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“ . e T
Our service area is poised for
QS economic growth, and our number one
objective is to see that it happens.”’

Donald E. Meiners

Senior Vice President,
Customer and Informational
Services
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1. RESULTS OF OPERATIONS

Results for the year V84 produced 1 S48 M

Increase i ncome when compared 10 thi

A major factor contributing to the u

was increased ge by retall customers. Increased sales o
associlatled companies was iso a contributing factor 1o the
increase in net income. Fuel and purchased power costs
ontinu i mpany s major expensd qualiing
ipproximately S3% of s total revenus Unit cost of fue
for generation in 1984, however, was 11 4% less than n
983, primarily as a result of the utilization of coal

1

gencration and the decreased costs of gas

Sales to retail customers in 1984 increased approximately
18% above the prior year. This increase in sales was due
1 nproved economic conditions in MP&L's ser
irea and colder than normal temperatures in the early
part of the year. Operation and mainienance expense
other than fuel and purchased power, increased $7.6
milion or 9.2% . The major factor contributing to the in
rease was recognition of expenses of a preliminary study
veloping the design of and construction plans for stan
dard coal plants. Expenses relating to Independence Unit
) which began commercial operation in December, 1984
18 ontributed 1©0 the increase, as did the cost of the
MPSC ordered management audit. Allowance for fund
ssed during construction (AFDC) increased in 1984 by ap
proximately $1.2 million over the prior year primarily
becaus? of Independence Unit 2. AFDC as a percent of
UR4 1983 and 1982 was 16%
pectively. It expected that AFIDX
19KS both in amount and as a percent
because of the completion and placing into
peration of Independence it 2. Expect
neration, the ¢ i o intiation
wdional 1in
! onnection with

Gulf Uit 1 haw I

yn the MPS(

IV. EFFECT OF INFLATION

reduces | of inflation

Company operation in res

to the Financ

V. SUMMARY

Milit




DECEMBER 31, 1984 and 1983

ASSETS

19K3

In Thousands

UTILITY PLANT (Note 5):
Electric Plant $1,091,639
Construction work in progress 16,643
Electric plant acquisition adjustments 1,498

Total 1,109,780

Less accumulated depreciation JI8. 818

Utility plant—net 790.962
OTHER PROPERTY AND INVESTMENTS:

Investment in subsidiary company, at equity (Note §) 19,909

Other 767

Total 20,676
CURRENT ASSETS:
Cash and special deposits (Note 1) 4,058
[k'f':]‘t‘l.l!\ investments associated companies (at cost
which approximates market) (Note 7) 12.000
Accounts receivable
Customer and other - less allowance
for doubtful accounts—$679,000
Associated ompanics
Matenals and supplies—at average cost
}
tnher
Power purchase advance payments (Note §5)
(ther

Total

DEFERRED DEBITS:
Power purchase advance payments (Note §
Unamortized debt expense

(Other

fotal

$ 927.401

S 980
X3

|

1.065
293

oy

18.2

716
590
680
986

134
N

RS2

4
4
)

19"

066

643

1 S(K)




LIABILITIES 1984

1983

In Thousands

CAPITALIZATION:
Common stock, no par value (stated value $23 per share)
authorized 15,000,000 shares, issued and outstanding

5.840 000 shares (Note 3) $ 134,320
Retained earnings (Note 8) 85,788
Total common shareholder’s equity 220,108
Preferred stock without sinking fund (Note 3) 38,077
Preferred stock with \l!lk”‘.}_’ fund (Note 3) 55.("“)
Long-term debt (Note 4) 379,200
Total 692,385
OTHER NON-CURRENT LIABILITIES:
Accumulated provision for property insurance 7.998
Accumulated provision for injuries and damages 2,122
l'otal 10,120
CURRENT LIABILITIES:
Currently maturing long-term debt 513
Accounts payable
Associated companies 7.909
(ther |h.~“).:
Customer .';x_‘h‘4f l‘.7-‘7
Faxes accrued 18,910
Interest accrued I".‘l‘
Dividends declared 12,097
(ther ,‘_lm\)
Total 87,163
DEFERRED CREDITS:
Accumulated deferred income taxes (Note 2) 85,439
Accumulated deferred investment tax credits (Note 2) 45,996
{ther ﬁ.qu
lotal 137,733
COMMITMVENTS AND CONTINGENCIES (Notes 5 and 6)

$ 927,401

ot. 1

3

\n

134,320
831,604
217,924
077
40,000
340,506

636,50

928
2 346

10.274

482

12,501
24 036
12,814
IR 478
Q 551
\‘iil
1 .904

88 3120

862.249



1983

In Thousands

OPERAVTING REVENUES (Note 6) D $520,103

OPERATING EXPENSES:
Operation
Fuel 194,636
Purchased power 86,032
Other 66,963
Maintenance 23,920
Depreciation 30,939
Faxes other than income taxes 21,208
Income taxes (Note 2) 33,659
Total 457 3§
OPERATING INCOME 74,570

OTHER INCOME AND DEDUCTIONS:
Allowance for equity funds
ised during construction 5,303
Miscellaneous —net 6.099
Income taxes (Note 2) (875)
Total 10,527
INTEREST CHARGES:
Interest on long-term debt
Other interest—net
Allowance for borrowed funds
1sed during construction

lotal

NET INCOME (Note 6)

STATEMENTS OF RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 1984, 1983 and 1982

RETAINED EARNINGS, JANUARY | $ 83,604
ADD--Net income 48,333

lota 131,937
DEDUCT

). 0658 { 3 7 (99
17.084

46.149
$ 85,788




FUNDS PROVIDED BY:
{ )p\ rations
Net income
Depreciation
Deferred income taxes and investment
tax credit adjustments—net

Allowance for equity funds used during construction
Fotal funds provided by operations

Other
Allowance for equity funds used during construction
Decrease in working capital®
Investment in subsidiary company
Miscellaneous—net

Total funds provided excluding hinancing

transactions

lancing transactons

Common stock

Preterred stock

First mortgage bonds

Other loug-term debt

Book value of utility plant sold
Short-term securnibes—net

fotal funds provided by financing

transactions
lotal tunds provided

FUNDS APPLIED TO:
Utility plant additions
Construction expenditures (includes

s used during construction)

B

Diwvidend

Power purchase ad

Increase 1in working

Investment in subsidiary company
Refund to retail customers

M laneou et

funds apphied

SDETAIL OF INCREASE (DECREASE) IN SELECTED WORKING CAPITAL

48,333
30,939

10,908
(5,303)

84,877

5,303

1,440

91,620

15,000
35,000
4,390

11,500

65,890
$157,510

$ 50,776

9,065
37,084
51,153

7,315

1,635

482
$157,510

1983

In Thousands

S 43.495
30.013

41.844
(4 .664)

| 1V 688

664
850
259

15

09y
334




G. ALLOWANCE FOR

‘ P T ‘ o CONSTRUCTION
1. Summary of Significant Accounting Policies - ‘

iccordance with the regulatory system of accounts |
A. SYSTEM OF ACCOUNTS the Company capitalizes, as an appropriate cost of utility '
I'he accounts of the (.-[Ii‘\.nzi‘. are maintained in accor | ;‘i‘”” ‘,” SgRaRcs X SRS UNd. CUIRG CORSINNCRON ]
dance with the system of accounts prescribed by the ;‘ (AFDC). Under this utility industry practice, construction |
8 |  Federal Energy Regulatory Commission | work in progress on the balance sheet is charged and the ‘,
“a ) mcome statement credited for the appr priate net com i
& B. REVENUES postte interest cost of borrowed funds and for a reasonable
| he Company records revenues as billed to its return on the equity funds used for construction. This pro
) | ustomers on a cycle billing basis. Revenue is not accrued | cedure is intended to remove from the income statement
- for energy delivered but not billed at the end of the fiscal { the effect of the cost of financing the construction pro
" | period. The rates of the Company include fuel adjustment grains and results in treating the AFDC charges in the

) » ne » r 1
lauses under which fuel costs above or below the base same manner as construction labor and material costs. As

non-cash items, these credits to the income statement have
no effect on current cash earnings. After the property is

placed in service the AFDC charged to construction costs

levels allowed in the various rate schedules are permitted
to be billed or required to be credited to customers

C. UTILITY PLANT AND DEPRECIATION

Utility plant is stated at original cost. The costs of ad | is recoverable from customers through depreciation provi

ditions to utility plant include contracted work, direct | sions included in rates charged for utility service. The ef
5 ¢

fective composite AFDC rates were 87%. 9.2%, and 8.7 %
for 1984, 1983, and 1982 TC\[‘L‘\H\U:\

labor and materials, allocable overheads and an allowance for
the composite cost of funds used during construction

Fhe costs of units of property retired are removed fron 'he Company continues to capitalize allowance for

salvage, are charged to accumulated depreciation of interrupted construction when such interruption 1s tem

porary and the continuation can be justified as being

‘
]
\
|
‘
itility plant, and such costs plus removal costs, less | funds used during construction on projects during periods
|
|
Maintenance and repairs of property and replacement and |
\

renewal of items determined to be iess than units of pro reasonable under the circumstances

perty are charged to operating expenses. Substantially all | g, OTHER NON-CURRENT LIABILITIES

of the utility plant is subject to the lien of the Company

. ‘ It is the policy of the Company to make provisions for \
first mortgage bond indenture ‘ . " =3 . : ) e gt |
uninsured property risks and for claims for injuries and |

Depreciation is computed on the straight-line basis at ,

. . | damages through charges to operating expense on an ac [
ies based on the estimated service lives of the various : : |
| t | 1) led 1984, 1983 crual basis. Accruals for these risks have been allowed for rate |
HSSES OF property reciation WOVl 11N . i )

- . < S el making purposes |
|

and 1982 amounted to approximately 3.3% on average

| depreciable property ‘ ‘

D. JOINTLY OWNED GENERATING STATION |

. I'he Company jointly owns 25% of the Independenci ‘
Steam Electric Station, a two-unit coal-fired generating |

Lot Arkansas Power & Light ( mpany, a sister coi |

|
, pany, owns 31.5% of the station and operates the facility | |
& - 'he Company records its investment and expens ‘
wf |
xtent o which the |

the

generating

[l'\- ""‘;‘ A sy investment n the generating

t
v

U84 w

\ |
E. POSTRETIREMENT BENEFITS I\
Ihe ( ompany has postretirement plars !

. INCOME TAXES

L

mpany joiur 1 parent i tir 3 { ied



2. Income Taxes

Incon fax Xpense

ed—Net
Revenue subject to retund

Liberalized depreciation

lNotal
Investment tax credit adjustments—Net
Recorded income tax expense
Charged to perations
redited) to other income

ncome tax cxXpense

)

lied against the debt component of AFD(

1nr
- a2

Oomes taxes

S computed by appiyi

Amount
$38.119

(3,531)

(292)
2.076
(1,838)
4.5

2,184
$36,718

$20,659
2.966

23,625

$34 .53
$33,659
87:
34,5
2,184
$36,/ 18

vy Federal in«

OIMK

1983

Th y ndd
1 NOUsand

S R429

1.919

10,348

(10.978)

766
(401)
365
6HY0)

(SS

tax rate to incon




Pref
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Shares

Authonzed

Without

i 36

4 56
(Kx)
()
o)

476
With sinking ‘
Senes
Sernies
DENes
SCTes

fund
(XX
o
(An)
(in)

()

Without
Stated

sinking fund

it S100 a share

Jremm

Total

are to be retired

i sinking fun
h S¢

redeemed

therealt

ntember
PLemoet |

f 10,000

at
|4 5 SCT

shares per \y

Be

rat¢ o
ies is 1o be rede

ar on March |
naning March 1, 1988

and

Shares Ouistan

Beginning September |

el
ned at

1 9W()

ol

4. Long-Term Debt

Ux4

Current
Call Price

Per Share

fine
Ing

19K3

1984

1988 $ 15,000 S
20,000
25,000
10,000
20,000
17,500
15,000
30,000
20,000
25,000
25,000
30,000
45,000
35,000

332,500

QOS§

S )96
59,920

43 888 43 888
100,000 100,000
75,000 75.000
100,000 100,000

78808 1

59 920 $103 86 | eries due |

7.00 | 996
1999
2000)
2002
2003
o 2003

2004

_‘llﬂ\
200,000
100,000
100,000

150,000
550,000

200,000 1990
LLAREL D 1 1 / . : 198RS
100 00 2014

t Mortgage Bo

300 .000 1 Bonds
2004 9,400
8,575
1,700
30,000
(7,123

42,582

2004

In Thou

SI7.881 $37
196 196

$38,077

KK |

5,154
847
(1,340)
379.713
S13

SAR (Y77

SSS.000  S40 000

in full througt
$379.200 8

1991

ch

150,000

297

1S.000
20.006)
25 000
10 000
20.000
17.500
15.000
10,000
20,000
25 000
25.000
30 000
<

45 X))

SO0

34() 98K

iR2

340 506




5. Commitments and Contingencies

Capital Requirements o B e e g

Ihe Company’s construction progras niemplates ex System operating companies of capacity and energ

penditures of approximately $42 million in 1985, $5 wailable to MSE from Grand Gulf | and 2. as set forth
-3‘ | 1986, and $69 million in 198 the agre ents referred to above, are subject to the ap
. Substantial ;nf‘fi'x-'tl\‘lj capital requirements would result proval of the Federa Energyv Regulatory Commission
s in the peniod 1985-1987 1if the Company defers certain FER( which ha irisdiction in tl
’ ts associated with the purchase of power and energy
. from Grand Gulf 1 in accordance with the Company Unit Power Sales Agreement and

: proposed rate “phase-in” plan filed with the Mississippi New System Agreement

: Public Sery Commission (MPSC) (See Note 6 ating companies, including the Com |
* from their respective state public
- Availability Agreement and Power rate adjustments adequate to permit
I Purchase Advance Payment Agreement bligations to MSE to purchase power

| 4 nder Unit Power Sales Agreement (See Note 6

I he Company, together with the other Middle Soutl . .
- { th ‘Met s filed th the
System operating compani is obligated under the Under the nent, a S NSy NN

FERC, the vatlable to MSE from

Avairlability Agreement Middle South | nergy I

',; MSI n accordance with stated percentages (the Grand Guif Station would be sold to the ¢ ompany LP&I
. ( panv 31.3% Arkansas Power & Light ( ompany ind NOPSI in accordance with the percentages set | wrth In
| A P& 171%  Louisiana Power & Light Cor pany the Reallocation Agreement discussed above An '3
| P&l 69% and New Orleans Public Service. In ministrative Law Judge (ALJ) of the FERC has rendered
NOPSI) 24.7%) to make payments or subordi »d ad | his initial decision regarding such Agreement. The AL
in wequate 1« r all of the operatiiis 15¢ ind ed anv decision on Grand Gult 2 and has recon

that capacity and energy from Grand Gull | be

AP&L as well as the other Svstem operating
s. The ALJ's decision allocates MSE's share of

ty and energy from Grand Gulf 1, as tollows

| peratin impanies, agreed, if Grand Guil | were not
E aced in commercial operation by December 31, 1983 10 3% 1o the Con pany 6% to AP&I 4% to LP&L, and |
] { P VY o to \ h '
ke advance payments to MSE for power purchases ' o NOPSI, compared t MSH request that cn
hich in the ageregate total $12.5 million per month. Suct costs be allocated 31.6% to the Company, 386% to LP&I
) gate 1ol W i i
‘ nd 2ORE 1 ) his decision. which AP, g
pra ent wdjusted o exclude AP&L a mtemplated by aid < NOPSI. This decision, whic AP&L | P
Reallocation Agreement discussed in the next posing. 1s subject to review of the FERC. In addition to
paragrapt { enced January 2. 1984 and will continue A P& the Company LP&L and NOPSI also have in
rvet { 1inth r wcline
int ommercial operation of Grand Gulf 1 or December tervencd € proceeding
D 3 It ) | outh ery 2e 1« \
1985, whichever occurs earlier. The Company’s share of On April 30, 1982, Middle South Services, Inc. (MSS
| shalf of mnanv and the other id suth
Lo nthly payments is approximately $4.0 million n behall he Compa and the other Middle South
' hrough 1984 $389 billion had been expended by MSI System operating companies, filed for approval a New
’ System Agreement with the FI that provides for the

ind 2 of Grand Gulf as follows: the Company, 3163 wopted, could cause signific:

NOPSI

or e NCW S Vs \AH\\""'H proceeding 1ssued his In

the Unit wle among the Company, LP«!l. and NOPSI fecision recommending that the

Z
<
>
r

wes

A T
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6. Rate Matters

\

Power Agreements

th

FER(

i

period

f MSI sharg

geregale

espectively

ation of the

recovered dur

MPSC Mandated Audits
S ber 1984, the MPS(

Federal Income Tax Issues
| I




the MPSC issued an Interim Order allowing the Company
nterim rates, effective January 17, 1985, designed t pro
duc iddinonal operating revenues on an annual bas i
approximately $44,671,554, based on the test year ending
February 28, 1986. The interim rates will be in effect pen
jing a final determination in this case. On January |4
1985, the Governor of the State of Mississippi signed into
law an amendment to the Public Utility Act of 1983,
which allows the MPSC to extend the one hundred twenty
20) day period for the consideration of the Company
rate case n this docket for an additional ninety (90) days
I'he amendment to the Public Utility Act of 1983 applies
only to the Company's rate case in this docket and will
tllow the MPSC until mid-June 1985 to enter an order In

ase. This rate case 1s pending

7. Lines of Credit and Short-Term Borrowings
At December 31, 1984, the Company had $22 million in
lines of credit with Mississippi banks and participated
with the other Middle South System operating companies
in $180 milhion of consolidated lines of credit with banks
witside the Middle South System service area. In February
non-territorial bank hines of credit were

Ompense 12 DAlances ‘,li‘;n.‘\

Addits

ompart s
. panic

ny participates witl rtain other f

¢ South Svstem in a money pool arrangement
w those companies with available funds make short
ans to other companies in the System having short
borrowing requirements. The Company also has ar
ements with a commercial paper dealer for the sale of
immercial paper. The Company may borrow from
se sources subject only to its maximum authorized level
short-term borrowings. The Company has received
n from the Securities and Exchange (
under the Public Utility Holding Company Act of
1935 1o have outstanding at any one time short-term bor
1gs aggregating not more than the
1or 10% of the Company's capitalization. At the
1984 and 1983, the aggregate amounts of

22 mulhion

at the end 1984

million, respectively

f credit with “Aississippi banks were $22
he operating companies had available
and 1983, SIRO million and $122

f credit
H COrcan

¢r the consohidated lines «
short term borrowings and applicable interest
ed by dividing applicable interest expense

amount Dorrowg mpany were as

1984 19KR13 1982

In Thousand

$46.000 S31.000 $36.500

bOrrowir

DOTrTrowiIngs

$ 4,003
S OES

S 7.918 / S (X

26%

89%

8. Retained Earnings

The indenture provisions relating to the Compan lon

estrictions on the payment of cash

v rr

d provide 1o
dividends on common stock. As of December 31, 1984
$44 190,000 of retained earmnings were free from such
restricuons
9. Transactions with Affiliates
I'he Company buys from and sells electricity to the other
subsidiaries of Middle South Utilities, Inc., its parent
under rate schedules filed with the Federal Energy
Regulatory Commussion. In addition, the Company pur
chases fuel from SFI and receives technical and advisory
services from Middle South Services, Inc

Operating revenues include revenues from sales to
affiliates amounting 1o $72,179.000 in 1984, $50,157,000
in 1983, and $93,521,000 in 1982. Operating expenses in
clude charges from affiliates for fuel cost, purchased
power, and technical and advisory services totaling
$64.994 000 in 1984, $57.718.000 in 1983, and
$103.651.000 in 1982

When MSE acquired the Grand Gulf Station from the
Service Agree
ment to continue to design, construct, maintain, and

the Grand Gulf Station « *half of MSE. In
MSE agreed to pay to the Company the actual! cost

ompany, the Company agreed under

ompany of rendering these services and granted
n MSE’s
behalf as agent. Total payroll costs provided to MSE by
the Company for 1984, 1983, and 1982 were
$25.158.000, $21.452.000. and S18.367.000

the Company the power and authority to act

respec tively




10. Postretirement Benefits

T'he companies of the Middle South System have various
postretirement benefit plans covering substantially all of
their employees

Pension plans are administered by a trustee who is
responsible for pension payments to retirees Various in
vestment managers have responsibility for manageinent of
the plans’ assets. In addition, an independent actuary per
forms the necessary actuarial valuations for the individual
company plans

Effective January 1, 1982, the Company modified the
method of amortizing prior service costs by changing from
fixed amortization periods of from ten to thirty years to
varying amortization periods not to exceed thirty years
The effect of this change on 1982 pension expense was not
significant. Total pension expense of the Company for
1984, 1983, and 1982 was $4.875000, $4.647000, and
$4.269000, respectively

I'he comparison of the actuarial present values of ac
cunwlated pension plan benefits and plan net assets for the
defined benefit plan is presented below. This comparison
was determined in accordance with the provisions of State
ment of Financial Accounting Standards No. 36 which re
quires the use of certain assumptions which are different
from those used by the Company’s actuary in determining
an appropriate level of funding for the Company

January |
1984 1983
(In Thousands)
Actuarial present value of
accumulated pension plan benefits
Vested
Nonvested

$33.929 $30.702
2.642 2.066

lotal $36,571 $32.768

Net assests available for pension benefits $63,579 $53 499

I'he assumed rate of return used in determining the ac
tuanial present value of accumulated pension plan benefits
was 9%

T'he 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 similar benefits for active employees
are provided through payments of premiuims to insurance
companies. The Company recognizes the cost of providing
these benefits by expensing the payments as they are in
curred. The cost of providing these benefits for retirees 18
not separable from the wctive
The to

the number of active employees an!

cost of providing benefits tor

employees I cost of providing these benetfits and

retirees for the last

three fiscal vears were as follows

1984 1983 19K,
Total cosi of health
care and hife insurance
in thousands) $1.638 S1LX $1,733

Number of active
emplovees

Number of retirees P4

11. Quarterly Results (Unaudited)

Unaudited operating results by quarters follow (in
thousands)
“)xl.!lk" Ended
March December

June September

1984

Operating

revenues  $120,101 $126,204  $165,335  $120,287
Operating

income 18,090 15,208 27.682 10,590+
Net income 12,831 8,423 22,299 4,780*
1983

Operating

revenues $110,442 $120,989 $169,23] $119,44]
Operating

income 13,287 15,933 25,631 11,595
Net income 8,034 9,379 19.891 6,191

The business of the Company is subject to seasonal fluc
uations with peak periods occurring during the summer
months. Accordingly, earnings information for any three
month period should not be considered as a basis for

estimating the results of operations for a full year

*Operating income and net income decreased approx

imately $3.2 million in this quarter due to the

recogni

ton of

inary study developing the

of and construction plans for standard coal

expenses of a preli
design

plants
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12. Effect Of Inflation On O

¥

peratic

T'he following supplementary information a
ent of Financial Acce

Accounting Star

I

the requirements of Statem

ed by Statement of Financial

1S 4 precise mea

than

rather

tatement

Adju

tocd

WCd

Revenues

Operating expenses (excluding depreciation)*
Depreciation

Total operating expenses

Operating income

Other income*

Interest and other charges
mel

Income from operations (excluding adjust

cost)

net recoverable

Increase in specific prices (current costs)

and equipment held during the vear

to net recoverable cost

Adjustment
Effect of

Excess (deficiency)

in gencrai price ievel

| increase
" in specilic

INCcreasc
net recoverable cost, over increase n
Gain from decline in purchasing power o

t n

Net

average for the vear

1984
COst

be

3

*Assumed to
**Al December

1M st
1 COSI

rect

curres f pre
| Ost werat

( net «

whiie historical

Y e

OPERATING REVENUES
CURRENT COST INFORMATIO

fre operations

Income fron eX¢

net recoverable st

Excess (deficiency)

net recoverable ¢

Net assets at yvear-end ¢
GENERAL INFORMATI

dechine

| at ne
il d

ON

Gam from

Aage consumer

genel

ir Comparison

(Unaudited)

Adjusted fi
Changes
Specific Prices

(Current Costs)

d in

As Reporte

927

|

693 872 000

e ry

e tre

Adjusted tor

1984
$531,927

$ 10478




.
urrent cost amounts reflect the changes in specil
es of property, plant, and equipment from the year ol
acquisition to the present. The current costs of property
plant, and equipment, which represent the estimated Costs

f replacing existing plant assets, are determined by apply
ng the Handy-Whitman Index of Public Utility Construc
tion Costs (HWI

year of acquisition

to the cost of the surviving plant by
Land and certain other plant assets
that are not included in the HWI1 were converted using the
Consumer Price Index for all Urban Consumers (CPI-U)

I'he current year's depreciation expense on the current
cost amounts of property, plant, and equipment was deter
mined by applying the Company’s depreciation rates to the
indexed amounts

Fuel inventories and the cost of fuel used in generation
have not been restated from their historical cost in
nominal dollars. Regulation limits the recovery of fuel
costs to actual costs incurred through the operation of ad
iustment clauses or adjustments in basic rate schedules
For this

assels

reason, fuel inventories are etfectively monetary
As prescribed in Statement of Financial Accounting
Standards

The reculatory commissions to which the (

No. 338 adiusted

ncome axes were n
ompany
subject allow only the historical cost of plant to be

“!x'-’x'?w".

cess cost of plant stated in terms of current cost over the

recovered in revenucs as depreciation the ex

historical cost of plant is not presently recoverable in

ttes. This excess (deficiency) is reflected as an adjust

to net recoverable cost. While the ratemaking process

e CO$ 4 ' th rrent ' | tr ;\(\\
ent, tr | pany believes, based
it will be a 1 1O ¢arn on the
nvestment replacement ol

¢ economics of rate regulation in

from Operations presented above

and equipment to

net recoverable cost is adjusted by the gain from the

decline in purchasing power 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 substantial amount of debt
which has been used to finance property, plant, and equip
ment. Since the depreciation on this plant
recovery of historical costs, the Company does not have
1

the opportunity to realize a holding gain on debt and 15

limited to recovery only of the embedded cost of debt

capital

is limited to the




SELECTED FINANCIAL DATA (000's OMITTED)
ELECTRIC OPERATING REVENUES:
Residential
Commercial

Industrial

Government & municipal

Cooperatives & muaicipalities

Total from energy sales (Miss. area)
Sales to other public utilities

l'otal from energy sales
Miscellaneous revenues

Deferred fuel adjustment revenues

Total electric operating revenuc

NET INCOME
T'OTAL ELECTRIC UTILITY PLANT:

Production
lransmission
Distribution
General & other

lotal utility plant completed
Plant held for future use
Construction work in progress

Electric plant acquisition adjustments

Total utility plant
TOTAL ASSETS
LONG-TERM DEB1
PREFERRED STOCK, WITH SINKING FUND

OTHER DATA
ELECTRIC ENERGY SALES (MKWH):
Residential
Commercial
Industrial
Government & municipal
Cooperatives & municipalities
lotal energy sales (Miss. area)
Sales to other public utilities
Fotal electric energy sales
ELECTRIC CUSTOMERS (END OF PERIOD):
Residential
Commerical
Industrial
Government & municipal
Cooperatives & municipalitic
Total customers (Miss. area)
Other public utilities
Total electric customers
ENERGY SOURCE AND DISPOSITION
lotal generation
Purchased and net interchange
otal
Less: Company use OSSEs and una
F'otal energy sold
NET INPUT (MISS. AREA)-MKWH
PEAK LOAD (MISS. AREA) KW
LOAD FACTOR (MISS. AREA)—-PERCENT
NET PLANT CAPABILITY KW
CIRCUTT MILES OF ELECTRIC LINES

Not S

1984

186,296
134,276
106,924
17,694
4,189
449.379
73,218
522,597
10,422
(1,092)
§31,927
48,333

572,938
218,383
256,146
40,233
1,087,700
3,939
16,643
1,498

$1,109,780
$ 927,401
$ 379.200
$ 55000

3,051,947
2,172,115
2,085,639
315,885
94,295
7,719,881
1,605,347

9,325,228

276,586
40.29
3,187
2,448

322,711
'
2

322,713

6,724,724
3,294,151
10,018,875
693.647
9,325,228
8,413,528
1.758.000
4

L ISY.000

19,578




HOL)

T6HY

() O49

504 xS

Yi)/s

S590)
i6

Uxy

OOl




BOARD OF DIRECTORS:

David C. Bramlette, IIl, Partner. Adams. Forman, Truly
Ward, Smith and Bramlette, Natchez
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Dr. ). Harvey Johnston, Jr., Physician, Jackson
Robert E. Kennington, I, Chairman of the Board and
Chief Executive Officer, Grenada Bank, Grenada
Flovd W. Lewis, Chairman of the Board and President
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William Cavanaugh, IIl, President and Chief Operating
Otticer

Donald E. Meiners, Senior Vice President, Customer
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Services

James R. Martin, Treasurer and Assistant Secretary

Allan H. Mapp, Assistant Treasurer and Assistant

Secretary

Board and Chief

DIVISION MANAGERS:

David 1. Bridgers, Western, Vicksburg
John R. Craft, North Central, Greenville
Bob L.. Marsh, Central, Jackson
Brookhaver

wthern, Senatobia

Graham H. Tempel, Souther
I. Ray Tomlinson, N

PLANT MANAGERS:

Malcolm Allred, Baxter Wilson. Vicks
James E. Cross, Grund Gulf Nuclear
Richard Denman, Natchez. Naichez
A. T. Johnson, Rex Brown. Jacksor
Alan Sebren, Gerald Andrus. Greem
Rex Shannon, Delta, (







s _..«_(...4 - ﬂ ;

o Y






MISSISSIPPI POWER & LIGHT COMPANY s a regulated
electric utility operating in 45 counties of Western
Mississippi

MP&L serves about 322713 customers in an area com
prising 25,900 square miles with an estimated population of
1.3 million. As of December 31, 1984, the Company provid
ed electric service in 140 municipalities. MP&L also pro
vided transmission service to South Mississippi Electric
Power Association (SMEPA), an association of rural electric
cooperatives. and M+ =icipal Energy Age.cy of
Mississippt (MEAM), eight municipally owned utilities

I'he Company is one of the principal operating sub
sidiaries of Middle South Utilities, Inc. and its system 1s in
terconnected with and operated as a part of the Middle
South Utilities System, which supplies the electric energy
requirements of more than 1.6 million customers in a

92 000-square mile area of Arkansas, Louisiana, Mississippi

and Missouri

THE COMPANY'S 1984 ANNUAL REPORT TO THI
SECURITIES AND EXCHANGE COMMISSION ON
FORM 10-K (INCLUDING FINANCIAL STATEMENTS
AND FINANCIAL STATEMENT SCHEDULES) IS
AVAILABLE TO ANY STOCKHOLDER UPON RI
QUEST WITHOUT CHARGE. Persons interested in ob
taining a copy should write to Frank S. York, Jr., Senior
Vice President and Secretary, at the address below

MISSISSIPPI POWER & LIGHT COMPANY
P. O Box 1640

Jackson, Mississippi 39215-1640

(601969-2311

REGISTRAR (for preferreu Stock)

Deposit Guaranty National Bank

Jackson \hnl\\)ms[

IFRANSFER AGENT (for preferred stock)

First National Bank of Jackson

Jackson, Mississippi
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39th Floor

One Shell Square

New Orleans, Louisiana 70139
(504) 581.2727

Cable DEHANDS

AUDITORS' OPINION

Middle South Energy, Inc.:

We have examined the balance sheets of Middle South Energy,
Inc. as of December 31, 1984 and 1983 and the related state-
ments of income, retained earnings, and changes in financial
position for each of the three years in the period ended
December 31, 1984. 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.

In our opinion, the above-mentioned financial statements
present fairly the financial position of the Company at
December 31, 1984 and 1983 and the results of its operations
and the changes in its financial position for each of the three
years in the perfod ended December 31, 1984, in conformity with
generally accepted accounting principles applied on a
consistent basis.

W hsp wodeine 7L

February 25, 1985



REPORT OF MANAGEMENT

The management of Middle South Energy, Inc. has prepared and is responsible
for the financial statements and related financial information included in this
annual report. The financial statements are based on generally accepted
accounting principles, consistently applied. Financial information included
elsewhere in this report is consistent with the financial statements.

To meet its responsibilities with respect to financial information,
management maintains and enforces a system of internal accounting controls which
is designed to provide reasonable assurance, on a cost effective basis, as to
the integrity, objectivity and reliability of the financial records and as to
the protection of assets. This system includes communication through written
policies and procedures and testing by a comprehensive internal audit program.

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

Management believes that these policies and procedures provide reasonable
assurance that its operations are carried out with a high standard of business

conduct.



MIDDLE SOUTH ENERGY, INC.

MANAGEMENT'S FINANCIAL DISCUSSION AND ANALYSIS

Financial Condition

The future financial condition of Middle South Energy, Inc. (the Company)
remains dependent upon placing into commercial operation Unit 1 of the Grand Gulf
Nuclear Station (Grand Gulf Unit 1), the resolution of a number of complex issues
pending before the Federal Energy Regulatory Commission (FERC), and the
concurrent receipt of adequate rate relief by both the Company and the Middle
South System operating companies sufficient to recover the Company's investment
in Grand Gulf Unit 1 and to earn a return on that investment. The Company will
continue to have no operating revenues until Grand Gulf Unit 1 achieves
commercial operation, presently scheduled for the second quarter of 1985. Once
the unit is placed in commercial operation, allowance for funds used during
construction (AFDC), the only component of the Company's earnings thus far, will
cease accruing on Grand Gulf Unit 1 and earnings will be adversely affected by
the costs of operation and the recording of depreciation expense unless adequate
and timely rate relief is obtained. It is critical, therefore, that the Company
receive through rates, recovery of the costs of operating Grand Gulf Unit 1 and &
reasonable return on that investment.

On August 31, 1984, the Nuclear Regulatory Commission (NRC) issued a full
power operating license for Grand Gulf Unit 1 after completion of low-power
testing in November 1983 and successful resolution of certain issues raised by
the NRC. The unit, which had been operated above 70 percent power during its
power ascension testing program, was shut down in February 1985 and is now
undergoing certain repairs of non-nuclear components, expected to be completed by
the end of March 1985. Upon completion of this work the unit will continue with
its comprehensive power ascension program expected to take several months
thereafter to complete. Commercial operation is now projected to occur by the
end of the second quarter of 1985 at a total cost of $3.2 billion for the
Company's 90 percent share of the unit (excluding nuclear fuel). If commercial
operation is delayed beyond the second quarter, the estimated total cost for the
unit will increase. In this connection, ongoing financing charges alone will add
an estimated $29 million per month to the estimated total cost.

Under traditional utility regulatory principles, wholesale rates approved by
the FERC for the sale of capacity and energy from Grand Gulf Unit 1 by the
Company to the System operating companies would be charged to retail ratepayers.
A1l of such capacity and energy had been intended to be allocated to certain of
the System operating companies commencing with commercial operation of the unit.
However, in connection with controversies surrounding the cost of power from
Grand Gulf Unit 1 and in an attempt to resolve the difficult and complex issues
in proceedings before the FERC involving, among other things, the allocation
among the System operating companies and their retail customers of the costs of
System generating facilities, the System operating companies, the Company, and
Middle South Services, Inc., as agent for the System operating companies, have




submitted an Offer of Settlement to the FERC that, if accepted, would allocate a
total of 67.1 percent of the capacity and energy from the Company's share of
Grand Gulf Unit 1 to the System operating companies from the date of commercial
operation of Grand Gulf Unit 1 through December 31, 1990. The remaining 32.9
percent of Grand Gulf Unit 1 would represent inventoried capacity that the
Company would attempt to sell to non-affiliated parties. To the extent the
Company does not make such sales, the System operating companies would buy the
energy at a cost equal to the System's displaced energy cost. (See Note 7 to
the Financial Statements - "Commitments and Contingencies - Unit Power Sales
Agreement and New System Agreement.")

At December 31, 1984, construction on Grand Gulf Unit 2 was approximately
34 percent complete based on the estimated man-hours needed to complete the
unit. Since late 1983 construction activities at Grand Gulf Unit 2 have been
reduced by the Company in order to further concentrate its financial resources
on Grand Gulf Unit 1. The Company presently intends to complete Grand Gulf Unit
2 which would p\ ovide the capacity needed by the Middle South System to meet
projected System loads in the early 1990's. The Company will continue with
limited construction leading toward resumption of full construction unless
various subsequent factors cause reconsideration of the present intention to
complete Grand Gulf Unit 2. (See Note 7 to the Financial Statements -
"Commitments and Contingencies - Grand Gulf Unit 2.") The Company presently
accrues and capitalizes AFOC on its investment in Grand Gulf Unit 2 at the rate
of approximately $8 million per month. If progress toward completion of Grand
Gulf Unit 2 is not proceeding to a sufficient degree, under applicable
requlatory principles, this accrual may be required to cease. The cessation of
AFDC would result in a like decrease in the Company's earnings.

Liquidity and Capital Resources

During the period 1982-1984 the Company had construction expenditures
totaling $1,705 million, including AFDC of $924 million. Funding for this
construction activity was primarily from sales of the Company's common stock to
MSU, intermediate-term borrowings under the Company's domestic and foreign bank
loan agreements, sales of first mortgage bonds and pollution control revenue
bonds, payments received from certain of the System operating companies for
advance power purchases, and tax benefits received in connection with the Middle
South System's consolidated income tax return. The approaching commercial
operation of Grand Gulf Unit 1, expected to occur in the second quarter of 1985,
will lessen the heavy financial burden experienced by the Company in recent years
resulting from construction of the unit. The Company's total construction
expenditures for 1985, 1986, and 1987 are expected to be approximately $338
million, $192 million, and $207 million, respectively (including AFODC of
approximately $231 million, $111 million, and $126 million, respectively), for
its 90 percent ownership in the two-unit Grand Gulf Nuclear Station. These
estimated expenditures assume that Grand Gulf Unit 1 will be placed in commercial
operation in the second quarter of 1985 and that only a limited amount of
construction on Grand Gulf Unit 2 will be performed during the 1985-1987 period.



In connection with Grand Gulf, MSU has undertaken to provide or cause to be
provided to the Company sufficient capital (i) to maintain the Company's equity
capital at an amount at least equal to 35 percent of total capitalization, (i)
to construct and place in operation the two units of the Grand Gulf Station,
(111) to provide for pre-operating expenses and interest charges of the Company,
(iv) to permit the continuation of commercial operation after commencement
thereof, and (v) to pay in full all indebtedness for borrowed money of the
Company when due.

The Company currently estimates that it will require approximately $158.1
million to meet its capital requirements (including debt service) for the pericd
from March 1, 1985 until commercial operation of Grand Gulf Unit 1, assuming that
Grand Gulf Unit 1 achieves commercial operation in the second quarter of 1985.
The Company plans to meet these requirements through various sources, including
the planned sale of $10C million of first mortgage bonds during the second
quarter of 1985. (See Note 7 to the Financial Statements - "Commitments and
Contingencies - Capital Requirements and Financing.")

For the period following commencement of commercial operation of Grand Gulf
Unit 1 through the end of 1987 the Company will require approximately $2,314
million to refinance maturing indebtedness, including the December 31, 1986
maturity of its $1,711 million domestic bank loan agreement, to meet sinking
fund obligations, to finance continuation of construction of Grand Gulf Unit 2
on a limited basis, and to finance additional capital requirements which could
result if the Offer of Settlement is accepted (see below). (See Note 7 to the
Financial Statements - "Commitments and Contingencies - Capital Requirements and
Financing.") Prior to December 31, 1986, the Company expects to retire a
significant portion of the indebtedness under its domestic bank loan agreement
with funds generated from the commercial operation of Grand Gulf Unit 1 and from
additional external financings. In addition, the Company expects, after
necessary consents, to be able to apply the proceeds from a December 1984 sale of
pollution control revenue bonds to a reduction in amounts outstanding under its
domestic bank loan agreement within 90 days after the commercial operation of
Grand Gulf Unit 1. The Company will be required to seek an extension past 1986
of the balance of the borrowings under its domestic bank loan agreement which are
then outstanding and not retired through the foregoing measures.

1f the 0 fer of Settlement submitted to the FERC is ultimately wupproved as
filed, the Company could be required to finance the costs associated with the
inventoried capacity through December 31, 1990. For the years 1985, 1986, and
1987 these amounts are estimated to be $45.5 million, $90.8 million, and $90.8
million, respectively, assuming commercial operation of Grand Gulf Unit 1 in the
second quarter of 1985. These estimates are based on the anticipated revenues
available to the Company under the Settlement Offer if the Company is unable to
market Grand Gulf Unit 1 inventoried capacity to non-affiliated parties. If the
FERC were to adopt a position different from that proposed in the Settlement
Offer resulting in either higher or lower revenues to the Company, the Company
would, in the first instance, decrease the level of its outstanding borrowings
and/or increase expenditures for Grand Gulf Unit 2 or, in the opposite case,
require additional funds from external sources.



The Company's liquidity is affected by the large amount of floating rate
debt which it has outstanding. At December 31, 1984, the Company had
approximately $1,895 million in such floating rate debt. An increase of one
percentage point in the rate at which interest was computed at such date would
result in additional annual interest requirements of approximately $20 millfon.

The Company is currently authorized by the SEC to make short-term
borrowings in an aggregate amount outstanding at any one time ¢ up to the
lesser of $225 million or 5 percent ¢f capitalization. At December 31, 1984,
the Company had no short-term borrowings outstanding under its bank lines of
credit but had other unsecured short-term borrowings with other banks totaling
$10 mi1lion. In comparison, at December 31, 1983 and 1982 outstanding
borrowings under bank lines of credit amounted to $4.2 million and $54.8 million,
respectively, while unsecured short-term borrowings amounted to $32.5 million and
$60 million, respectively. Unused short-term bank lines of credit amounted to
$14.7 million, $65.6 million, and $19.3 million at December 31, 1984, 1983, and
1982, respectively.

Results of Transactions

The Company will begin to report results of operations when Grand Gulf Unit
1 goes into commercial operation. Until that time, the Company's income
statement will continue to reflect only non-operating items.

As a generating company presently involved in the construction phase, all
of the Company's net income has been the equity component of AFDC, which consists
of non-cash credits to the income statement that represent a reasonable return on
equity funds used for construction. Total AFDC for 1984 was $376.5 million, an
increase of $83.3 million, or 28.4 percent, over 1983. In 1983 total AFDC was
$293.2 million, an increase of $32.3 million, or 12.4 percent, over 1982. The
increasing amounts of AFDC reflect the increasing amount of construction work in
progress, all attributable to the Grand Gulf Nuclear Station, on the Company's

balance sheet.

The increasing amounts of income taxes and credits in lieu of income taxes
on the Company's income statement dur.ng the years 1982-1984 represent the tax
benefit that has been realized or is expected to be realized during the
carryforward periods resulting from the Company's Federal tax losses included in
the MSU consolidated income tax return.

Interest on long-term debt increased by $82.7 million, or 33.0 percent, in
1984 compared to 1983. This increase was due to a greater imount of long-term
debt outstanding and to higher prevailing interest rates. By comparison,
interest on long-term debt for 1983 increased only 1.6 percent due to an
increase in long-term debt outstanding being offset by a decrease in the prevail-
ing interest rates on borrowings. Interest on the power purchase advance
payments, which certain of the System operating companies began making to the
Company in January 1984, amounted to $11.7 million in 1984, Other interest-net
decreased by 51.7 percent in 1984 and 2.9 percent in 1983. The 1984 decrease was
due to a substantial reduction in short-term borrowings while the 1983 decrease

was due to lower interest rates on borrowings.



| Effects of Inflation

Despite the reduced level of inflation in the period 1982-1984, its impact
(: on the construction costs for the Grand Gulf Nuclear Station has been
. significant. (See Note 11 to the Financial Statements - “Effect of Inflation

(Unaudited)".)

Summary

The Company's ability to meet its extensive debt service requirements and to
attain and maintain a financial condition strong enou?h to provide a reasonable

return to MSU is dependent, among other things, upon

1) the placing into

commercial operation of Grand Gulf Unit 1, (2) the resolution of a number of
complex regulatory issues currently before the FERC so as to provide the Company
adequate rate relief, (3) the concurrent receipt of adequate rate relief by the
System operating companies to allow them to meet their obligations to purchase
power from Grand Gulf Unit 1 under the Unit Power Sales Agreement, and (4) the
successful financing or refinancing, on reasonable terms, of the Company's

capital requirements.

If, as a result of any FERC decision, the Company and the

System operating companies do not receive adequate and timely rate relief to
cover the costs associated with Grand Gulf Unit 1, the Company ‘s financial
condition, as well as that of the Middle South System, could be materially and

adversely affected.

SELECTED FINANCIAL DATA - FIVE YEAR COMPARISON

Net Operating Revenues......
Net Income.....covvenevnnnnn
Tota] Assetsnlttinl.....l.l.

Long-Term Debt (excluding
current maturities).......

(In Thousands)

Years Ended December 31,

1984 1983 1982 1981 1950

$ 188,425 § 151,581 § 121,857 § 95,799 § 66,991
$4,780,456 $3,747,945 $3,045,266 $2,387,096 $1,957,082

$2,623,301 $2,306,171 §1,845,500 $1,439,500 §1,169,500



gy == MIDOLE SOUTH ENERGV! INC.

. BALANCE SHEETS
December 31, 1984 and 1983

1984
ASSETS

1983

(In Thousands)

Utility Plant (Notes 7 and 8):

Ccmtruc:iol‘l wOrk 1N progress.........ccoenennsecnes 83.82:.762 $3,308,578
Nuclear fuel......ccccrsecesssssccrsssansens e A 492 21,984
TOAT . eennennnns s Al i . IIWAT TI0,562
Current Assets:
Cash (Note 3)...... e S el RTINS Rr e 456 1,715
Working funds............ SR CEEE Y S ARORE sSSP 1,546 516
Temporary investments - at cost, which approximates
BEPRBE . s ¢ coivosnosospediobassssisseassssnpsissesnis 293,048 -
Accounts receivable......coovesesesrerosnanaaasannne 1,452 438
Prepaid interest (Note 7)..... A PSP R i s s 17,877 -
OLher Prepayments........ccocseesesnssssesssnssnsss . 2,054 1,177
Recoverable income taxes (Notes 1 and 2)...... e S 16,169 -
OB, sonsassssnvns seavasn SR P ARS AT R ] S 574 27
TOREY i svssavrnivonsonsatnsns RPN 333,176 2
Deferred Debits:
Future benefits related to AFDC (Notes 1 and 2)..... 508,773 413,463
OURB s o csrssnsssnnsssessnssassssspsssohsssnsnssvosass 253 47
TOLR) ccocsvinionvnansnsnsnsnansansns oens g 313,510
YOTAL . ccoovesisnsssnsnesapsanvness . $4,780 ,456 $3 ,747 ,945
CAPITALIZATION AND LIABILITIES
Capitalization:
Common stock, no par value, authorized 1,000,000
( shares, issued and outstanding 789,35C shares in
1984 and 689,900 shares in 1983 (Note 4).......... $ 789,350 § 689,900
Retained earnings (Note 6)...... RN NS, 753,902 565,477
Total common sharehclder's om;:ty ................ .43, v
Long-term debt (Notes 3, 5, and 7).....ovvvuvnrnnens 2,623,301 2,306,171
(7 | PO LA S e R 4,166,553 3,561,548
Current Liabilities:
Notes payable (Note 3).....ciivnvennnrnnncnanassanns 10,000 36,673
Currently maturing long-term debt (Notes 5 and e 196,235 -
Accounts payable:
Associated COMPANTES. ...ccouvvvunnennnnssnssonanss 2,015 30
OERBP . s oo cvvononcsshssstasssasssnwsssress sosrsnesss 16,16 6,962
TAXES ACCPURD. .o oo ovvvvrrnonannsssnsasssnnnnssssnans 10,633 12,841
INLErest ACCPURH. .. .. .ocoerssssssnessssssanssnnnnas 103,489 71,449
Power purchase advance payments (Note s s s vssio v 32,345 -
TERB) . - i o novivencinat vbanbasasesis sws sn 37Ulwf 127555
Defsrred Credits: ’
Accumulated deferred income taxes (Notes 1 and 2)... 87,038 31,836
Accumulated deferred investment tax credits (Notes
R R ) S ey P SR R T 12,469 12,469
Power purchase advance payments (Note 7)............ 129,378 -
Other (NOLE 2)...covvevivevrnsnnsnsssnnssanssscnnsns 14,137 14,137
TORBY is i cinrnisnandE N e SERRE R TEEEDOEE Y 283,022 L1 RLY
Commitments and Contingencies (Note 7)
FOTAL ..o oo cononises Bassasseanssrsses $4,780,456  $3,747,945

See Notes to Finmancial Statements.




MIDDLE SOUTH ENERGY, INC.

STATEMENTS OF INCOME
For the Years Ended December 31, 1984, 1983, and 1982

1984 1983 1982
(In Thousands)
Operating REVENUEeS......ccvvenrennecnnnnsannns - - -
Operating EXpenses.......ccevevernvensnnannns - - -
Operating Income (Note 1)......c.ceivnennnnnns ~ - -

Other Income:
Allowance for equity funds used during

construction (Note 1)...vvvrevnvunnnnnens $188,425 $ 151,581 § 121,857
Interest INCOME...cvvveassnsnrssssssnnsanns 91 9 216
Income t?xes and credi?s in lieu of income

taxes (Notes 1 and 2)....covvevvevnncanes 163,067 121,568 120,345

T R T —35Tf53§ 273,158 ~— 242 418
Interest Charges:

Long-term debt.......ovevirerconnnnninannnns 333,531 250,835 246,821
Power purchase advances (Note 7)........... 11,724 - -
OLREF = MBL.ccsoisossosssassssnsonsssasanes 5,955 12,340 12,715

Allowance for borrowed funds used during (
construction (Note 1)...cevvunnnrnvnnnnes (188,052) (141,598) (138,975)
TOREY .o ssrnivaansviarsbnnsedvnes 163,158 121,577 120,561
BOt INCOME .. vosseosssssansssnsbnssvssssnisnss $188,425 $ 151,581 § 121,857

STATEMENTS OF RETAINED EARNINGS
For the Years Ended December 31, 1984, 1983, and 1982

1984 1983 1982
(In Thousands)
Retained Earnings, January l......cvvvvvnnnns $565,477 $413,896  $292,039
Add - Net INCOME.....covvsnvnsnssnacavansnnns 148,425 151,581 121,857
Retained Earnings, December 31 (Note 6)...... $753,902 EEPS.QZZ $413,896

See Notes to Financial Statements.




MIDOLE SOUTH EMERGY, INC.

STATEMENTS OF CHANMGES IN FIMANCIAL POSITION
For the Years Ended Decesber 31, 1984, 1983, and 1982

1984 1983 1982
{In Thousands)

Funds Provided By:
Allowance for equity funds used during

construction (net income) (Note 1)..... ... $ 188,425 $151,581 §121,857
Deferred income taxes..........oeve RO an D 55,202 7,615 6,620
Power purchase advance payments (Note 7).... 129,378 - -
Decrease in working capital®...........oeuns 37,109 49,342 9,822
Miscellaneous = NeLt.....covvvennsarsnnnrsnns - 13,290 9

Total funds provided excluding
financing transactions.............. 410,114 221,828 138,308
Financing transactions:

COmMON SLOCK. .o.vvvvvrsrronsnsnnssansnnens 99,450 95,000 99,000

First mortgage bonds.......coveeereecennns 300,000 - -

Long-term notes able - banks......ouunn 404,000 452,000 438,000

Pollution control revenue bonds........... 27,100 49,500 -

Short-term securities - net..........ccvv - - 22,440

Total funds provided by financing
LransSaCtioNS . cocvvcavnrasasanasssens 830,550 600,500 559,440
Tota)l Funds Provided.......cocvvenannnnnnnnnns $1,240,664 $822,328 5697,748

Funds Applied To:
Utility plant additions:
Construction expenditures for utility
plant (Note 7).....ccvvvueanns RETe A A $ 581,184 $572,448 $551,786
NUCTEBr fURl.ccccccccrnnssarasornsnconnacs 26,508 21,984 -
Total gross additions (includes

allowance for funds used during con-
struction of $376,477, $293,179, and
$260,832 fn 1984, 19¢3, and 1902,

respectively).....cooiiiinianinnnanes 607,692 594 432 551,786
Other:
Future benefits related to AFOC........... 95.;10 109,754 113,9€2
Miscellaneous - Net........coevvvurnvennns 8,941 - -
Total other funds applied............. 104,251 109,753 113,967
Financing transactions:
Retirement of first mortgage bonds........ 48,000 40,000 32,000
Retirement of long-term
notes payable - banks.........covenunnes 161,000 - -
Short-term securities - net.......c.onvves 319,721 78,142 -
Total funds applied to financing
LraNSECLIONS. . couccorsnsssncrorsanes 528,721 118,142 32,000
Total Funds Applied........cccovvvnvnnnnannnnns §1,240,664 $822,328 $697,748

Increase (Decrease) in Working Capital:*

Cash and working funds..........ccovennuaenns $ (229) ¢ 65 § (1,939)
Accounts recefvable...........ccovvvunicnnnnns 1,014 (81) )
Recoverable income TaxXes........ccovevevnens 16,169 (2,681) (5,311)
Prepayments and other current assets........ 19,301 1,172 32
ACCOUNTS PAYBDI@. ... . vvvvrnurrsnmrncnnnnns (11,187) (954) 825
Interest and taxes ACCTrued..........ovvevnns (29,832) (46,863) (3,077)
Power purchase advance payments (Note Thesen (32,345) - -

BRI 3 ik sy SR 5 WA A R B ¥ (37,109) $TA9,347) 3§ [9,822)

*working capital excludes short-term securities-net and currently maturing
long-term debt.

See Notes to Financial Statements.
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MIDDLE SOUTH ENERGY, INC.

NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 1984, 1983, and 1982

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Organization

Middle South Energy, Inc. (the Company) is authorized to conduct business as
a wholly-owned subsidiary of Middle South Utilities, Inc. (MSU) to provide
financing and ownership of certain future base-load electric generating units
within the Middle South Utilities System (System).

The Company and South Mississippi Electric Power Association (SMEPA) own
undivided ownership interests of 90% and 10%, respectively, in the Grand Gulf
Station. The Company records its investi:it associated with the Grand Gulf
Station to the extent to which the Company owns and participates in the
generating station.

The Company's only significant activity to date has been the construction
of, and the financing of its 90% ownership interest in, the Grand Gulf Station.
The Grand Gulf Station consists of two 1250 MW nuclear generating units, the
Company‘s share of which is to be 1125 MW in each unit.

There were no operating revenues or expenses for the three years ended
December 31, 1984. The Nuclear Regulatory Commission (NRC) issued a full power
operating license for Grand Gulf Unit 1 on August 31, 1984. This unit is
undergoing a testing program pending commercial operation anticipated for the
second quarter of 1985.

B. System of Accounts

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

e Postretirement Benefits

The Company does not have a postretirement plan at the present time because
it does not directly employ any personnel. The Company utilizes, at cost, the
services of personnel from other Middle South System companies, primarily those
of Mississippi Power & Light Company. Such persons are covered by their
respective employers' postretirement plans.

D. Income Taxes

The Company joins its parent in the filing of a consolidated Federal income
tax return. Income taxes are allocated to the Company in proportion to its
contribution to the consolidated taxable income. In addition, the Company files
a consolidated Mississippi state income tax return with certain other System

companies.
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©. Allowance for Funds Used During Construction

In accordance with the regulatory system of accounts, the Company capital-
fzes, as an appropriate cost of utility plant, an allowance for funds used during
construction (AFDC). Under this utility industry practice, construction work in
progress on the balance sheet is charged and the income statement is credited for
the approximate net composite interest cost of borrowed funds and for a
reasonable return on the equity funds used for construction. This procedure is
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 effect on current cash earnings. After
the property is placed in service, the AFDC charged to construction costs is
recoverable from customers through depreciation provisions included in rates
charged for utility service. The Company uses an accrual rate for AFDC based on
average common equity of 14% plus actua) interest cost net of related income
taxes.

The Company would continue to capitalize AFDC on projects during periods of
interrupted construction if such interruption was temporary and the continuation
could be justified as being reasonable under the circumstances.

NOTE 2. INCOME TAXES AND CREDITS IN LIEU OF INCOME TAXES

Income tax expense (credit) consists of the following:

1984 1983 lggg
(In Thousands)

Current:
FEAETral. ccoeseossvssssassasscsnsnsssscassas $(215,394) $(128,585) $(124,657)

SLALRccossssnssesse TR A P A (2,875) (598) (2,308)
T AR PR R S (218,269) (129,183) _(126,965)

Deferred -- net:
Taxes capitalized in the financial

statements..... FE serEns SEHNED 8,994 7,615 6,620
Liberalized depreciation......ceeeues g i 45,490 - -
Test eﬂe?‘y........-...‘..............-.-. 718 - -

Tota‘...lol.l"..000‘.00‘0........0.. 55,202 7'615 6’620

Recorded income taxes and credits in
lieu of income taxes (all credited to
other income)....covvvsvnns tieeeessss (163,067) (121,568) (120,345)

Income taxes applied against the debt component
Of AFDC.cvvvnasenanssns cvesassenee cosessesnnee 160,192 120,622 120,633

Total income taxes and credits in lieu
of income taxes (all credited to
other TNCOME)..esescccsssssassnnssass $ (2,875) § (946) $ 288
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Total income taxes and credits in lieu of income taxes differ from the

QE amounts computed by applying the statutory Federal income tax rate to income
before taxes. The reasons for the differences are as follows:
1984 1983 1982

= (In Thousands)

Computed at statutory rate.......eceeacercncnnns $ 11,665 § 13,806 § 696
Reductions in tax resulting from:
Allowance for funds used during

CORSRPEERIOR. ¢ s csensionssssansssasssasse  (173,179) (135,051) (119,795)
State income taxes net of Federal income
tax expense..... 9 ST SR (1,553) (323) (1,246)

Recorded income taxes and credits in
lieu of iNCOMe tAXES..seevassssnsss (163,067) $(121,568) $(120,345)

Income taxes applied against the debt
component of AFDC....covvvnnes anseannisns SRS 120,622 120,633

Total income taxes and credits in
lieu of income taxesS........ vesesss $ (2,875) § (946) $ 288

Grand Gulf Unit 1 was placed into service for tax purposes in 1984. The
Company's interest expense and capitalized taxes are deducted currently for tax
return purposes. The income tax effects of taxes capitalized for book purposes,
(: and of timing differences between tax and book accounting for depreciation and
' nuclear fuel expense, are normalized. The aliowance for funds used during
construction is excluded for purposes of determining taxable income.

Future benefits related to AFDC represent the tax benefit of the Company's
portion of the consolidated Federal tax losses that is expected to be realized
during the loss carryforward period. Such benefits are paid to the Company when
realized in the consolidated return of MSU. Income tax benefits for the years
1982, 1983 and 198% that were realized amounted to $20.6 million, $8.0 million
and $101.5 million, respectively. If not utilized to offset consolidated Federal
taxable income, future benefits related to AFDC will expire in 1993 through 1999.
In 1983, SMEPA's portion of future benefits related to AFDC of $14.1 million was
recorded as an other deferred credit.

Investment tax credits allocated to the Company are deferred and will be
amortized based upon the average useful life of the related property. Unused
investment tax credits at December 31, 1984 amounted to $196.2 million. These
credits may be applied against Federal income tax liabilities in future years.
If not used, they will expire in 1991 through 1999.

NOTE 3. LINES OF CREDIT AND RELATED BORROWINGS

The Company has two revolving credit agreements with various banks providing
for borrowings totaling $2,089 million. One agreement, for $1,711 million, is
: with a group of domestic banks; the other agreement, with a group of foreign
QL banks, is for $378 million. Under both agreements, the Company pays a fee on the
unused commitment. Al1 borrowings under these agreements are scheduled, subject
to the Company's fulfilling certain conditions and obtaining waivers of certain
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other conditions, to convert to term loans on the earlier of commercial operation
of Grand Gulf Unit 1 or June 30, 1985. There can be no assurance that such
waivers can be obtained. If waivers cannot be obtained and the remaining
conditions cannot be fulfilled, the bank loans will then be due and payable. The
term loans with domestic banks have a maturity date of December 31, 1986, subject
to a mandatory prepayment requirement of $100 million at the end of 1985. The
maturity date for the term loans with foreign banks is February 5, 1989, subject
to mandatory semi-annual prepayments commencing August 5, 1985, equal tc one nintn
of the amount outstanding on the date these borrowings convert to a term loan.

The Company has entered into an "interest rate swap" agreement with a bank
through February 1989 for $189 million of the $378 million outstanding under its
revolving credit agreement with foreign banks. The Company has agreed to make
semiannual interest payments based upon an 11.5% fixed rate in exchange for
semiannual interest payments by the bank based upon the London Interbank Offered
Rate (LIBOR). This agreement serves to offset fluctuations in variable rates to
be paid under the Company's revolving credit agreement with foreign banks. It
does not change the Company's obligations to the foreign banks for interest

payments of LIBOR plus 1%.

The Company also has lines of credit with various banks in the System service
area for short-term borrowings of $14.7 million expiring on or about June 30,
1985 that require compensating balances, totaling approximately 2% of the
commitment, which are not restricted as to withdrawal. At December 31, 1984, the
Company had no borrowings outstanding under these agreements but had other
unsecured short-term borrowings totaling $10 million with additional banks
outside the System service area. Interest rates under the lines of credit are
based on the prime rate of a New York bank and, on the unsecured notes, are based
primarily on the Federal funds rate. The Company may borrow from these sources
subject only to its maximum authorized 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 5% of the
rompany ‘s total capitalization or $225 million.




"

The short-term borrowings and the interest
(i applicable interest expense by the average amoun
as follows:

Lines of credit....ccoeveee e e P

Average borrowing:
Lines of credit...ccovvevscnnnnnnsnnns e
Unsecured Short'tem ﬂOtCS. T EEEEEE R R RN

Maximum borrowing:
Lines of credit....cooevvesnsanssennnans
Unsecured short-term nOteS.....covvennne

Year-end borrowing:
L‘ﬂes Of Cred‘t......-.........-........
Unsecured Short'tem ﬂoteS-.............

Average interest rate:
During period -

Lines of credit....ccovvvvnvanannes .
Unsecured short-term notes.......veuus
<: At end of period -

L‘nes of Credit.o.‘..tltl...'.l..i....
Unsecured short-term notes.....cvveeee

NOTE 4. COMMON STOCK

rates (determined by dividing
t borrowed) for the Company were

Year Ended December 31

1987

$14,680

$32,076
$18,228

$70,361
$29,000

$10,000

11.8%
10.9%

9.6%

1983

(1n Thousands)

$69,765

$51,653
$65,823

$66,404
$70,000

$ 4,173
$32,500

10.8%
16.0%

11.0%
10.7%

487~
$74,150

$48,924
$43,229

$67,305
$60,000

$54,815
$60,000

14.9%
12.2%

11.5%
11.2%

The changes in the number of shares of the Company's common stock were as

follows (all sold to MSU at $1,000 per share):

Nmber Of shares...o..-o:o...-o.c-noo.olco
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Year Ended

1984

99,450

99,000

December 31
1983 I§32

99,000



NOTE 5. LONG-TERM DEBT

‘ The long-term debt of the Company as of December 31, 1984 and 1983 was as
follows:

December 31,
1984 1983
(In Thousands)
First Mortgage Bends:
Due 1989, 9.25% Serfes....cceevcccsnnancasnsnnnans $ 280,000 $ 328,000
Due gogg. 12.50% Serf@s...cccccocvcnscnccsssoscses 98,500 98,500
Due 2000, 16% Series....ceeevecensesssssnssssocnans 300,000 -
YORBY coossscscssvsossnssnsnsssosssnsesnnnsne 67815§§ 426,500
Bank Notes:
Domestic bank line -
Due 1986, at 110% of the sum of prime and 1.3%.. 1,696,000 1,453,000
Foreign bank 1ine-
Due 1989, at LIBOR plus 1%....... S s BTN R RS A 189,000 189,000

Due 1989, at 11.5% plus 1% (Note 3)...ccvvvuunns 189,000 189,000
Toea]..l.'...'.........Cl...l..l.......l.. W ’ 4L
Pollution Control Revenue Bonds:
Claiborne County, Mississippi -

Due 2013, at 8% adjustable/fixed rate........... 49,500 49,500
Due 2014, at 8.75% adjustable/fixed rate........ 27,100 -
Due 2014, at 8.5% adjustable/fixed rate......... (206,000 -
Less-Funds on deposit with trustees......... soes 201,447) -
Tota‘.l......l'l......O....l'.l.....l.l..l lg 566
Unamortized discount on debt......cevevvsnvsssannnns (13,117) 182§
Tota‘ LO"Q-TEM mbto-c-o'oonoooccnvoooocn 2’819’536 2,306,171
Less-Amount due within one year........... 196,235 -

Long-Term Debt Excluding Amount Due
Within One Year......coessesssescsscnsnns $2,623,301 $2,306,171

The $201.4 million of proceeds from the ¢ le of Pollution Control Revenue Bonds
can be drawn down upon the Company's satisfaction of certain conditions relating to,
among other thinas, the commercial operation of Grand Gulf Unit 1.

Sinking fund requirements and maturities for the ensuing five years for the
Company's long-term debt at December 31, 1984 were as follows:

Cash

Sinking Fund Maturities

[Tn Thousards of Dollars)
1988, . cocvncsosssssscanssssssnssssssssssonssasessnes 54,235 142,000
BOBE . o coorsenissssssssersssestesstersensressssssnss 54,235 1,680,000
1987 .c0concosncssssssasssssscssocssncsssassssesnssas 62,235 84,000
1088, .0 covesscscssssssscssssssssnessssassssssvesecs 62,235 84,000
| PR PR P R T TS T TR 51,235 156,000

Substantially all of the Company's utility plant is subject to the lien of its
first mortgage bond indenture.
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NOTE 6. RETAINED EARNINGS

Tne provisions of the Company's bank loan agreements and first mortgage bond
indentures restrict the amount of retained earnings available for cach dividends
on common stock. As of December 31, 1984 and December 31, 1983, none of the
retained earnings were available for cash dividends.
NOTE 7. COMMITMENTS AND CONTINGENCIES

Capital Requirements and Financing

The Company's construction program contemplates expenditures for the Grand
Gulf Station of approximately $337.9 million in 1985, $191.9 million in 1986, anrd
$207.1 million in 1987 (including AFDC of $231.4 million in 1985, $111.2 million
in 1986, and $126.1 million in 1987). The Company currently estimates, and the
above construction expenditures and AFDC estimates assume, that the commercial
operation date of Grand Gulf Unit 1 will be in the second quarter of 1985 at a
total cost (excluding nuciear fuel) of approximately $3.2 billion for the
Company's 90% ownership interest and that only limited amounts will be expended
on Grand Gulf Unit 2 through 1987. A limited amount of construction on Grand
Gulf Unit 2 was performed during 1984. Through December 31, 1984, the Company
had invested $3,890 million (excluding nuclear fuel) in the Grand Gulf Station.
The Company estimates, pending a final review of the cost allocation between the
two units upon the completion of Grand Gulf Unit 1, that of this total, $3,061
million was invested in Grand Gulf Unit 1 and $829 million in Grand Gulf Unit 2.

In connection with the Grand Gulf Station, MSU has undertaken, to the extent
not obtained by the Company from other sources, to furnish or cause to be
furnished to the Company sufficient capital for construction and operation of the
station and related purposes. Through December 31, 1984, MSU had invested $789.4
million in the common stock of the Company.

The Company has covenanted with its first mortgage bondholders that it will
complete Grand Gulf Unit 1 no later than December 31, 1985 and that Grand Gulf
Unit 2 will be completed no later than December 31, 1988, Either unit would be
considered complete under the covenant if, among other things, it were licensed
and ready for commercial operation. In the event either of these covenants is
not fulfilled or the Company defaults in respect of either its bonds or its bank
borrowings, the bonds and the bank borrowings will become due and payable unless
extensions of time can be arranged. In this event, MSU would be required to
provide the Company with sufficient funds, to the extent not obtained by the
Company from other sources, to meet the payment obligations uf the Company with
respeit to any of its bonds and bank borrowings then outstanding. (See Notes 3
and 5).

The Company estimates that it will require approximately $158.1 million to
meet its capital (including debt service) requirements for the period from March
1, 1985 until commercial operation of Grand Gulf Unit 1, assuming that Grand Gulf
Unit 1 achieves commercial operation in the second quarter of 1985. The Company
plans to meet these requirements throu?h the sale of additional first mortgage
bonds, payments from the System operating companies with respect to power
purchase advance payments and net test energy charges and from borrowings under
its bank loan agreements. Funds not obtained from these sources will be raised
through the sale of common stock to MSU.
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Following commencement of commercial operation of Grand Gulf Unit 1, presently
scheduled for the second quarter of 1985, the Company will require substantial
funds to refinance or retire current indebtedness, to meet sinking fund
obligations, and to finance continuation of constructicn of Grand Gulf Unit 2.

The Company expects to obtain a significant portion of such funds through its
receipt of payments from the sale of power to the System operating companies under
a Unit Power Sales Agreement, approval of the terms of which 1s currently pending
in a proceeding before the FERC. The balance of amounts required by the Company
will be obtained from external sources. The Company will be required to seek
extensions of the maturity of borrowings not refinanced or retired. The Company's
ability, generally, to obtain new funds externally will depend on a number of
factors, including the results of retail rate proceedings filed by the System
operating companies for recovery of Grand Gulf Unit 1 costs, contractual
restrictions contained in the Company's first mortgage bond indenture and credit
agreements, market conditions, and the credit ratings of the Company's

securities.

Availability, Power Purchase Advance Payment, and Reallocation Agreements

The System operating companies are obligated under an Availability Agreement
to make payments or subordinated advances, in accordance with stated percentages,
adequate to cover all of the operating expenses and certain of the capital costs
of the Company. In addition, under a Power Purchase Advance Payment Agreement the
System operating companies, excluding Arkansas Power & Light Company (AP&L) as
contemplated by the Reallocation agreement discussed below, began making advance
payments to the Company in January 1984 for power purchases which in the aggregate
total $12.5 million per month. Louisiana Power & Light Company (LP&L),
Mississippi Power & Light Company (MP&L) and New Orleans Public Service, Inc.
(NOPSI) will receive a credit for such power purchased at an initial 4% per month
on the aggregate amount of such payments plus interest after commercial operation
of Grand Gulf Unit 1 begins. The System operating companies in November 1981
entered into a Reallocation Agreement allocating the capacity and energy available
to the Company from the Grand Guif Station to LP&L, MP&L and NOPSI. These
companies thus assumed all the responsibilities and obligations of AP&L with
respect to the Grand Gulf Station under the Availability Agreement and Power
Purchase Advance Payment Agreement with AP&L relinquishing its rights to the Grand
Gulf Station. Each of the System operating companies including AP&L individually
remains primarily liable to the Company and its assignees for payments or advances
under these agreements. AP&L 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.

Unit Power Sales Agreer«<ni and New System Agreement

The System operating companies have requested from their respective state
public utility commissions rate adjustments adequate to permit them to meet
their obligations to the Company to purchase power under a Unit Power Sales
Agreement. Under the Unit Power Sales Agreement, as filed with the FERC, the
capacity and energy available to the Company from the Grand Gulf Station would be
sold to LP&L, MP&L and NOPSI. An Administrative Law Judge (ALJ) of the FERC
rendered his initial decision regarding such Agreement. The ALJ deferred any
decision on Grand Gulf Unit 2 and recommended that capacity and energy from Grand
Gulf Unit 1 be allocated to AP&L as well as the other System operating companies.
The ALJ's decision allocates the Company's share of the capacity and energy from
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Grand Gulf Unit 1 as follows: 36% to Af4L, 14% to LP&L, 33% to MPAL, and 17% to
NOPSI, compared to the Company's reque;t that such costs be allocated 38.6% to

LP&L, 31.6% to MP&L, and 29.8% to NOP!1. This decision is subject to review of
the FERC.

On April 30, 1982, Middle South Services, Inc. (MSS), on behalf of the Middle
South System operating companies, filed for approval with the FERC a New System
Agreement providing for the coordinated planning, construction, and operation of
its generation and transmission facilities. Rates under the new agreement became
effective on January 1, 1983, subject to refund. Various parties have intervened
in these proceedings. Some parties are contesting the method by which the
agreement cqualizes capacity and energy among the System operating companies and
certain proposals, if adopted, could cause material changes in the allocation of
costs among the companies. Hearings concluded in December 1983. On February 4,
1985, the ALJ hearing the New System Agreement proceeding fssued his initial
decision recommending 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 that each System operating
company's share of Grand Gulf be included in calculating such Company's capability
and, consequently, its 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, the Company, and MSS, as agent for the System operating
companies, submitted an Offer of Settlement to the FERC on January 4, 1985.
Various parties have submitted comments in opposition to the Settlement Offer.
Under the terms of the Settlement Offer, the New System Agreement, as currently in
effect would remain in effect unchanged. The Unit Power Sales Agreement, as
proposed to be amended, allocates the Company's share of the capacity and energy
from Grand Gulf Unit 1, from the date of commercial operation through December )
1990, as follows: 17.1% to AP&L, 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 follows: 27.87% to AP&L, 27.48% to LPA&L, 24.42% to MPSL, and 20.23% to
NOPSI. Accordingly, beginning January 1, 1991, the System operating companies
would commence paying their respective share of the full cost of service of Unit
1, including amortization of the deferred carrying charges on inventoried capacity
over the remaining life of Unit 1, plus a return on the deferred carrying charges.
This proposed Offer of Settlement is subject to review of the FERC. The effect of
inventorying a portion of Grand Gulf Unit 1 through 1990 could be to reduce the
total payments by the System oper-ting companies to the Company thereby requiring
the Company to finance costs associated with the inventoried capacity. If the
Settlement Offer is accepted as filed, it is estimated that additional financing
by the Company of $227 million for the period 1985-1987 will be required. This
estimate of the Company's additional financing requirements is based on the
anticipated revenues available to the Company under the Settlement Offer if the
Company is unable to market the inventoried capacity to non-affiliated parties.
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On February 22, 1985, the FERC issued an order convening a settlement
conference for the purpose of addressing the proposed Settlement Offer and of
resolving the fssues in the Unit Power Sales Agreement and New System Agreement
g;oc:;g;ngs. The initial settlement conference is scheduled to convene on March

It 1s not possible to predict what decision or decisions the FERC will
ultimately render in the New System Agreement and Unit Power Sales Agreement
proceedings or with respect to the Offer of Settlement.

Grand Gulf Unit 2

The Company presently intends to complete Grand Gulf Unit 2 which would
provide the capacity needed by the Middle South System to meet the projected
Middle South System loads in the early 1990°s. At December 31, 1984, construction
on Grand Gulf 2 was approximately 34% complete based on the estimated man-hours
needed to complete the unit. To conserve financial resources, only a limited
amount of construction is currently being performed on Grand Gulf Unit 2. The
Company will continue with limited construction leading toward resumption of full
construction unless various subsequent factors cause reconsideration of the
present intention to complete Grand Gulf Unit 2. At the present time these
factors include the outcome of a hearing ordered by the MPSC on the Certificate of
public Convenience and Necessity for Grand Gulf Unit 2 in which the Company and
MP&L were ordered to show cause as to the need for continued construction of Grand
Gulf Unit 2, the outcome of pending FERC proceedings and the Settlement Offer
therein with respect to rates for Grand Gulf Unit 1, the availability of necessary
financing on reasonable terms and any substantial change, from prior assessments,
in the projected cost of power from Grand Gulf Unit 2 relative to other power
sources. 1f the Settlement Offer under which the Company does not recover
currently the full cost of Grand Gulf Unit 1 is adopted, it would require the
continued delay in resumption of full construction of Grand Gulf Unit 2.

The Company has covenanted with certain of its first mortgage bondholders that
it will complete Grand Gulf Unit 2 no later than December 31, 1988. The Company
will seek from its bondnolders whatever waivers or amendments are necessary to
change the stipulated completion date of Grand Gulf Unit 2, but no assurance can
be given that such waivers or amendments can be obtained.

If it is ultimately decided that Grand Gulf Unit 2 should be cancelled, the
Company believes that its investment in the unit will be determined to have been
prudent and the Company will take all actions necessary before the FERC and the
courts to recover its investment through rate relief. Such actions would likely
involve a filing with the FERC requesting recovery of its full investment, over a
period of years, through charges to the System operating companies. As in the
case of rate relief necessary to recover Grand Gulf Unit 1 costs, such proceedings
could be protracted and strongly contested. If adequate and timely rate relief is
not obtained to recover the investment in Grand Gulf Unit 2, the tinancial
condition of the Company could be adversely affected.

Nuclear Liability Insurance

As of December 31, 1984, the Price-Anderson Act limited the public
liability of a licensee of » nuclear power plant to $620 million for a single
nuclear incident. This limit will increase by $5 million for each additional
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operating license issued by the NRC. Insurance 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 the private insurance, to pay retrospective assessments of up to $5 million per
incident for each licensed reactor it operates or up to a maximum per reactor
owned of $10 million in any calendar year. At December 31, 1984, the Company had
one licensed reactor.

The Company is a member-insured of Nuclear Electric Insurance Limited,
a mutual insurer that provides its members with insurance coverage of $500 million
at December 31, 1984 for property damage sustained by the insured in excess of
$500 million caused by radioactive contamination or other specified damage. The
Company is also a member-insured under a primary property damage insurance progran
provided by Nuclear Mutual Limited, another mutual insurer. As a member-insured
with these mutuals, the Company is 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 $40
million at December 31, 1984.

Spent Nuclear Fuel

Under the terms of its nuclear fuel lease, the Company is responsible for 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 or will be
made in applications to regulatory commissions. The Company has executed a
contract with the Department of Energy (DOE) whereby the DOE will furnish disposal
service for the Company's spent nuclear fuel at a cost of one mill per kilowatt-
hour of gross generation.

Mississippi Public Service Commission Mandated Aucit

In September 1984, the Mississippi Public Service Commission (MPSC) appointed
special consultants to conduct a construction audit of the Grand Gulf Station.
This audit is in progress and the final report is expected to be submitted to the

MPSC on or before May 1, 1985,

Regulation and Litiggtion

The Arkansas Public Service Commission (APSC) has asserted that the
obligations imposed upon AP&L by the agreements entered into in connection with
the financing and construction of the Grand Gulf Station constitute prima facie
violations of Arkansas statutes requiring APSC authorization for acquisition or
lease of certain assets and issuances of certain securities and evidences of
indebtedness. On August 31, 1984, the Company filed suit against the APSC in the
United States District Court for the Eastern District of Arkansas seeking
preliminary and permanent injunctions against further actions by the APSC in this
matter and a declaratory judgment that the APSC has no jurisdiction over the
validity and enforceability of the subject agreements. On September 10, 1984, the
Court issued a Temporary Restraining Order enjoining the APSC from taking any
further action in this matter. The Court subsequently permanently enjoined the
APSC from further proceedings in this matter. On September 24, 1984, the APSC
filed certain motions reasserting certain of its defenses and producing additional
evidence in the matter. The Court denied these motions and the Arkansas Attorney



.

General, the APSC and others have appealed that decisfon. AP&L belfeves that it
has complied with all applicable federal and state laws and that such agreements
are valid.

Similarly, on March 23, 1984 the City of New Orleans filed suit against NOPSI,
MSU and the Company in the Civil District Court of the Parish of Orleans, State of
Louisiana, alleging that the various agreements entered into by NOPSI in
connection with the Grand Gulf Statfon are in violation of certain Louisiana
statutes. NOPSI, MSU and the Company intend to take all necessary and appropriate
defensive actions.

NOTE 8. NUCLEAR FUEL LEASE

At December 31, 1984, the Company had a nuclear fuel lease permitting a
maximum of $175 million in nuclear fuel. Lease payments, based upon nuclear fuel
use, will be treated as a cost of fuel. The lease, unless sooner terminated by
one of the parties, will continue through 2029. The unrecovered cost base of the
lease at December 31, 1984, 1983, and 1982 was $168 million, $172 million, and
$107 million, respectively.

NOTE 9. TRANSACTIONS WITH AFFILIATES

When the Company acquired the Grand Gulf Station from MP&L, MP&L agreed under
a Service Agreement to continue to design, construct, maintain and operate the
Grand Gulf Station on behalf of the Company. In return, the Company agreed to pay
MP&L the actual cost to MP&L of rendering these services and granted to MP&L the
power and authority to act on the Company's behalf as agent. Total payroll costs
provided to the Company by MP&L for 1984, 1983, and 1982 were $25.2 million, $21.5
million, and $18.4 million, respectively.

The Company also receives technical and advisory services from Middle South
Services, Inc. (MSS). Charges from MSS for these technical and advisory services
for 1984, 1983 and 1982 were $9.8 million, $4.4 million and $3.3 million,
respectively.

NOTE 10. QUARTERLY RESULTS (UNAUDITED)

Results for the four quarters of 1984 and 1983 were as follows:

Quarter Net
Ended Income
(In Thousands)
1984:
MAPCR. ososscsssssssssssssssnnne $43,861
JUBB.cssssssssssssssossessncesns 43,935
September....ooeesnnssssssasnnns 49,986
DECEMDOr. cocssscrsssssssssssssss 50,643
1983:
T | (P S T T T $35,177
JURBcossssrsasesesssssssessssnse 36,534
September....ovisssnrsrssrssnncns 39,630
DECEeMDEYr.cosssssssssscsssssnsssss 40,240

The Company's net income consists of the equity component of AFDC. There
were no operating revenues or expenses for the two years ended December 31,
1984,
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NOTE 11. EFFECT OF INFLATION (UNAUDITED)

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

Statement of Income and Other Financial Data
Adjusted For Effects of Changing Prices
For the Year Ended December 31, 1984

Adjusted For
As Reported In Changes In
The Financial Specific Prices
Statements (Current Costs)
(In Thousands)

Operating revenues.......... PN sesev e
Operating expenses (excluding depreciation)
Depreciation....ceveesnnnnes SACRNEBDEED CETER
Total operating expenses.......... Ko p R s

Operating inCOMe....ovvuvvevnsrvnnnnns T - -
Other TNCOME™...cvsesasssssssssssessssnssnss $ 351,583 $ 351,583
Interest charges*.....ooovevessssvnsnnns voss 163,158 163,158
Income (excluding adjustment to net

recoverable COSt).vueirssssnsssansonnnnans $ 188!425 $ 1885425

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

during the year**..... sessssessssee vesenss $ 62,786
Adjustment to net recoverable cost.......... (27,949)
Effect of increase in general price level... (173,161)

Excess (deficiency) of increase in specific
prices, after adjustment to net recover-
able cost, over increase in general price

fevel....... sosees Sansshens NI T (138,324)
Gain from decline ir purchasing power of net

‘munts wed...................I. lllll L 85!366
u‘t.............'...0.0..".'0..!.‘......... ‘ (52!958)

*Assumed to be in “average for the year" dollars and thus are not restated.
**At December 31, 1984, current cost of property, plant and equipment was

$4,872,099,000 while historical cost or net cost recoverable through
depreciation was $3,938,254,000.

23«




Five-Year Comparison of Selected Supplementary Financial Data
Adjusted For Effects of Changing Prices
(In Thousands of Average 1984 Dollars)

Years Ended December 31,
1984 1983 1982 1981 1980

OPERATI“G REVE“UES...-....oooc----oo- - = - - -
CURRENT COST INFORMATION:

Income (excluding adjustment to
net recoverable cost)........... $ 188,425 § 158,032 § 131,130 § 109,409 $ 84,444

Excess (deficiency) of increase in
specific prices, after adjustment

to net recoverable cost, over
increase in general price level. § (138,324) § (116,884) $ (96,691) $(191,055) $(232,499)

Net assets at year-end at net
recoverabie COSt.........oss.0. $1,521,730 $1,286,813 $1,069,056 $ 866,371 § 770,334

GENERAL INFORMATION:

Gain from decline in purchasing
power of net amounts owed...... $ 85,366 $ 73,395 § 61,712 § 50,361 § 148,577

‘E Average consumer price index...... 3l..1 298.4 289.1 272.4 246.5

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 Utility Construction Costs (HWI) to the cost of the surviving
plant by year of acquisition. Land and certain other plant assets that are not
included in the HWI were converted using the Consumer Price Index for all Urban
Consumers (CPI-U).

Nuclear fuel has not been restated from its historical cost in nominal
dollars because regulation 1imits the recovery of fuel costs to actual costs
incurred through the operation of adjustment clauses or adjustments in basic
rate schedules. For this reason, nuclear fuel is effectively a monetary asset.

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

The regulatory commissions to which the Company and the System operating
companies are subject allow only the historical cost of plant to be recovered
in revenues as depreciation. Therefore, the excess cost of plant stated in
terms of current cost over the historical cost of plant is not presently
recoverable in rates. This excess (deficiency) is reflected as an adjustment
to net recoverable cost. While the ratemaking process gives no recognition to
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the current cost of replacing property, plant, and equipment, the Company
believes 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 Statement of
Income presented above, the adjustment of net property, plant, and equipment to
net recoverable cost is adjusted by the gain from the decline in purchasing power
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 purchasin? power of net amounts
owed is primarily attributable to the substantial 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 capital.
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DIRECTORS AND EXECUTIVE OFFICERS

MSE Directors MSE Officers

FLOYD W. LEWIS FLOYD W. LEWIS
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Chairman of the Board
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President and Chief Executive Senior Vice President
Officer of Louisiana Power & Chief Financial Officer
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New Orleans Public Service Inc. Secretary

DONALD C. LUTKEN R. DRAKE KEITH
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Mississippi Power & Light Company

JERRY L. MAULDEN
President and Chief Executive
0”ficer of Arkansas Power &

Light Company
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President and Chief Executive
Officer of Middle South Services,
Inc.

The Company‘s 1984 Annual Report to the Securities and Exchange Commission
on Form 10-Kk (incliding financial statement schedules) is available to any
interested parties without charge. Interested parties can obtain a copy by
writing to:

Dan E. Stapp

Secretary

Middle South Energy, Inc.

225 Baronne Street

New Orleans, Louisiana 70112
Telephone: (504) 529-5262
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Accounts re._é
[nventorie
Coal
Other fue

Material

D CHARGES

POWER ASSOCIAT

Y PLANT--Note B

work [ ess--Note

fation

organization

investn

fund

stments

ivable f{

December
1984

509,410

706

= i;‘\'.:{ O s

»

8 .'l“)a
53,327
188,000

7199

" RO0
834
107

741

)76




EQUITIES AND LIABILITIES

EQUITIES
Memberships
Donated capital
Patronage capital

LONG~-TERM DEBT, excluding

maturities—--Note 1|

current

CURRENT LIABILITIES
Notes payable-=Note |
Accounts payable
Accrued interest
Other accrued expenses
Current maturities of long-term

DEFERRED REVENUE--Note G
DEFERRED MARGINS--Note H

COMMITMENTS~--Note C

o

See notes to financial statements,

debt

December
l (‘h‘O

55

535 s 430

11,202,031

1L, 737,222

660,216,830

)1

21,953,680
12,872,686
960,180
519,352
5,716,425

42,022,323

. 2E&% -
30,461,035

8,853,996

55

535 ' 9 36
7,609,372
8,144,863

660,557,094

8,148,846
16,240,414
451,434
5,009,253

7Q QA C ' ¥
29,849,947

11,768,534




STATEMENTS OF OPERATIONS AND PATRONAGE

SOUTH MISSISSIPPI ELECTRI JWER ASSOC

Year Ended December

1984 198

Operating revenue and
apital

patronage

Electric energy revenues--Note H 5156 ) $156,462,892
Other income ) 960,113
57,423,005
Operating expense
Operation expenses:

Fuel

Production

Purchased power

[ransmission

4 : [« g 1 A K
Administrative and gener: __& 2,165,
6,064
Maintenance expenses:

y . = Dol
Production 1, /62

Interest
Interest, net of interest income
on unexpended bond funds
Allowance for borrowed funds
during construction

Other deductions~--net

Non-operating margin-

interest income

Patronage capital at beginning of ye:

PATRONAGE CAP

A

*ND Of




SOURCE OF
Net margin
Add items not aff

on for depreciation
:pletion

PROVIDED
orrowings

Jenue

ounts

inventor
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NOTES TO FINANCIAL S1 ENTS-~Continued

L

F~~LONG~TERM DEBT

Substantially all the assets, rents, revenues, Associa~-

tion are pledged as collateral. Long-term del

lowing

1

*

gage notes pa

installments
Mortgage notes payable t«
ing Bank (FFB) at interest rates varving
from 9.326% to 14.801 due in quarterly
instal lment between 1985 and
Lamar Count?

through 2007
eries,

throusg! 20U 90,000

660 .557 .(
- :'1'1" == :"x_:

194

(
> =

option

interin

Approximate

'8 follows







NOTES TO FINANCIAL STATEMENTS--Continued

NOTE PENSION PLAN

Rural
rogram.

Substancially all of SMEPA's employees participate in the Nationa
Electric Cooperative Association (NRECA) Retirement and Security
SMEPA makes annual contributions to the plan equal to the amounts accrued

1
P

for pension expense. In this master multiple-employer plan, whicl
vailable to all member cooperatives of NRECA, the accumulated
d plan assets are not available by individual employer.

sion expense for this plan for the years ended December

was $420,000 and $525,000, respective




M MISSISSIPPI POWER & LIGHT COMPANY

Helping Build Mississippi
P. 0. BOX 1640, JACKSON, MISSISSIPPI 39215-1640

July 31, 1985

NUCLEAR LICENSING & SAFETY DEPARTMENT

U. S. Nuclear Regulatory Commission
Office of Nuclear Reactor Regulation
Washington, D. C. 20555

Attention: Mr, Harold R. Denton, Director
Dear Mr. Denton:

SUBJECT: Grand Gulf Nuclear Station
Units 1 and 2
Docket Nos. 50-416 and 50-417
License No. NPF-29
File: 0260/16551
Financial Reports
AECM-85/0210

The annual financial reports for 1984 of Middle South Energy, Inc. and
South Mississippi Electric Power Association, owners of and Mississippi Power
and Light Company, operator of Grand Gulf Nuclear Station, are herein
submitted in response to the requirement of 10CFR50.71(b).

Yours truly,

< AL —

L. F. Dale
Director

PJR/JGC : dmm
Attachments

cc: Mr. J. B. Richard (w/a)
Mr. 0. D. Kingsley, Jr. (w/a)
Mr. R. B. McGehee (w/a)
Mr. N. S. Reynolds (w/a)
Mr. G. B. Taylor (w/o)
R.

Mr. . Butcher (w/a)

Mr. James M. Taylor, Director (w/a)
Office of Inspection & Enforcement

U. S. Nuclear Regulatory Commission
Washington, D. C. 20555

Dr. J. Nelson Grace, Regional Administrator (w/a)
U. S. Nuclear Regulatory Commission

Region II

101 Marietta St,, N. W., Suite 2900

Atlanta, Georgia 30323

J14AECM85070301 - 1 Member Middle South Utilities System




