceeding issued his initial decision recommend-
ing that the New System Agreement be adopted, as filed
with the FERC, with certain modifications. Principally, the
decision recommended that a 15.75% return on common




equity be granted; that no periodic review conditions be
attached to approval of the New System Agreement; that
production cost equalization of all System generating units,
as proposed by various intervening parties, not be granted;
and that the reserve equalization provisions in the New
System Agreement, as filed, be adopted. However, the ALJ
went on to recommend that the Grand Gulf Station be
integrated into the New System Agreement by having each
of the System operating companies pay for the capacity and
energy costs of Grand Gulf based on the ratio that each
System operating company’s annual demand bears to the
annual demand of the entire System and to include each
System operating company’s share of Grand Gulf in cal-
culating such company’s capability and consequently the
calculation of reserve equalization payments. This decision
is subject to review of the FERC.

In an effort to resolve the difficult and complex issues
involved in the Unit Power Sales Agreement and the New
System Agreement proceedings, the System operating
companies, MSE, and MSS, as agent for the System operating
companies, submitted an Offer of Settlement to the FERC on
January 4, 1985. Under the terms of the Settlement Offer,
the New System Agreement, as currently in effect would
remain unchanged. The Unit Power Sales Agreement, as
amended, would allocate MSE’s share of the capacity and
energy from Grand Gulf Unit 1, from the date of commercial
operation through December 31, 1990, as foilows: 17.1% (o
the Company, 14% to LP&L, 19% to MP&L, 17% to NOPSI
and 32.9% as Inventoried Capacity. Effective January 1,1991,
the allocation would change as tollows: 27 87% to the
Company, 27.48% to LP&L, 24.42% to MP&L and 20.23% to
NOPSI. During the period from commercial operation through
December 31, 1990, the Company would pay its pro rata share
of certain costs associated with the Inventoried Capacity.
Through December 31, 1990, MSE would have a right to sell
the capacity and energy from the Inventoried Capacity. To
the extent that such sales are not made, the System operating
companies would buy the energy on a monthly basis in
accordance with their respective responsibility ratio at a cost
equal to the cost of energy displaced by such energy on the
Middle South System. Accordingly, the Company would pay
no more for the cost of such additional energy available to it
than if such energy were not available. Partial recovery by
MSE of the cost of capital on the Inventoried Capacity would
be accomplished by the accrual and deferral of carrying chorges
during the period from the date commercial operation brgins
through December 31, 1990. The accumulated deferrea costs
would be amortized over the remaining life of Grand Gul! Unit
1 beginning January 1, 1991. Beginning January 1, 1991, the
Company would commence paying its respective share of the
full cost of service of Unit 1, including amortization of the
deferred carrying charges over the remaining life of Unit 1,
plus a return on the deferrea carrying charges. This proposed
Offer of Settlement is subject to review of the FERC

Comments have been tiled by most of the active partici
pants in the two FERC proceedings in opposition to the Oftoer
of Settlement. The FERC appointed a three-judge panel to
preside over a settlement conference which convened on March
12, 1985. On March 13, 1985, the settlement conterence con-

[ ]
L

cluded with no agreement reached. On March 14, 1985, the
three-judge panel submitted a report to the FERC stating that
since a negotiated settlement did not appear possible, further
formal settlement procedures would be fruitless and the cases
should go forward to decision. Itis not possible to predict what
decision or decisions the FERT will ultimately render in the
New System Agreement and Unit Power Sales Agreement
proceedings or with respect to the Offer of Settlement. If
timely recovery of any costs allocated to the Company as a result
of FERC decisions in these cases is not permitted by the Com-
pany’s regulatory agencies, the Company’s tinancial position
could be adversely affected

Unit Power Purchase Agreement

The Company and ! &L have entered into a Unit Power
Purchase Agreement 1or sale to MP&L of the Company’s
31.5% share of capacity and energy from Independence Unit 2
for a five-vear term

sH1

The Company owns 35% of System Fuels, Inc. (SFI), a
jointly-owned subsidiary of the four principal operating
subsidiaries of Middle South Utilities, Inc. SFI operates on a
non-profit basis for the purpose of planning and implementing
programs for the procurement of fuel supplies for all of the
operating companies; its costs are primarily recovered
through charges tor tuel delivered

The parent companies of SFI have agreed to make loans to
SFIto finance its fuel supply business under a loan agreement
dated January 1, 1984, as amended January 1, 1985, which
provides for SFI to borrow up to $120 million from its parent
companies through December 31, 1985, The Company’s
share of the loan commitment is $39 million. Notes under this
agreement mature December 31, 2010. In addition, the
Company had loaned SFI $35 million under previous loan
agreements. Notes mature in 2002 and 2008 under provisions
of the previous loan agreements.

In connection with certain of SFI's borrowing arrangements,
SFI's parent companies, including the Company, have
covenanted and agreed severally in accordance with their
respective shares of ownership of SFI's common stock,
that they will take any and all action necessary to keep SFlin
a sound financial condition and to place SFI in a position to
discharge its obligations under these arrangements. At
December 31, 1984, the total loan commitment under these
arrangements amounted to $225 million of which
$203.6 million was outstanding. Also, SFI's parent companies,
including the Company, have made similar covenants and
agreements in connection with long-term leases by SFI of oil
storage and handling facilities and coal hopper cars. At
December 31, 1984, the aggregate discounted value of these
lease arrangements was $80.8 million

The Company has agreed to purchase 100 million tons of
coal over anapproximate 20-year period, which began in 1980,
for use at the White Bluff Steam Electric Station. SFI has
entered into a contract with a joint venture for a supply of coal
froma mine in Wyoming which, based on estimated reserves,
is presently expected to provide tor at least thirty years of
projected requirements of the Independence Steam Electric
Station (ISES). By separate agreement, the Company has



contracted to purchase the coal from SFL. SFI's parent com-
panies, including the Company, each acting in accordance
with their respective shares of ownership of SFI's common stock,
joined in, ratified, confirmed and adopted the contract and
obligations of SFI thereunder. Under the contract, investment
in the mine for leases, plant and equipment is the responsibility
of the joint venture. In order to limit the joint venture's invest-
ment rights and, hence, the amount to be paid to it as a com-
ponent of the price of coal, the contract provided that SFI
invest any funds for plant and equipment in excess of a specified
amount. The Company, MP&L and Arkansas Electric Cooper-
ative Corporation (AECC), as co-owners in part of ISES, have
agreed to make the investments rather than SFl and according-
ly, have reimbursed SFI for investments previously made by it
Through December 31, 1984, the Company had invested
$24 9 million in mine facilities and related capitalized assets
During 1985, it is presently estimated that an additional
$1.5 million will be invested under this agreement. The
Company's share of the additional investment would be
$0.6 million. The Company has made the required investment
on behalf of the municipal co-owners of ISES and is billing
them monthly for their share of the investment

SFI executed a contract, asamended in November 1982, for
the purchase of lignite to be used at a future lignite-fueled
power plant in Arkansas. AECC has agreed to becoms an
owner of 50% of the proposed plant and assume 50% of SFI's
obligation to purchase lignite. Delivery of lignite is tied to the
commercial operation of the plant, which may be delayed at
the owner’s option until July 1995. The Company, SFI and
AECC may undertake to expand the size of the plant if
additional co-owners are available or, under certain circum-
stances, to meet an increased need of the System operating
companies or AFCC for power. The Company has guaranteed
SFI's performance and agreed to purchase SFI's share of the
lignite which, assuming half ownership, is approximately
33 million tons, over a 30-year period. The contract, including
the guaranty, is conditional upon the receipt of regulatory
approvals tor the construction of the plant

Nuclear Fuel and Plant Decommissionin;_

The Company has agreements for the purchase and fabrica-
tion of fuel assemblies for its nuclear plant, Arkansas Nuclear
One. The Company has agreed to purchase from Kerr-McGee
Nuclear Corporation 1,118,250 kg of uranium over the next
five years. The Company also has agreements with the Babcock
& Wilcox Company and the Combustion Engineering
Company for the fabrication of fuel assemblies used at the
plant

Under the terms of the Company’s nuclear fuel leases, the
Company is responsible tor the disposal of spent nuclear fuel.
The Company considers all costs incurred or to be incurred in
the use and disposal of nuclear fuel to be proper components
of nuclear fuel expense. and provisions to recover such costs
have been and will be made in applications to regulatory com-
missions. SFI, on behalf of the Company, has contracted with
the Department of Energy (DOE) whereby the DOE will
furnish disposal service tor the Company’s spent nuclear fuel
at a cost of one mill per kilowatt-hour of gross generation on
or after April 7, 1983 and a one-time fee of $49 4 million for

generation prior to April 7, 1983, The Company has three
options for payment of the one-time fee and is presently
studying these options, the <election of which is not required
until June 1985 The Company, through rates and settlement
of a past disposal contract, has recorded the amount necessary
for the one-time payment to the DOE and has accrued interest
on the obligation of approximately $8.5 million at December
31, 1984

In addition to the recovery of costs associated with the
disposal of spent nuclear fuel, the Company is recovering a
total of approximately $160 million for decommissioning costs
for its two nuclear units. Based upon a study performed by the
Company, nuclear plant decommissioning costs are projected
to be in excess of this amount. The Company is requesting
and will request recovery of estimated increased costs in
application. to its regulatory commissions.

Nuclear Liability Insurance

The Company is a member of Nuclear Electric Insurance
Limited, a mutual insurer which provides its members
with insurance coverage for certain costs of replacement
power incurred due to prolonged outages of nuclear units and
for $500 million of coverage for property damage sustained in
excess of $500 million caused by radioactive contamination or
other specified damage. Members pay annual premiums and
are subject to assessments if losses exceed the accumulated
funds available to the insurer. The Company’s present
maximum assessment for incidents occurring during a policy
year is approximately $22 million.

As of December 31, 1984, the Price-Anderson Act limited
the public liability of a licensee of a nuclear power plant
to $620 million for a single nuclear incident. This limit will
increase by $5 million for each additional operating license
issued by the Nuclear Regulatory Commission (NRC). Insur-
ance for this exposure is provided by private insurance and
an indemnity agreement with the NRC. Every licensee of a
nuclear power plant is obligated, in the event of a nuclear
incident involving any commercial nuclear facility in the
United States that results in damages in excess of private
Insurance coverage, to pay retrospective assessments ofupto
$5 million per incident for each licensed reactor operated by it
or up to a maximum per reactor owned of $10 million in any
calendar year. At December 31, 1984, the Company had
two licensed reactors

Federal Income Tax Issues—IRS

The Federal income tax returns tor the years 1971 through
1978 have been examined by the IRS. For the years 1971
through 1976, all issues, other than an issue involving the
taxability of customer deposits, have been settled and a tax
assessment of $1.4 million, plus interest of $1.6 million, has
been paid. Payment of the tax assessment and interest did
not have a material effect on net income. For the years 1977
and 1978, the IRS has proposed certain adjustments that
are not material. A written protest has been filed with the IRS.
Any additional tax liability that may result from resolution
of the customer deposits issue would not have a material
eftect on net income




5. Leases

The Company accounts for leases entered into prior to
1983 on the same basis as that used by its regulatory authority
in the ratemaking process which determines the revenues
utilized to recover the lease costs. The Company accounts
for capital leases entered into subsequent to 1982 in

Assets:
Utility plant. .. .. ...
Accumulated amortization . .
Net leased property .. ..
Liabilities:
Noncurrent obligations under
ORI IR .. < x5 2 o555 5 0w b e 5 AN 0w s

Current obligations under capital leases:
Principal . .
Interest accrued. . .. .. .. ..

Total . . .

Recording of such leases would not affect the amounts
reported as either expense or net income.

At December 31, 1984, there were noncancellable leases,
presently accounted for as operating leases, with minimum
rental commitments as follows:

(in thousands)

e $ 18,357
e e A AP 17,461
A N o R N ST S SR 16,352
S R R R SR SR S 16,586
R e 17,382
For vears thereafter . ... ... ... ... ......... 165,079
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accordance with Statements of Financial Accounting
Standards No. 13 and No. 71. Application of criteria used to
define a capital lease entered into prior to 1983 would permit
recording the following assets and liabilities on the balance
sheet:

1984 B 1983 N 19_82 :

(in thousands)
C$111,363 $115549  $113,632
.............. 17,535 16,742 14,505
- $ 93,828 $ 98,807 5-99,_1_27
..... S_ 90,284 % 94882 $ 95,605
....... $ 3544 $ 3925 $ 3522
,,,,,,, __45% 4419 5 3599
§ 8,142 $ 8344 S 7,088

Not reflected in the schedule above are two lease agree-
ments which together allow the Company to lease nuclear
fuel up to a maximum of $150 million. Lease payments,
which are not included in the tabulations above, are based on
nuclear fuel use. Both leases, unless sooner terminated by one
of the parties, will continue until 2018. The unrecovered cost
base of the leases at December 31, 1984, 1983 and 1982 was
$136,068,000, $138,708,000 and $145,531,000, respectively.
Nuclear fuel expense, exclusive of negative salvage, of
$72,667,000 in 1984, $49,687,000 in 1983 and $40,091,000 in
1982 was charged to operations.

Rental expense for capital and operating leases (excluding
nuclear fuel) amounted to approximately $21,949,000,
$20,476,000 and $19,039,000 in 1984, 1983 and 1982, respec-
tively.

6. Postretirement Benefits

The Company has various postretirement plans covering
substantially all of its employees.

Pension plans are administered by a trustee who 1s
responsible for pension payments to retired employees.
Various investment managers have responsibility for manage-
ment of the plans’ assets. In addition, an independent actuary
performs the necessary actuarial valuations for the individual
company plans.

Total pension expense of the Company for 1984, 1983, and

1982 was $9,555,000, $7,294,000 and $8,266,000, respectively.

The comparison of the actuarial present values of
accumulated pension plan benefits and plan net assets for the
Company’s defined benefit plans is presented on page 25.
This comparison was determined in accordance with the
provisions of Statement of Financial Accounting Standards
No. 36 which requires the use of certain assumptions which
are different from those used by the actuary in determining
an appropriate level of funding for the Company.




January 1,
1984 1983
(in thousands)
Actuarial present value of
accumulated pension plan

benefits:
Vested ... .. , $ 84,518 $ 71498
Nonvested . ... ... .. 4,661 4,444
TORE .« o dindmnie s o sbs S 89, 179 $ 75942

Net assets available for

pension benefits . $149,349 $128.255

The assumed rate of return used in determining the
actuarial present value of accumulated plan benefits was 9%.
The Company also provides certain health care and life
insurance benefits for retired employees. Substantially all
employees may become eligible for these benefits if they
reach retirement age while still working for the Company.

These benefits and similiar benefits for active employees are
provided through various means including payvments of
premiums to an insurance company and/or accruals for self
insurance policies managed by an insurance company. The
Company recognizes the cost of providing these benefits by
expensing the payments made to the insurance company or
accruing the cost as recommended by the managing insurance
company. The cost of providing these benefits for retired
employees is not separable from the cost of providing benefits
for the active employees. The total cost of providing these
benefits and the average number of active and retired
emplovees for the last three fiscal years were as follows:

1984 1983 1982

Total cost of health
care and lite insur-

ance (in thousands) . $6,501 $4.636 $4.829
Average active employees 5,319 5,255 5,076
Average retired

employees . ........... 941 888 706

7. Lines of Credit and Short-Term Borrowings

At December 31, 1984, the Company had $70.2 million in
lines of credit with Arkansas banks and participated with the
three other Middle South System operating comparies in
$180 million of consolidated lines of credit with banks outside
the Middle South System service area. In February 1985, these
non-territorial bank lines of credit were reduced to $140
million. Compensating balances or equivalent tees are
required by certain of the lending banks located outside the
Middle South service area. Additionally, the Company partici-
pates with certain other companies of the Middle South
System in a money pool arrangement whereby those
companies with available funds make short-term loans to
other companies in the System having short-term borrowing
requirements. The Company also has arrangements with a

Maximum borrowing .
Year-end borrowing
Average borrowing:
Bank loans. ... .. ..
Associated companies.
Average interest rate during the pe nod
Bank loans. . 4
Associated u)mpamvs
Average interest rate at end of period:
Bank loans. .

commercial paper dealer for the sale of its commercial paper.
The Company may borrow from these sources subject only to
its maximum authonzed level of short-term borrowings. The
Company has received authorization from the Securities and
Exchange Commission under the Public Utility Holding
Company Act of 1935 to have outstanding at any one time
short-term borrowings aggregating not more than the lesser
of $125 million or 10% of the Company’s capitalization. The
aggregate amount of the unused lines of credit with Arkansas
banks at the end of 1984 and 1983 was $70.2 million each year.
The operating companies had available at the end of 1984 and
1983, $180 million and $122.1 million, respectively, under the
consolidated lines of credit. The short-term borrowings and
the applicable interest rates (determined by dividing
applicable interest expense by the average amount borrowed)
for the Company were as follows:

1984 i 1983 _1982
{tn thousands)
515,000 $31,000  $90,700
- — $ 750
$ 176 $ 977 $23,030
$ 1,002 $10,793  $13,122
11.07% 10.31% 13.66%
10.22% 991% 10.50%
- - 11.50%

8. Retained Earnings Restrictions

T'he indenture relating to the Company’s long-term debt
and provisions of the articles of incorporation relating to the
Company’s preferred stock provide for restrictions on the

ro
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payment of cash dividends on common stock. As of
December 31, 1984, all retained earnings were free from such
restrictions



9. Preferred and Common Stock

Preferred stock outstanding at December 31, 1984 and 1983 consisted of the following:

Cumulative, $100 Par Value

Without sinking fund:
4.32% series
4.72% series. .

4 56% series
4 56”1) 1965 series
6.08% series
7.32% series.
7.80% series.
7.40% series
7 88% series
Total

With sinking fund*:
10.60% series
11.04% senes

Total

Unissued ! :
Total, $100 Par Value

Cumulative, $25 Par Value

Without sinking fund:
8.84% series
10.40% series

Total
With sinking fund®

9 92”‘0 SOries
13.28% series

Total

Unissued
Total, $25 Par Value

Without sinking fund
Stated at $100 a share
Stated at $25 a share
Premium

Total preferred stock and premium,

With sinking fund:
Stated at $100 a share
Stated at $25 a share
Premium

Total preferred stock and premium,

without sinking fund

with sinking fund

Shares

Authorized

70,000
93,500
75,000
75,000
100,000
100,000
150,000
200,000
150,000

1,013,500

135,997
286,817
422814
2,386,500
3822814

400,000
600,000

1,000,000

1,433,621
1.811,626

3,245,247
5,400,000
9,645,247

Shares Outstanding

1984

70,000
93,500
75,000
75,000
100,000
100,000
150,000
200,000
150,000

1,013,500

135,997
286,817

422,814

400,000
600,000

1,000,000

1,433,621
1,811,626

3,245,247

(in the

$101,350
25,000
540

$126,890

$ 42,281
81,131
758

$124,170

1983

70,000
93,500
75,000
75,000
100,000
100,000
150,000
200,000
150,000

013,500

—

149 967
304,862

454,829

400,000
600,000

1,000 000

1,513,299
1,992,060
3,505,359

wisands)

$101,350
25,000
540
$126,890

$ 45483
R87.634
814

$133,931

Current
Call Price

Per Share

$103.647
107.00
102.83
102.50
102.83
103.17
105.20
104 65
104.97

109.39
109.78

27.66
2795

27.56
29 88

The changes in the number of shares of common and preferred stock outstanding in 1982, 1983 and 1984 were

Preferred Stock

1982
1983
1984

Common Stock
Shares Sold

6,400,000
5,200,000

Shares Sold (Redeemed)
$100 Par
(29,700)
(48,180)
(32,015)

$25 Par
(360)
(94.281)

(260,112}



000
000
418
000
000

2.000

000

5,000

160
000

000

760
000
200
000

5,000

000
500
000
000
000
000
000
000
000
000
000
000
000
000

L0000

000

h3is

000

65
is0

Y08




y through 1989 ar«

nd requirem




13. Effects of Inflation on Operations (Unaudited)

The following supplementary information about the and Changing Prices,” as amended by Statement of Financial
effects of changing prices on the Company is provided in Accounting Standards No. 82. It should be viewed as an
accordance with the requirements of Statement of Financial  estimate of the effect of changing prices, rather than a precise
Accounting Standards No. 33, “Financial Reporting measure.

STATEMENT OF INCOME FROM OPERATIONS AND
OTHER FINANCIAL DATA ADJUSTED FOR EFFECTS OF CHANGING PRICES
FOR THE YEAR ENDED DECEMBER 31, 1984
(in thousands)

Adjusted For

As Reported In~ Changes In
The I?inancial Specific Prices
Statements (Current Costs)

Revenues' .. ... ................... : 2 ik b3 e o e Al i $1,307,683 $1,307,683
Operating expenses (e uludlng de prulahun)' I o =T o kg LT 968,046 968,046
Depreciation . . ... .. TR SRR, S - T, R ey e LY P __97,451 197,669
Total operating expenses. .. ... .. Son o DTS, | S Y = T A Ll 1,065,497 1,165,715
Operating income ...............c.coiiiiiiinnnes - L SR PO A By o, LS 242,186 141,968
Other income’ . .. = A el B . = e P i rr 27,048 27,048
Interest and other gharges PO T A L ity s S el 125,867 __ 125,867
Income from operations (excluding adjustment to net
recoverable cost) .. ... T P ST Pt x T ks Nt $ 143367 $ 43,149

Increase in specific prices (current costs)
of property, plant and equipment

held during the year®. . ... ... .. .. noo MRS T gL LSt ) e . $ 156,639
Adjustment to net recoverable cost .. ... .. 3 i o LIS e g, 39,695
Effect of increase in general pricelevel.............c. oo AT ety e (197,585)

Excess (deficiency) of increase in specific prices,
a.ter adjustment to net recoverable cost, over increase

in general price level .. ... . ... S M e = S AL vl e A s e o (1,251)
Gains from decline in purchasing pnwcr

of net amounts owed . AL e N L ey ML el TR - - e 73,356
PO i & o i v e e A e, W A WO W ATy s sl el $ 72105
1. Assumied 1o be i aoeragr for the year™ dollirs and thus sre not restated

2 At December 31, 1984, current cost of property, plas rapenent. net of accwmdated depreciation, was $5,176,000 000 whale hstorcal cost or net cost

rexovvrable through depreciation was $..674 454000



FIVE-YEAR COMPARISONS OF SELECTED SUPPLEMENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CHANGING PRICES
(tn thousands of average 1984 dollars)

Years ended December 31,

1984 1983 1982 1981 1980
Operating revenues. . . .. . $1,307,683 $1,257,479 $1,125753 $1,159.842 $946,028
Current cost information:
Income from operations (excluding adjustment to
net recoverable cost). ................... = $ 43,149 $ 25803 $ 13,708 $ 14370 $ (1,428)
Excess (deficiency) of increase in specific prices
after adiustment to net recoverable cost, over
increase in general price level ... .. Ly $ (1,251) $ 29674 $ 18366 $ (110,361) $(192,356)
Net assets at year-end at net recoverable cost ... ... .. $ 710,359 $ 739521 $ 703352 $ 652,392 $617,949
General information:
Gain from decline in purchasing power of net
amounts owed ... .. ) : $ 73356 S 59136 $ 58927 $ 146,763 $206,965
Average consumer price index . 3il.1 298.4 289.1 2724 2468

Current cost amounts reflect the changes in specific prices
of property, plant and equipment from the year of acquisition
to the present. The current costs of property, plant and
equipment, which represent the estimated costs of replacing
existing plant assets, are determined by applying the
Handy-Whitman Index of Public Utihty Construction Costs
(HWI) to the cost of the surviviug plant by vear of acquisition
Land and certain other plant assets which are not included in
the HWI were converted using the Consumer Price Index for
all Urban Consumers (CPI-U).

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

Fuel inventories, the cost of fuel used in generation, and gas
purchased for resale have not been restated from their
historical cost in nominal dollars. Regulation limits the
recovery of fuel and purchased gas costs to actual costs
incurred through the operation of adjustment clauses or
adjustments in basic rate schedules For this reason, fuel
inventories are effectively monetary assets.

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

The regulatory commissions to which the Company is

subject allow only the historical cost of plant to be recovered
in revenues as depreciation. Therefore, the excess cost of plant
is not p ~sently recoverabl in rates. This excess (deficiency) is
reflected »s an adjustment to net recoverable cost. While the
ratemaking process gives no recognition to the current cost
of replacing property, plant and equipment, the Company
believes, based on past experiences, that it will be allowed to
earn on the increased cost of its net investment when
replacement of facilities actually occurs.

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



Deloitte
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OPINION OF INDEPENDENT PUBL

Arkansas Power & Light

Sas
Power & Light Company and its subsidiary as of December 31
1984 and 1983 and the related consolidated statements of
and retained earnings and of changes in financial positi
each of the three years in the period ended December 31,
Our examinations were made in accordance with generally
accepted auditing standards and, accordingly, included such
tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances

We have examined the consolidated balarice sheets of Arkansas
»

’
income

o

In our opinion, the above-mentioned consolidated finan~ial

statements present fairly the financial positinn of the Company
and its subsidiary at December 31, 1984 and 1983 and the
results of their operations and the changes in their financial
position for each of the three years in the period ended
December 31, 1984, in conformity with generally accepted
accounting principles applied on a consistent basis.

W /%z/_\,é,w ¢I<f¢2/y

February 22, 1985




Arkansas Power & Light Company

Ten Years of Progress/Financial (Consolidated) '

Capitalization and Capitalization Ratios

150X

Net Income

100 *

Pl

I

J

(in thousands of dollars)
Selected Financial Data:
Operating revenues
Net income
Total assets
Long-term debt
Preferred stock, with sinking fund

Capitalization (end of period):
Preferred stock and premium
Common stock and paid-in capital
Retained earnings

Total
Long-term debt !
Firsi mortgage bonds* .
Instaliment purchase contracts*
Long-term obligation—DOE"

Total
Total capitalization

Annual Payment Requirements:
Interest on
First mortgage bonds
Installment purchase contracts
Dividends on preferred stock
Utility Plant (end of period):
Plant completed
Construction work in progress
Nuclear fuel in excess of tuel leases

lotal utility plant
Less—accumulated depreciation

Net utility plant

ncome Statement:
Operating revenues

Operating expenses

Fuel

Purchased pn\n'r

Gas purchased for resale

Payroll—operation and
maimntenance

Other operation and
maintenance

Depreciation

laxes

Total
Operating income
Other income and deductions—net
(excluding AFDC?)

Interest and other charges
Interest on long-term debt
Other interest—net of

debt premium

Total (excluding AFD( 4

Income from revenues
Non-cash income trom AFDC?
Income from accounting change’

Net income

1984

$1,307,683
143,367
3,060,817
1,288,352
124,170

$ 251,060
694,305
26,101

971,466

1,093,065
137,379
7,908
1,288,352
$2,259,818

$ 122,494
11,595
23,222

$3,307,908
105,762
27,321

3,440,991
766,537

$2,674,454

$1,307,683

338,429
133,964
44,894

97,659

191,825
97,451
161,275
1,005,497
242,186

11,204

7,376
134,350

119,040
24,327

$ 143,367



1983

$1,206,145
126,896
2,859,517
1,197,588
133,931

$ 260,821
693,297

982 276

1,014,797
133,391

1,197,588

52 179, 864

$ 108,727
11,688
24,366

$2,910,470
306,398
24,979

3,241,847
679,232

_$2,562,615
_$1,206,145

322,658
166,126
44,150

87.210

150,459
92,621
131,644

994 868

126,618

99,116
27,780

§ 126,89

$ 107,372

1982

$1,046,143
107,372
2,669,417
1,129,440
141,138

$ 268,028
627,709
33,365

926,102
1,000,255
129,185

1,129, 44ﬂ

52 058 542

$ 105,568
10,386
25,131

$2,623,319
364,252
16,869

3,004,440

605,404
52 199 (Hb

_$1,046,143

262,604
178,841
40,986

77,566

109,500
84,194
101,146

854,837
191,306
12,687
108,557

11,272
119,829
84,164
23,208

$

$

S

$

$

S

- s,

1981 1980
$1,015,561 $ 750,497
96,140 65,230
2474,249 2,147,983
992,163 848,667
144,120 147,065
$ 271010 $ 273955
547,185 458,569
43134 54700
861 ?29 787 224
849,585 765,430
143,578 83,237
993,163 848,667
5] 854 49" ~ $1,635891
$ 82986 $ 73,551
14,016 6,593
25,456 25,778
$2,546,046 $2,133,704
255,468 "82 376
10,214 7151
2,811,728 2,423,231
532,261 417,435
52 279 467 ) 52 005 796
$1,015561 $ 750,497
307,213 237,346
141,316 154,126
30,637 —
67,897 49,774
132,862 100,700
77,923 59,574
90,530 54,033
848378 655553
167,183 ‘M 944
17,497 17,468
90,755 67 036
21,038 17,649
111,793 84,685
72,887 27,727
23,253 37,503
96,140 § 65230

- $

$

1979

582,610
82,404
1,940,643
819,716
100,518

227,408
427,960
86,333

741,701

763,549
56,167

819716
1,561,417

62,436
4,980
19,548

1,231,832
980,054

2,211,886
364,447

1, 347 .no‘

582,610

174,667
171,425

40,607

50,994
39,708
34,948

512,349

70,261

23,627

67,091

10,296
77,387

16,501
65,903

82,404

33

1978

$ 553,605
86,014
1,693,906
749,262
60,063

$ 171,772
397,960

78,462

648,194

709,549

39,713
749,262
$1,397,456

$ 56,536
4,980
14,020

$1,178,601
785,684

1,964,285

331,231

$ 553,605

167,681
120,804

35,400

55,478
38,365
55,693

473,421

80,184

16,986
56,949

4,469
61418
35,752
50,262

$ 86,014

$1,633,054

1977

$ 535,298
69,305
1,562,999
667,484
60,063

$ 171,772
382,960
54,261

608,993

642,979
24,505

667,484
81, ’76 477

$ 49364
4,103
14 020

$1,139,511
610,557
12,747
1,762,815
297,464

_$1,465,351 _

$ 535,208

169,890
114,225

29,448
53,014

36,768
62,753

466,098
69,200

12,466
45,047

3980
49 027

32639

36,666

$ 69,305

1976

$ 396,597
46,963
1,421,940
591,382
60,063

$ 171,772
367,960
39,040

575,184
16,198

' 391 332
sx 17u m

$ 42837
1,224
14,020

$1,111,119
505,669
4, 5@2

1 621,350
265,099

'51 m 251
$ 396,597

107,213
107,983

26,626
31,224

35,025
36, 022

344 091 '

52, r104

10,328

43,152

2,703
4% 855

16,977
26,445
3,541

$ 46,963

578,772

1975

$ 316,831
40,713
1,311,433
586,318
50,063

$ 161,720
337,375
41,297

540,392
586,318

586,318
sl 126 710

$ 42837
13,136

$1,097,913
350,941
8179
1,457,033
240,014
$1,217,019

S 316831

76,322
56,022

24,286

30,637
33,790
38,352

259,409
57,422

8,131
40,553

3,265
43, 8]8

21,735
18,978

'$ 40,713



Arkansas Power & Light Company

Ten Years of Progress/Operating (Electric) '

Average Annual Kilowatt-Hour Use
esid_ential Customers

Kilowatt-Hour Sales
To Retail Customers

N F W

Generation By Fuel
(Excluding Hydro)

il

Electric Operating Revenues (thousands of dollars):

Residential

Commercial
Industrial—aluminum processing
Industrial—other

Government and municipal

Total from retail customers
Public utihities
Miscellaneous revenues

Total electric operating revenues

Electric Sales (millions of kilowatt-hours):
Residential
Commeraqial
Industrial—aluminum processing
Industrial—other
Government and municipal

Total to retail customers
Public utilities

Total energy sold

Number of Customers (end of year):
Residential
Commercial
Industrial—aluminum processing
Industrial—other
Government and municipal

[otal retail customers
Public utilities

Total customers

Electric Energy (millions of kilowatt-hours):
Source and disposition
Generated—net station output
Coal
Gas
Oil
Nuclear
Hydro

Total generated
Purchased
Net interchange
Total
Less: Company uses, losses and
unaccounted for

Total energy sold

Peak demand (megawatts) ©

1984

$ 334,693
187,595
94,067
224,392
23,288

864,035
364,581
18,981

$1,247,597 |

4,664
3,079
3,060
4,511

|

|

|

\

|

\
405
15,719
8,918
24,637

480,133
58,080

1

14,811
2,652
555,677
17
555,694

7,191
2,111
3
10,77
235
20,310
5,440
165
25,915

1,278
24,637

3,650



1983

$ 315960
169,367
56,629
200,296

20989

763,241
379,598

___ 56052
$1,148,891

4,612
2,927
2,571
4,251
394
14,755

8,965

123,720

471,508
57,141
1
14,161
2,481

545,292
17

545,309

7,237
2,978
35
7,583
201
18,034
7,402
100

25,536

1816
23,720

3748

1982

$282,204
153,393
50,175
183,975
19,081

688,828

299,724
5,572

$994,124

4514
2,870
2,081
4,246

410

14,121
7,388
21,509

462,753
56,709
1
13,528
2,372
535,363
18

535,381

5,224
2,660
72
7,463
176
15,595
7,241
82
22,918

1,409
21,509

3,541

1981

$257.801
148,938
69,527
179,331
14,787

670,384
298,781
5,569

$974,734

4418
2,819
3,064
4,311

312

14,924
8,358

23,282

458,941
57,133
1
13,529
2,332
531,936
23

531,959

4,293

4,727

389
9,173
140
18,722
5,980
12

-

24,714

1,432
23,282

4,369

1980

$212,833
128,477
69,171
140,422
12,824
563,727
181,650
5,120

$750,497

4,480
2,682
3411
3,675
292
14,540
5,445
19,985

405,717
49 444

1

12,284
1,548
468,994
19

469,013

601
4,741
1,653
7,831
103
14,929
6,459
(209)

21,179

1,194
19,985

4,179

1979

$160,992
100,741
65,861
112,515
11,447
451,556
125,980
5074

$582,610

3,884
2444
3.349
3,681
326
13,684
4,204

17,888

400,290
49,009

1

12,151
1,617
463,068
19

463,087

2,468
4,050
4,101

251

10,870
7.740
296

18,906

1,018
17,888

3,521

1978

$164,224
98,293
43,972
104,930
11,234
422,653
124,653
6,299

$553,605

4,062
2472
2,686
3,545
334
13,099
4475
17,57

394,766
48,4.4

1

11,724
1,573
456,488
19

456,507

1977

$154,403
92,999
40,482
102,264
10,468

400,616

128,174
6,508

$535,298

3,838
2,353
2,597
3,443
325
12,556
5170

17,726

387,495
47,580

1

11,182
1,519
447,777
25

447,802

487
6,973
5,085

98

12,643
6,133
(65)

18,711
985
17,726
3,336

1976

$121,267
75,641
33,100
83,844
8,536
322,388
70,362
3847
$396,597

3,369
2,162
2,145
3,160
307
11,143
3,247
14,390

379,556
46,844

1

10,913
1,500
438,814
25
438,839

1,168
4,010
3,858
94
9,130
6,172
43
15,345
955
14,390
3,242

1975

$104,440
62,325
12,652
61,619
7,144
245,180
65,346
3,305

$316,831

3,386
2,072
1,011
2,840

297
9,606
3,548

13,154

371,491
45,657

1

10,431
1,446
429,026
25
429,051

2,645
2,242
4874

172

9,933
4,070
101

14,104

950
13,154

2,868



President’s 1984 Message

Associated Natural Gas Company

A Wholly-Onened Subsidiary of Arkansas Power & Light Company

The favorable trends
which the natural gas
industry experienced
in the previous year
carried forward into 1984.
What has been referred
to as the “gas bubble”
gives indications of
becoming a proven long-
term supply

While there were
minor fluctuations in
the Company’s cost of gas,
the average unit price
was approximately 7
percent below the prior
year. This benefit was passed on to the ultimate consumer
in the form of a reduced Purchased Gas Adjustment charge
lhe deregulation of a substantial portion ot the gas supply
on January 1, 1985, went largely unnoticed in the industry
Present indications are that competition with other fuels,
particularly oil, will have a greater impact on future gas
prices than will deregulation.

The abundance of supply has produced gas-to-gas
competition. A large number of brokers seeking to arrange
short-term, spot-market sales has created a demand among
major industrial users for contract carriage. This develop-
ment may cause problems for the Company which must
have some assurance of a long-term supply to meet the

needs of its residential and commercial customers. A loss
of industrial sales to this direct purchase market would
cause a shiftin the cost of service to the detriment of the small
consumer

Cooler than normal weather during the first quarter of
1984 produced a substantial increase in residential and
commercial sales. Industrial sales increased even though
there was a fourth quarter slump when a number of textile
industries either reduced or ceased production because of
foreign competition. System sales showed an overall gain
of 10 percent when compared with 1983

As a result of research being carried on by the Gas
Research Institute and the American Gas Association, new
and expanded markets are being developed. More efficient
heating equipment and other improved gas-consuming
appliances are already on the market. The public interest
being stimulated by this new equipment should have a
beneficial effect upon future gas sales

To meet the requirements of this more complex and
competitive market, greater emphasis is being placed on
employee training and skills development. The Company
remains confident that it can successfully cope with the
challenges in this transition phase of the natural gas industry

LI

L. Thurl McSpadden
President and Chief Operating Officer
Associated Natural Gas Company

Associated Natural Gas Company

Associated Natural Gas Company

Officers Directors
jerry L. Maulden Paul C. Hughes L. Thurl McSpadden
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Vice President, Operations

Robert G. McHaney

Ralph M. Wafler
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Arkansas Power & Light Company Officers

Jerry L. Maulden
President and Chief Executive Officer
Age 48

Michael B. Bemis

Senior Vice President, Finance,
Regulation and Legal Services;
Secretary and Assistant Treasurer

Age 37

John M. Griffin

Senior Vice President, Energy Supply

Age 39

Jack L. King

Senior Vice President, Energy Delivery
and Services

Age 45

Company Directory

Charles L. Steel

Senior Vice President and Assistant
to the President

Age 60

Cecil L. Alexander
Vice President, Public Aftairs
Age 49

R. A. Allen
Vice President, Customer Services
Age 63

Kenneth R. Breeden
Vice President, Marketing
Age 36

Gene Campbell
Vice President, Nuclear Operations
Age 44

1 Union National Plaza
Little Rock, Arkansas 72203
First Commercial Bank
Post Office Box 1471

Little Rock, Arkansas 72203

Registrar of Preferred Stock— First Commercial Bank

Post Office Box 1471
Little Rock, Arkansas 72203

Certified Public Accountants— Deloitte Haskins & Sells

One Shell Square

New Orleans, Louisiana 70139

First Commercial Building

Capitol and Broadway Streets

Little Rock, Arkansas 72203
(501) 371-4000

John J. Haiton

Vice President, Chief Financial Officer,
Treasurer and Assistant Secretary

Age 43

Charles Kelly

Vice President, Corporate
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Age 53
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Transfer Agents for Preferred Stock— Union National Bank of Little Rock

Executive Offices— Arkansas Power & Light Company

Associated Natural Gas Company

401 West Park Street
Blytheville, Arkansas 72315
(501) 762-3660

Annual Meeting— Third Wednesda ' of May

The Company’s 1984 Annual Report to the Securities and
Exchange Commission on Form 10-K (including Financial
Statements and Financial Statement schedules) is available

to any stockholder upon request, without charge.

Persons interested in obtaining a copy should contact
Mr. Michael B. Bemis, Sr. Vice President and Secretary,

at the address below:

ARKANSAS POWER & LIGHT COMPANY

P.O. Box 551
Little Rock, Arkansas 72203
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Arkansas Power & L(\

Electric System and Area

e e
A of Arkansas’
75 counties and in 13 of Missouri's
114 counties. At December 31, 1984,
the ny furnished retail electric
service in 321 Arkansas and Missouri,

AP&L -~
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