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SUMMARY
Percent
2000 1999 Change
Financial Highlights (i thousands):
Operating revenues $714,319 $674,099 6.0
Operating expenses $594,438 $554,937 7.1
Net income after dividends on preferred stock $51,843 $53,667 34
Gross property additions $93,807 $69,798 373
Total assets $1,315,496 $1,308,495 0.5
Operating Data:
Kilowatt-hour sales (in thousands):
Retail 10,112,966 9,559,183 5.8
Sales for resale - non-affiliates 1,705,486 1,561,972 9.2
Sales for resale - affiliates 1,916,526 2,511,983 (23.7
Total 13,734,978 13,633,138 0.7
Customers served at year-end 370,119 363,551 1.8
Peak-hour demand, net (ir megawatts) 2,285 2,161 57
Capitalization Ratios (percent);
Common stock equity 48.4 48.0 0.8
Preferred stock 0.5 0.5 0.0
Trust preferred securities 9.6 9.7 (1.0)
Long-term debt 41.5 41.8 (0.7)
Return on Average Common Equity (percens 12.20 12.63 (3.4)




LETTER TO INVESTORS

Gulf Powar Company 2000 Annual Report

Guif Power Company had a very successful year in 2000. Our commitment to creating
value for our shareholders and our customers is reflected in the Company’s strong financial
performance, low kilowatt-hour cost, and excellent customer satisfaction ratings.

Gulf Power Company’s 2000 net income after dividends on preferred stock was
$51.8 million. The return on average common equity for 2000 was 12.20 percent. The
Company added 6,568 customers across its service area and sold 13.7 billion kilowatt-
hours of electricity. Our rates are still among the lowest in the nation, with the monthly
rate for 1,000 kilowatt-hours for residential customers in December 2000 at $64.45.

In its public confidence survey, Gulf Power scored high in customer satisfaction
with an 85 percent confidence level. The Company also finished among the top utilities
in the nation on a 2000 customer satisfaction survey.

As a result of hotter weather and increased customer growth, our customers received
refunds in 2001 as part of the Revenue Sharing Plan approved by the Florida Public
Service Commission. The Company’s total annual revenues in 2000 were $10.4 million
above the revenue sharing threshold of which two-thirds or $6.9 million was refunded to
our customers ($7.2 million including interest), and one-third retained by the Company.

Also in 2000, Florida’s Governor appointed a 17-member study commission to look
at the state’s electric industry. The commission’s final report and recommendations are due
to the Governor and legislature by December 1, 2001. The current federal administration is
also addressing similar issues on a national level. These initiatives and other possible
changes, which may affect our industry, are discussed more fully within this report.

At Gulf Power, our goal is to provide reliable, low cost service and superior
customer satisfaction. Thank you for your continued support and confidence.

Sincerely,

4@4.@

Travis Bowden
President and Chief Executive Officer
March 31, 2001



MANAGEMENT’S REPORT
sulf Power Company 2000 Annual Report

Che management of Gulf Power Company has prepared --
ind is responsible for -- the financial statements and
elated information included in this report. These
itatements were prepared in accordance with accounting
yrinciples generally accepted in the United States and
1ecessarily include amounts that are based on the best
stimates and judgments of management. Financial
nformation throughout this annual report is consistent
~ith the financial statements.

The Company maintains a system of internal accounting
sontrols to provide reasonable assurance that assets are
safeguarded and that the accounting records reflect only
wthorized transactions of the Company. Limitations exist
n any system of internal controls, however, based on a
‘ecognition that the cost of the system should not exceed
ts benefits. The Company believes its system of internal
iccounting controls maintains an appropriate cost/benefit
elationship.

The Company’s system of internal accounting controls
s evaluated on an ongoing basis by the Company’s
nternal audit staff. The Company’s independent public
iccountants also consider certain elements of the internal
sontrol system in order to determine their auditing
yocedures for the purpose of expressing an opinion on the
inancial statements.

L2 l) S

T'ravis J. Bowden
dresident
ind Chief Executive Officer

The audit committee of the board of directors, composed
of independent directors provides a broad overview of
management’s financial reporting and control functions,
Periodically, this committee meets with management, the
internal auditors, and the independent public accountants
to ensure that these groups are fulfilling their obligations
and to discuss auditing, internal controls, and financial
reporting matters. The internal auditors and independent
public accountants have access to the members of the
audit committee at any time,

Management believes that its policies and procedures
provide reasonable assurance that the Company’s
operations are conducted according to a high standard of
business ethics.

In management’s opinion, the financial statements
present fairly, in all material respects, the financial
position, results of operations, and cash flows of Gulf
Power Company in conformity with accounting principles
generally accepted in the United States.

fne S

Ronnie R, Labrato
Comptroller
and Chief Financial Officer




REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Gulf Power Company:

We have audited the accompanying balance sheets and
statements of capitalization of Guif Power Company (a
Maine corporation and a wholly owned subsidiary of
Southern Company) as of December 31, 2000 and 1999,
and the related statements of income, common
stockholder's equity, and cash flows for each of the three
years in the period ended December 31, 2000. These
financial statements are the responsibility of the
Company’s management. Qur responsibility is to express
an opinion on these financial statements based on our
andits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement
presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements (pages 14 - 28)
referred to above present fairly, in all material respects,
the financial position of Gulf Power Company as of
December 31, 2000 and 1999, and the results of its
operations and its cash flows for each of the three years in
the period ended December 31, 2000, in conformity with
accounting principles generally accepted in the United
States.

UiAlhoar Aneleraen <o

Atlanta, Georgia
February 28, 2001



MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL

CONDITION
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RESULTS OF OPERATIONS
Earnings

Sulf Power Company’s 2000 net income after dividends
on preferred stock was $51.8 million, a decrease of $1.9
million from the previous year, In 1999, earnings were
$53.7 million, down $2.8 million when compared to 1998.
The decrease in earnings in 2000, as well as 1999, was
primarily a result of higher expenses than in the prior year.

Revenues

Operating revenues increased in 2000 when compared to
1999, The following table summarizes the change in
operating revenues for the past two years:

Increase {Decrease)
Amount From Prior Year

2000 2000 1999

{in thousands)

higher fuel and purchased power costs. The 1999 increase
in regulatory cost recovery and other retail revenues over
1998 is primarily attributable to the recovery of increased
purchased power capacity costs, “Regulatory cost
recovery and other” includes the following: recovery
provisions for fuel expense and the energy component of
purchased power costs; energy conservation costs;
purchased power capacity costs; and environmental
compliance costs. The recovery provisions generally
equal the related expenses and have no material effect on
net income. See Notes 1 and 3 to the financial statements
under “Revenues and Regulatory Cost Recovery Clauses”
and “Environmental Cost Recovery,” respectively, for
further information.

Sales for resale were $133.9 million in 2000, an increase
of $5.4 million, or 4.2 percent, over 1999 primarily due to
additional energy sales. Revenues from sales to utilities
outside the service area under long-term contracts consist
of capacity and energy components. Capacity revenues
reflect the recovery of fixed costs and a return on
investment under the contracts. Energy is generally sold
at variable cost. The capacity and energy components
under these long-term contracts were as follows:

2000 1999 1998

(in thousands)
Capacity $20,270  $19,792 $22,503
Energy 21,922 20,251 14,556
Total $42,192  $40,043 $37,059

Retail --

Base Revenues $336,103 $3,771 52,469

Regulatory cost

recovery and other 226,059 45,631 1,173

Total retail 562,162 49,402 3,642
Sales for resale.-

Non-affiliates 66,890 4,537 461

Affiliates 66,995 885 23,468
T'otal sales for resale 133,885 5,422 23,929
Dther operating

TeVenues 18,272 {14,604} (3,990)
Total operating

revenues $714,319 $40,220 $23,581
Percent change 6.0% 3.6%

Retail revenues of $562.2 million in 2000 increased
$49.4 million, or 9.6 percent, from the prior year due.
primarily to the recovery of higher fuel and purchased
power costs. Retail base rate revenues increased $3.8
million due to increased customer growth and hotter than
normal weather, offset by a $10 million permanent annual
rate reduction and $6.9 million of revenues subject to
refund based upon the current retail revenue sharing plan
(See Note 3 to the financial statements under “Retail
Revenue Sharing Plan” for further information). Retail
revenues for 1999 increased $3.6 million, or 0.7 percent,
when compared to 1998 due primarily to an increase in the
number of retail customers served by the Company.

The 2000 increase in regulatory cost recovery and other
retail revenues over 1999 is primarily attributable to

Capacity revenues increased slightly in 2000 due to the
recovery of higher operating expenses experienced during
the year. Capacity revenues had been declining in prior
years due to the decreasing net investment related to these
sales. This downward trend accelerated during 1999 as a
result of a reduction in the authorized rate of return on the
equity component of the investment.

Sales to affiliated companies vary from year to year
depending on demand and the availability and cost of
generating resources at each company. These sales have
little impact on earnings.

Other operating revenues decreased in 2000 and in 1999
due primarily to the retail recovery clause adjustments for
the difference between recoverable costs and the amounts
actually reflected in current rates. See Notes 1 and 3 to
the financial statements under “Revenues and Regulatory
Cost Recovery Clauses” and “Environmental Cost
Recovery,” respectively, for further discussion.




MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)
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Energy Sales

Kilowatt-hour sales for 2000 and the percent changes by
year were as follows:

KWH Percent Change
2000 2000 1999
(millions)
Residential 4,790 7.1% 0.8%
Commercial 3,379 4.9 3.0
Industrial 1,925 4.3 0.7
Other 19 0.0 0.0
Total retail 10,113 5.8 1.7
Sales for resale
Non-affiliates 1,705 9.2 16.4

Affiliates 1,917  (23.7) 429
Total 13,735 0.7 9.0

In 2000, total retail energy sales increased when
compared to 1999 due primarily to an increase in the total
number of customers and hotter than normal weather.
Total retail energy sales increased in 1999 when compated
to 1998 due to increases in the number of customers. See
“Future Earnings Potential” for information on the
Company’s initiatives to remain competitive and to meet
conservation goals set by the Florida Public Service
Commission (FPSC).

An increase in energy sales for resale to non-affiliates of
9.2 percent in 2000 when compared to 1999 is primarily
related to unit power sales under long-term contracts to
other Florida utilities and bulk power sales under short-
term contracts to other non-affiliated utilities. Energy
sales to affiliated companies vary from year to year
depending on demand and availability and cost of
generating resources at each company.

Expenses

Total operating expenses in 2000 increased $39.5 million,
or 7.1 percent, over the amount recorded in 1999 due
primarily to higher fuel and purchased power expenses. In
1999, total operating expenses increased $26.8 million, or
5.1 percent, compared to 1998 due primarily to higher
fuel, purchased power, and maintenance expenses offset
by lower other operation expenses.

Fuel expenses in 2000, when compared to 1999,
increased $6.7 million, or 3.2 percent, due primarily to an
increase in average fuel costs. In 1999, fuel expenses
increased $11.5 million, or 5.9 percent, when compared to

1998. The increases were the result of increased
generation resulting from a higher demand for energy.

The amount and sources of generation and the average
cost of fuel per net kilowatt-hour generated were as
follows:

2000 1999 199

Total generation

(millions of kilowatt-hours) 12,866 13,095 11,98
Sources of generation

(percent)

Coal 98.2 97.4 9R.

Oil and gas 1.8 2.6 2.
Average cost of fuel per net

kilowatt-hour generated

(cents)-- 1.68 1.60 1.6

Purchased power expenses increased in 2000 by $25.5
million, or 44.7 percent, over 1999 and purchased power
expenses for 1999 increased over 1998 by $13.2 million,
or 30.2 percent, due primarily to a higher demand for
energy in both vears.

Depreciation and amortization expense increased $2.3
million, or 3.5 percent, in 2000 when compared to 1999,
due to an increase in depreciable property and the
amortization of a portion of a regulatory asset, which was
allowed in the current retail revenue sharing plan. The
$5.5 million, or 9.2 percent, increase in 1999 compared to
1998 was due primarily to a reduction in the amortization
of gains from the 1998 sale of emission allowances.

Interest on long-term debt, which is included in “Interest
expense”, increased $1.2 million, or 5.8 percent, in 2000
when compared to 1999 due primarily to the issuance of
$50 million of senior notes in August 1999. In 1999
interest on long-term debt increased $1.7 million, or 8.4
percent, when compared to 1998 due primarily to the
maturity of two first mortgage bond series in 1998 which
were replaced by senior notes at a slightly higher interest
rate, and the issuance of $50 million of senior notes in
August 1999,

Effects of Inflation

The Company is subject to rate regulation and income tax
laws that are based on the recovery of historical costs,
Therefore, inflation creates an economic loss because the
Company is recovering its cost of investments in dollars
that have less purchasing power. While the inflation rate
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has been relatively low in recent years, it continues to
have an adverse effect on the Company because of the
large investment in utility plant with long economic lives.
Conventional accounting for historical cost does not
recognize this economic loss nor the partially offsetting
gain that arises through financing facilities with
fixed-money obligations, such as long-term debt and
preferred securities. Any recognition of inflation by
regulatory authorities is reflected in the rate of return
allowed.

Future Earnings Potential

The results of operations for the past three years are not
necessarily indicative of future earnings potential, The
level of future earnings depends on numerous factors. The
major factor is the ability to achieve energy sales growth
while containing cost in a more competitive environment.

In accordance with Financial Accounting Standards
Board (FASB) Statement No. 87, Employers’ Accounting
for Pensions, the Company recorded non-cash income of
approximately $5.8 million in 2000. Pension income in
2001 is expected to be less as a result of plan amendments.
Future pension income is dependent on several factors
including trust earnings and changes to the plan.

The Company currently operates as a vertically
integrated utility providing electricity to customers within
its traditional service area located in northwest Florida.
Prices for electricity provided by the Company to retail
customers are set by the FPSC.

Future earnings in the near term will depend upon
growth in energy sales, which is subject to a number of
factors. Traditionally, these factors have included
weather, competition, changes in contracts with
neighboring utilities, energy conservation practiced by
customers, the elasticity of demand, and the rate of
economic growth in the Company’s service area. In early
1999, the FPSC staff and the Company became involved
in discussions primarily related to reducing the
Company’s authorized rate of return. On October 1, 1999,
the Office of Public Counsel, the Coalition for Equitable
Rates, the Florida Industrial Power Users Group, and the
Company jointly filed a petition to resolve the issues. The
stipulation included a reduction to retail base rates of $10
million annually and provides for revenues to be shared
within set ranges for 1999 through 2002. Customers
receive two-thirds of any revenue within the sharing range
and the Company retains one-third. Any revenue above

this range is refunded to the customers, The stipulation
also included authorization for the Company, at its
discretion, to accrue up to an additional $5 million to the
property insurance reserve and $1 million to amortize a
regulatory asset related to the corporate office. The
Company also filed a request to prospectively reduce its
authorized ROE range from 11 to 13 percent to 10.5 to
12.5 percent in order to help ensure that the FPSC would
approve the stipulation. The FPSC approved both the
stipulation and the ROE request with an effective date of
November 4, 1999. The Company is currently planning to
seek additional rate relief to recover costs related to the
Smith Unit 3 combined cycle facility currently under
construction and scheduled to be placed in-service in June
of 2002.

For calendar year 2000, the Company’s retail revenue
range for sharing was $352 million to $368 million.
Actual retail revenues in 2000 were $362.4 million and the
Company recorded revenues subject to refund of $6.9
million. The estimated refund with interest was reflected
in customer billings in February 2001. For calendar year
2001, the Company’s retail revenue range for sharing is
$358 million to $374 million. For calendar year 2002,
there are specified sharing ranges for each month from the
expected in-service date of Smith Unit 3 until the end of
the year. The sharing plan will expire at the earlier of the
in-service date of Smith Unit 3 or December 31, 2002,

The electric utility industry in the United States is
continuing to evolve as a result of regulatory and competitive
factors. Among the primary agents of change has been the
Energy Policy Act of 1992 (Energy Act). The Energy Act
allows independent power producers (IPPs) to access a
utility’s transmission network in order to sell electricity to
other utilities. This enhances the incentive for IPPs to build
cogeneration plants for a utility’s large industrial and
commercial customers and sell energy generation to other
utilities. Also, electricity sales for resale rates are being
driven down by wholesale transmission access and numerous
potential new energy suppliers, including power marketers
and brokers. The Company is aggressively working to
maintain and expand its share of wholesale sales in the
southeastern power markets,

In 2000, Florida’s Governor appointed a 17 member
study commission to look at the state’s electric
industry, studying issues ranging from current and
future reliability of electric and natural gas supply,
electric industry retail and wholesale competition,
environmental impacts of energy supply, conservation,
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and tax issues. The commission’s final report and
recommendations are due to the Governor and
legislature by December 1, 2001. The commission
submitted an interim report to the state legislature that
involves introducing more competition into the
wholesale production of electricity in Florida. If
approved by the legislature, the proposal would require
utilities to turn over generating assets to an unregulated
affiliate company over a 6-year transition period. The
proposal would allow out of state companies to build
merchant facilities and to bid on new generation needs.
The effects of any proposed changes cannot presently
be determined, but could have a material effect on the
Company’s financial statements.

Although the Energy Act does not permit retail
customer access, it was a major catalyst for the current
restructuring and consolidation taking place within the
utility industry. Nurmnerous federal and state initiatives are
in varying stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider. Some states
have approved initiatives that result in a separation of the
ownership and/or operation of generating facilities from
the ownership and/or operation of transmission and
distribution facilities. While various restructuring and
competition initiatives have been discussed in Florida,
none have been enacted. Enactment would require
numerous issues to be resolved, including significant ones
relating to recovery of any stranded investments, full cost
recovery of energy produced, and other issues related to
the current energy crisis in California. As a result of this
crisis, many states have either discontinued or delayed
implementation of initiatives involving retail deregulation.
The inability of a company to recover its investments,
including the regulatory assets described in Note 1 to the
financial statements, could have a material adverse effect
on financial condition and results of operations,

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability
in markets that evolve with changing regulation.
Conversely, if the Company does not remain a low-cost
producer and provide quality service, then energy sales
growth could be limited, and this could significantly
erode earnings.

In 1996, the FPSC approved a new optional
Commercial/Industrial Service Rider (CISR), which is
applicable to the rate schedules for the Company’s
largest existing and potential customers who are able to

show they have viable alternatives to purchasing the
Company’s energy services. The CISR, approved as a
pilot program, provides the flexibility needed to enable
the Company to offer its services in a more competitive
manner to these customers. The publicity of the CISR
ruling, increased competitive pressures, and general
awareness of customer choice pilots and proposals
across the country have stimulated interest on the part
of customers in custom tailored offerings. The
Company has participated in one-on-one discussions
with many of these customers, and has negotiated and
executed two Contract Service Agreements within the
CISR pilot program. The pilot program was scheduled
to end in 2000; however, on February 6, 200} the
FPSC approved the Company’s request to remove the
original 48 month limitation and allow the program to
continue.

Every five years the FPSC establishes numeric demand
side management goals. The Company proposed numeric
goals for the ten-year period from 2000 to 2009. The
proposed goals consisted of the total, cost-effective winter
and summer peak demand (kilowatts) and annual energy
(kilowatt-hour) savings reasonably achievable from
demand side management for the residential and
commercial/industrial classes. The Company submitted
its 2001 Demand Side Management Plan to the FPSC on
December 29, 2000. The plan describes the proposed
programs the Company will employ to reach the numeric
goals. The plan relies heavily on innovative pricing and
energy efficient construction.

On December 20, 1999, the Federal Energy
Regulatory Commission (FERC) issued its final rule on
Regional Transmission Organizations (RTOs). The
order encouraged utilities owning transmission systems
to form RTOs on a voluntary basis. After participating
in regional conferences with customers and other
members of the public to discuss the formation of
RTOs, utilities were required to make a filing with the
FERC. Southern Company and its integrated utility
subsidiaries, including the Company, filed on October
16, 2000, a proposal for the creation of an RTO. The
proposal is for the formation of a for-profit company
that would have control of the bulk power transmission
system of the Company and any other participating
utilities. Participants would have the option to either
maintain their ownership or divest, sell, or lease their
assets to the proposed RTO. If the FERC accepts the
proposal as filed, the creation of an RTQ is not
expected to have a material impact on the Company’s
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financial statements, The outcome of this matter cannot
now be determined.

The Energy Act amended the Public Utility Holding
Company Act of 1935 (PUHCA) to allow holding
companies to form exempt wholesale generators to sell
power largely free of regulation under PUHCA. These
entities are able to own and operate power generating
factlities and sell power to affiliates -- under certain
restrictions.

Southern Company is aggressively working to maintain
and expand its share of wholesale sales in the southeastern
power markets. In January 2001, Southern Company
announced the formation of a new subsidiary --
Southem Power Company. The new subsidiary will
own, manage, and finance wholesale generating assets
in the Southeast. Southern Power will be the primary
growth engine for Southern Company’s market-based
energy business. Energy from its assets will be
marketed to wholesale customers under the Southern
Company name.

Compliance costs related to current and future
environmental laws and regulations could affect earnings
if such costs are not fully recovered. The Clean Air Act
and other important environmental items are discussed
later under “Environmental Matters.” Also, Florida
legislation adopted in 1993 that provides for recovery of
prudent environmental compliance costs is discussed in
Note 3 to the financial staterents under “Environmental
Cost Recovery.”

The Company is subject to the provisions of FASB
Statement No. 71, Accounting for the Effects of Certain
Types of Regulation. In the event that a portion of the
Company’s operations is no longer subject to these
provisions, the Company would be required to write off
related regulatory assets and liabilities that are not

specifically recoverable, and determine if any other assets

have been impaired. See Note | to the financial
statements under “Regulatory Assets and Liabilities” for
additional information.

Exposure to Market Risks

Due to cost-based rate regulation, the Company has
limited exposure to market volatility in interest rates and
prices of electricity, To mitigate residual risks relative to
movements in electricity prices, the Company enters into
fixed price coatracts for the purchase and sale of

electricity through the wholesale electricity market.
Realized gains and losses are recognized in the income
statements as incurred. At December 31, 2000, exposure
from these activities was not material.

New Accounting Standard

In June 2000, FASB issued Statement No. {38, an
amendment of Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities. Statement
No. 133, as amended, establishes accounting and reporting
standards for derivative instruments and for hedging
activities. Statement No. 133 requires that certain
derivative instruments be recorded in the balance sheet as
either an asset or liability measured at fair value, and that
changes in the fair value be recognized currently in
earnings unless specific hedge accounting criteria are met.

The Company may utilize financial instruments to
reduce its exposure to changes in interest rates
depending on market conditions. The Company also
enters into commodity related forward contracts to limit
exposure to changing prices on certain fuel purchases
and electricity purchases and sales.

Substantially all of these bulk energy purchases and
sales meet the definition of a derivative under
Statement No. 133. In many cases, these transactions
meet the normal purchase and sale exception and the
related contracts will continue to be accounted for
under the accrual method. Certain of these instruments
qualify as cash flow hedges resulting in the deferral of
related gains and losses in other comprehensive income
until the hedged transactions occur. Any
ineffectiveness will be recognized currently in net
income. However, others will be required to be marked
to market through current period income.

The Company adopted Statement No. 133 effective
January 1, 2001. The impact on net income was
immaterial. The application of the new rules is still
evolving and further guidance from FASB is expected,
which could additionally impact the Company’s
financial statements. Also, as wholesale energy
markets mature, future transactions could result in more
volatility in net income and comprehensive income.
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Financial Condition
Overview

The Company’s financial condition continues to be very
solid. During 2000, gross property additions were $95.8
million. Funds for the property additions were provided
by operating activities. See the Statements of Cash Flows
for further details.

Financing Activities

In 2000, there were no issuances or retirements of long-
term debt. In 1999, the Company sold $50 million of
senior notes and long-term bank notes totaling $27 million
were retired. See the Statements of Cash Flows for further
details.

Composite financing rates for the years 1998 through
2000 as of year end were as follows:

2000 1999 1998
Composite interest rate on
long-term debt 6.2% 6.0%  6.1%
Composite rate on
trust preferred securities 7.3% 73% 73%
Composite preferred stock
dividend rate 5.1% 3.1%  5.1%

The composite interest rate on long-term debt increased
in 2000 due to higher interest rates on variable rate
pollution control bonds.

Capital Requirements for Construction

The Company’s gross property additions, including those
amounts related to environmental compliance, are
budgeted at $451 million for the three years beginning in
2001 ($279 million in 2001, $96 million in 2002, and $76
million in 2003). These amounts include $199.2 million
for the years 2001 and 2002 for the estimated cost of a 574
megawatt combined cycle gas generating unit and related
interconnections to be located in the eastern portion of the
Company’s service area. The unit is expected to have an
in-service date of June 2002. The remaining property
additions budget is primarily for maintaining and
upgrading transmission and distribution facilities and
generating plants. Actual construction costs may vary
from this estimate because of changes in such factors as
the following: business conditions; environmental
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regulations; load projections; the cost and efficiency of
construction labor, equipment, and materials; and the cost
of capital. In addition, there can be no assurance that
costs related to capital expenditures will be fully
recovered.

Other Capital Requirements

The Company will continue to retire higher-cost debt and
preferred securities and replace these securities with
lower-cost capital as market conditions and terms of the
instruments permit.

Environmental Matters

In November 1990, the Clean Air Act Amendments of
1990 (Clean Air Act) was signed into law, Title IV of the
Clean Air Act -- the acid rain compliance provision of the
law -- significantly affected the Company. Specific
reductions in sulfur dioxide and nitrogen oxide emissions
from fossil-fired generating plants were required in two
phases. Phase I compliance began in 1995. As a result of
a systemwide compliance strategy, some 50 generating
units of Southern Company were brought into compliance
with Phase I requirements.

Southern Company achieved Phase 1 sulfur dioxide
compliance at the affected plants by switching to low-
sulfur coal, which required some equipment upgrades.
Construction expenditures for Phase I nitrogen oxide
and sulfur dioxide emissions compliance totaled
approximately $300 million for Southern Company,
including approximately $42 million for the Company.

Phase II sulfur dioxide compliance was required in
2000. Southern Company used emission allowances
and fuel switching to comply with Phase II
requirements. Also, equipment to control nitrogen
oxide emissions was installed on additional system
fossil-fired units as necessary to meet Phase II limits
and ozone non-attainment requirements for
metropolitan Atlanta through 2000. Compliance for
Phase II and initial ozone non-attainment requirements
increased Southern Company’s total construction
expenditures through 2000 by approximately $100
million. Phase I compliance did not have a material
impact on Gulf Power.

A significant portion of costs related to the acid rain
and ozone nonattainment provisions of the Clean Air
Act is expected to be recovered through existing
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ratemaking provisions. However, there can be no
assurance that all Clean Air Act costs will be recovered.

In 1993, the Florida Legislature adopted legislation that
allows a utility to petition the FPSC for recovery of
prudent environmental compliance costs that are not being
recovered through base rates or any other recovery
mechanism. The legislation is discussed in Note 3 to the
financial statements under “Environmental Cost
Recovery.” Substantially ail of the costs for the Clean Air
Act and other new environmental legislation discussed
below are expected to be recovered through the
Environmental Cost Recovery Clause.

Int July 1997, the EPA revised the national ambient air
quality standards for ozone and particulate matter. This
revision made the standards significantly more stringent.
In the subsequent litigation of these standards, the U.S.
Supreme Court recently dismissed certain challenges but
found the EPA's implementation program for the new
ozone standard unlawful and remanded it to the EPA. In
addition, the Federal District of Columbia Circuit Court of
Appeals will address other legal challenges to these
standards in mid-2001. If the standards are eventually
upheld, implementation could be required by 2007 to
2010.

In September 1998, the EPA issued the final regional
nitrogen oxide reduction rule to the states for
implementation. Compliance is required by May 31, 2004,
The final rule affects 21 states, including Georgia. See Note
5 to the financial statements under “Joint Ownership
Agreements” related to the Company’s ownership interest
in Georgia Power’s Plant Scherer Unit No. 3.

In December 2000, the EPA completed its utility study
for mercury and other hazardous air pollutants (HAPS)
and issued a determination that an emission control
program for mercury and, perhaps, other HAPS is
warranted. The program is to be developed over the next
four years under the Maximum Achievable Control
Technology (MACT) provisions of the Clean Air Act,
This determination is being challenged in the courts. In
January 2001, the EPA proposed guidance for the
determination of Best Available Retrofit Technology
{BART) emission controls under the Regional Haze
Regulations. Installation of BART controls will likely be
required around 2010. Litigation of the BART rules is
probable in the near future.
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Implementation of the final state rules for these
initiatives could require substantial further reductions in
nitrogen oxide, sulfur dioxide, mercury, and other HAPS
emissions from fossil-fired generating facilities and other
industries in these states. Additional compliance costs and
capital expenditures resulting from the implementation of
these rules and standards cannot be determined until the
results of legal challenges are known, and the states have
adopted their final rules. Reviews by the new
administration in Washington, D.C. add to the
uncertainties associated with BART guidance and the
MACT determination for mercury and other HAPS.

The EPA and state environmental regulatory agencies
are also reviewing and evaluating various other matters
including: nitrogen oxide emisston control strategies for
ozone non-attainment areas; additional contrels for
hazardous air pollutant emissions; and hazardous waste
disposal requirements. The impact of any new standards
will depend on the development and implementation of
applicable regulations.

On November 3, 1999, the EPA brought a civil action
in the U.S. District Court against Alabama Power, Georgia
Power, and the system service company. The complaint
alleges violations of the prevention of significant
deterioration and new source review provisions of the
Clean Air Act with respect to five coal-fired generating
facilities in Alabama and Georgia. The civil action
requests penalties and injunctive relief, including an order
requiring the installation of the best available control
technology at the affected units. The EPA concurrently
issued to the integrated Southeast utilities a notice of
violation related to 10 generating facilities, including the
five facilities mentioned previously and the Company's
Plants Crist and Scherer. See Note 5 to the financial
statements under *“Joint Ownership Agreements” related to
the Company’s ownership interest in Georgia Power’s
Plant Scherer Unit No. 3. In early 2000, the EPA filed a
motion to amend its complaint to add the violations
alleged in its notice of violation, and to add Gulf Power,
Mississippi Power, and Savannah Electric as defendants.
The complaint and notice of violation are similar to those
brought against and issued to several other electric
utilities. These complaints and notices of violation allege
that the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. On
August 1, 2000, the U.S. District Court granted Alabama
Power’s motion to dismiss for lack of jurisdiction in
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Georgia and granted the system service company’s motion
to dismiss on the grounds that it neither owned nor
operated the generating units involved in the proceedings.
On January 12, 2001, the EPA re-filed its claims against
Alabama Power in federal district court in Birmingham,
Alabama. The EPA did not include the system service
company in the new complaint. Southern Company
believes that its integrated utilities complied with
applicable laws and the EPA’s regulations and
interpretations in effect at the time the work in question
took place. The Clean Air Act authorizes civil penalties
of up to $27,500 per day per violation at each generating
unit. Prior to January 30, 1997, the penalty was $25,000
per day. An adverse outcome of this matter could require
substantial capital expenditures that cannot be determined
at this time and possibly require payment of substantial
penalties, This could affect future results of operations,
cash flows, and possibly financial condition if such costs
are not recovered through regulated rates.

The Company must comply with other environmental
laws and regulations that cover the handling and disposal
of hazardous waste. Under these various laws and
regulations, the Company could incur substantial costs to
clean up properties. The Company conducts studies to
determine the extent of any required cleanup costs and has
recognized in the financial statements costs to clean up
known sites. For additional information, see Note 3 to the
financial statements under “Environmental Cost
Recovery.”

Several major pieces of environmental legislation are
being considered for reauthorization or amendment by
Congress. These include: the Clean Air Act; the Clean
Water Act; the Comprehensive Environmental Response,
Compensation and Liability Act; the Resource
Conservation and Recovery Act; the Toxic Substances
Control Act; and the Endangered Species Act. Changes to
these laws could affect many areas of the Company’s
operations. The full impact of any such changes cannot be
determined at this time.

Compliance with possible additional legislation related
to global climate change, electric and magnetic fields, and
other environmental health concemns could significantly
affect the Company. The impact of new legislation -- if
any -- will depend on the subsequent development and
implementation of applicable regulations. In addition, the
potential exists for liability as the result of lawsuits
alleging damages caused by electric and magnetic fields.
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Sources of Capital

At December 31, 2000, the Company had approximately
$4.4 million of cash and cash equivalents and $53.5
million of unused committed lines of credit with banks to
meet its short-term cash needs. Refer to the Statements of
Cash Flows for details related to the Company’s financing
activities. See Note 4 to the financial statements under
“Bank Credit Arrangements” for additional information.

The Company historically has relied on issuances of
first mortgage bonds and preferred stock, in addition to
pollution control revenue bonds issued for its benefit by
public authorities, to meet its long-term external financing
requirements. Recently, the Company’s financings have
consisted of unsecured debt and trust preferred securities.
The Company has no restrictions on the amounts of
unsecured indebtedness it may incur. However, in order
to issue first mortgage bonds or preferred stock, the
Company is required to meet certain coverage
requirements specified in its mortgage indenture and
corporate charter. The Company’s ability to satisfy all
coverage requirements is such that it could issue new first
mortgage bonds and preferred stock to provide sufficient
funds for all anticipated requirements.

Cautionary Statement Regarding Forward-Looking
Information

The Company’s 2000 Annual Report contains forward
looking and historical information. In some cases,
forward-looking statements can be identified by
terminology such as “may,” “will,” “should,”
“expects,” “plans,” “anticipates,” “believes,”
“estimates,” “predicts,” “potential” or “continue” or the
negative of these terms or other comparable
terminology. The Company cautions that there are
various important factors that could cause actual results
to differ materially from those indicated in the forward-
looking statements; accordingly, there can be no
assurance that such indicated results will be realized.
These factors include the impact of recent and future
federal and state regulatory change, including
legislative and regulatory initiatives regarding
deregulation and restructuring of the electric utility
industry and also changes in environmental and other
laws and regulations to which the Company is subject,
as well as changes in application of existing laws and
regulations; current and future litigation, including the
pending EPA civil action; the extent and timing of the
entry of additional competition in the markets of the
Company; potential business strategies, including
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acquisitions or dispositions of assets or businesses,
which cannot be assured to be completed or beneficial;
internal restructuring or other restructuring options, that
may be pursued by the registrants; state and federal rate
regulation in the United States; political, legal and
economic conditions and developments in the United
States; financial market conditions and the results of
finanicing efforts; the impact of fluctuations in
commodity prices, interest rates and customer demand;
weather and other natural phenomena; the ability of the
Company to obtain additional generating capacity at
competitive prices; and other factors discussed
elsewhere herein and in other reports (including Form
10-K) filed from time to time by the Company with the
SEC.
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2000 1999 1998
(in thousands)

Operating Revenues:
Retail sales $562,162 $512,760 $509,118
Sales for resale --

Non-affiliates 66,890 62,354 61,893

Affiliates 66,995 66,110 42,642
Qther revenues 18,272 32,875 36,865
Total operating revenues 714,319 674,099 650,518
Operating Expenses:
Operation -~

Fuel 215,744 209,031 197,462

Purchased power --

Non-affiliates 73,846 46,332 29,369
Affiliates 8.644 10,703 14,445

Other 117,146 114,670 119,011
Maintenance 56,281 57,830 57,286
Depreciation and amortization 66,873 64,589 59,129
Taxes other than income taxes 55,904 51,782 51,462
Total operating expenses 594,438 554,937 528,164
Operating Income 119,881 119,162 122,354
Other Income (Expense):
Interest income 1,137 1,771 931
QOther, net (4,126) (1,357) (2,339)
Earnings Before Interest and Income Taxes 116,892 119,576 120,946
Interest and Other:
Interest expense, net 28,085 26,861 25,556
Distributions on preferred securities of subsidiary 6,200 6,200 6,034
Total interest charges and other, net 34,285 33,061 31,590
Earnings Before Income Taxes 82,607 86,515 89,356
Income taxes (Note 7) 30,530 32,631 32,199
Net Income 52,077 53,884 57,157
Dividends on Preferred Stock 234 217 636
Net Income After Dividends on Preferred Stock $ 51,843 $ 53,667 $ 56,521

The accompanying notes are an integral part of these statements,
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2000 1999 1998
fin thousands)
Operating Activities:
Net income $ 52,077 $ 53,884  § 57,157
Adjustments to reconcile net income
to net cash provided from operating activities --
Depreciation and amortization 69,915 68,721 69,633
Deferred income taxes and investment tax credits, net (12,516) (6,609) (4,684)
Other, net 10,686 3,735 3,463
Changes in certain current assets and liabilities --
Receivables, net (20,212) (10,484) 11,308
Fossil fuel stock 13,101 (5,656) (4917)
Materials and supplies 1,055 (2,063) 609
Accounts payable 15,924 (2,023) 823
Provision for rate refund 7,203 - -
Other 12,521 7,030 (18,471)
Net cash provided from operating activities 149,754 106,535 114,921
Investing Activities:
Gross property additions (95,807) (69,798) (69,731}
Other (4,432) (8,856) 5,990
Net cash used for investinga_ctivities (100,239) (78,654) (63,741)
Financing Activities:
Increase (decrease) in notes payable, net (12,000) 23,500 (15,500)
Proceeds --
Other long-term debt = 50,000 50,000
Preferred securities - - 45,000
Capital contributions from parent company 12,222 2,294 522
Retirements --
First mortgage bonds - - (45,000)
Other long-term debt (1,853) (27,074) (8.326)
Preferred stock - - (9,455)
Payment of preferred stock dividends (234) 271 (792)
Payment of common stock dividends (59,000) (61,300 (67,2000
Other 22) (246) (4,167)
Net cash used for financing activities (60,887) (13,097) (54,918)
Net Change in Cash and Cash Equivalents (11,372) 14,784 (3,738)
Cash and Cash Equivalents at Beginning of Period 15,753 969 4,707
Lash and Cash Equivalents a¢ End of Period $ 4381 % 15753 $ 969
Supplemental Cash Flow Information:
Cash patd during the period for --
Interest (net of amount capitalized) $32,277 $27,670 $28,044
Income taxes (net of refunds) 42,252 29,462 38,782

The accompanying notes are an integral part of these statements.
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Assets 2000 1999
(in thousands)
Current Assets:
Cash and cash equivalents $ 4381 $ 15753
Receivables --
Customer accounts receivable 69,820 55,108
Other accounts and notes receivable 2,179 4,325
Affiliated companies 15,026 7.104
Accumulated provision for uncollectible accounts {1,302) (1,026)
Fossil fuel stock, at average cost 16,768 29,869
Materials and supplies, at average cost 29,033 30,088
Regulatory clauses under recovery 2,112 11,611
Other 6,543 5,354
Total current assets 144,560 158,186
Property, Plant, and Equipment:
In service 1,892,023 1,853,664
Less accumulated provision for depreciation 867,260 821,970
1,024,763 1,031,694
Construction work in progress 71,008 34,164
Total property, plant, and equipment 1,095,771 1,065,858
Other Property and Investments 4,510 1,481
Deferred Charges and Other Assets;
Deferred charges related to income taxes (Note 7) 15,963 25,264
Prepaid pension costs (Note 2) 23.4N 17,734
Debt expense, being amortized 2,392 2,526
Premium on reacquired debt, being amortized 15,866 17,360
Other 12,943 20,086
Total deferred charges and other assets 70,655 82,970
Total Assets $1,315.496 $1.308.495

The accompanying notes are an integral part of these balance sheets.
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Liabilities and Stockholder's Equity 2000 1999
(in thousands)

Current Liabilities;
Notes payable $ 43,000 $ 55,000
Accounts payable --

Affiliated 17,558 14,878

Other 38,153 22,581
Customer deposits 13,474 12,778
Taxes accrued --

Income taxes 3,864 4,389

Other 8,749 7,707
Interest accrued 8.324 9,255
Provision for rate refund 7,203 -
Vacation pay accrued 4,512 4,199
Regulatory clauses over recovery 6,848 3,125
Other 1,584 1,336
Total current liabilities 153,269 136,248
Long-term debt (See accompanying statements) 365,993 367.449
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 7) 155,074 162,776
Deferred credits related to income taxes (Note 7) 38,255 49,093
Accumulated deferred investiment tax credits 25,792 27.712
Employee benefits provisions 34,507 31,735
Other 25,992 21,333
Total deferred credits and other liabilities 279,620 293,249
Company obligated mandatorily redeemable preferred

securities of subsidiary trusts holding company junior

subordinated notes (See accompanying statements) 85,000 85,000
Preferred stock (See accompanying statements) 4,236 4,236
Common stockholder's equity (See accompanying statements) 427,378 422,313
Total Liabilities and Stockholder's Equity $1,315.496 $1.308,495

The accompanying notes are an integral part of these balance sheets.
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2000 1999 2000 1999
(in thousands) (percent of total)
Long Term Debt:
First mortgage bonds --
Maturity Interest Rates
July i, 2003 6.125% $ 30,000 $ 30,000
November 1, 2006 6.50% 25,000 25,000
Janvary 1, 2026 6.875% 30,000 30,000
Total first mortgage bonds 85,000 85,000
Long-term notes payable --
7.50% due June 30, 2037 20,000 20,000
6.70% due June 30, 2038 48,073 49,926
7.05% due August 15, 2004 50,000 50,000
Total long-term notes pavable 118,073 119,926
Other long-term debt --
Pollution control revenue bonds --
Collateralized:
5.25% to0 6.30% due 2006-2026 108,700 108,700
Variable rates (3.70% at 1/1/00)
due 2024 - 20,000
Non-collateralized:
Variable rates (5.10% to 5.30% at 1/1/01)
due 2022-2024 60,930 40,930
Total other long-term debt 169,630 169,630
Unamortized debt premium (discount), net (6,710) (7,107)
Total long-term debt (annual interest
requirement -- $23.2 million) 365,993 367,449 41.5% 41.8%
Cumulative Preferred Stock:
$100 par value, 4.64% to 5.44% 4,236 4.236
Total (annual dividend requirement -- $0.2 million) 4.236 4,236 0.5% 0.5%
Company Obligated Mandatorily
Redeemable Preferred Securities:
$25 liquidation value --
7.00% 45,000 45,000
7.63% 40,000 40,000
Total (annual distribution requirement -- $6.2 million) 85,000 85,000 9.6% 9.7%
Common Stockholder's Equity:
Common stock, without par value -
Authorized and outstanding -
992,717 shares in 2000 and 1999 38,060 38,060
Paid-in capital 233,476 221,254
Premium on preferred stock 12 12
Retained earnings 155,830 162,987
Total common stockholder's equity 427378 422,313 48.4% 48.0%
Total Capitalization $882.607 $878.998 100.9% 100.0%

The accompanying notes arc an integra! part of these statements.
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Premiam on

Common Paid-In Preferred Retained
Stock Capital Stock Earnings Total
{in thousands)
Balance at January 1, 1998 $38,060 $218,438 $12 $172,208 $428,718
Net income after dividends on preferred stock - = = 56,521 36,521
Capital contributions from parent company - 522 - - 522
Cash dividends on common stock - - - (57,200) (537,200)
Other - = - - (909) (909)
Balance at December 31, 1998 38,060 218,960 12 170,620 427,652
Net income after dividends on preferred stock - - - 53,667 53,667
Capital contributions from parent company - 2,294 - - 2,294
Cash dividends on common stock - - - (61,300) (61,300)
Balance at December 31, 1999 38,060 221,254 12 162,987 422,313
Net income after dividends on preferred stock - - - 51,843 51,843
Capital contributions from parent company - 12,222 - - 12,222
Cash dividends on common stock - - - (59,000) {59,000)
Balance at December 31, 2000 $38,060 $233,476 $12 $155,830 $427,378

The accompanying notes are an integral part of these statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

General

Gulf Power Company is a wholly owned subsidiary of
Southern Company, which is the parent company of five
integrated Southeast utilities, Southern Company Services
(SCS), Southern Communications Services (Southern
LINC), Southern Company Energy Solutions, Mirant
Corporation (Mirant) — formerly Southern Energy, Inc., --
Southern Nuclear Operating Company (Southern
Nuclear), and other direct and indirect subsidiaries. The
integrated Southeast utilities -- Alabama Power, Georgia
Power, Gulf Power, Mississippi Power, and Savannah
Electric -- provide electric service in four states. Gulf
Power Company provides electric service to the northwest
panhandle of Florida. Contracts among the integrated
Southeast utilities -- related to jointly owned generating
facilities, interconnecting transmission lines, and the
exchange of electric power --are regulated by the Federal
Energy Regulatory Commission (FERC} and/or the
Securities and Exchange Commission (SEC). The system
service company provides, at cost, specialized services to
Southern Company and subsidiary companies. Southern
LINC provides digital wireless communications services
to the operating companies and also markets these services
to the public within the Southeast. Southern Company
Energy Solutions develops new business opportunities
related to energy products and services. Southern Nuclear
provides services to Southern Company’s nuclear power
plants. Mirant acquires, develops, builds, owns, and
operates power production and delivery facilities and
provides a broad range of energy-related services to
utilities and industrial companies in selected countries
around the world. Mirant businesses include independent
power projects, integrated utilities, a distribution
company, and energy trading and marketing businesses
outside the southeastern United States.

Southern Company is registered as a holding company
under the Public Utility Holding Company Act of 1935
(PUHCA). Both Southern Company and its subsidiaries
are subject to the regulatory provisions of the PUHCA.
The Company is also subject to regulation by the FERC
and the Florida Public Service Commission (FPSC). The
Company follows accounting principles generally
accepted in the United States and complies with the
accounting policies and practiccs prescribed by the FPSC
and the FERC. The preparation of financial statements in
conformity with accounting principles generally accepted
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in the United States requires the use of estimates, and the
actual results may differ from those estimates.

Certain prior years’ data presented in the financial
statements have been reclassified to conform with current
year presentation.

Related-Party Transactions

The Company has an agreement with SCS under which
the following services are rendered to the Company at
cost: general and design engineering, purchasing,
accounting and statistical, finance and treasury, tax,
information resources, marketing, auditing, insurance and
pension administration, human resources, systems and
procedures, and other services with respect to business
and operations and power pool operations. Costs for these
services amounted to $44 million, $43 million, and $40
million during 2000, 1999, and 1998, respectively.

Regulatory Assets and Liabilities

The Company is subject to the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. Regulatory assets represent probable future
revenues to the Company associated with certain costs that
are expected to be recovered from customers through the
ratemaking process. Regulatory liabilities represent
probable future reductions in revenues associated with
amounts that are expected to be credited to customers
through the ratemaking process. Regulatory assets and
(liabilities) reflected in the Balance Sheets at December 31
relate to the following:

2000 1999
(in thousands)
Deferred income tax charges $15,963 $25.264
Deferred loss on reacquired
debt 15,866 17,360
Environmental remediation 7,638 5,745
Vacation pay 4,512 4,199
Regulatory clauses under (over)
recovery, net (4,736) 8.486
Accumulated provision for
rate refunds (7,203) =
Accumulated provision for
property damage (8,731) (5,528)
Deferred income tax credits (38,255)  (49,693)
Other, net (1,074) (1,255)
Total $(16,020) § 4,578
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In the event that a portion of the Company’s operations
is no longer subject to the provisions of FASB Statement
No. 71, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable through regulated rates. In
addition, the Company would be required to determine
any impairment to other assets, including plant, and write
down the assets, if impaired, to their fair value,

Revenues and Regulatory Cost Recovery Clauses

The Company currently operates as a vertically integrated
utility providing electricity to retail customers within its
service area located in northwest Florida and to wholesale
customers in the Southeast.

Revenues are recognized as services are rendered.
Unbilled revenues are accrued at the end of each fiscal
period.,

Fuel costs are expensed as the fuel is used. The
Company’s retail electric rates include provisions to
annually adjust billings for fluctuations in fuel costs, the
energy component of purchased power costs, and certain
other costs. The Company also has similar retail cost
recovery clauses for energy conservation costs, purchased
power capacity costs, and environmental compliance
costs. Revenues are adjusted monthly for differences
between recoverable costs and amounts actually reflected
in current rates.

The Company has a diversified base of customers and
no single customer or industry comprises 10 percent or
more of revenues. For all periods presented, uncollectible
accounts averaged significantly less than 1 percent of
revenues.

Depreciation and Amortization

Depreciation of the original cost of plant in service is
provided primarily by using composite straight-line rates,
which approximated 3.8 percent in 2000, 1999, and 1998.
When property subject to depreciation is retired or
otherwise disposed of in the normal course of business, its
cost -- together with the cost of removal, less salvage - is
charged to the accumulated provision for depreciation.
Minor items of property included in the original cost of
the plant are retired when the related property unit is
retired. Also, the provision for depreciation expense
includes an amount for the expected cost of removal of
facilities.
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Income Taxes

The Company uses the liability method of accounting for
income taxes and provides deferred income taxes for all
significant income tax temporary differences. Investment
tax credits utilized are deferred and amortized to income
over the average lives of the related property. The
Company is included in the consolidated federal income
tax return of Southern Company.

Property, Plant, and Equipment

Property, plant, and equipment is stated at original cost.
QOriginal cost includes: materials; labor; minor items of
property; appropriate administrative and general costs;
payroll-related costs such as taxes, pensions, and other
benefits; and the estimated cost of funds used during
construction, The cost of maintenance, repairs, and
replacement of minor items of property is charged to
maintenance expense. The cost of replacements of
property (exclusive of minor items of property) is charged
to utility plant.

Cash and Cash Equivalents

Temporary cash investments are considered cash
equivalents, Temporary cash investments are securities
with original maturities of 90 days or less.

Financial Instruments

The Company’s financial instruments for which the
carrying amount did not equal fair value at December 31
were as follows:

Carrying Fair
Amount Value
(in thousands)

Long-term debt:

At December 31, 2000 $365,993  $364,697

At December 31, 1999 $367,449  3$349,791
Capital trust preferred

securities:

At December 31, 2000 $85,000 $80,988

At December 31, 1999 $85,000 $69,092

The fair values for long-term debt and preferred
securities were based on either closing market prices or
closing prices of comparable instruments.
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Materials and Supplies

Generally, materials and supplies include the cost of
transmission, distribution, and generating plant materials.
Materials are charged to inventory when purchased and
then expensed or capitalized to plant, as appropriate, when
installed.

Provision for Injuries and Damages

The Company is subject to claims and suits arising in the
ordinary course of business. As permitted by regulatory
authorities, the Company provides for the uninsured costs
of injuries and damages by charges to income amounting
to $1.2 million annually. The expense of settling claims is
charged to the provision to the extent available. The
accumulated provision of $1.2 million and §1.8 million at
December 31, 2000 and 1999, respectively, is included in
other current liabilities in the accompanying Balance
Sheets.

Provision for Property Damage

The Company provides for the cost of repairing damages
from major storms and other uninsured property damages.
This includes the full cost of major storms and other
damages to its transmission and distribution lines and the
cost of uninsured damages to its generation and other
property. The expense of such damages is charged to the
provision account. At December 31, 2000 and 1999, the
accumulated provision for property damage was $8.7
million and $5.5 million, respectively. The FPSC
approved annual accrual to the accumulated provision for
property damage is $3.5 million, with a target level for the
accumulated provision account between $25.1 and $36.0
million. The FPSC has also given the Company the
flexibility to increase its annual accrual amount above
$3.5 miilion at the Company’s discretion. The Company
accrued $3.5 million in 2000, $5.5 million in 1999, and
$6.5 million in 1998 to the accumulated provision for
property damage. The Company charged $0.3 million,
$1.6 million, and $4.2 million against the provision
account in 2000, 1999, and 1998 respectively.

2. RETIREMENT BENEFITS

The Company has a defined benefit, trusteed, non-
contributory pension plan that covers substantially all
regular employees. The Company provides certain
medical care and life insurance benefits for retired
employees. Substantially all employees may become
eligible for these benefits when they retire. Trusts are
funded to the extent required by the Company’s regulatory
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commissions. In late 2000, the Company adopted several
pension and postretirement benefit plan changes that had
the effect of increasing benefits to both current and future
retirees. The effects of these changes will be to increase
the Company’s annual pension and postretirement benefits
costs by approximately $1.2 million and $0.6 million,
respectively. The measurement date for plan assets and
obligations is September 30 for each year.

Pension Plan
Changes during the year in the projected benefit

obligations and in the fair value of plan assets were as
follows:

Projected
Benefit Obligations
2000 1999
(in thousands}

Balance at beginning of year $141,967  $143,012
Service cost 4,282 4,490
Interest cost 10,394 9,440
Benefits paid (6,973) (6,862)
Actuarial gain and

employee transfers, net (689) (8,113)
Balance at end of year $148,981 $141,967

Plan Assets

2000 1999
{in thousands)
Balance at beginning of year $241,485  $212,934
Actual return on plan assets 43,833 35,971
Benefits paid {6,973) (6,862)
Emplovee transfers 4,921 {558)
Balance at end of year $283,266 $241,485

The accrued pension costs recognized in the Balance
Sheets were as follows:

2000 1999
(in thousands)
Funded status $134,286 $99,518
Unrecognized transition
obligation (3,602) (4,323}
Unrecognized prior
service cost 4,121 4,495
Unrecognized net gain (111,314) (81,956)
Prepaid asset recognized
in the Balance Sheets $ 23491 $17,734
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Components of the pension plan’s net periodic cost
were as follows:

The accrued postretirement costs recognized in the
Balance Sheets were as follows:

2000 1999
2000 1999 1998 (in thousands)
Service cost $4,282 $4,490 $4,107 Funded status $(36,638) $(36,814)
Interest cost 10,394 9,440 9,572 Unrecognized transition
Expected return on obligation 4,368 4,723
plan assets (17,504) (15,968) (14,827} Unrecognized prior
Recognized net gain ~ (2,582) (1,579) (1,891) service cost 2,582 2,741
Net amortization {347) (347) (347)  Unrecognized net loss 496 2,620
Net pension income  $(5,757)  $(3,964) $(3,386) TFourth quarter contributions 316 300
Accrued liability recognized
in the Balance Sheets $(28.876)  $(26,430)

Postretirement Benefits

Changes during the year in the accumulated benefit
obligations and in the fair value of plan assets were as
follows:

Accumulated
Benefit Obligations
2000 1999
{in thousands)

Balance at beginning of year  $48,010 $49,303
Service cost 896 1,087
Interest cost 3,515 3,261
Benefits paid (1,462) (1,177)
Actuarial gain and

employee transfers, net (934) (4,464)
Balance at end of year $50,025 $48.010

Plan Assets

2000 1999
(in thousands)
Balance at beginning of year $11,196 $ 9,603
Actual return on plan assets 2,079 1,525
Employer contributions 1,575 1,245
Benefits paid (1,462) 1,177)
Balance at end of year $13,388 $11,196
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Components of the postretirement plan’s net periodic
cost were as follows:;

2000 1999 [998
Service cost $ 8% $1,087 $ 946
Interest cost 3,515 3,261 3,123
Expected return on
plan assets 901) (794) (717)

Transitton obligation 355 356 356
Prior service cost 159 159 119
Recognized net loss 13 264 128
Net postretirement Cost $4,037 $4,333 §3,955

The weighted average rates assumed in the actuarial
calculations for both the pension plan and postretirement
benefits were:

2000 1999
Discount 7.50% 7.50%
Annual salary increase 5.00% 5.00%
Long-term return on plan
assets 8.50% 8.50%

An additional assumption used in measuring the
accumulated postretirement benefit obligations was a
weighted average medical care cost trend rate of 7.3
percent for 2000, decreasing gradually to 5.5 percent
through the year 2005, and remaining at that level
thereafter.
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An annual increase or decrease in the assumed medical
care cost trend rate of 1 percent would affect the
accumulated benefit obligation and the service and interest
cost components at December 31, 2000 as follows (in
thousands):

1 Percent 1 Percent
Increase Decrease
Benefit obligation $3,187 $2,874
Service and interest costs $278 $247

Employee Savings Plan

The Company also sponsors a 401(k) defined contribution
plan covering substantially all employees. The Company
provides a 75 percent matching contribution up to 6
percent of an employee’s base salary. Total matching
contributions made to the plan for the years 2000, 1999,
and 1998 were $2.2 million, $2.0 million, and $2.0 million,
respectively.

Work Force Reduction Programs

The Company recorded costs related to work force
reduction programs of $0.6 million in 2000, $0.2 million
in 1999, and $2.8 million in 1998. The Company has also
incurred its pro rata share for the costs of affiliated
companies’ programs. The costs related to these programs
were $1.2 million for 2000, $0.6 million for 1999, and
$0.2 million for 1998. The Company has expensed all
costs related to these work force reduction programs.

3. CONTINGENCIES AND REGULATORY
MATTERS

Environmental Cost Recovery

In 1993, the Florida Legislature adopted legislation for an
Environmental Cost Recovery Clause (ECRC), which
allows a utility to petition the FPSC for recovery of all
prudent environmental compliance costs that are not being
recovered through base rates or any other recovery
mechanism, Such environmental costs include operation
and maintenance expense, emission allowance expense,
depreciation, and a return on invested capital.

In 1994, the FPSC approved the Company’s initial
petition under the ECRC for recovery of environmental
costs. During 2000, 1999, and 1998, the Company
recorded ECRC revenues of $9.9 million, $11.5 million,
and $8.0 million, respectively.
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At December 31, 2000, the Company’s liability for the
estimated costs of environmental remediation projects for
known sites was $7.6 million. These estimated costs are
expected to be expended from 2001 through 2006. These
projects have been approved by the FPSC for recovery
through the ECRC discussed above, Therefore, the
Company recorded $1.2 million in current assets and
current liabilities and $6.4 million in deferred assets and
deferred liabilities representing the future recoverability of
these costs.

Environmental Litigation

On November 3, 1999, the Environmental Protection
Agency (EPA) brought a civil action in the U.S. District
Court against Alabama Power, Georgia Power, and
SCS. The complaint alleges violations of the
prevention of significant deterioration and new source
review provisions of the Clean Air Act with respect to
five coal-fired generating facilities in Alabama and
Georgia. The civil action requests penalties and
injunctive relief, including an order requiring the
installation of the best available control technology at
the affected units. The Clean Air Act authorizes civil
penalties of up to $27,500 per day, per violation at each
generating unit. Prior to January 30, 1997, the penalty
was $25,000 per day.

The EPA concurrently issued to the integrated
Southeast utilities a notice of violation related to 10
generating facilities, including the five facilities
mentioned previously and the Company's Plants Crist
and Scherer, See Note 5 under “Joint Ownership
Agreements” related to the Company’s ownership
interest in Georgia Power’s Plant Scherer Unit No. 3.
In early 2000, the EPA filed a motion to amend its
complaint to add the violations alleged in its notice of
violation, and to add Gulf Power, Mississippi Power,
and Savannah Electric as defendants. The complaint
and notice of violation are similar to those brought
against and issued to several other electric utilities.
These complaints and notices of violation allege that
the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. The
Company believes that its integrated utilities complied
with applicable laws and the EPA’s regulations and
interpretations in effect at the time the work in question
took place.

An adverse outcome of this matter could require
substantial capital expenditures that cannot be
determined at this time and possibly require payment of
substantial penalties. This could affect future results of
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pperations, cash flows, and possibly financial condition
if such costs are not recovered through regulated rates.

Retail Revenue Sharing Plan

In early 1999, the FPSC staff and the Company became
involved in discussions primarily related to reducing the
Company’s authorized rate of return. On October 1, 1999,
the Office of Public Counsel, the Coalition for Equitable
Rates, the Florida Industrial Power Users Group, and the
Company jointly filed a petition to resolve the issues. The
stipulation included a reduction to retail base rates of $10
million annually and provides for revenues to be shared
within set ranges for 1999 through 2002. Customters
receive two-thirds of any revenue within the sharing range
and the Company retains one-third. Any revenue above
this range is refunded to the customers. The stipulation
also included authorization for the Company, at its
discretion, to accrue up to an additional $5 million to the
property insurance reserve and $1 million to amortize a
regulatory asset related to the corporate office. The
Company also filed a request to prospectively reduce its
authorized ROE range from 11 to 13 percent to 10.5 to
12.5 percent in order to help ensure that the FPSC would
approve the stipulation. The FPSC approved both the
stipulation and the ROE request with an effective date of
November 4, 1999. The Company is currently planning to
seek additional rate relief to recover costs related to the
Smith Unit 3 combined cycle facility scheduled to be
placed in-service in June of 2002.

For calendar year 2000, the Company’s retail revenue
range for sharing was $352 million to $368 million to be
shared between the Company and its retail customers on
the one-third/two-thirds basis. Actual retail revenues in
2000 were $362.4 million and the Company recorded
revenues subject to refund of $6.9 million. The estimated
refund with interest of $0.3 million was reflected in
customer billings in February 2001. In addition to the
refund the Company amortized $1 million of the
regulatory assets related to the corporate office. For
calendar year 2001, the Company’s retail revenue range
for sharing is $358 million to $374 million. For calendar
year 2002, there are specified sharing ranges for each
month from the expected in-service date of Smith Unit 3
until the end of the year. The sharing plan will expire at
the earlier of the in-service date of Smith Unit 3 or
December 31, 2002,
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4. FINANCING AND COMMITMENTS

Construction Program

The Company is engaged in a continuous construction
program, the cost of which is currently estimated to total
$279 million in 2001, $96 million in 2002, and $76
million in 2003. The construction program is subject to
periodic review and revision, and actual construction costs
may vary from the above estimates because of numerous
factors. These factors include changes in business
conditions; revised load growth estimates; changes in
environmental regulations; increasing costs of labor,
equipment, and materials; and cost of capital. At
December 31, 2000, significant purchase commitments
were outstanding in connection with the construgtion
program. The Company has budgeted $199.2 million for
the years 2001 and 2002 for the estimated cost of a 574
megawatt combined cycle gas generating unit to be
lgcated in the eastern portion of its service area. The unit
is expected to have an in-service date of June 2002. The
Company’s remaining construction program is related to
maintaining and upgrading the transmission, distribution,
and generating facilities.

Bank Credit Arrangements

At December 31, 2000, the Company had $61.5 million of
lines of credit with banks subject to renewal June 1 of
each year, of which $53.5 million remained unused. In
addition, the Company has two unused committed lines of
credit totaling $61.9 million that were established for
liquidity support of its variable rate pollution control
bonds. In connection with these credit lines, the Company
has agreed to pay commitment fees and/or to maintain
compensating balances with the banks. The compensating
balances, which represent substantially all of the cash of
the Company except for daily working funds and like
items, are not legally restricted from withdrawal. In
addition, the Company has bid-loan facilities with seven
major money center banks that total $130 million, of
which $35 million was committed at December 31, 2000.

Assets Subject to Lien

The Company’s mortgage, which secures the first
mortgage bonds issued by the Company, constitutes a
direct first lien on substantially all of the Company’s fixed
property and franchises,
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Fuel Commitments

To supply a portion of the fuel requirements of its
generating plants, the Company has entered into contract
commitments for the procurement of fuel. In some cases,
these contracts contain provisions for price escalations,
minimum purchase levels, and other financial
commitments. Total estimated obligations at December
31, 2000 were as follows:

Year Fuel

(in millions)
2001 $139
2002 91
2003 90
2004 92
2005 93
2006-2024 473
Total commitments $978

Lease Agreements

Tn 1989, the Company and Mississippi Power jointly
entered into a twenty-two year operating lease agreement
for the use of 495 aluminum railcars. In 1994, a second
lease agreement for the use of 250 additional aluminum
railcars was entered into for twenty-two years. Both of
these leases are for the transportation of coal to Plant
Daniel. At the end of each lease term, the Company has
the option to renew the lease. In 1997, three additional
lease agreements for 120 cars each were entered into for
three years, with a monthly renewal option for up to an
additional nine months,

The Company, as a joint owner of Plant Daniel, is
responsible for one half of the lease costs. The lease costs
are charged to fuel inventory and are allocated to fuel
expense as the fuel is used. The Company’s share of the
lease costs charged to fuel inventories was $2.1 million in
2000 and $2.8 million in 1999. The annual amounts for
2001 through 2005 are expected to be $1.9 million, $1.9
million, $1.9 million, $2.0 million, and $2.0 million,
respectively, and after 2005 are expected to total $13.8
million.
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5. JOINT OWNERSHIP AGREEMENTS

The Company and Mississippi Power jointly own Plant
Daniel, a steam-electric generating plant located in
Jackson County, Mississippi. In accordance with the
operating agreement, Mississippi Power acts as the
Company’s agent with respect to the construction,
operation, and maintenance of the plant.

The Company and Georgia Power jointly own Plant
Scherer Unit No. 3. Plant Scherer is a steam-clectric
generating plant located near Forsyth, Georgia. In
accordance with the operating agreement, Georgia Power
acts as the Company’s agent with respect to the
construction, operation, and maintenance of the unit.

The Company’s pro rata share of expenses related to
both plants is included in the corresponding operating
expense accounts in the Statements of Income.

At December 31, 2000, the Company’s percentage
ownership and its investment in these jointly owned
facilities were as follows:

Plant Scherer Plant
Unit No. 3 Daniel
(coal-fired)  (coal-fired)

(in thousands)

Plant In Service $185,778(1) $232,074
Accumulated Depreciation $70,207 $118,504
Construction Work in Progress $252 $2,606
Nameplate Capacity {2)

{megawatts) 205 500
Ownership 5% 50%

(1) Includes net plant acquisition adjustment,
(2) Total megawatt nameplate capacity:
Plant Scherer Unit No. 3: 818
Plant Daniel; 1,000

6. LONG-TERM POWER SALES AGREEMENTS

The Company and the other operating affiliates have long-
term contractual agreements for the sale of capacity to
certain non-affiliated utilities located outside the system’s
service area. The unit power sales agreements are firm
and pertain to capacity related to specific generating units.
Because the energy is generally sold at cost under these
agreements, profitability is primarily affected by revenues
from capacity sales. The capacity revenues from these
sales were $20.3 million in 2000, $19.8 million in 1999,
and $22.5 million in 1998. Capacity revenues increased
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slightly in 2000 due to the recovery of higher operating The tax effects of temporary differences between the
expenses experienced during the year. . carrying amounts of assets and liabilities in the financial
statements and their respective tax bases, which give rise
Unit power from specific generating plants of Southern to deferred tax assets and liabilities, are as follows:
Company is currently being sold to Florida Power
Corporation (FPC), Florida Power & Light Company 2000 1999
(FP&L}, and Jacksonville Electric Authority (JEA). (in thousands)

Under these agreements, 209 megawatts of net dependable ~ Deferred tax liabilities:

capacity were sold by the Company during 2000. Sales Accelerated depreciation $172,646 $163,662

will increase slightly to 210 megawatts per year in 2001 T Otlher 114’23§ 132332

and remain close to that level, unless reduced by FP&L, D(::lf?:rre Tt aseals. 86,5 2

FPC, and JEA for the periods after 2001 with a minimum Federal effect of state deferred taxes 8,703 9,293

of three years notice, until the expiration of the contracts Postreticement benefits 9,205 8,456

in 2010. Other 14,742 12,526
Total 32,650 30,275

7. INCOME TAXES Net deferred tax liabilities 154,258 162,659
Less current portion, net (816) (117

At December 31, 2000, the tax-related regulatory assets to Accumulated deferred income

be recovered from customers were $16.0 miilion. These taxes in the Balance Sheets $155,074 $162,776

assets are attributable to tax benefits flowed through to

customers in prior years and to taxes applicable to Deferred investment tax credits are amortized over the

capitalized allowance for funds used during construction. lives of the related property with such amortization

At December 31, 2000, the tax-related regulatory normally applied as a credit to reduce depreciation and

liabilities to be credited to customers were $38.3 million. amortization in the Statements of Income. Credits

These liabilities are attributable to deferred taxes amortized in this manner amounted to $1.9 million in

previously recognized at rates higher than current enacted 2000, 1999, and 1998. At December 31, 2000, all

tax law and to unamortized investment tax credits. investment tax credits available to reduce federal income

taxes payable had been utilized.

Details of the federal and state income tax provisions o )
are as follows: A reconciliation of the federal statutory income tax rate

to the effective income tax rate is as follows:

AL (in thoulszggg) 1222 2000 1999 1998

Total provision for Federal statutory rate 35% 35%, 355,
inc:tfme taxes: State income tax,

Federal-- . net of federal deduction 4 4 4
Current $37,250  $33,973  $31,746 N(::in-ded‘:‘Ct'lble book 1 1 1
Deferred (11,159) (6,107) (4,467) depreciation ’

26,091 T ony) DUIEnee lnpien i

Stat : > : deferred and current tax rate {2) (2) 2)

ate—-
Other, net 1) - (2)
'[:)glt:;?;d (i:;gg) 5(’3062?) 5’(1211 % Effective income tax rate 37% 18% 36%
5
Total 533";33 g 3322? 533’?58 The Company and the other subsidiaries of Southern

Company file a consolidated federal tax return. Under a
joint consolidated income tax agreement, each
subsidiary’s current and deferred tax expense is computed
on a stand-alone basis.
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8. COMPANY OBLIGATED MANDATORILY
REDEEMABLE PREFERRED SECURITIES

In January 1997, Gulf Power Capital Trust I (Trust I), of
which the Company owns all of the common securities,
issued $40 million of 7.625 percent mandatorily
redeemable preferred securities. Substantially all of the
assets of Trust I are $41 million aggregate principal
amount of the Company’s 7.625 percent junior
subordinated notes due December 31, 2036.

In January 1998, Gulf Power Capital Trust II {Trust II),
of which the Company owns all of the common securities,
issued $45 million of 7.0 percent mandatorily redeemable
preferred securities. Substantially all of the assets of Trust
11 are $46 million aggregate principal amount of the
Company’s 7.0 percent junior subordinated notes due
December 31, 2037,

The Company considers that the mechanisms and
obligations relating to the preferred securities, taken
together, constitute a full and unconditional guarantee by
the Company of payment obligations with respect to the
preferred securities of Trust I and Trust II. Trust I and
Trust 11 are subsidiaries of the Company, and accordingly
are consolidated in the Company’s financial statements.

9. SECURITIES DUE WITHIN ONE YEAR

At December 31, 2000, the Company had an improvement
fund requirement of $850,000. The first mortgage bond
improvement fund requirement amounts to 1 percent of
each outstanding series of bonds authenticated under the
indenture prior to January 1 of each year, other than those
issued to collateralize pollution control revenue bond
obligations. The requirement may be satisfied by
depositing cash, reacquiring bonds, or by pledging
additional property equal to I and 2/3 times the
requirement,

10. COMMON STOCK DIVIDEND
RESTRICTIONS

The Company’s first mortgage bond indenture contains
various common stock dividend restrictions, which remain
in effect as long as the bonds are outstanding, At
December 31, 2000, retained earnings of $127 million
were restricted against the payment of cash dividends on
common stock under the terms of the mortgage indenture.
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11, QUARTERLY FINANCIAL DATA (Unaudited)

Summarized quarterly financial data for 2000 and 1999
are as follows:

Net Income

After Dividends

Operating Operating on Preferred

_ Quarter Ended Revenues Income Stock
(in thousands)

March 2000 $138,498 $16,007 $4,653

June 2000 182,120 30,508 12,927

September 2000 232,533 52,614 26,438

December 2000 161,168 20,755 7,825

March 1999 $134,506 $15,665 3 4,799

June 1999 166,815 29,253 13,226

September 1999 218,264 54,429 28,582

December 1999 154,514 19,815 7,060

The Company’s business is influenced by seasonal weather
conditions and the timing of rate changes, among other factors,
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2000 1999 1998 1997 1996
perating Revenues (in thousands) $714,319 $674,099 $650,518 $625,856 $634,365
et Income after Dividends
on Preferred Stock (in thousands) $51.843 $53,667 $56,521 $57.610 $£57,845
ash Dividends
on Common Stock (in thousands) $59,000 $61,300 $57,200 $64,600 $58,300
eturn on Average Common Equity (percent) 12.20 12.63 13.20 13.33 13.27
otal Assets (in thousands) $1,315496 $1,308,495 $1,267,901 $1,265,612  $1,308,366
ross Property Additions (in thousands) $95,807 $69,798 $69,731 $54,289 $61,386
apitalization (in thousands):
ammon stock equity $427,378 $422 313 $427,652 $428,718 $435,758
eferred stock 4,236 4,236 4236 13,691 65,102
ompany obligated mandatorily
redeemable preferred securities 83,000 85,000 85,000 40,000 =
ng-term debt 365,993 367,449 317,341 296,993 331,880
tal (excluding amounts due within one year) $882.607 $878.998 $834.229 $779.402 $832,740
apitalization Ratios (percent):
ommon stock equity 48.4 48.0 513 55.0 52.3
eferred stock 0.5 0.5 0.5 1.8 7.8
ompany obligated mandatorily
redeemable preferred securities 9.6 9.7 10.2 5.1 -
mg-term debt 41.5 41.8 38.0 38.1 39.9
ytal (excluding amounts due within one year) 104.0 100.0 100.0 100.0 100.0
:curity Ratings:
rst Mortgage Bonds -

Moody's Al Al Al Al Al

Standard and Poot's A+ AA- AA- AA- A+

Fitch AA-¥ AA- AA- AA- AA-
eferred Stock -

Moody's a2 a2 a2 a2 a2

Standard and Poor's BBB+ A- A A A

Fitch A* A A+ A+ A+
nsecured Long-Term Debt -

Moody's A2 A2 A2 A2 s

Standard and Poor's A A A A -

Eitch A+ A+ A+ A+ ]
ustomers (year-end):
asidential 321,731 315,240 307,077 300,257 291,196
ommercial 47,666 47,728 46,370 44,589 43,196
dustrial 280 267 257 267 278
ther 442 316 268 264 162
atal 370.119 363.551 353,972 345,377 334,832
mployees (yvear-end): 1,327 1,339 1,328 1,328 1,384

ffective 1/22/01 the Fitch Security Ratings for First Mortgage Bonds, Preferred Stock, and
Jnsecured Long-Term Debt are A+, A-, and A respectively.
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_2000 1999 1998 1997 199¢

Operating Revenues (in thousands):
Residential $ 308,728 $277,311 $ 276,208 § 277,609 § 285,49¢
Commercial 181,584 165,871 160,960 164,435 164,181
Industrial 76,539 67,404 69,850 77,492 78,994
QOther (4,689) 2,174 2,100 2,083 2.,05¢
Total retail 562,162 512,760 509,118 521,619 530,72¢
Sales for resale - non-affiliates 66,890 62,354 61,893 63,697 63,201
Sales for resale - affiliates 06,995 66,110 42.642 16,760 17,762
Total revenues from sales of electricity 096,047 641,224 613,633 602,076 611,692
QOther revenues 18,272 32,875 36,865 23,780 22,673
Total $714.319 $674.099 $£650.518 $625.856 £634.365
Kilowatt-Hour Sales (in thousands):
Residential 4,790,038 4,471,118 4,437 558 4,119,492 4,159,924
Commercial 3,379,449 3,222,532 3,111,933 2,897,887 2,808,634
Industrial 1,924,749 1,846,237 1,833,575 1,903,050 1,808,08¢
Other 18,730 19.296 18,852 18,101 17.815
Total retail 10,112,966 9,559,183 9,402,018 8,938,530 8,794,456
Sales for resale - non-affiliates 1,705,486 1,561,972 1,341,990 1,531,179 1,534,097
Sales for resale - affiliates 1,916,526 2,511,983 1,758,150 848,135 709.647
Total 13734978 13633138 12502158 __11,317.844 11,038,202
Average Revenue Per Kilowatt-Hour (cents):
Residential 6.45 6.20 6.22 6.74 0.86
Commercial 537 5.15 5.17 5.67 5.85
Industrial 3.98 3.65 3.81 4.07 4,37
Total retail 5.56 5.36 5.41 5.84 6.03
Sales for resale 3.70 315 3.37 3.38 3.61
Total sales 5.07 4,70 491 532 5.54
Residential Average Annual

Kilowatt-Hour Use Per Customer 14,992 14,318 14,577 13,894 14,457
Residential Average Annual

Revenue Per Customer $966.26 $888.01 $907.35 $936.30 $992.17
Plant Nameplate Capacity

Ratings (year-end) (megawatts) 2,188 2,188 2,188 2,174 2,174
Maximum Peak-Hour Demand (megawatts):
Winter 2,154 2,085 2,040 1,844 2,136
Summer 2,285 2,161 2,146 2,032 1,961
Annual Load Factor (percent) 55.4 55.2 55.3 55.5 514
Plant Availability Fossil-Steam (percent): 85.2 87.2 87.6 91,0 91 .8
Source of Energy Supply (percent):
Coal 87.8 89.8 89.2 87.1 87.8
QOil and gas 1.6 2.5 2.0 0.4 0.5
Purchased power -

From non-affiliates 7.6 5.9 5.5 3.5 2.7

From affiliates 3.0 1.8 33 9.0 9.0
Total 100.0 100.0 100.0 100.0 100.0
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SUMMARY
Percent
1999 1998 Change
Financial Highlights (in thousands):
Operating revenues $674,099 $650,518 3.6
Operating expenses $554,937 $528,164 5.1
Net income after dividends on preferred stock $53,667 $56,521 (5.0)
Gross property additions $69,798 $69,731 0.1
Total assets $1,308495 $1,267,901 3.2
Operating Data:
Kilowatt-hour sales (in thousands):
Retail 9,559,183 9,402,018 1.7
Sales for resale - non-affiliates 1,561,972 1,341,990 16.4
Sales for resale - affiliates 2,511,983 1,758,150 42.9
Total 13,633,138 12,502,158 9.0
Customers served at year-end 363,551 353,972 2.7
Peak-hour demand, net (in megawatis) 2,161 2,146 0.7
Capitalization Ratios (perceny);
Common stock equity 48.0 51.3 6.4)
Preferred stock 0.5 0.5 0.0
Trust preferred securities 9.7 10.2 (4.9)
Long-term debt 41.8 38.0 10.0
Return on Average Common Equity (perceny 12.63 13.20 (4.3)




LETTER TO INVESTORS
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It is an exciting time, not only for Gulf Power Company, but for all of us in Northwest
Florida. 1999 brought us the end of a century and the beginning of a new millenium.

We faced many challenges in 1999 with one of the main ones being the transition
to the Year 2000. It was a lot of hard work, but the employees of Gulf Power and
Southern Company successfully guided our companies through that transition.

During 1999, Gulf Power added 9,579 customers across its service area, Our
continuing growth has led to several all-time highs for the company during the past year.
First, we set an all-time high peak demand of 2,169 megawatts during the month of
August, surpassing the previous record of 2,154 megawatts set in August of 1998.

Second, the company sold 13.6 billion kilowatt-hours in 1999, breaking our [998
record total of 12.5 billion kilowatt-hours. The monthly rate for 1,000 kilowatt-hours for
residential customers in December 1999 was $62.03. Gulf Power’s residential customers
continue to pay one of the lowest prices for electricity in the nation.

Also during 1999, Guif Power’s continuing commitment to provide low cost,
highly reliable customer service allowed the company to achieve a new all-time high of
87 percent for the year in the public confidence survey of our customers. Gulf Power also
finished first overall in the nation on a 1999 customer satisfaction survey of utilities
throughout the country.

Finally, in October 1999, the Florida Public Service Commission approved an
order reducing Gulf Power’s retail base rates by $10 million annually and ordering a
revenue sharing plan. The rate reduction became effective with meter readings on
November 4, 1999.

As Gulf Power moves forward into a new century, our goal continues to be one of
high reliability, low cost and superior customer satisfaction. Thank you for your
continued support and confidence.

Sincerely,

Travis Bowden
President and Chief Executive Officer
March 24, 2000
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The management of Gulf Power Company has prepared --
and is responsible for - the financial statements and
related information included in this report. These
statements were prepared in accordance with generally
accepted accounting principles appropriate in the
circumstances and necessarily include amounts that are
based on the best estimates and judgments of
management. Financial information throughout this
annual report is consistent with the financial statements.

The Company maintains a system of internal accounting
controls to provide reasonable assurance that assets are
safeguarded and that books and records reflect only
authorized transactions of the Company. Limitations exist
in any system of internal controls, however, based on a
recognition that the cost of the system should not exceed
its benefits. The Company believes its system of internal
accounting controls maintains an appropriate cost/benefit
relationship.

The Company’s system of internal accounting controls
is evaluated on an ongoing basis by the Company’s
internal audit staff. The Company’s independent public
accountants also consider certain elements of the internal
control system in order to determine their auditing
procedures for the purpose of expressing an opinion on
the financial statements.

Travis J. Bowden
President
and Chief Executive Officer

February 16, 2000

The audit committee of the board of directors,
composed of directors who are not employees, provides a
broad overview of management’s financial reporting and
control functions. Periodically, this committee meets with
management, the internal auditors, and the independent
public accountants to ensure that these groups are
fulfilling their obligations and to discuss auditing, internali
controls, and financial reporting matters. The internal
auditors and independent public accountants have access
to the members of the audit committee at any time.

Management believes that its policies and procedures
provide reasonable assurance that the Company’s
operations are conducted according to a high standard of
business ethics.

In management’s opinion, the financial statements
present fairly, in all material respects, the financial
position, results of operations, and cash flows of Gulf
Power Company in conformity with generally accepted
accounting principles.

Arlan E. Scarbrough
Chief Financial Officer



REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Guif Power Company:

We have audited the accompanying balance sheets and
statements of capitalization of Gulf Power Company (a
Maine corporation and a wholly owned subsidiary of
Southern Company) as of December 31, 1999 and 1998,
and the related statements of income, common
stockholder's equity, and cash flows for each of the three
years in the period ended December 31, 1999. These
financial statements are the responsibility of the
Company’s management. Our responsibility is to express
an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement
presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements (pages 13-28)
referred to above present fairly, in all material respects,
the financial position of Gulf Power Company as of
December 31, 1999 and 1998, and the results of its
operations and its cash flows for each of the three years in
the period ended December 31, 1999, in conformity with
accounting principles generally accepted in the United
States.

a/m ML(_/‘?

Atlanta, Georgia
February 16, 2000
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RESULTS OF OPERATIONS
Earnings

Gulf Power Company’s 1999 net income after dividends
on preferred stock was $53.7 million, a decrease of $2.8
million from the previous year. In 1998, earnings were
$56.5 million, down $1.1 million when compared to 1997.
The decrease in earnings in 1999, as well as 1998, was
primarily a result of higher expenses than in the prior
year.

Revenues

Operating revenues increased in 1999 and 1998 when
compared to 1998 and 1997, respectively. The following
table summarizes the factors impacting operating revenues
for the past three years:

Increase (Decrease)
From Prior Year

1999 1998 1997

{in thousands)

a major coal contract price was reduced. Sce Note 5 to
the financial statements under "Fuel Committments" for
further information.

The 1999 increase in regulatory cost recovery and other
retail revenues over 1998 is primarily attributable to the
recovery of increased purchased power capacity costs.
The 1998 decrease in regulatory cost recovery and other
retail revenues over 1997 is primarily attributable to
decreased fuel costs as mentioned previously. Regulatory
cost recovery and other includes recovery provisions for
fuel expense and the energy component of purchased
power costs; energy conservation costs; purchased power
capacity costs; and environmental compliance costs. The
recovery provisions generally equal the related expenses
and have no material effect on net income. See Notes 1
and 3 to the financial statements under “Revenues and
Regulatory Cost Recovery Clauses” and “Environmental
Cost Recovery,” respectively, for further information.

Sales for resale were $128.5 million in 1999, an
increase of $24 miilion, or 23 percent, over 1998
primarily due to additional energy sales to affiliated
companies, which is discussed below. Revenues from

Retail - sales to utilities outside the service area under long-term
Growth and contracts consist of capacity and energy components.
price change $10,348  $15,021 $ 4,005 Capacity revenues reflect the recovery of fixed costs and a
Weather {7,879 6,656 (5,277) return on investment under the contracts. Energy is
Regulatory cost ] )
e 1,173 (34,179) (2.837) generally sold at variable cost. The capacity and energy
Total retail 3,642 (12,502) (9,109 components under these long-term contracts were as
Sales for resale-- follows:
Non-affiliates 461 1,804 496
Affiliates 23,468 2(5,332) (1,002) 1999 1998 1997
Total sales for resale 23,929 24,078 (506) (in thousands)
Other operating Capacity $19,792  $22.,503 $24,399
revenues (3,990) 13,086 1,106 Energy 20,251 14,556 18,160
Total operating Total $40,043  $37,059 $43,059
revenues $23,581 $24,662 $(8,509)
Percent change 3.6% 3.9% (1.3)% Declining capacity revenues are due primarily to the

Retail revenues of $512.8 million in 1999 increased
$3.6 million, or 0.7 percent, from the prior year due
primarily to an increase in the number of retail customers
served by the Company. Retail revenues for 1998
decreased $12.5 million, or 2.4 percent, when compared to
1997 due primarily to the recovery of lower fuel costs.
The price per ton of coal, which is the Company’s primary
fuel source, was lower in 1998 as the costs related to prior
year coal contract renegotiations were fully amortized and

decline in net plant investment related to these sales. In
addition, the decline in 1999 reflects a reduction in the
authorized rate of return on the equity component of the
investment.

Sales to affiliated companies vary from year to year
depending on demand and the availability and cost of
generating resources at each company. These sales have
little impact on earnings.
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Other operating revenues decreased in 1999 and
increased in 1998 due primarily to adjustments to reflect
differences between recoverable costs and the amounts
actually reflected in current rates. See Notes 1 and 3 to
the financial statements under “Revenues and Regulatory
Cost Recovery Clauses” and “Environmental Cost
Recovery,” respectively, for further discussion.

Energy Sales

Kilowatt-hour sales for 1999 and the percent changes by
year were as follows:

KWH Percent Change
1999 1999 1998 1997
(millions)
Residential 4,471 0.83% 7.7% (1.0)%
Commercial 3,223 X 7.4 32
Industrial 1,846 0.7 (3.7) 53
Other 19 0.0 4.7 1.6
Total retail 9,559 1.7 52 1.6
Sales for resale
Non-affiliates 1,562 164 (12.4) (0.2)
Affiliates 2,512 42.9 107.3 19.5
Total 13,633 9.0 10.5 2.5

In 1999, total retail energy sales increased due to
increases from 1998 in the number of residential,
commercial and industrial customers. Total energy sales
increased in 1998 when compared to 1997 due to higher
temperatures when compared to the milder-than-normal
temperatures in 1997 and due to increases in the number
of residential and commercial customers. The decrease in
industrial energy sales in 1998 when compared to 1997
primarily reflects the shut down of a major industrial
customer’s plant site and temporary production delays of
other industrial customers. See “Future Earnings
Potential” for information on the Company’s initiatives to
remain competitive and to meet conservation goals set by
the Florida Public Service Commission (FPSC).

An increase in energy sales for resale to non-affiliates
of 16.4 percent in 1999 when compared 1998 and a
decrease of 12.4 percent in 1998 when compared to 1997
are primarily related to unit power sales under long-term
contracts to other Florida utilities and bulk power sales
under short-term contracts to other non-affiliated utilities.
Energy sales to affiliated companies vary from year to
year as mentioned previously.

Expenses

Total operating expenses in 1999 increased $26.8 million,
or 5.1 percent, over the amount recorded in 1998 due
primarily to higher fuel and purchased power expenses,
offset by lower other operation expenses. In 1998, total
operating expenses increased $26.5 million, or 5.3
percent, from 1997. The increase was due primarily to
higher fuel, purchased power, and maintenance expenses
offset by lower other operation expenses.

Fuel expenses in 1999, when compared to 1998,
increased $11.5 million, or 5.9 percent, In 1998, fuel
expenses increased $16.6 million, or 9.2 percent, when
compared to 1997. The increases were the result of
increased generation resulting from a higher demand for
energy, while average fuel costs decreased as noted
below.

Purchased power expenses increased in 1999 by $13.2
million, or 30.2 percent, over 1998 and purchased power
expenses for 1998 increased over 1997 by $6.9 million, or
18.8 percent, due to a higher demand for energy in both
years.

The amount and sources of generation and the average
cost of fuel per net kilowatt-hour generated were as
follows:

1999 1998 1997

Total generation

(millions of kilowatt-hours) 13,095 11,986 10,435
Sources of generation

(percent)

Coal 97.4 08.0 99.6

Oil and gas 2.6 2.0 04
Average cost of fuel per net

kilowatt-hour generated

(cents)-- 1.60 1.69 1.99

Other operation expenses decreased $4.3 million, or 3.6
percent, in 1999 from the 1998 level and $7.3 million, or
5.7 percent, in 1998 from the 1997 level due to a decrease
in the amortization costs of prior year payments related to
renegotiations of coal supply contracts. The 1998
decrease was partially offset by higher implementation
costs of a new customer accounting system, increased
costs related to the Year 2000 program and an increase in
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the accrual to the accumulated provision for property
damage.

Depreciation and amortization expense increased $5.5
million, or 9.2 percent, in 1999 when compared to 1998
due primarily to a reduction in the amortization of gains
from the 1998 sale of emission allowances.

Maintenance expenses in 1998 increased by $9.3
million, or 19.4 percent, over 1997 due primarily to
scheduled maintenance at Plant Crist and Plant Smith and
increased transmission and distribution maintenance.

Interest on long-term debt in 1999 increased $1.7
million, or 8.4 percent, when compared to 1998 due
primarily to two first mortgage bonds maturing in 1998
and being replaced by senior notes at a slightly higher
interest rate, and the issuance of $50 million of senior
notes in August 1999. In 1998, interest on long-term debt
decreased $2.0 million, or 9.1 percent, from 1997 mostly
due to a decrease in interest expense on pollution control
bonds refinanced in 1997 and two long-term bank notes
that matured in 1998. This decrease was partially offset
by an increase in interest due to the replacement in 1998
of the two maturing first mortgage bonds with senior notes
at a slightly higher interest rate.

Effects of Inflation

The Company is subject to rate regulation and income tax
laws that are based on the recovery of historical costs.
Therefore, inflation creates an economic loss because the
Company is recovering its cost of investments in dollars
that have less purchasing power. While the inflation rate
has been relatively low in recent years, it continues to
have an adverse effect on the Company because of the
large investment in utility plant with long economic lives.
Conventional accounting for historical cost does not
recognize this economic loss nor the partially offsetting
gain that arises through financing facilities with
fixed-money obligations, such as long-term debt and
preferred securities. Any recognition of inflation by
regulatory authorities is reflected in the rate of return
allowed.

Future Earnings Potential

The results of operations for the past three years are not
necessarily indicative of future earnings potential, The

level of future earnings depends on numerous factors
ranging from energy sales growth to a potentially less
regulated and more competitive environment.

Gulf Power currently operates as a vertically integrated
utility providing electricity to customers within its
traditional service area located in northwest Florida.
Prices for electricity provided by the Company to retail
customers are set by the FPSC.

Future earnings in the near term will depend upon
growth in energy sales, which is subject to a number of
factors. Traditionally, these factors have included
weather, competition, changes in contracts with
neighboring utilities, energy conservation practiced by
customers, the elasticity of demand, and the rate of
economic growth in the Company’s service area. In early
1999, the FPSC Staff and the Company became involved
in serious discussions primarily related to reducing the
Company’s authorized rate of return. On October 1, 1999
the Office of Public Counsel, the Coalition for Equitable
Rates, the Florida Industrial Power Users Group, and the
Company jointly filed a petition to resolve the issues. The
stipulation included a reduction to retail base rates of $10
million annually and provides for revenues to be shared
within set ranges for 1999 through 2002. Customers
would receive two-thirds of any revenue within the ranges
and the Company would retain one-third. For calendar
year 2000, the Company's retail base rate revenues in
excess of $352 million up to $368 million will be shared
between the Company and its retail customers on the one-
third/two-thirds basis. Retail base rate revenues above
$368 million for calendar year 2000 will be refunded to
the Company’s customers. These set ranges increase
gradually until the expiration of the plan. The Sharing
Plan will be in place until the earlier of the in-service date
of Smith Unit 3 or December 31, 2002, The partics could
not agree on the appropriate Return on Equity (ROE).
Consequently, the Company filed a request to
prospectively reduce its authorized ROE range from 11 to
13 percent to 10.5 to 12.5 percent in order to help ensure
that the FPSC would approve the stipulation. Both the
stipulation and the ROE request were approved by the
Commission on October 5, 1999, with an effective date of
November 4, 1999,

The electric utility industry in the United States is
currently undergoing a period of dramatic change as a
result of regulatory and competitive factors. Among the




MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

Gulf Power Company 1999 Annual Report

primary agents of change has been the Energy Policy Act
of 1992 (Energy Act). The Company is positioning the
business to meet the challenge of this major change in the
traditional practice of selling electricity. The Energy Act
allows independent power producers (IPPs) to access the
Company’s transmission network in order to sell
electricity to other utilities. This enhances the incentive
for IPPs to build cogeneration plants for industrial and
commercial customers and sell energy generation to other
utilities. The Company has and will continue to evaluate
opportunities to partner and participate in profitable
cogeneration projects. In 1998, partnering with one of the
Company’s largest industrial customers, construction was
completed on 15 megawatts of Company-owned
cogeneration on the customer’s plant site. Also,
electricity sales for resale rates are being driven down by
wholesale transmission access and numerous potential
new energy suppliers, including power marketers and
brokers. The Company is aggressively working to
maintain and expand its share of wholesale sales in the
southeastern power markets.

Although the Energy Act does not permit retail
customer access, it was a major catalyst for the current
restructuring and consolidation taking place within the
utility industry. Numerous federal and state initiatives are
in varying stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider. As these
initiatives materialize, the structure of the utility industry
continues to change. Some states have approved
initiatives that result in a separation of the ownership
and/or operation of generating facilities from the
ownership and/or operation of transmission and
distribution facilities. While various restructuring and
competition initiatives have been or are being discussed in
Florida, none have been enacted to date. Enactment
would require numerous issues to be resolved, including
significant ones relating to transmission pricing and
recovery of any stranded investments. The inability of the
Company to recover its investments, including the
regulatory assets described in Note 1 to the financial
statements, could have a material adverse effect on
financial condition and results of operation. The
Company is attempting to minimize or reduce its cost
exposure.

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability in

markets that evolve with changing regulation.
Conversely, if the Company does not remain a low-cost
producer and provide quality service, the Company’s
energy sales growth could be limited, and this could
significantly erode earnings.

In 1996, the FPSC approved a new optional
Commercial/Industrial Service Rider (CISR), which is
applicable to the rate schedules for the Company’s largest
existing and potential customers who are able to show
they have viable alternatives to purchasing the Company’s
energy services. The CISR, approved as a pilot program,
provides the flexibility needed to enable the Company to
offer its services in a more competitive manner to these
customers. The publicity of the CISR ruling, increased
competitive pressures, and general awareness of customer
choice pilots and proposals across the country have
stimulated interest on the part of customers in custom
tailored offerings. The Company has participated in one-
on-one discussions with many of these customers, and has
negotiated and executed two Contract Service Agreements
within the CISR pilot program. The pilot program ends in
September of 2000 and the company is currently
reviewing its options,

Every five years the FPSC establishes numeric demand
side management goals. The Company proposed numeric
goals for the ten-year period from 2000 to 2009. The
proposed goals consisted of the total, cost-effective winter
and summer peak demand (kilowatts) and annual energy
(kilowatt-hour) savings reasonably achievable from
demand side management for the residential and
commercial/industrial classes. The Company submitted
its 2000 Demand Side Management Plan to the FPSC on
December 29, 1999. The plan describes the Company's
proposed programs it will employ to reach the numeric
goals. The plan relies heavily on innovative pricing and
energy efficient construction. The FPSC is expected to
issue its final order on the Company's 2000 Demand Side
Management Plan in mid-April 2000.

On December 20, 1999, the Federal Energy Regulatory
Commission (FERC) issued its final rule on Regional
Transmission Organizations (RTOs). The order
encourages utilities owning transmission systems to form
RTOs on a voluntary basis. To facilitate the development
of RTOs, the FERC will convene regional conferences for
utilities, customers, and other members of the public to
discuss the formation of RTOs. In addition to
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participating in the regional conferences, utilities owning
transmission systems, including Southern Company, are
required to make a filing by October 15, 2000. The filing
must contain either a proposal for RTO participation or a
description of the efforts made to participate in an RTO, the
reasons for non-participation, any obstacles to participation,
and any plans for further work toward participation. The
RTQs that are proposed in the filings should be operational
by December 15, 2001. Southern Company is evaluating this
issue and formulating its response. The outcome of this
matter cannot now be determined.

Compliance costs related to current and future
environmental laws and regulations could affect earnings
if such costs are not fully recovered. The Clean Air Act
and other important environmental items are discussed
later under “Environmental Matters.” Also, Florida
legislation adopted in 1993 that provides for recovery of
prudent environmental compliance costs is discussed in
Note 3 to the financial statements under “Environmental
Cost Recovery.”

The Company is subject to the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. In the event that a portion of the Company’s
operations is no longer subject to these provisions, the
Company would be required to write off related regulatory
assets and liabilities that are not specifically recoverable,
and determine if any other assets have been impaired. See
Note 1 to the financial statements under “Regulatory
Assets and Liabilities” for additional information.

Exposure to Market Risks

Duse to cost-based rate regulation, the Company has
limited exposure to market volatility in interest rates and
prices of electricity. To mitigate residual risks relative to
movements in electricity prices, the Company enters into
fixed price contracts for the purchase and sale of
electricity through the wholesale electricity market.
Realized gains and losses are recognized in the income
statements as incurred. At December 31, 1999, exposure
from these activities was not material to the Company’s
financial position, results of operations, or cash flows.
Also, based on the Company’s overall interest rate
exposure at December 31, 1999, a near-term 100 basis
point change in interest rates would not materially affect
the Company’s financial statements.

New Accounting Standards

The FASB has issued Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities, which
must be adopted by January 1, 2001. This statement
establishes accounting and reporting standards for
derivative instruments — including certain derivative
instruments embedded in other contracts — and for
hedging activities. Adoption of this statement is not
expected to have a material impact on the Company’s
financial statements.

Year 2000 Challenge

The work undertaken by the Company to ensure that all
critical computer systems and other date sensitive
devices would function correctly in the Year 2000 was
successful. There were no material incidents reported
and no disruption of electric service within the service
area of the Company. There were no reports of
significant events regarding third parties that impacted
revenues or expenses.

The Company’s original projected total costs for
Year 2000 readiness were approximately $5 million.
Final projected costs were also $5 million with no
material costs remaining to be spent in 2000. From its
inception through December 31, 1999, the Year 2000
program costs, recognized primarily as expense,
amounted to $5 million, of which $2 million was
recorded in 1999.

FINANCIAL CONDITION

Overview

The Company’s financial condition continues to be very
solid. During 1999, gross property additions were $69.8
million. Funds for the property additions were provided
by operating activities. See the Statements of Cash Flows
for further details.

Financing Activities

In 1999, the Company sold $50 million of senior notes
and long-term bank notes totaling $27 million were
retired. The remaining proceeds from this issnance were
used to reduce short-term borrowing requirements. See
the Statements of Cash Flows for further details.
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Composite financing rates for the years 1997 through
1999 as of year end were as follows:

1999 1998 1997
Composite interest rate on
long-term debt 6.0% 6.1% 5.9%
Composite rate on
trust preferred securities 7.3% 73% 7.6%
Composite preferred stock
dividend rate 51% 5.1% 6.1%

The composite interest rate on long-term debt decreased
in 1999 primarily due to lower interest rates on variable
rate pollution control bonds.

Capital Requirements for Construction

The Company’s gross property additions, including those
amounts related to environmental compliance, are
budgeted at $428 million for the three years beginning in
2000 ($106 million in 2000, $232 million in 2001, and
$90 million in 2002). These amounts include $198.8
million for the years 2000 through 2002 for the estimated
cost of a 574 megawatt combined cycle gas unit to be
located in the eastern portion of its service area. The unit
is expected to have an in-service date of June 2002. The
remaining property additions budget is primarily for
maintaining and upgrading transmission and distribution
facilities and generating plants. Actual construction costs
may vary from this estimate because of changes in such
factors as: business conditions; environmental
regulations; load projections; the cost and efficiency of
construction labor, equipment, and materials; and the cost
of capital. In addition, there can be no assurance that
costs related to capital expenditures will be fully
recovered.

Other Capital Requirements

The Company will continue to retire higher-cost debt and
preferred securities and replace these securities with
lower-cost capital as market conditions and terms of the
instruments pertnit.

Environmental Matters
In November 1990, the Clean Air Act was signed into

law. Title IV of the Clean Air Act -- the acid rain
compliance provision of the law -- significantly affected
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the Company. Specific reductions in sulfur dioxide and
nitrogen oxide emissions from fossil-fired generating
plants are required in two phases. Phase I compliance
began in 1995 and initially affected 28 generating units of
Southern Company. As a result of Southern Company’s
compliance strategy, an additional 22 generating units
were brought into compliance with Phase I requirements.
Phase I1 compliance is required in 2000, and all fossil-
fired generating plants will be affected.

Southern Company achieved Phase I sulfur dioxide
compliance at the affected plants by switching to low-
sulfur coal, which required some equipment upgrades.
Construction expenditures for Phase I compliance totaled
approximately $300 million for Southern Company,
including approximately $42 million for Gulf Power.

For Phase I sulfur dioxide compliance, Southern
Company currently uses emission allowances and
increased fuel switching, Also, equipment to control
nitrogen oxide emissions was installed on additional
system fossil-fired units as required to meet Phase 11
limits and ozone non-attainment requirements.
Compliance for Phase II and initial ozone non-attainment
requirements increased total estimated construction
expenditures by approximately $105 million. Phase I
compliance is not expected to have a material impact on
Gulf Power.

Following adoption of legislation in April of 1992
allowing electric utilities in Florida to seek FPSC approval
of their Clean Air Act Compliance Plans, Gulf Power filed
its petition for approval. The FPSC approved the
Company’s plan for Phase [ compliance, deferring until a
later date approval of its Phase 11 Plan.

In 1993, the Florida Legislature adopted legislation that
allows a utility to petition the FPSC for recovery of
prudent environmental compliance costs that are not being
recovered through base rates or any other recovery
mechanism. The legislation is discussed in Note 3 to the
financial statements under “Environmental Cost
Recovery.” Substantially all of the costs for the Clean Air
Act and other new environmental legislation discussed
below are expected to be recovered through the
Environmental Cost Recovery Clause.

In July 1997, the Environmental Protection Agency
(EPA) revised the national ambient air quality standards
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for ozone and particulate matter. This revision makes the
standards significantly more stringent. In September
1998, the EPA issued the final regional nitrogen oxide
reduction rule to the states for implementation. The final rule
affects 22 states, including Alabama and Georgia. See Note
6 to the financial statements under “Joint Ownership
Agreements” related to the Company’s ownership interest
in Georgia Power’s Plant Scherer Unit No. 3. The EPA's
July 1997 standards and the September 1998 rule are being
challenged in the courts by several states and industry groups.
Implementation of the final state rules for these three
initiatives could require substantial further reductions in
nitrogen oxide and sulfur dioxide emissions from fossil-fired
generating facilities and other industries in these states.
Additional compliance costs and capital expenditures
resulting from the implementation of these rules and
standards cannot be determined until the results of legal
challenges are known, and the states have adopted their final
rules.

The EPA and state environmental regulatory agencies
are reviewing and evaluating various other matters
including: nitrogen oxide emission control strategies for
ozone non-attainment areas; additional controls for
hazardous air pollutant emissions; and hazardous waste
disposal requirements. The impact of any new standards
will depend on the development and implementation of
applicable regulations.

On November 3, 1999, the EPA brought a civil action
in the U.S. District Court against Alabama Power, Georgia
Power, and the system service company. The complaint
alleges violations of the prevention of significant
deterioration and new source review provisions of the
Clean Air Act with respect to five coal-fired generating
facilities in Alabama and Georgia. The civil action
requests penalties and injunctive relief, including an order
requiring the installation of the best available control
technology at the affected units. The EPA concurrently
issued to the integrated Southeast utilities a notice of
violation related to 10 generating facilities, including the
five facilities mentioned previously and the Company's
Plants Crist and Scherer. See Note 6 to the financial
statements under “Joint Ownership Agreements™ related
to the Company’s ownership interest in Georgia Power’s
Plant Scherer Unit No. 3. In early 2000, the EPA filed a
motion to amend its complaint to add the violations
alleged in its notice of violation, and to add Gulf Power,
Mississippi Power, and Savannah Electric as defendants.
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The complaint and notice of violation are similar to those
brought against and issued to several other electric
utilities. These complaints and notices of violation allege
that the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. Southern
Company believes that its integrated utilities complied
with applicable laws and the EPA’s regulations and
interpretations in effect at the time the work in question
took place. The Clean Air Act authorizes civil penalties
of up to $27,500 per day per violation at each generating
unit. Prior to January 30, 1997, the penalty was $25,000
per day. An adverse outcome of this matter could require
substantial capital expenditures that cannot be determined
at this time and possibly require payment of substantial
penalties. This could affect future results of operations,
cash flows, and possibly financial condition if such costs
are not recovered through regulated rates.

Gulf Power must comply with other environmental
laws and regulations that cover the handling and disposal
of hazardous waste. Under these various laws and
regulations, the Company could incur substantial costs to
clean up properties. The Company conducts studies to
determine the extent of any required cleanup costs and has
recognized in the financial statements costs to clean up
known sites. For additional information, see Note 3 to the
financial statements under “Environmental Cost
Recovery.”

Several major pieces of environmental legislation are
being considered for reauthorization or amendment by
Congress. These include: the Clean Air Act; the Clean
Water Act; the Comprehensive Environmental Response,
Compensation and Liability Act; the Resource
Conservation and Recovery Act; the Toxic Substances
Control Act; and the Endangered Species Act. Changes to
these laws could affect many areas of the Company’s
operations. The full impact of any such changes cannot
be determined at this time.

Compliance with possible additional legislation related
to global climate change, electric and magnetic fields, and
other environmental health concerns could significantly
affect the Company. The impact of new legislation -- if
any -- will depend on the subsequent development and
implementation of applicable regulations. In addition, the
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potential exists for liability as the result of lawsuits
alleging damages caused by electric and magnetic fields.

Sources of Capital

At December 31, 1999, the Company had approximately
$15.8 million of cash and cash equivalents and $41.5
million of unused committed lines of credit with banks to
meet its short-term cash needs. Refer to the Statements of
Cash Flows for details related to the Company’s financing
activities. See Note 5 to the financial statements under
“Bank Credit Arrangements” for additional information.

The Company historically has relied on issuances of
first mortgage bonds and preferred stock, in addition to
pollution control revenue bonds issued for its benefit by
public authorities, to meet its long-term external financing
requirements. Recently, the Company’s financings have
consisted of unsecured debt and trust preferred securities.
In this regard, the Company sought and obtained
stockholder approval in 1997 to amend its corporate
charter eliminating restrictions on the amounts of
unsecured indebtedness it may incur.

If the Company chooses to issue first mortgage bonds or
preferred stock, it is required to meet certain coverage
requirements specified in its mortgage indenture and
corporate charter. The Company’s ability to satisfy all
coverage requirements is such that it could issue new first
mortgage bonds and preferred stock to provide sufficient
funds for all anticipated requirements.

Cautionary Statement Regarding Forward-Looking
Information

The Company’s 1999 Annual Report contains forward-
looking and historical information. The Company
cautions that there are various important factors that
could cause actual results to differ materially from
those indicated in the forward-looking information.
Accordingly, there can be no assurance that such
indicated results will be realized. These factors include
legislative and regulatory initiatives regarding
deregulation and restructuring of the electric utility
industry; the extent and timing of the entry of
additional competition in the Company’s markets,
potential business strategies -- including acquisitions or
dispositions of assets or internal restructuring -- that may
be pursued by the company; state and federal rate
regulation; changes in or application of environmental and
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other laws and regulations to which the company is
subject; political, legal and economic conditions and
developments; financial market conditions and the results
of financing efforts; changes in commodity prices and
interest rates; weather and other natural phenomena; and
other factors discussed in the reports -- including Form 10-
K -- filed from time to time by the Company with the
Securities and Exchange Commission,
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1999 1998 1997
(in thousands)

Operating Revenues:
Retail sales $512,760 $509,118 $521,619
Sales for resale --

Non-affiliates 62,354 61,893 63,697

Affiliates 66,110 42,642 16,760
Other revenues 32.875 36,865 23,780
Total operating revenues 674,099 650,518 625,856
Operating Expenses:
Operation --

Fuel 209,031 197,462 180,843

Purchased power --

Non-affiliates 46,332 29,369 11,938
Affiliates 10,703 14,445 24,955

Other 114,670 119,011 126,266
Maintenance 57,830 57,286 47,988
Depreciation and amortization 64,589 59,129 57,874
Taxes other than income taxes 51,782 51,462 51,775
Total operating expenses 554,937 528,164 501,639
Operating Income 119,162 122,354 124,217
Other Income (Expense):
Interest income 1,771 931 1,203
Other, net (1,357) (2,339) (992)
Earnings Before Interest and Income Taxes 119,576 120,946 124,428
Interest Charges and Other:
Interest on long-term debt 21,375 19,718 21,699
Interest on notes payable 2,371 1,190 891
Amortization of debt discount, premium and expense, net 1,989 2,100 2,281
Other interest charges 1,126 2,548 2,076
Distributions on preferred securities of subsidiary 6,200 6,034 2,804
Total interest charges and other, net 33.061 31,590 29,751
Earnings Before Income Taxes 86,515 89,356 94,677
Income taxes (Note 8) 32.631 32,199 33,430
Net Income 53,884 57,157 61,227
Dividends on Preferred Stock 217 636 3,617
Net Income After Dividends on Preferred Stock $ 53,667 $ 56,521 $ 57,610

The accompunying notes are an integral part of these statements.
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Assets 1999 1998
(in thousands)
Current Assets:
Cash and cash equivalents $ 15,753 § 969
Receivables --
Customer accounts receivable 55,108 49,067
Other accounts and notes receivable 4,325 3,514
Affiliated companies 7,104 3,442
Accumulated provision for uncollectible accounts (1,026) (996)
Fossil fuel stock, at average cost 29,869 24,213
Materials and supplies, at average cost (Note 1) 30,088 28,025
Regulatory clauses under recovery (Note 1) 11,611 9,737
Other 5354 8,725
Total current assets 158.186 127,696
Property, Plant, and Equipment:
In service (Notes 1 and 6) 1,853,664 1,809,901
Less accumulated provision for depreciation 821.970 784,111
1,031,694 1,025,790
Construction work in progress 34,164 34,863
Total property, plant, and equipment 1,065,858 1,060,653
Other Property and Investments 1,481 588
Deferred Charges and Other Assets:
Deferred charges related to income taxes (Note 8) 25,264 25,308
Prepaid pension costs (Note 2) 17,734 13,770
Debt expense, being amortized 2,526 2,565
Premium on reacquired debt, being amortized 17,360 18,883
Other 20,086 18,438
Total deferred charges and other assets 82.970 78,964
Jdotal Assets $1,308,495 $1.267,901

The accompanying notes are an integral part of these balance sheets.
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Liabilities and Stockholder’s Equity 1999 1998
fin thousands)

Current Liabilities:
Securities due within one year (Note 10) $ - $ 27,000
Notes payable 55,000 31,500
Accounts payable --

Affiliated 14,878 19,756

Other 22,581 23,697
Customer deposits 12,778 12,560
Taxes accrued -~

Income taxes 4,889 -

Other 7,707 7,432
Interest accrued 9,255 5,184
Vacation pay accrued 4,199 4,035
Other 4.961 10,051
Total current liabilities 136,248 141,215
Long-term debt (See accompanying statements) 367449 317,341
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 8) 162,776 166,118
Deferred credits related to income taxes (Note 8) 49,693 52,465
Accumulated deferred investment tax credits 27,712 29,632
Employee benefits provisions 31,735 28,594
Other 21,333 15,648
Total deferred credits and other liabilities 293,249 292457
Company obligated mandatorily redeemable preferred

securities of subsidiary trusts holding company junior

subordinated notes (See accompanying statements) 85,000 85,000
Preferred stock (See accompanying statements) 4,236 4,236
Common stockbolder's equity (See accompanying statements) 422,313 427,652
Total Lisbilities and Stockholder's Equity 51308495 SI267.901

The accompanying notes are an integral part of these balance sheets.
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1999 1998 1999 1998
{in thousands) {percent of total)

Long-Term Debt:
First mortgage bonds -- - Ra

Maturity terest Rates

July 1, 2003 6.125% $ 30,000 $ 30,000

November 1, 2006 6.50% 25,000 25,000

January 1, 2026 6.875% 30,000 30,000
Total first mortgage bonds 85,000 85,000
Long-term notes payable —

7.05% due August 15, 2004 50,000 -

7.50% due June 30, 2037 20,000 20,000

6.70% due June 30, 2038 49,926 50,000

Adjustable rate (5.72% at 1/1/99)

due November 20, 1999 27,000

Total long-term notes payable 119.926 97,000
Other long-term debt --
Pollution control revenue bonds --
Collateralized with first mortgage bonds:

5.25% to 6.30% due 2006-2026 108,700 108,700
Variable rate (3.70% at 1/1/00)
due 2024 20,000 20,000

Collateralized with other property:
Variable rate (3.75% at 1/1/00)

due 2022 40,930 40,930
Total other long-term debt 169,630 169,630
Unamortized debt premium (discount), net (7,107) (7.289)
Total long-term debt (annual interest
requirement -- $22.5 million) 367,449 344,341
Less amount due within one year (Note 10) - 27.000
Long-term debt excluding amount due within one year 367,449 317.341 41.8% 38.0%

Company Obligated Mandatorily
Redeemable Preferred Securities: (Note 9)
$25 liquidation value -

7.00% 45,000 45,000
7.625% 40,000 40,000
Total (annual distribution requirement -- $6.2 million) 85.000 85,000 9.7 10.2
Cumulative Preferred Stock:
$100 par value
4.64% to 5.44% 4,236 4,236
Total (annual dividend requirement -- $0.2 million) 4,236 4,236
Less amount due within one vear - -
Total excluding amount due within one vear 4,236 4,236 0.5 0.5

Common Stockholder's Equity:
Common stock, without par value --

Authorized and Outstanding -
992,717 shares in 1999 and 1998 38,060 38,060
Paid-in capital 221,254 218,960
Premium on preferred stock 12 12
Retained eamings (Note 11) 162,987 170,620
Total common stockholder's equity 422,313 427,652 48.0 51.3

$878,998 $834,229 100.0% 100.0%

The accompanying notes are an integral part of these statements,
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Premium on

Common Paid-In Preferred Retained
Stock Capital Stock Earnings Total
(in thousands)
Balance at January 1, 1997 $38,060 $218,437 $81 $179,180 $435,758
Net income after dividends on preferred stock - - - 57,610 57,610
Cash dividends on common stock - - - (64,600) (64,600)
Other - 1 (69) 18 (50)
Balance at December 31, 1997 38,060 218438 12 172,208 428,718
Net income after dividends on preferred stock - - - 56,521 56,521
Capital contributions from parent company - 522 - - 522
Cash dividends on common stock - - - (57,200) (57,200)
Other - = - (909) {909)
Balance at December 31, 1998 38,060 218,960 12 170,620 427,652
Net income after dividends on preferred stock - - - 53,667 53,667
Capital contributions from parent company - 2,294 - - 2,294
Cash dividends on common stock o = = (61,300) (61,300)
Balance at December 31, 1999 $38,060 $221,254 $12 $16#2937 $422,313

The accompanying notes are an integral part of these staterments.
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1999 1998 1997
(in thousands)
Operating Activities:
Net income $ 53,884 $ 57,157 $ 61,227
Adjustments to reconcile net income
to net cash provided from operating activities --
Depreciation and amortization 68,721 69,633 72,860
Deferred income taxes and investment tax credits, net (6,609) (4,684) (7,047}
Other, net 3,735 3,463 4,831
Changes in certain current assets and labilities --
Receivables, net (10,484) 11,308 (692)
Fossil fuel stock (5,656) (4,917) 9,056
Materials and supplies (2,063) 609 1,618
Accounts payable (2,023) 823 1,398
Other 7,030 (18,471) 22,296
Net cash provided from operating activities 106,535 114,921 165,547
Investing Activities:
Gross property additions (69,798) (69,731 (54,289)
Other (8,856) 5,990 509
Net cash used for investing activities (78,653) (63,741) (53,780)
Financing Activities:
Increase (decrease) in notes payable, net 23,500 (15,500} 22,000
Proceeds --
Other long-term debt 50,000 50,000 60,930
Preferred securities S 45,000 40,000
Capital contributions from parent company 2,294 522 -
Retirements --
First mortgage bonds - (45,000} (25,000)
Other long-term debt (27,074) {8,326) (56,902)
Preferred stock - (9,455) (75,911}
Payment of preferred stock dividends Q71) (792) (5,370)
Payment of common stock dividends (61,300) (67,200) (64,600)
Other (246) (4,167) (3,014)
Net cash used for ﬁnan@g activities (13,097) {54,918) (107,867)
Net Change in Cash and Cash Equivalents 14,784 (3,738) 3,900
Cash and Cash Equivalents at Beginning of Period 969 4,707 807
h i n i $ 15,753 $ 969 $ 4707
Supplemental Cash Flow Information: - -
Cash paid during the period for --
Interest (net of amount capitalized) $£27,670 $28,044 $26,558
Income taxes (net of refunds) 29,462 38,782 36,010

The accompanying notes are an integral part of these statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

General

Gulf Power Company is a wholly owned subsidiary of
Southern Company, which is the parent company of five
integrated Southeast utilities, a system service company,
Southern Communications Services (Southern LINC),
Southern Company Energy Solutions, Southern Energy,
Inc. (Southern Energy), Southern Nuclear Operating
Company (Southern Nuclear), and other direct and
indirect subsidiaries. The integrated Southeast utilities --
Alabama Power, Georgia Power, Gulf Power, Mississippi
Power, and Savannah Electric -- provide electric service
in four states. Gulf Power Company provides electric
service to the northwest panhandle of Florida. Contracts
among the integrated Southeast utilities -- related to
jointly owned generating facilities, interconnecting
transmission lines, and the exchange of electric power --
are regulated by the Federal Energy Regulatory
Commission (FERC) and/or the Securities and Exchange
Commission (SEC). The system service company
provides, at cost, specialized services to Southern
Company and subsidiary companies. Southern LINC
provides digital wireless communications services to the
operating companies and also markets these services to
the public within the Southeast. Southern Company
Energy Solutions develops new business opportunities
related to energy products and services, Southern Nuclear
provides services to Southern Company’s nuclear power
plants. Southern Energy acquires, develops, builds, owns,
and operates power production and delivery facilities and
provides a broad range of energy-related services to
utilities and industrial companies in selected countries
around the world. Southern Energy businesses include
independent power projects, integrated utilities, a
distribution company, and energy trading and marketing
businesses outside the southeastern United States.

Southern Company is registered as a holding company
under the Public Utility Holding Company Act of 1935
(PUHCA). Both Southern Company and its subsidiaries
are subject to the regulatory provisions of the PUHCA.
The Company is also subject to regulation by the FERC
and the Florida Public Service Commission (FPSC). The
Company follows generally accepted accounting
principles and complies with the accounting policies and
practices prescribed by the FPSC and the FERC. The
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preparation of financial statements in conformity with
generally accepted accounting principles requires the use
of estimates, and the actual results may differ from those
estimates.

Certain prior years’ data presented in the financial
statements have been reclassified to conform with current
year presentation.

Related-Party Transactions

The Company has an agreement with Southern Company
Services, Inc. (a wholly owned subsidiary of Southern
Company) under which the following services are
rendered to the company at cost: general and design
engineering, purchasing, accounting and statistical,
finance and treasury, tax, information resources,
marketing, auditing, insurance and pension, human
resources, systems and procedures, and other services
with respect to business and operations and power pool
operations. Costs for these services amounted to $43
million, $40 million, and $36 million during 1999, 1998,
and 1997, respectively.

Regulatory Assets and Liabilities

The Company is subject to the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. Regulatory assets represent probable future
revenues to the Company associated with certain costs
that are expected to be recovered from customers through
the ratemaking process. Regulatory liabilities represent
probable future reductions in revenues associated with
amounts that are expected to be credited to customers
through the ratemaking process. Regulatory assets and
(liabilities) refiected in the Balance Sheets at December
31 relate to the following:
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1999 1998
(in thousands)
Deferred income tax debits $25,264 $25,308
Deferred loss on reacquired
debt 17,360 18,883
Environmental remediation 5,745 7,076
Vacation pay 4,199 4,035
Regulatory clauses under (over)
recovery, net 8,486 3,700
Accumulated provision for
property damage (5,528) (1,605)
Deferred income tax credits (49,693) (52,465)
Other, net (1,255) (480)
Total $ 4578 § 4,452

In the event that a portion of the Company’s operations
is no longer subject to the provisions of FASB Statement
No. 71, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable through regulated rates. In
addition, the Company would be required to determine
any impairment to other assets, including plant, and write
down the assets, if impaired, to their fair value.

Revenues and Regulatory Cost Recovery Clauses

The Company currently operates as a vertically integrated
utility providing electricity to retail customers within its
service area located in northwest Florida and to wholesale
customers in the Southeast.

The Company accrues revenues for service rendered but
unbilled at the end of each fiscal period. The Company
has a diversified base of customers and no single customer
or industry comprises 10 percent or more of revenues.

For all periods presented, uncollectible accounts averaged
significantly less than 1 percent of revenues.

Fuel costs are expensed as the fuel is used. The
Company’s retail electric rates include provisions to
periodically adjust billings for fluctuations in fuel costs,
the energy component of purchased power costs, and
certain other costs. The Company also has similar retai!
cost recovery clauses for energy conservation costs,
purchased power capacity costs, and environmental
compliance costs. Revenues are adjusted monthly for
differences between recoverable costs and amounts
actually reflected in current rates.

Depreciation and Amortization

Depreciation of the original cost of plant in service is
provided primarily by using composite straight-line rates,
which approximated 3.8 percent in 1999 and 1998 and 3.6
percent in 1997, The increase in 1998 is attributable to
new depreciation rates, which were approved by the FPSC
in 1998, When property subject to depreciation is retired
or otherwise disposed of in the normal course of business,
its cost -- together with the cost of removal, less salvage --
is charged to the accumulated provision for depreciation.
Minor items of property included in the original cost of
the plant are retired when the related property unit is
retired. Also, the provision for depreciation expense
includes an amount for the expected cost of removal of
facilities.

Income Taxes

The Company uses the liability method of accounting for
income taxes and provides deferred income taxes for all
significant income tax temporary differences. Investment
tax credits utilized are deferred and amortized to income
over the average lives of the related property. The
Company is included in the consolidated federal income
tax return of Southern Company.

Property, Plant, and Equipment

Property, plant, and equipment is stated at original cost.
Original cost includes: materials; labor; minor items of
property; appropriate administrative and general costs;
payroll-related costs such as taxes, pensions, and other
benefits; and the estimated cost of funds used during
construction. The cost of maintenance, repairs, and
replacement of minor items of property is charged to
maintenance expense. The cost of replacements of
property {exclusive of minor items of property) is charged
to utility plant.

Cash and Cash Equivalents

Temporary cash investments are considered cash
equivalents. Temporary cash investments are securities
with original maturities of 90 days or less.
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Financial Instruments

The Company’s financial instruments for which the
carrying amount did not equal fair value at December 31
were as follows:

Carrying Fair
Amount Value
(in thousands)

Long-term debt:

At December 31, 1999 $367,449  $349,791

At December 31, 1998 $344,341  $357,100
Capital trust preferred

securities:

At December 31, 1999 $85,000 $69,092

At December 31, 1998 $85,000 $89,400

The fair values for long-term debt and preferred
securities were based on either closing market prices or
closing prices of comparable instruments.

Materials and Supplies

Generally, materials and supplies include the cost of
transmission, distribution, and generating plant materials.
Materials are charged to inventory when purchased and
then expensed or capitalized to plant, as appropriate, when
installed.

Provision for Injuries and Damages

The Company is subject to claims and suits arising in the
ordinary course of business. As permitted by regulatory
authorities, the Company provides for the uninsured costs
of injuries and damages by charges to income amounting
to $1.2 million annually. The expense of settling claims is
charged to the provision to the extent available. The
accumulated provision of $1.8 miilion and $1.3 million at
December 31, 1999 and 1998, respectively, is included in
other current liabilities in the accompanying Balance
Sheets.

Provision for Property Damage

The Company provides for the cost of repairing damages
from major storms and other uninsured property damages.
This includes the full cost of storm and other damages to
its transmission and distribution lines and the cost of
uninsured damages to its generation and other property.
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The expense of such damages is charged to the provision
account. At December 31, 1999 and 1998, the
accumulated provision for property damage was $5.5
million and $1.6 million, respectively. In 1995, the FPSC
approved the Company’s request to increase the amount
of its annual accrual to the accumulated provision for
property damage account from $1.2 million to $3.5
million and approved a target level for the accumulated
provision account between $25.1 and $36.0 million. The
FPSC has also given the Company the flexibility to
increase its annual accrual amount above $3.5 million,
when the Company believes it is in a position to do so.
The Company accrued $5.5 miltion in 1999 and $6.5
million in 1998 to the accumulated provision for property
damage. The Company charged $1.6 million to the
provision account in 1999. Charges to the provision
account during 1998 totaled $4.2 million, which included
$3.4 million related to Hurricane Georges.

2. RETIREMENT BENEFITS

The Company has a defined benefit, trusteed, non-
contributory pension plan that covers substantially all
regular employees. The Company provides certain
medical care and life insurance benefits for retired
employees. Substantially all employees may become
eligible for these benefits when they retire. Trusts are
funded to the extent required by the Company’s regulatory
commissions. The measurement date for plan assets and
obligations is September 30 for each year.

Pension Plan
Changes during the year in the projected benefit

obligations and in the fair value of plan assets were as
follows:

Projected
Benefit Obligations
1999 1998
(in thousands}

Balance at beginning of year $143,012  $130,794
Service cost 4,490 4,107
Interest cost 9.440 9,572
Benefits paid (6,862) {6,663)
Actuarial loss (gain) and

employee transfers (8,113) 5,202
Balance at end of year $141,967 $143,012
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Postretirement Benefits

Plan Assets
1999 1998 Changes during the year in the accumulated benefit
(in thousands) obligations and in the fair value of plan assets were as
Balance at beginning of year $212,934  $222,196 follows:
Actual return on plan assets 35,971 1,310
Benefits paid (6,862) (6,663) Accumulated
Employee transfers (558) {3,909 Benefit Obligations
Balance at end of year $241,485  $212,934 1999 1998
(in thousands)
The accrued pension costs recognized in the Balance Balance at beginning of year ~ $49,303 $39,669
Sheets were as follows: Service cost 1,087 946
Interest cost 3,261 3,123
1999 1998 Benefits paid (1,177) {1,068)
(in thousands) Actuarial (loss) gain and
Funded status $99,518 $ 69,922 employee transfers (4,464) 3,614
Unrecognized transition Amendments - 3,019
obligation 4,323)  (5,043) Balance at end of year $48,010 $49,303
Unrecognized prior
service cost 4,495 4,869
Unrecognized net gain (81,956) (55,978) Plan Assets
Prepaid asset recognized 1999 1998
in the Balance Sheets $17.734 $13,770 (in thousands)
Balance at beginning of year  $9,603 $9.455
Components of the pension plan’s net periodic cost Actual return on plan assets 1,525 54
were as follows:; Employer contributions 1,245 1,162
Benefits paid 1,177) (1,068)
1999 1998 1957 Balance at end of year $11,196 $9,603
Service cost $4,490 $4107 % 3,897
Interest cost 9,440 9,572 9,301 The accrued postretirement costs recognized in the
Expected return on Balance Sheets were as follows:
plan assets (15,968) (14,827) (13,675)
Recognized net gain ~ (1,579) {1,891) {1,656) 1999 1998
Net amortization (347) (347) (347) (in thousands)
Net pension income  $(3,964)  $(3,386) $(2,480) Funded status $(36,814) 3(39,700)
Unrecognized transition
obligation 4,723 5,079
Unrecognized prior
service cost 2,741 2,900
Unrecognized net loss 2,620 8,187
Fourth quarter contributions 300 -
Accrued liability recognized
in the Balance Sheets $(26,430) $(23,534)
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Components of the postretirement plan’s net periodic
cost were as follows:

1999 1998 1997

Service cost $1,087 § 946 § 896
Interest cost 3,261 3,123 2,845
Expected return on

plan assets (794) (717)  (641)
Transition obligation 356 356 356
Prior service cost 159 119 -
Recognized net loss 264 128 184
Net postretirement cost $4,333  $3,955 $3.640

The weighted average rates assumed in the actuarial
calculations for both the pension plan and postretirement
benefits were:

1999 1998
Discount 1.50% 6.75%
Annual salary increase 5.00% 4.25%
Long-term return on plan
assets 8.50% 8.50%

An additional assumption used in measuring the
accumulated postretirement benefit obligations was a
weighted average medical care cost trend rate of 7.74
percent for 1999, decreasing gradually to 5.5 percent
through the year 2005, and remaining at that level
thereafter. An annual increase or decrease in the assumed
medical care cost trend rate of 1 percent would affect the
accumulated benefit obligation and the service and interest
cost components at December 31, 1999 as follows (in
thousands):

1 Percent 1 Percent
Increase Decrease
Benefit obligation $3,627 $(3,086)
Service and interest costs $320 $(269)

Work Force Reduction Programs

The Company recorded costs related to work force
reduction programs of $0.2 million in 1999, $2.8 million
in 1998, and $1.4 million in 1997. The Company has also
incurred its pro rata share for the costs of affiliated
companies’ programs. The costs related to these
programs were $0.6 million for 1999, $0.2 million for
1998, and $1.3 mtilion for 1997. The Company has
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expensed all costs related to these work force reduction
programs,

3. CONTINGENCIES AND REGULATORY
MATTERS

Eanvironmental Cost Recovery

In April 1993, the Florida Legislature adopted legislation
for an Environmental Cost Recovery Clause (ECRC),
which allows a utility to petition the FPSC for recovery of
all prudent environmental compliance costs that are not
being recovered through base rates or any other recovery
mechanism, Such environmental costs include operation
and maintenance expense, emission allowance expense,
depreciation, and a return on invested capital.

In January 1994, the FPSC approved the Company’s
initial petition under the ECRC for recovery of
environmental costs. Initially, recovery under the ECRC
was determined semi-annually. The FPSC approved
annual recovery periods beginning with the October 1996
through September 1997 period. As of January 1999, the
annual recovery period is on a calendar-year basis as
approved by the FPSC in May 1998. Recovery includes a
true-up of the prior period and a projection of the ensuing
period. During 1999 and 1998, the Company recorded
ECRC revenues of $11.6 million and $8.0 million,
respectively.

At December 31, 1999, the Company’s liability for the
estimated costs of environmental remediation projects for
known sites was $5.7 million. These estimated costs are
expected to be expended from 2000 through 2006. These
projects have been approved by the FPSC for recovery
through the ECRC discussed above. Therefore, the
Company recorded $1.2 million in current assets and
current liabilities and $4.5 million in deferred assets and
deferred liabilities representing the future recoverability of
these costs.

Environmental Litigation

On November 3, 1999, the Environmental Protection
Agency (EPA) brought a civil action in the U.S,
District Court against Alabama Power, Georgia Power,
and the system service company. The complaint
alleges violations of the prevention of significant
deterioration and new source review provisions of the
Clean Air Act with respect to five coal-fired generating



NOTES (continued)
Gulf Power Company 1999 Annual Report

facilities in Alabama and Georgia. The civil action
requests penalties and injunctive relief, including an
order requiring the installation of the best available
control technology at the affected units. The Clean Air
Act authorizes civil penalties of up to $27,500 per day,
per violation at each generating unit. Prior to January
30, 1997, the penalty was $25,000 per day.

The EPA concurrently issued to the integrated
Southeast utilities a notice of violation related to 10
generating facilities, including the five facilities
mentioned previously and the Company's Plants Crist
and Scherer. See Note 6 under “Joint Ownership
Agreements” related to the Company’s ownership
interest in Georgia Power’s Plant Scherer Unit No. 3.
In early 2000, the EPA filed a motion to amend its
complaint to add the violations alleged in its notice of
violation, and to add Gulf Power, Mississippi Power,
and Savannah Electric as defendants. The complaint
and notice of violation are similar to those brought
against and issued to several other electric utilities.
These complaints and notices of violation allege that
the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978,
Southern Company believes that its integrated utilities
complied with applicable laws and the EPA’s
regulations and interpretations in effect at the time the
work in question took place.

An adverse outcome of this matter could require
substantial capital expenditures that cannot be
determined at this time and possibly require payment of
substantial penalties. This could affect future results of
operations, cash flows, and possibly financial condition
if such costs are not recovered through regulated rates.

4. CONSTRUCTION PROGRAM

The Company is engaged in a continuous construction
program, the cost of which is currently estimated to total
$106 million in 2000, $232 million in 2001, and $90
million in 2002. The construction program is subject to
periodic review and revision, and actual construction costs
may vary from the above estimates because of numerous
factors. These factors include changes in business
conditions; revised load growth estimates; changes in
environmental regulations; increasing costs of labor,
equipment, and materials; and cost of capital. At
December 31, 1999, significant purchase commitments
were outstanding in connection with the construction

program. The Company has budgeted $198.8 million for
the years 2000 through 2002 for the estimated cost of a
574 megawatt combined cycle gas unit to be located in the
eastern portion of its service area. The unit is expected to
have an in-service date of June 2002. The Company will
continue its construction program related to transmission
and distribution facilities and the upgrading and extension
of the useful lives of generating plants.

See Management’s Discussion and Analysis under
“Environmental Matters™ for information on the impact of
the Clean Air Act Amendments of 1990 and other
environmental matters.

5. FINANCING AND COMMITMENTS
General

Current projections indicate that funds required for
construction and other purposes, including compliance
with environmental regulations, will be derived from
operations; the sale of additional long-term unsecured
debt, pollution control bonds, and preferred securities;
bank notes; and capital contributions from Southern
Company. In addition, the Company may issue additional
long-term debt and preferred securities primarily for debt
maturities and redemptions of higher-cost securities.

Bank Credit Arrangements

At December 31, 1999, the Company had $41.5 million of
lines of credit with banks subject to renewal June 1 of
each year, all of which remained unused. In addition, the
Company has two unused committed lines of credit
totaling $61.9 million that were established for liquidity
support of its variable rate pollution control bonds. In
connection with these credit lines, the Company has
agreed to pay commitment fees and/or to maintain
compensating balances with the banks. The compensating
balances, which represent substantially all of the cash of
the Company except for daily working funds and like
items, are not legally restricted from withdrawal. In
addition, the Company has bid-loan facilities with seven
major money center banks that total $130 million, of
which $50 million was committed at December 31, 1999.
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Assets Subject to Lien

The Company’s mortgage, which secures the first
mortgage bonds issued by the Company, constitutes a
direct first lien on substantially all of the Company’s fixed
property and franchises.

Fuel Commitments

To supply a portion of the fuel requirements of its
generating plants, the Company has entered into long-term
commitments for the procurement of fuel. In most cases,
these contracts contain provisions for price escalations,
minimum purchase levels, and other financial
commitments. Total estimated long-term obligations at
December 31, 1999 were as follows:

Year Fuel

(in millions)
2000 $89
2001 70
2002 86
2003 90
2004 91
2005 - 2026 508
Total commitments $934

In 1988, the Company made an advance payment of $60
million to a coal supplier under an arrangement to lower
the cost of future coal purchased under an existing
contract. This payment was fully amortized to expense on
a per ton basis as of March 1998.

In December 1995, the Company made another
payment of $22 million to the same coal supplier under an
arrangement to lower the cost of future coal and/or to
suspend the purchase of coal under an existing contract
for 25 months. This payment was fully amortized to
expense on a per ton basis as of March 1998.

The amortization expense of these contract
renegotiations was recovered through the fuel cost
recovery clause discussed under “Revenues and
Regulatory Cost Recovery Clauses” in Note 1.

Lease Agreements

In 1989, the Company and Mississippi Power jointly
entered into a twenty-two year operating lease agreement
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for the use of 495 aluminum railcars. In 1994, a second
lease agreement for the use of 250 additional aluminum
railcars was entered into for twenty-two years. Both of
these leases are for the transportation of coal to Plant
Daniel. At the end of each lease term, the Company has
the option to renew the lease. In 1997, three additional
lease agreements for 120 cars each were entered into for
three years, with a monthly renewal option for up to an
additional nine months.

The Company, as a joint owner of Plant Daniel, is
responsible for one half of the lease costs. The lease costs
are charged to fuel inventory and are ailocated to fuel
expense as the fuel is used. The Company’s share of the
lease costs charged to fuel inventories was $2.8 million in
1999 and $2.8 million in 1998. The annual amounts for
2000 through 2004 are expected to be $2.1 million, $1.7
million, $1.7 million, $1.7 million, and $1.8 million,
respectively, and after 2004 are expected to total $14.4
million.

6. JOINT OWNERSHIP AGREEMENTS

The Company and Mississippi Power jointly own Plant
Daniel, a steam-electric generating plant located in
Jackson County, Mississippi. In accordance with an
operating agreement, Mississippi Power acts as the
Company’s agent with respect to the construction,
operation, and maintenance of the plant.

The Company and Georgia Power jointly own Plant
Scherer Unit No. 3. Plant Scherer is a steam-electric
generating plant located near Forsyth, Georgia. In
accordance with an operating agreement, Georgia Power
acts as the Company’s agent with respect to the
construction, operation, and maintenance of the unit.

The Company’s pro rata share of expenses related to
both plants is included in the corresponding operating
expense accounts in the Statements of Income.
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At December 31, 1999, the Company’s percentage
ownership and its investment in these jointly owned
facilities were as follows:

Plant Scherer Plant
Unit No. 3 Daniel
(coal-fired)  (coal-fired)
(in thousands)
Plant In Service $185,714(1) $231,041
Accumulated Depreciation 566,193 $113,687
Construction Work in Progress 8276 $2,621
Nameplate Capacity (2)
(megawatts) 208 500
Ownership 25% 50%

(1) Includes net plant acquisition adjustment.
(2) Total megawatt nameplate capacity:
Plant Scherer Unit No. 3: 818
Plant Daniel: 1,000

7. LONG-TERM POWER SALES AGREEMENTS

The Company and the other operating affiliates have long-
term contractual agreements for the sale of capacity and
energy to certain non-affiliated utilities located outside the
system’s service area. The unit power sales agreements
are firm and pertain to capacity related to specific
generating units. Because the energy is generally sold at
cost under these agreements, profitability is primarily
affected by revenues from capacity sales. The capacity
revenues from these sales were $19.8 million in 1999,
$22.5 million in 1998, and $24.9 million in 1997.
Declining capacity revenues are due primarily to the
decline in net plant investment related to these sales. In
addition, the decline in 1999 reflects a reduction in the
authorized rate of return on the equity component of the
investment.

Unit power from specific generating plants of Southern
Company is currently being sold to Florida Power
Corporation (FPC), Florida Power & Light Company
(FP&L), Jacksonville Electric Authority (JEA), and the
City of Tallahassee, Florida. Under these agreements, 214
megawatts of net dependable capacity were sold by the
Company during 1999. Sales will decrease to 209
megawatts per year in 2000 and remain at that level --
unless reduced by FP&L, FPC, and JEA for the periods after
2000 with a minimum of three years notice -- until the
expiration of the contracts in 2010.

Capacity and energy sales to FP&L, the Company’s
largest single customer, provided revenues of $24.3
million in 1999, $22.3 million in 1998, and $25.4 million
in 1997, or 3.6 percent, 3.4 percent, and 4.1 percent of
operating revenues, respectively.

8. INCOME TAXES

At December 31, 1999, the tax-related regulatory assets to
be recovered from customers were $25.3 million. These
assets are attributable to tax benefits flowed through to
customers in prior years and to taxes applicable to
capitalized allowance for funds used during construction.
At December 31, 1999, the tax-related regulatory
liabilities to be credited to customers were $49.7 million.
These liabilities are attributable to deferred taxes
previously recognized at rates higher than current enacted
tax law and to unamortized investment tax credits.

Details of the federal and state income tax provisions
are as follows:;

1999 1598 1997
(in thousands}
Total provision for
income taxes:
Federal--
Current $33,973 $31,746  §34,522
Deferred --current year 16,776 18,485 19,297
--reversal of
prior years (22,883) (22,952) (25,778)
27,866 27,279 28,041
State--
Current 5,267 5,137 5,975
Deferred --current year 2,474 2,745 2,868
--reversal of
prior years (2,976) (2,962) (3,434)
4,765 4,920 5,409
Total $32,631 $£32,199 $33,450
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The tax effects of temporary differences between the
carrying amounts of assets and liabilities in the financial
statements and their respective tax bases, which give rise
to deferred tax assets and liabilities, are as follows:
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1999 1998
{in thousands)

Deferred tax liabilities:

Accelerated depreciation $168,662 $155,833

Property basis differences -~ 6,000 20,330

QOther 18,272 17,645
Total 192,934 193,808
Deferred tax assets:

Federal effect of state deferred taxes 9,293 9,509

Postretirement benefits 8,456 7,644

Other 12,526 10,702
Total 30,275 27,855
Net deferred tax liabilities 162,659 165,953
Less current portion, net a1rn (165)

Accumulated deferred income
taxes in the Balance Sheets

$162,776 $166,118

Deferred investment tax ¢redits are amortized over the
lives of the related property with such amortization
normally applied as a credit to reduce depreciation and
amortization in the Statements of Income. Credits
amortized in this manner amounted to $1.9 million in
1999, $1.9 million in 1998, and $2.2 million in 1997. At
December 31, 1999, all investment tax credits available to
reduce federal income taxes payable had been utilized.

A reconciliation of the federal statutory income tax rate
to the effective income tax rate is as follows:

9. COMPANY OBLIGATED MANDATORILY
REDEEMABLE PREFERRED SECURITIES

In January 1997, Gulf Power Capital Trust I (Trust I), of
which the Company owns all of the common securities,
issued $40 million of 7.625 percent mandatorily
redeemable preferred securities. Substantially all of the
assets of Trust I are $41 million aggregate principal
amount of the Company’s 7.625 percent junior
subordinated notes due December 31, 2036.

In January 1998, Gulf Power Capital Trust II (Trust II),
of which the Company owns all of the common securities,
issued $45 million of 7.0 percent mandatorily redeemable
preferred securities. Substantially all of the assets of Trust
IT are $46 million aggregate principal amount of the
Company’s 7.0 percent junior subordinated notes due
December 31, 2037.

The Company considers that the mechanisms and
obligations relating to the preferred securities, taken
together, constitute a full and unconditional guarantee by
the Company of payment obligations with respect to the
preferred securities of Trust [ and Trust [I. Trust1 and
Trust 11 are subsidiaries of the Company, and accordingly
are consolidated in the Company’s financial statements.

10. SECURITIES DUE WITHIN ONE YEAR

1999 1998 1997 . .
Federal statutory rate 359, 35% 35%% A summary of the improvement fund requirement and
State income tax, scheduled maturities and redemptions of long-term debt
net of federal deduction 4 4 4 due within one year at December 31 is as follows:
Non-deductible book
depreciation 1 1 1 1999 1998
Difference in prior years’ (in thousands)
deferred and current tax rate 2) (2) (1) Bond improvement fund requirement $85¢ § 850
Other, net - (2) (4) Less portion to be satisfied by
Effective income tax rate 38% 36% 35% certifying property additions 850 850
Cash requirement - -
The Company and the other subsidiaries of Southern Maturities of first mortgage bonds - -
Company file a consolidated federal tax return. Under a Current portion of other long-term
joint consolidated income tax agreement, each debt - 27,000
Total $ - 327,000

subsidiary’s current and deferred tax expense is computed
on a stand-alone basis.
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The first mortgage bond improvement fund requirement
amounts to 1 percent of each outstanding series of bonds
authenticated under the indenture prior to January 1 of
each year, other than those issued to collateralize pollution
control revenue bond obligations. The requirement may
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be satisfied by depositing cash, reacquiring bonds, or by
pledging additional property equal to 1 and 2/3 times the
requirement.

11, COMMON STOCK DIVIDEND
RESTRICTIONS

The Company’s first mortgage bond indenture contains
various common stock dividend restrictions which remain
in effect as long as the bonds are outstanding, At
December 31, 1999, retained earnings of $127 million
were restricted against the payment of cash dividends on
common stock under the terms of the mortgage indenture.

12. QUARTERLY FINANCIAL DATA (Unaudited)

Summarized quarterly financial data for 1999 and 1998
are as follows:

Net Income

After Dividends

Operating  Operating on Preferred

Quarter Ended Revenues Income Stock
(in thousands)

March 1999 $134,506 $15,665 $ 4,799

June 1999 166,815 29,253 13,226

September 1999 218,264 54,429 28,582

December 1999 154,514 19,815 7,060

March 1998 $140,550 $19,387 $ 6,853

June 1998 177,130 33,232 13,364

September 1998 199,377 49,837 26,989

December 1998 133,061 19,898 9,315

The Company's business is influenced by seasonal weather
conditions and the timing of rate changes, among other factors.
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1990 1908 1997 1906 1955
Jperating Revenues (in thousands) $674,099 $650,518 $625,856 $634,365 $619,077
et Income after Dividends
on Preferred Stock (in thousands) $53,667 £56,521 $57.610 $57,845 $57,154
“ash Dividends
on Common Stock (in thousands) 561,300 $57,200 $64,600 $58,300 $46,400
leturn on Average Common Equity (percent) 12.63 13.20 13.33 13.27 13.27
"otal Assets (in thousands) $1,308495 $1,267,901 81,265,612 $1,308,366 $1,341,859
rross Property Additions (in thousands) $69,798 $69,731 $54,289 $61,386 $63,113
-apitalization (in thousands):
Jommon stock equity $422.313 $427,652 $428,718 $435,758 $436,242
‘referred stock 4,236 4,236 13,691 65,102 89,602
‘ompany obligated mandatorily
redeemable preferred securities 85,000 £3,000 40,000 - -
.ong-term debt 367,449 317,341 296,993 331,880 323,376
“otal (excluding amounts due within one year) $878,998  $834220  §779402  $832,740  $849.220
-apitalization Ratios (percent):
“ommon stock equity 48.0 513 55.0 523 51.4
'referred stock 0.5 0.5 1.8 7.8 10.5
‘ompany obligated mandatorily
redeemable preferred securities 9.7 10.2 5.1 - -
Long-term debt 41.8 38.0 38.1 39.9 38.1
‘otal (excluding amounts due within one year) 100.0 100.0 100.0 100.0 100.0
.ecurity Ratings:
‘irst Mortgage Bonds -
Moody's Al Al Al Al Al
Standard and Poor's AA- AA- AA- At A+
Duff & Phelps AA- AA- AA- AA- A+
referred Stock -
Moody's a2 a2 a2 a2
Standard and Poor's A- A A A A
Duff & Phelps A A+ A+ A+ A
Jnsecured l.ong-Term Debt -
Moody's A2 A2 Al - -
Standard and Poort's A A A - -
Duff & Phelps A+ A+ A+ - -
_ustomers (year-end):
tesidential 315,240 307,077 300,257 291,196 283,421
ommercial 47,728 46,370 44,589 43,196 41,281
ndustrial 267 257 267 278 278
Jther 316 268 264 162 134
‘otal 363,551 353,972 345,377 334,832 325,114
1 384 1,501

.mployees (year-end):

3

¥
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1999 1008 1907 1006 1995

Operating Revenues (in thousands):
Residential $ 277,311 $276,208 $ 277,609 $ 285498 § 276,155
Commercial 165,871 160,960 164,435 164,181 159,260
Industrial 67,404 69,850 77,492 78,994 81,606
Other 2,174 2,100 2,083 2,056 1,893
Total retail 512,760 509,118 521,619 530,729 519,014
Sales for resale - non-affiliates 62,354 61,893 63,697 63,201 60,413
Sales for resale - affiliates 66,110 42,642 16,760 17,762 18,619
Total revenues from sales of electricity 641,224 613,653 602,076 611,692 598,046
Other revenues 32,875 36,865 23,780 22,673 21,031
Total $674,000  $650,518  $625,856  $634,365 __ $610,077
Kilowatt-Hour Sales (in thousands):
Residential 4,471,118 4,437 558 4,119,492 4,159,924 4,014,142
Commercial 3,222,532 3,111,933 2,867 887 2,808,634 2,708,243
Industrial 1,846,237 1,833,575 1,903,050 1,808,086 1,794,754
Other 19,296 18,952 18,101 17,815 17,345
Total retail 9,559,183 0,402,018 8,938,530 8,794,459 8,534,484
Sales for resale - non-affiliates 1,561,972 1,341,990 1,531,179 1,534,097 1,396,474
Sales for resale - affiliates 2,511,983 1,758,150 848,135 700,647 759,341
Total 13,633,138 12.502,158 11,317,844 11,038,203 10,690,299
Average Revenue Per Kilowatt-Hour (cents):
Residential 6.20 6.22 6.74 6.86 6.88
Commercial 5.15 517 5.67 5.85 5.88
Industrial 3.65 1.81 4.07 4.37 4.55
Total retail 5.36 5.41 5.84 6.03 6.08
Sales for resale 3.15 3.37 3.38 3.61 3.67
Total sales 4.70 4.91 5.32 5.54 5.59
Residential Average Annual

Kilowatt-Hour Use Per Customer 14,318 14,577 13,894 14,457 14,148
Residential Average Annual

Revenue Per Customer $888.01 $907.35 $936.30 $992.17 $973.35
Plant Nameplate Capacity

Ratings (year-end) (megawatts) 2,188 2,188 2,174 2,174 2,174
Maximum Peak-Hour Demand

Net of SEPA (megawatts):
Winter 2,085 2,040 1,844 2,136 1,732
Summer 2,161 2,146 2,032 1,961 2,040
Annual Load Factor (percent) 55.2 553 55.5 514 53.0
Plant Availability Fossil-Steam (percent): 87.2 87.6 91.0 91.8 £4.0
Source of Energy Supply (percent):
Coal 89.8 89.2 87.1 87.8 86.8
Oil and gas 25 2.0 0.4 0.5 0.4
Purchased power -

From non-affiliates 5.9 5.5 3.5 2.7 4.0

From affiliates 1.8 33 9.0 9.0 8.8
Total 100.0 100.0 100.0 100.0 100.0
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Employee/Extemnal Affairs
Age 56; 33 Years of Service
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Vice President
Age 46; 23 Years of Service

Christopher C, Womack
Vice President
Age 41; 11 Years of Service

E. Wayne Boston

Assistant Secretary and
Assistant Treasurer

Age 55; 29 Years of Service

DIRECTORS
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CORPORATE INFORMATION

Gulf Power Company 1899 Annual Report

Profile
Gulf Power Company is an investor-owned

electric utility serving 363,551 customers in
10 counties in the Florida panhandle. The
service territory spans 7,400 square miles in
71 communities and rural areas. The
Company is a wholly owned subsidiary of
Southern Company, which is the parent
company of five integrated Southeast
utilities, Southern Company Services, Inc.,
Southern Energy, Inc., Southern Nuclear
Operating Company, Southem Company
Energy Solutions, Inc. and other direct and
indirect subsidiaries.

General
This annual report is submitted for general

information. It is not intended for use in
connection with any sale or purchase of, or
any solicitation of offers to buy or sell,
securities.

Form 10-K

A copy of Form 10-K as filed with the
Securities and Exchange Commission will
be provided upon written request to the
office of the Corporate Secretary.

Registrar, Transfer Agent, and Dividend
Paying Agent

All series of Preferred Stock

Southern Company Services, Inc.
Stockholder Services

P.O. Box 54250

Atlanta, GA 30308-0250

(800) 554-7626
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Agent

All series of First Mortgage Bonds and
Trust Preferred Securities

The Chase Manhattan Bank

Global Trust Services
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New York, NY 10001-2697

Corporate Office

Principal Address & Deliveries:
Gulf Power Company

500 Bayfront Parkway
Pensacola, FL 32520

(850) 444-6111

Mailing Address:
Gulf Power Company
One Energy Place
Pensacola, FL. 32520

Auditors

Arthur Andersen LLP

133 Peachtree Street, N.E.
Atlanta, GA 30303

Legal Counsel

Beggs & Lane

A Registered Limited Liability Partnership
P.O. Box 12950

Pensacola, FL. 32576-2950
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
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(X) ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
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OR
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(A Maine Corporation)
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{A Georgia Corporation)
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Securities registered pursuant to Section 12(b) of the Act:'

Each of the following classes or series of securities registered pursuant to Section 12(b) of the Act is registered on the New

York Stock Exchange.

Title of each class

Common Stock, 35 par value

Company obligated mandatorily redeemable
preferred securities, $25 liquidation amount

7.75% Cumulative Quarterly Income Preferred Securities *
7 1/8% Trust Originated Preferred Securities®

6.875% Cumulative Quarterly Income Preferred Securities®

Registrant

The Southern Company

Class A preferred, cumulative,. $25 stated capital

5.20% Senes 5.83% Series
Senior Notes
7 1/8% Series A ' 7% Series C

7% Series B 6.75% Series J

Company obligated mandatorily redeemable
preferred securities, $25 hqmdatlon amount
7.375% Trust Preferred Securities’

7.60% Trust Originated Preferred Securities®

Alabama Power Company

Senior Notes
6 7/8% Series A 6 5/8% Series D
6.60% Series B

Company obligated mandatorily redeemable
preferred securities, $25 hquldntion amonnt

7.75% Trust Preferred Securities’

7.75% Curmnulative Quarterly Income Preferred Securities’

Georgia Power Company

7.60% Trust Preferred Securities®
6.85% Trust Preferred Securities'®

! As of December 31, 2000.

2 Issued by Southern Company Capital Trust ITT and guaranteed by The Southern Company.
3 Issued by Southern Company Capital Trust IV and guaranteed by The Southern Company.
* Issued by Southern Company Capital Trust V and guaranteed by The Southern Company.
% Issued by Alabama Power Capital Trust I and guaranteed by Alabama Power Company.

¢ Jasued by Alabama Power Capital Trust IT and guaranteed by Alabama Power Company.

7 Issued by Georgia Power Capital Trust I and guaranteed by Georgia Power Company.

¥ 1ssued by Georgia Power Capital Trust IT and guaranteed by Georgia Power Company.

® Issued by Georgia Power Capital Trust III and guaranteed by Georgia Power Company.

10 1¢sued by Georgia Power Capital Trust IV and guaranteed by Georgia Power Company.




Company obligated mandatorily redeemable

preferred securities, $25 liqguidation amount

7.625% Cumulative Quarterly Income Preferred Securities'!
7.00% Cumulative Quarterly Income Preferred Securities'”

Gulf Power Company

Depositary preferred shares, each representing one-fourth
of a share of preferred stock, cumnlative, $100 par value
6.32% Series 6.65% Series

Company obligated mandatorily redeemable
preferred securities, $25 liquidation amount
7.75% Trust Originated Preferred Securities”

Mississippi Power Comipany

Company obligated mandatorily redeemable
preferred securities, $25 liqguidation amount
6.85% Trust Preferred Securities'

Savannah Electric and Power Company

Securities registered pursuant to Section 12(g) of the Act:'®

Title of _eagh class

Preferred stock, cumulative, $100 par value :
4.20% Series 4.60% Series 4.72% Series
4.52% Series 4.64% Series 4.92% Series

Class A preferred, cumulative, $100,000 stated capital
Auction (1993 Series)

Class A preferred, cumulative, $100 stated capital
Auction {1988 Series)

Re nt

Alabamsa Power Company

Preferred stock, cumulative, $100 stated value
$4.60 Series (1954)

Georgia Power Company

1 1esued by Gulf Power Capital Trust I and guaranteed by Gulf Power Company.

12 Issued by Gulf Power Capital Trust H and guaranteed by Gulf Power Company.

13 19sued by Mississippi Power Capital Trust I and guaranteed by Mississippi Power Company.

" Issued by Savannah Electric Capital Trust I and guaranteed by Savannah Elsctric and Power Company.

15 As of December 31, 2000.



Preferred stock, cumulative, $100 par value Gulf Power Company
4.64% Series 5.44% Series

5.16% Series

Preferred stock, cumulative, $100 par value Mississippi Power Company
4.40% Series 4.60% Series

4.72% Series 7.00% Series

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrants were
required to file such reports), and (2) have been subject to such filing requirements for the past 90 days. Yes _X No___

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein,
and will not be contained, to the best of registrants’ knowledge, in definitive proxy or information statements incorporated
by reference in Part I1I of this Form 10-K or any amendment to this Form 10-K. ()

Aggregate market value of voting stock held by non-affiliates of The Southern Company at February 28, 2001:
$21.1 billion. Each of such other registrants is a wholly-owned subsidiary of The Southern Company. A description of
registrants’ common stock follows:

Description of Shares Outstanding
Registrant Common Stock at February 28, 2001
The Scuthern Company Par Value $5 Per Share 681,946,097
Alabama Power Company Par Value $40 Per Share 5,608,955
Georgia Power Company No Par Value 7,761,500
Gulf Power Company No Par Value 992,717
Mississippi Power Comparny Without Par Value 1,121,000
Savannah Electric and Power Company Par Value $5 Per Share 10,844,635

Documents incorporated by reference: specified portions of The Southerm Company’s Proxy Statement relating to the
2001 Annual Meeting of Stockholders are incorporated by reference into PART III. In addition, specified portions of the
Information Statements of Alabama Power Cornpany, Georgia Power Company, Gulf Power Company and Mississippi
Power Company relating to each of their respective 2001 Annual Meetings of Shareholders are incorporated by reference
into PART Il

This combined Form 10-K is separately filed by The Southern Company, Alabama Power Company, Georgia Power
Company, Gulf Power Company, Mississippi Power Company and Savannah Electric and Power Company. Information
contained herein relating to any individual company is filed by such company on its own behalf. Each company makes no
representation as to information relating to the other companies.
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DEFINITIONS

When used in Items 1 through 5 and Items 10 through 14, the following terms will have the meanings indicated.

Term

Clean Air Act...............
Dalten ....cccvvvreninns

Energy Act.............
Energy Solutions...
Entergy Gulf States
EPA...

GEORGIA ... sansien s

GULF...

Holding Company Act
IBEW...

m!.egrated Southeast uhlltles

PSC.ririreireienne

Meaning

Alabama Electric Cooperative, Inc.

Allowance for Funds Used During Construction
Alabama Power Company

Alabama Municipal Electric Authority

Clean Air Act Amendments of 1990

City of Dalton, Georgia

United States Department of Energy
Electromagnetic fieid

Energy Policy Act of 1992

Southern Company Energy Solutions, Inc.

Entergy Gulf States Utilities Company

United States Environmental Protection Agency
Federal Energy Regulatory Commission

Florida Power Corporation

Fiorida Power & Light Company

Georgia Power Company

Gulf Power Company

Public Utitity Holding Company Act of 1935, as amended
International Brotherhood of Electrical Workers
ALABAMA, GEORGIA, GULF, MISSISSIPPI and
SAVANNAH

Independent power producer

Internal Revenue Service

Jacksonville Electric Authority

Municipa! Electric Authority of Georgia

Mobile Energy Services Holdings

Mirant Corporation (formerly Southern Energy, Inc.)
Mississippi Power Company

Nuclear Regulatory Commission

Oglethorpe Power Corporation

Public Service Commission

Regional Transmission Organization

Rural Utility Service (formerly Rural Electrification
Administration}

il



DEFINITIONS

Southertt LINC........oiccvereiccrrvreeseeeesnsanenees
Southern NUCIBAT ..o ieivcrrr e enenes
SOUTHERN S¥StEM .covereinrirensransinisasissene

Southern TeleComm....ooverrirasrrrvnrsssinrrinssnnne

(continued)

Savannah Electric and Power Company

Southem Company Services, Inc. (the system

service company)

Securities and Exchange Commission

Southern Electric Generating Company

Southeastern Power Administration

Southeastern Electric Reliability Council

South Mississippi Electric Power Association

The Southern Compary

Southern Communications Services, Inc.

Southern Nuclear Operating Company, Inc.
SOUTHERN, the integrated Southeast utilities, SEGCO,
Southern Nuclear, SCS, Southern LINC, Energy Solutions
and other subsidiaries

Southern Telecom, Inc.

Southern Power Company

Tennessee Valley Authority

il




CAUTIONARY STATEMENT REGARDING
FORWARD-LOOKING INFORMATION

This Annual Report on Form 10-K contains forward-looking and historical information. Forward-looking information
includes, among other things, statements concerning the strategic goals for SOUTHERN’s new wholesale business and
also SOUTHERN’s earnings per share and earnings growth goals. In some cases, forward-looking statements can be
identified by terminology such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “believes,” “estimates,”
“predicts,” “potential” or “continue” or the negative of these terms or other comparable terminology. The registrants
caution that there are various important factors that could cause actual results to differ materially from those indicated in
the forward-looking statements; accordingly, there can be no assurance that such indicated resuits will be realized. These
factors include the impact of recent and future federal and state regulatory change, including legislative and regulatory
initiatives regarding deregulation and restructuring of the electric utility industry and also changes in environmental and
other laws and regulations to which SOUTHERN and its subsidiaries are subject, as well as changes in application of
existing laws and regulations; current and firture litigation, including the pending EPA civil action against certain of the
integrated Southeast utilities and the race discrimination litigation against certain of SOUTHERNs subsidiaries; the
extent and timing of the entry of additional competition in the markets of SOUTHERN’s subsidiaries; potential business
strategies, including acquisitions or dispositions of assets or businesses, which cannot be assured to be completed or
beneficial; internal restructuring or other restructuring options that may be pursued by SOUTHERN,; state and federal rate
regulation in the United States and in foreign countries in which SOUTHERN's subsidiaries operate; political, legal and
economic conditions and developments in the United States and in foreign countries in which SOUTHERN’s subsidiaries
operate; financial market conditions and the results of financing efforts; the impact of fluctuations in commodity prices,
interest rates and customer demand; weather and other natural phenomena; the performance of projects undertaken by the
non-traditional business and the success of efforts to invest in and develop new opportunities; the timing and acceptance
of SOUTHERN’s new product and service offerings; the ability of SOUTHERN to obtain additional generating capacity
at competitive prices; developments in the California power markets, including, but not limited to, governmental
intervention, deterioration in the financial condition of counterparties, default on receivables due, adverse results in
current or future litigation and adverse changes in the tariffs of the California Power Exchange Corporation or the
California Independent System Operator Corporation; and other factors discussed elsewhere herein and in other reports
filed from time to time with the SEC.

iv



PART1

Ttem 1. BUSINESS

SOUTHERN was incorporated under the laws of
Delaware on November 9, 1945. SOUTHERN is
domesticated under the laws of Georgia and is qualified
to do business as a foreign corporation under the laws of
Alabama. SOUTHERN owns all the outstanding
common stock of ALABAMA, GEORGIA, GULF,
MISSISSIPPI and SAVANNAH, each of which is an
operating public utility company. The integrated
Southeast utilities supply electric service in the states of
Alabama, Georgia, Florida, Mississippi and Georgia,
respectively. More particular information relating to
each of the integrated Southeast utilities is as follows:

ALABAMA is & corporation organized under the
laws of the State of Alabama on November 10,
1927, by the consolidation of a predecessor
Alabama Power Company, Gulf Electric Company
and Houston Power Comipany. The predecessor
Alabama Power Company had had a continuous
existence since its incorporation in 1906.

GEQRGIA was incorporated under the laws of the
State of Georgia on June 26, 1930, and admitted to
do business in Alabama on September 15, 1948,

GULF is a corporation which was organized under
the laws of the State of Maine on November 2,
1925, and admitted to do business in Florida on
January 15, 1926, in Mississippi on October 25,
1976, and in Georgia on November 20, 1984.

MISSISSIPPI was incorporated under the laws of
the State of Mississippi on July 12, 1972, was
admitted to do business in Alabama on November
28, 1972, and effective December 21, 1972, by the
merger into it of the predecessor Mississippi Power
Company, succeeded to the business and properties
of the latter company. The predecessor Mississippi
Power Company was incorporated under the laws
of the State of Maine on November 24, 1924, and
was admitted to do business in Mississippi on
December 23, 1924, and in Alabama on December
7, 1962.

SAVANNAH is a corporation existing under the
laws of the State of Georgia; its charter was
granted by the Secretary of State on August 5,
1921.

SOUTHERN also owns all the outstanding coramon
stock of Southern LINC, Southern Nuclear, SCS, Energy
Solutions, Southern Telecom, SPC and other direct and
indirect subsidiaries. Southern LINC provides digital
wireless communications services to SOUTHERN’s
integrated Southeast utilities and also markets these
services to the public within the Southeast. Southern
Nuclear provides services to ALABAMA’s and
GEORGIA’s nuclear plants. Energy Seolutions develops
new business opportunities related to energy products
and services. Southern Telecom provides wholesale
fiber optic solutions to telecommunication providers in
the Southeastern United States. SPC, formed in January
2001, will be the primary growth engine for
SOUTHERN’s market-based energy business.

ALABAMA and GEORGIA each own 50% of the
outstanding common stock of SEGCQ. SEGCO owns
electric generating units with an aggregate capacity of
1,019,680 kilowatts at Plant Gaston on the Coosa River
near Wilsonville, Alabama, and ALABAMA and
GEORGIA are each entitled to one-half of SEGCO’s
capacity and energy. ALLABAMA acts as SEGCO’s
agent in the operation of SEGCQ’s units and furnishes
coal to SEGCO as fuel for its units. SEGCO also owns
three 230,000 volt transmission lines extending from
Plant Gaston to the Georgia state line at which point
conneciion is made with the GEORGIA transmission
line system,

Reference is also made to Note 12 to the financial
statements of SOUTHERN in Item 8 herein for
additional information regarding SOUTHERN’s
segment and related information.

Mirant Corporation

Previously, SOUTHERN owned all the outstanding
common stock of Mirant. In April 2000, SOUTHERN
armounced an initial public offering of up to 19.9
percent of Mirant and its intentions to spin off the
remaining ownership of Mirant to SOUTHERN’s
common stockholders within 12 months of the initial
stock offering. On October 2, 2000, Mirant completed
an initial public offering of 66.7 million shares. On
February 19, 2001, SOUTHERN’s board of directors
approved the spin off of the remaining ownership of 272
million Mirant shares to be completed in a tax free
distribution on April 2, 2001. As a result of the spin off,
SOUTHERN’s financial statements and related




information in Item 8 herein reflect Mirant as
discontinued operations.

The SOUTHERN System

Integrated Southeast Utilities

The transmission facilities of each of the integrated
Southeast utilities are connected to the respective
company’s own generating plants and other sources of
power and are interconnected with the transmission
facilities of the other integrated Southeast utilities and
SEGCO by means of heavy-duty high voltage lines. (In
the case of GEORGIA’s integrated transmission system,
see Itern 1 - BUSINESS - “Territory Served by the
Integrated Southeast Utilities™ herein.)

Operating contracts covering arrangements in effect
with principal neighboring utility systems provide for
capacity exchanges, capacity purchases and sales,
transfers of economy energy and other similar
transactions. Additionally, the integrated Southeast
utilities have entered into voluntary reliability
agreements with the subsidiaries of Entergy
Corporation, Florida Electric Power Coordinating Group
and TV A and with Carolina Power & Light Company,
Duke Energy Corporation, South Carolina Electric &
Gas Company and Virginia Electric and Power
Company, each of which provides for the establishment
and periodic review of principles and procedures for
planning and operation of generation and transmission
facilities, maintenance schedules, load retenticn
programs, emergency operations, and other matters
affecting the reliability of butk power supply. The
integrated Southeast utilities have joined with other
utilities in the Southeast (including those referred to
above) to form the SERC to augment further the
reliability and adequacy of bulk power supply. Through
the SERC, the integrated Southeast utilities are
represented on the National Electric Reliability Council.

An intra-system interchange agreement provides for
coordinating operations of the power producing
facilities of the integrated Southeast utilities and the
capacities available fo such companies from
non-affiliated sources and for the pooling of surplus
energy available for interchange. Coordinated operation
of the entire interconnected system is conducted through
a central power supply coordination office maintained
by SCS. The available sources of energy are allocated

to the integrated Southeast utilities to provide the most
economical sources of power consistent with good
operation. The resulting benefits and savings are
apportioned among the integrated Southeast utilities.

On December 20, 1999, the FERC issued its final
rule on RTOs (“Order 2000}, The order encouraged
utilittes owning transmission systems to form RTOs on a
voluntary basis. Utilities were required to make a filing
with the FERC by October 16, 2000 explaining how
they would respond to Order 2000 consistent with this
requirement. On October 16, 2000, SOUTHERN filed
its RTO proposal. The proposal is for the formation of a
for-profit company that would have control of the bulk
power transmission system of SOUTHERN and other
participating utilities in the region. Participants would
have the option to either maintain their ownership,
divest, sell or lease their transmission assets to the
proposed RTO. On March 14, 2001, the FERC rejected
SOUTHERN’s proposal on the grounds that the
limitation of the scope of services to new wholesale
transmission and the provision of incentives to passive
owners were inconsistent with Order 2000. This order
requires a status report from SOUTHERN by May 14,
2001, but does not establish a deadline for SOUTHERN
to file a revised petition. Reference is made to each
registrant’s “Management’s Discussion and Analysis —
Future Earnings Potential” in Item 7 for additional
information.,

SCS has contracted with SOUTHERN, each
integrated Southeast utility, Mirant, various of the other
subsidiaries, Southern Nuclear and SEGCO to furnish,
at cost and upon request, the following services: general
executive and advisory services, power pool operations,
general engineering, design engineering, purchasing,
accounting, finance and treasury, taxes, insurance and
pensions, corporate, rates, budgeting, public relations,
employee relations, systems and procedures and other
services with respect to business and operations. Energy
Solutions and Southern LINC have also secured from
the integrated Southeast utilities certain services which
are furnished at cost.

Southern Nuclear has contracts with ALABAMA to
operate the Farley Nuclear Plant, and with GEORGIA to
operate Planis Hatch and Vogtle. See Item 1 -
BUSINESS - “Regulation - Atomic Energy Act of 19547
herein.



Other Business

Energy Solutions focuses on new and existing programs
to enhance customer satisfaction, efficiency and
stockholder value. Examples are: Good Cents, an
energy efficiency program for electric utility customers;
Energy Services, an energy solutions consultant and
contractor for industrial and large commercial
customers; and Bill Payment Protection, an insurance
product that protects a residential customer by paying
the electric bill in the event the customer becomes
involuntarily unemployed, disabled, or goes on unpaid
leave.

In 1996, Southern LINC began serving
SOUTHERN’s integrated Southeast utilities and
marketing its services to non-affiliates within the
Southeast. Its system covers approximately 127,000
square miles and combines the functions of two-way
radio dispatch, cellular phone, short text and numeric
messaging and wireless data trangfer.

These continuing efforts to invest in and develop new
business opportunities offer the potential of earning
returns which may exceed those of rate-regulated
operations. However, these activities also involve a
higher degree of risk. SOUTHERN expects to make
substantial investments over the period 2001-2003 in
these and other new businesses.

In 1999, MESH, a subsidiary of SOUTHERN, filed
a petition for Chapter 11 bankruptcy relief in the U.S.
Bankruptcy Court. On August 4, 2000, MESH filed a
proposed plan of reorganization with the bankruptcy
court that was amended on September 15, 2000. The
proposed plan of reorganization was again amended on
February 21, 2001. Reference is made to Note 3 to the
financial statements of SOUTHERN in Item 8 herein for
additional information relating to this matter.

Certain Factors Affecting the Industry

Various factors are currently affecting the eleciric utility
industry in general, including increasing competition
and the regulatory changes related thereto, costs
required to comply with environmental regulations, and
the potential for new business opportunities (with their
associated risks) outside of traditional rate-regulated
operations. The effects of these and other factors on the
SOUTHERN system are described herein. Particular

reference is made to Item 1 - BUSINESS - “Other
Business”, “Competition” and “Environmental
Regulation.” See also “Cautionary Statement Regarding
Forward-Looking Information.”

Construction Programs

The subsidiary companies of SOUTHERN are engaged
in continuzous construction programs to accommodate
existing and estimated future loads on their respective
systems. Construction additions or acquisitions of
property during 2001 through 2003 by the integrated
Southeast utilities, SEGCQ, SCS, Southern LINC and
other subsidiaries are estimated as follows: (in millions)

2001 2002 2003

ALABAMA $ 735 &% 891 § 625
GEORGIA 1,613 1,349 785
GULF 279 926 76
- MISSISSIPPI 62 60 69
SAVANNAH 33 31 32
SEGCO 16 17 16
SCs8 29 21 21
Southern LINC 26 39 26
Other 111 60 1
SOQUTHERN system $2904  $2,564 £1,651

Included in these estimated totals are expenditures for
construction of wholesale generation assets that may be
transferred to SPC. Assuming such transfers are made,
SPC’s projected construction program expenditures are
approximately $1.2 billion in 2001, $725 million in
2002, and $452 million in 2003.




Estimated construction costs in 2001 are expected to be apportioned approximately as follows: (in millions)

SOUTHERN
system®* AT ABAMA GEORGIA GULF MISSISSIPPI ~ SAVANNAH

New generation 3 940 $169 $ 596 §172 $£3 $ -
Other generating

facilities including

associated plant

substations 682 181 433 35 10 7
New business 368 129 188 22 19 10
Transmission 340 110 139 21 14 6
Joint line and substation 47 - 34 13 - -
Distribution 184 68 85 12 11 8
Nuclear fuel 93 38 55 - - -
General plant 250 40 33 4 5 2

$2,904 $735 $1,613 $279 $62 $33

*Southern LINC, SCS, and other businesses plan
capital additions to general plant in 2001 of $26 million,
$29 million, and $111 million, respectively, while
SEGCO plans capital additions of $16 million to
generating facilities. (See Item 1 - BUSINESS - “Other
Business™ herein.)

The construction programs are subject to pericdic
review and revision, and actual construction costs may
vary from the above estimates because of numerous
factors. These factors include: changes in business
conditions; acquisitions of additional generating assets;
revised load growth estimates; changes in environmental
regulations; changes in existing nuclear plants to meet
new regulatory requirements; increasing costs of labor,
equipment and materials; and cost of capital. In
addition, there can be no assurance that costs related to
capital expenditures will be fully recovered.

SOUTHERN has approximately 6,600 megawatts of
new generating capacity scheduled to be placed in
service by 2003. Approximately 4,400 megawatts of
additional new capacity will be dedicated to the
wholesale market and owned by SPC.

1-4

In 1991, the Georgia legislature passed legislation
which requires GEORGIA and SAVANNAH each to
file an Integrated Resource Plan for approval by the
Georgia PSC. Under the plan rules, the Georgia PSC
must pre—certify the construction of new power plants
and new purchase power contracts. (See Item 1 -
BUSINESS - “Rate Matters - Integrated Resource

Planning” herein.)

See Item | - BUSINESS - “Regulation -
Environmental Regulation” herein for information with
respect to certain existing and proposed environmental
requirements and Item 2 - PROPERTIES -
“Jointly-Owned Facilities” herein for additional
information concerning ALABAMA’s and GEORGIA’s
joint ownership of certain generating units and related
facilities with certain non-affiliated utilities.



Financing Programs

The amount and timing of additional equity capital to be
raised in 2001, as well as subsequent years, will be
contingent on SOUTHERN’s investment opporiunities.
Equity capital can be provided from any combination of
public offerings, private piacements, or SOUTHERN’s
stock plans.

The integrated Southeast utilities plan to obtain the
funds required for construction and other purposes from
sources similar to those used in the past, which were
primarily from internal sources. However, the type and
timing of any financings -- if needed — will depend on
market conditions and regulatory approval. Recently,
the integrated Southeast utilities have relied on the
issuance of unsecured debt and trust preferred securities,
in addition to unsecured pollution control bonds issued
for its benefit by public authorities to meet its long-term
external financing requirements. In years past, the
integrated Southeast utilities issued first mortgage
bonds, mortgage backed pollutien control bonds and
preferred stock to fund its external requirements. The
amount outstanding of the latter securities has been
declining in recent years.

If the integrated Southeast utilities were to choose to
issue new first mortgage bonds or preferred stock once
again, they would be required to meet certain coverage
requirements.

Short-term debt is often utilized as appropriate at
SOUTHERN and the integrated Southeast utilities.
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The maximum amounts of short-term and term-loan
indebtedness authorized by the appropriate regulatory
authorities are shown on the following table:

Amount Outstanding at
Authorized December 31, 2000
(in millions)
ALABAMA $ 750 (1) 281
GEORGIA 1,700 (2) 704
GULF 300(1) 43
MISSISSIPPI 350(1) 56
SAVANNAH 160(2) 75
SOUTHERN 2,000(1) 550
Notes:

(1} ALABAMA’s authority is based on
authorization received from the Alabama PSC, which
expires December 31, 2001. No SEC authorization is
required for ALABAMA. GULF, MISSISSIPPI and
SOUTHERN have received SEC authorization to issue
from time to tirmne short-term and/or term-loan notes to
banks and commercial paper to dealers in the amounts
shown through December 31, 2003, December 31, 2002
and March 31, 2008, respectively.

(2) GEORGIA and SAVANNAH have received
SEC authorization to issue from time to time short-term
and term-loan notes to banks and commercial paper to
dealers in the amounts shown through December 31,
2002. Authorization for term-loan indebtedness is also
required by the Georgia PSC. SAVANNAH received
authority from the Georgia PSC for $70 millien in term
loans expiring January 31, 2002,

Reference is made to Note 8 to the financial
statements for SOUTHERN, Note 4 to the financial
statements for ALABAMA, GULF, MISSISSIPPI and
SAVANNAH and Note 9 to the financial staiements for
GEORGIA in Item 8 herein for information regarding
the registrants’ credit arrangements.




Fuel Supply

The integrated Southeast utilities’ and SEGCO’s supply
of electricity is derived predominantly from coal. The
sources of generation for the years 1998 through 2000

and the estimates for 2001 are shown below:
(il and

ALABAMA Coal Nuclear Hydro (Jas
1998 72 18 8 2
1999 72 20 5 3
2000 72 19 3 ]
2001 70 16 5 9
GEORGIA
1998 73 22 3 2
1999 75 22 1 2
2000 76 21 1 2
2001 75 21 3 1
GULF
1998 93 e R 2
1969 97 L e 3
2000 98 CE) & 2
2001 98 bd L 2
MISSISSIPPI
1998 80 R ** 20
19%9 81 " ** 19
2000 83 ) . 17
2001 78 L) i 22
SAVANNAH
1998 76 - e 24
1599 78 & - 22
2000 88 R =" 12
2001 85 e ** 15
SEGCO
1998 100 5 e L
1999 100 W) ** -
2000 100 ik ok ]
200 ]_ 100 ke L ] *
SOUTHERN system***
1998 76 16 4 4
1999 78 17 2 3
2000 76 16 4 4
2001 76 15 3 6
*Less than 0,5%.
**Not applicable.

*** Amounts shown for the SOUTHERN system are weighted
averages of the integrated Southeast utilities and SEGCO.

The average costs of fuel in cents per net kilowatt-
hour generated for 1998 through 2000 are shown below:

1998 1999 2000
ALABAMA 1.54 1.44 1.54
GEORGIA 1.36 1.34 1.39
GULF 1.69 1.60 1.68
MISSISSIPPI 1.62 1.65 1.80
SAVANNAH 233 2.20 2.28
SEGCO 1.53 1.77 1.51
SOUTHERN
System* 1.48 1.45 1.51

A Amounts shown for the SOUTHERN system are
weighted averages of the integrated Southeast utilities
and SEGCO.

See SELECTED FINANCIAL DATA in Item 6
herein for each registrant’s source of energy supply.



As of February 9, 2001, the integrated Southeast
utilities had stockpiles of coal on hand at their
respective coal-fired plants which represented an
estimated 23 days of recoverable supply for bituminous
coal and 31 days for sub-bituminous coal. It is
estimated that approximately 68 million tons of coal will
be consumed in 2001 by the integrated Southeast
utilities (including those units GEQORGIA owns jointly
with OPC, MEAG and Dalton and operates for FP&L
and JEA and the units ALABAMA owns jointly with
AEC). The integrated Southeast utilities currently have
60 coal contracts, These contracts cover remaining
terms of up 1o 12 years. Approximately 15% of 2001
estimated coal requirements will be purchased in the
spot market. Additionally, it has been determined that
approximately 34 normal full load days of recoverable
supply is desirable at the beginning of the heavy burn
season between June 1 and September 30 with 31
normal full load days being the average annual target.

In 2000, the weighted average sulfur content of all
coal purchased by the integrated Southeast utilities for
use in the coal-fired facilities was 0.77% sulfur. This
sulfur level, along with banked sulfur dioxide
allowances, allowed the integrated Southeast utilities
and SEGCO to remain within limits as set forth by
Phase II of the Clean Air Act. As more and more strict
environmental regulations are proposed that imnpact the
utilization of coal, the fuel mix will be monitored to
insure that sufficient quantities of the proper type of
coal or natural gas are in place to remain in compliance
with applicable laws and regulations. See Item 1 -
BUSINESS - “Regulation - Environmental Regulation™
herein.

Changes in fuel prices are generally reflected in fuel
adjustment clauses contained in rate schedules. See
Item 1 - BUSINESS - “Rate Matters - Rate Structure”
herein.

ALABAMA and GEORGIA have numerous
contracts covering a portion of their nuclear fuel needs
for uranium, conversion services, enrichment services
and fuel fabrication. These contracts have varying
expiration dates and most are short to medium term (iess
than 10 years). Management believes that sufficient
capacity for nuclear fuel supplies and processing exists
to preclude the impairment of normal operations of the
SOUTHERN system’s nuclear generating units,
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ALABAMA and GEORGIA have contracts with the
DOE that provide for the permanent disposal of spent
nuclear fiel. The DOE failed to begin disposing of
spent fuel in January 1998, as required by the contracts,
and the companies are pursuing legal remedies against
the government for breach of contract. Effective June
2000, an on-site dry storage facility for Plant Hatch
became operational. Sufficient capacity is believed to
be available to continue dry storage operations at Plant
Hatch through the life of the plant. Sufficient fuel
storage capacity currently is available at Plant Vogtle to
maintain full-core discharge capability for both units
into the year 2014. Sufficient fuel storage capacity is
available at Plant Farley to maintain fuli-core discharge
capability until the refueling outage scheduled in 2006
for Farley unit I and the refueling outage scheduled in
2008 for Farley unit 2. Procurement of on-site dry spent
fuel storage capacity at Plant Farley is in progress, with
the intent to place the capacity in operation as early as
2005.

The Energy Act imposed upon utilities with nuclear
plants, including ALABAMA and GEORGIA,
obligations for the decontamination and
decommissioning of federal nuclear fuel enrichment
facilities. See Note 1 to SOUTHERN’s, ALABAMA’s
and GEORGIA’s financial statements in em 8 herein.




Territory Served by the Integrated Southeast
Utilities

The territory in which the integrated Southeast utilities
provide electric service comprises most of the states of
Alabama and Georgia together with the northwestern
portion of Florida and southeastern Mississippi. In this
territory there are non-affiliated electric distribution
systems which obtain some or all of their power
requirements either directly or indirectly from the
integrated Southeast utilities. The territory has an area
of approximately 120,000 square miles and an estimated
population of approximately 11 million.

ALABAMA is engaged, within the State of Alabama,
in the generation and purchase of electricity and the
distribution and sale of such electricity at retail in over
1,000 communities (including Anniston, Birmingham,
Gadsden, Mobile, Montgomery and Tuscaloosa) and at
wholesale to 15 municipally-owned electric distribution
systerns, 11 of which are served indirectly through sales
to AMEA, and two rurs! distributing cocperative
associations. ALABAMA aiso supplies steam service in
downtown Birmingham. ALABAMA also sells, and
cooperates with dealers in promoting the sale of, electric
appliances.

GEORGIA is engaged in the generation and purchase
of electricity and the distribution and sale of such
electricity within the State of Georgia at retail in over
600 communities, as well as in rural areas, and at
wholesale currently to OPC, MEAG, the City of Dalton
and the City of Hampton.

GQULF is engaged, within the northwestern portion of
Florida, in the generation and purchase of electricity and
the distribution and sale of such electricity at retail in 71
communities (including Pensacola, Panama City and
Fort Walion Beach), as well as in rural areas, and at
wholesale to a non-affiliated utility and a municipality.

MISSISSIPPI is engaged in the generation and
purchase of electricity and the distribution and sale of
. such energy within the 23 counties of southeastern
Mississippi, at retail in 123 communities (including
Biloxi, Gulfport, Hattiesburg, Laurel, Meridian and
Pascagoula), as well as in rural areas, and at wholesale
to one municipality, six rural ¢lectric distribution
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cooperative associations and one generating and
transmitting cooperative.

SAVANNAH is engaged, within a five-county area
in eastern Georgia, in the generation and purchase of
electricity and the distribution and sale of such
electricity at retail and, as a member of the SOUTHERN
system power pool, the transmission and sale of
wholesale energy.

For information relating to kilowatt-hour sales by
classification for each registrant, reference is made to
“Management’s Discussion and Analysis-Results of
Operations” in Item 7 herein. Also, for information
relating to the sources of revenues for the SOUTHERN
system and each of the integrated Southeast utilities,
reference is made to Item 6 herein.

A portion of the area served by the integrated
Southeast utilities adjeins the area served by TVA and
its municipal and cooperative distributors. An Act of
Congress limits the distribution of TVA power, unless
otherwise authorized by Congress, to specified areas or
customers which generally were those served on July 1,
1957.

The RUS has authority to make loans to cooperative
associations or corporations to enable them to provide
clectric service to customers in rural sections of the
country, There are 71 electric cooperative organizations
operating in the territory in which the integrated
Southeast utilities provide electric service at retail or
wholesale.

One of these, AEC, is a generating and transmitting
cooperative selling power to several distributing
cooperatives, municipal systems and other customers in
south Alabama and northwest Florida. AEC owns
generating units with approximately 840 megawatts of
nameplate capacity, including an undivided ownership
interest in ALABAMA'’s Plant Miller Units 1 and 2.
AEC’s facilities were financed with RUS loans secured
by long-tetm comtracts requiring distributing
cooperatives to take their requirements from AEC to the
extent such energy is available. Two of the 14
distributing cooperatives operating in ALABAMA’s
service territory obtain a portion of their power
requirements directly from ALABAMA.



Four electric cooperative associations, financed by the
RUS, operate within GULF’s service area. These
cooperatives purchase their full requirements from AEC
and SEPA (a federal power marketing agency). A
non-affiliated utility also operates within GULF’s service
area and purchases its full requirements from GULF.

ALABAMA and GULF have eniered into separate
agreements with AEC involving interconnection between
the respective systems. The delivery of capacity and
energy from AEC to certain distributing cooperatives in
the service areas of ALABAMA and GULF is governed
by the SOUTHERN/AEC Network Transmission Service
Agreement. The rates for this service to AEC are based
on the negotiated agreement on file with the FERC. See
Item 2 - PROPERTIES - “Jointly-Owned Facilities”
herein for details of ALABAMA’s joint-ownership with
AEC of a portion of Plant Miller.

MISSISSIPPI has an interchange agreement with
SMEPA, a generating and transmitting cooperative,
pursuant to which various services are provided,
including the furnishing of protective capacity by
MISSISSIPPI to SMEPA. SMEPA has a generating
capacity of 821 megawatts and a transmission system
estimated to be 1,480 miles in length.

There are 43 electric cooperative organizations
operating in, or in areas adjoining, territory in the State
of Georgia in which GEORGIA provides electric service
at retail or wholesale. Three of these organizations
obtain their power from TVA and one from other
sources. Since July 1, 1975, OPC has supplied the
requirements of the remaining 39 of these cooperative
organizations from self-owned generation acquired from
GEORGIA and, until September 1991, through partial
requirements purchases from GEORGIA. GEORGIA
entered into a power coordination agreement with QPC
pursuant to which, effective in September 1991, OPC
ceased to be partial requirements wholesale customer of
GEORGIA. Instead, OPC began the purchase of 1,250
megawatts of capacity from GEORGIA through 1999,
subject to reduction or extension by OPC, and may
satisfy the balance of its needs through purchases from
others. OPC decreased its purchases of capacity by 250
megawatts each in September 1997, 1998 and 1999.
Under the amended 1995 Integrated Resource Plan
approved by the Georgia PSC in March 1997, the
resources associated with the decreased purchases by
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OPC in 1997, 1998 and 1999 will be used to meet the
needs of GEORGIA s retail customers through 2004.

In April 1999, a new power supply agreement was
implemented between GEORGIA and OPC. Pursuant to
this agreement, OPC will purchase 250 megawatts of
steam capacity through March 2006, 250 megawatts of
peaking capacity through August 2000, and 125
megawatts of peaking capacity from September 2000
through August 2001.

There are 65 municipally-owned electric distribution
systems operating in the territory in which the integrated
Southeast utilities provide electric service at retail or
wholesale.

AMEA was organized under an act of the Alabama
legislature and is comprised of 11 municipalities. In
1986, ALABAMA entered into a firm power purchase
contract with AMEA entitling AMEA to scheduled
amounts of capacity (to a maximum of 100 megawatts)
for a period of 15 years commencing September 1, 1986.
In October 1991, ALABAMA entered into a second firm
power purchase contract with AMEA entitling AMEA to
scheduled amounts of additional capacity (to a maximum
80 megawatts) for a period of 15 years commencing
October 1, 1991. In both contracts, the power is being
sold to AMEA for its member municipalities that
previously were served directly by ALABAMA as
wholesale customers. Under the terms of the contracts,
ALABAMA received payments from AMEA
representing the net present value of the revenues
associated with the respective capacity entitlements. See
Note 6 to ALABAMAs financial statements in Item 8
herein for further information on these contracts.

Forty-eight municipally-owned electric distribution
systems and one county-owned system receive their
requirements through MEAG, which was established by
a state statute in 1975. MEAG serves these requirements
from self-owned generation facilities acquired from
GEORGIA and purchases from others. In August 1997, a
power coordination agreement was implemented between
GEORGIA and MEAG that replaced the partial
requirements tariff pursuant to which GEORGIA
previously sold wholesale energy to MEAG. Since 1977,
Dalton has filled its requirements from generation
facilities acquired from GEORGIA and through partial
requirements purchases. One municipally-owned electric
distribution system’s full requirements are served under a




market-based contract by GEORGIA., (See Item 2 -
PROPERTIES - “Jointly-Owned Facilities” herein.)

GULF and MISSISSIPPI provide wholesale
requirements for one municipal system each.

GEORGIA has entered into substantially similar
agreements with Georgia Transmission Corporation
(formerly OPC’s transmission division), MEAG and
Dalton providing for the establishment of an integrated
transmission system to carry the power and energy of
each. The agreements require an investment by each
party in the integrated transmission system in proportion
to its respective share of the aggregate system load. (See
Item 2 - PROPERTIES - “Jointly-Owned Facilities”
herein.)

SCS, acting on behalf of ALABAMA, GEORGIA,
GULF, MISSISSIPPI and SAVANNAH, also has a
contract with SEPA providing for the use of those
companies’ facilities at government expense to deliver to
certain cooperatives and municipalities, entitled by
federal statute to preference in the purchase of power
from SEPA, quantities of power equivalent 1o the
amounts of power allocated to them by SEPA from
certain United States government hydroelectric projects.

The retail service rights of all electric suppliers in the
State of Georgia are regulated by the 1973 State
Territorial Electric Service Act. Pursuant to the
provisions of this Act, all areas within existing municipal
limits were assigned to the primary ¢lectric supplier
therein on March 29, 1973 (451 municipalities, including
Atlanta, Columbus, Macon, Augusta, Athens, Rome and
Valdosta, to GEORGIA,; 115 to electric cooperatives; and
50 to publicly-owned systems). Areas outside of such
municipal limits were either to be assigned or to be
declared open for customer choice of supplier by action
of the Georgia PSC pursuant to standards set forth in the
Act. Consistent with such standards, the Georgia PSC
has assigned substantially all of the land area in the state
to a supplier. Notwithstanding such assignments, the Act
provides that any new customer locating outside of 1973
municipal limits and having a connected load of at least
900 kilowatts may receive electric service from the
supplier of its choice. (See also Item 1 - BUSINESS -
“Competition’ herein.)

TUnder and subject to the provisions of its franchises
and concessions and the 1973 State Territorial Electric
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Service Act, SAVANNAH has the full but nonexclusive
right to serve the City of Savannah, the Towns of
Bloomingdale, Pooler, Garden City, Guyton, Newington,
Oliver, Port Wentworth, Rincon, Tybee Island,
Springfield, Thunderbolt, Vernonburg, and in
conjunction with a secondary supplier, the Town of
Richmond Hill. In addition, SAVANNAH has been
assigned certain unincorporated areas in Chatham,
Effingham, Bryan, Bulioch and Screven Counties by the
Georgia PSC. (See also Item 1 - BUSINESS -
“Competition™ herein.)

Pursuant to the 1956 Utility Act, the Mississippi PSC
issued “Grandfather Certificates” of public convenience
and necessity to MISSISSIPPI and to six distribution
rural cooperatives operating in southeastern Mississippi,
then setved in whole or in part by MISSISSIPP],
authorizing them to distribute electricity in certain
specified geographically described areas of the state.

The six cooperatives serve approximately 300,000 retail
customers in a certificated area of approximately 10,300
square miles. In areas included in a “Grandfather
Certificate,” the utility holding such certificate may,
without further certification, extend its lines up to five
miles; other extensions within that area by such utility, or
by other utilities, may not be made except upon a
showing of, and a grant of a certificate of, public
convenience and necessity. Areas included in such a
certificate which are subsequently annexed to
municipalities may continue to be served by the holder of
the certificate, irrespective of whether it has a franchise
in the annexing municipality. On the other hand, the
holder of the municipal franchise may not extend service
into such newly annexed area without authorization by
the Mississippi PSC.

Long-Term Power Sales and Lease Agreements

Reference is made to Note 5 to the financial statements
for SOUTHERN; Note 6 to the financial statements for
ALABAMA, GULF and MISSISSIPPL, and Note 7 to the
financial statements for GEORGIA in Item 8 herein for
information regarding contracts for the sales and lease of
capacity and energy to non-territorial customers.



Competition

The electric utility industry in the United States is
currently undergoing a period of dramatic change as a
result of regulatory and competitive factors. Among the
primary agents of change has been the Energy Act. The
Energy Act allows IPPs to access a utility’s transmission
network in order to sell electricity to other utilities. This
enhances the incentive for IPPs to build cogeneration
plants for a utility’s large industrial and commercial
customers, and sell energy generation to other utilities.
Also, electricity sales for resale rates are being driven
down by wholesale transmission access and numerous
potential new energy suppliers, including power
marketers and brokers. The integrated Southeast utilities
are aggressively working to maintain and expand their
share of wholesale sales in the Southeastern power
markets.

Although the Energy Act does not permit retail
customer access, it was a major catalyst for the current
restructuring and consolidation taking place within the
utility industry. Numerous federal and state initiatives
are in varying stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider.

Some states have approved initiatives that result in a
separation of the ownership and/or operation of
generating facilities from the ownership and/or operation
of transmission and distribution facilities. While various
restructuring and competition initiatives have been
discussed in Alabama, Florida, Georgia, and Mississippi,
none have been enacted, Enactment would require
numerous issues to be resolved, including significant
ones relating to recovery of any stranded investments,
full cost recovery of energy produced, and other issues
related to the current energy crisis in California. Asa
result of this crisis, many states have either discontinued
or delayed implementation of initiatives involving retail
deregulation. The inability of a company to recover its
investments, including the regulatory assets described in
Note 1 to each registrant’s respective financial
statements, could have a material adverse effect on such
company’s financial condition and results of operations.
The integrated Southeast utilities are attempting to
minimize or reduce their cost exposure. Reference is
made to Note 3 to the financial statements for
SOUTHERN under “Alabama Power Rate Adjustment
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Procedures” and “Georgia Power 1998 Retail Rate
Order” for information regarding these efforts.

Reference is made to Item 1 - BUSINESS -
“Integrated Southeast Utilities™ herein for information
relating to an RTO filing with FERC.

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability in
markets that evolve with changing regulation.
Conversely, if the integrated Southeast utilities do not
remain low-cost producers and provide quality service,
then energy sales growth could be limited, and this could
significantly erode earnings. Reference is made to
ALABAMA, GULF, MISSISSIPPI and SAVANNAH,
“Management’s Discussion and Analysis - Future
Earnings Potential” in Item 7 herein for further
discussion of competition.

To adapt to a less regulated, more competitive
environment, SOUTHERN continues to evaluate and
consider a wide array of potential business strategies.
These strategies may include business combinations,
acquisitions involving other utility or non-utility
businesses or properties, internal restructuring,
disposition of certain assets, or some combination
thereof. Furthermore, SOUTHERN may engage in other
new business ventures that arise from competitive and
regulatory changes in the utility industry. Pursuit of any
of the above strategies, or any combination thereof, may
significantly affect the business operations and financial
condition of SOUTHERN. (See Item 1 - BUSINESS -
“Other Business™ herein.)

As a resuit of the foregoing factors, SOUTHERN has
experienced increasing competition for available
off-system sales of capacity and energy from neighboring
utilities and alternative sources of energy. Additionally,
the future effect of cogeneration and small-power
production facilities on the SOUTHERN system cannot
currently be determined but may be adverse.




ALABAMA currently has cogeneration contracts in
effect with twelve industrial customers, Under the terms
of these contracts, ALABAMA purchases excess
generation of such companies. During 2000,
ALABAMA purchased approximately 104.9 million
kilowatt-hours from such companies at a cost of
$3.1 million.

GEORGIA currently has contracts in effect with
eight small power producers whereby GEORGIA
purchases their excess generation. During 2000,
GEQRGIA purchased 11.6 million kilowatt-hours from
such companies at a cost of $482,000. GEORGIA has
purchased power agreements for electricity with two
cogeneration facilities. Payments are subject to
reductions for failure to meet minimum capacity output.
During 2000, GEORGIA purchased 698.3 million
kilowatt-hours at a cost of $70.4 million from these
facilities. Reference is made to Note 4 to the financial
statements for GEORGIA in Item 8 herein for
information regarding purchased power commitments.

GULF currently has agreements in effect with four
industrial customers pursuant to which GULF purchases
“as available” energy from customer-owned generation.
During 2000, GULF purchased 127 million kilowatt-
hours from such companies for $5.2 million.

SAVANNAH currently has cogeneration contracts in
effect with five large customers. Under the terms of
these contracts, SAVANNAH purchases excess
generation of such companies. During 2000,
SAVANNAH purchased 43.9 million kilowatt-hours
from such companies at a cost of $2.7 million,

The competition for retail energy sales among
competing suppliers of energy is influenced by various
factors, including price, availability, technological
advancements and reliability. These factors are, in turn,
affected by, among other influences, regulatory, political
and environmental considerations, taxation and supply.

The integrated Southeast utilities have experienced,
and expect to continue to experience, competition in their
respective retail service territories in varying degrees as
the result of self-generation (as described above) and fuel
switching by customers and other factors. (See also Item
1 - BUSINESS - “Territory Served by the Integrated
Southeast Utilities” herein for information concerning
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suppliers of electricity operating within or near the areas
served at retail by the integrated Southeast utilities.)

Regulation
State Commissions

The integrated Southeast utilities are subject to the
jurisdiction of their respective state regulatory
commissions, which have broad powers of supervision
and regulation over public utilities operating in the
respective states, including their rates, service
regulations, sales of securities (except for the Mississippi
PSC) and, in the cases of the Georgia PSC and
Mississippi PSC, in part, retail service territories. (See
Item 1 - BUSINESS - “Rate Matters” and “Territory
Served by the Integrated Southeast Utilities” herein.)

Holding Company Act

SOUTHERN is registered as a holding company under
the Holding Company Act, and it and its subsidiary
companies are subject to the regulatory provisions of said
Act, including provisions relating to the issuance of
securities, sales and acquisitions of securities and utility
assets, services performed by SCS and Southern Nuclear,
and the activities of certain of SOUTHERN’s special
purpose subsidiaries.

While various proposals have been introduced in
Congress regarding the Holding Company Act, the
prospects for legislative reform or repeal are uncertain at
this time.

Federal Power Act

The Federal Power Act subjects the integrated Southeast
utilities and SEGCO to regulation by the FERC as
companies engaged in the transmission or sale at
wholesale of electric energy in interstate commerce,
including regulation of accounting policies and practices.

ALABAMA and GEORGIA are also subject to the
provisions of the Federal Power Act or the earlier Federal
Water Power Act applicable to licensees with respect to
their hydroelectric developments. Among the
hydroelectric projects subject to licensing by the FERC
are 14 existing ALABAMA generating stations having an
aggregate installed capacity of 1,593,600 kilowatts and



18 existing GEORGIA generating stations having an
aggregate installed capacity of 1,074,696 kilowatts.

GEORGIA has started the relicensing process for the
Middle Chattahoochee Project. This project consists of
the Goat Rock, Qliver, and North Highlands facilities.

GEORGIA and OPC also have a license, expiring in
2027, for the Rocky Mountain Plant, a pure pumped
storage facility of 847,800 kilowatt capacity which began
commercial operation in 1995. {See Item 2 -
PROPERTIES - “Jointly-Owned Facilities” herein and
Note 3 to SOUTHERN’s and GEORGIA’s financial
statements in Item 8 herein for additional information.)

Licenses for all projects, excluding those discussed
above, expire in the period 2007-2033 in the case of
ALABAMA s projects and in the period 2005-2036 in
the case of GEORGIA’s projects.

Upon or after the expiration of each license, the
United States Government, by act of Congress, may take
over the project, or the FERC may relicense the project
either to the original licensee or to a new licensee. Inthe
event of takeover or relicensing to another, the original
licensee is 1o be compensated in accordance with the
provisions of the Federal Power Act, such compensation
to reflect the net investment of the licensee in the project,
not in excess of the fair value of the property taken, plus
reasonable damages to other property of the licensee
resulting from the severance therefrom of the property
taken.

Atomic Energy Act of 1954

ALABAMA, GEORGIA and Southerm Nuclear are
subject to the provisions of the Atomic Energy Act of
1954, as amended, which vests jurisdiction in the NRC
over the construction and operation of nuclear reactors,
particularly with regard to certain public health and
safety and antitrust matters. The National Environmental
Policy Act has been construed to expand the jurisdiction
of the NRC to consider the environmental impact of a
facility licensed under the Atomic Energy Act of 1954, as
amended.

NRC operating licenses currently expire in June 2017
and March 2021 for Plant Farley units 1 and 2,
respectively, in August 2014 and June 2018 for Plant
Hatch units 1 and 2, respectively, and in January 2027
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and February 2029 for Plant Vogtle units 1 and 2,
respectively. On February 29, 2000, Southern Nuclear,
on behalf of GEORGIA, filed a license renewal
application with the NRC for Plant Hatch units 1 and 2.
If approved, the operating license will be extended to
2034,

Reference is made to Notes 1 and 10 to
SOUTHERN’s, Notes 1 and 11 to ALABAMA’s and
Notes | and S to GEORGIA’s financial statements in
Item 8 herein for information on nuclear
decommissioning costs and nuclear insurance.
Additionally, Note 3 to GEORGIA’s financial statements
contains information regarding nuclear performance
standards imposed by the Georgia PSC that may impact
retail rates.

Environmental Regulation

The integrated Southeast utilities’ and SEGCQ’s
operations are subject to federal, state and local
environmental requirements which, among other things,
control emissions of particulates, sulfur dioxide and
nitrogen oxides into the air; the use, transportation,
storage and disposal of hazardous and toxic waste; and
discharges of pollutants, including thermal discharges,
into waters of the United States. The integrated
Southeast utilities and SEGCO expect to comply with
such requirements, which generally are becoming
increasingly stringent, through technical improvements,
the use of appropriate combinations of low-sulfur fuel
and chemicals, addition of environmental control
facilities, changes in control techniques and reduction of
the operating levels of generating facilities. Failure to
comply with such requirements could result in the
complete shutdown of individual facilities not in
compliance as well as the imposition of civil and
criminal penaities.

Reference is made to each registrant’s
“Management’s Discussion and Analysis” in Item 7
herein for a discussion of the Clean Air Act and other
environmental legislation and proceedings, including a
pending lawsuit brought on behalf of the EPA.




The integrated Southeast utilities’ and SEGCO’s
estimated capital expenditures for environmental quality
contro] facilities for the years 2001, 2002 and 2003 are as
follows: (in millions)

2001 2002 2003

ALABAMA $76 3144 $ 48
GEORGIA 345 302 48
GULF 7 7 14
MISSISSIPPI 2 4 -
SAVANNAH 2 1 4
SEGCO 1 1 1

Total $433 $459 $115

The foregoing estimates are included in the current
construction programs. (See Item 1 - BUSINESS -
“Construction Programs” herein.)

Additionally, each integrated Southeast utility and
SEGCO has incurred costs for environmental
remediation of various sites. Reference is made to each
registrant’s “Management’s Discussion and Analysis” in
Item 7 herein for information regarding the registrants
environmental remediation efforts. Also, see Note 3 to
SOUTHERN’s and GEORGIA’s financial statements in
Item 8 herein for information regarding the identification
of sites that tnay require environmental remediation by
GEORGIA.

The integrated Southeast utilities and SEGCO are
unable to predict at this time what additional steps they
may be required to take as a result of the implementation
of existing or future quality control requirements for air,
water and hazardous or toxic materials, but such steps
could adversely affect system operations and result in
substantial additicnal costs.

The outcome of the matters mentioned above under
“Regulation™ cannot now be determined, except that
these developments may result in delays in obtaining
appropriate licenses for generating facilities, increased
construction and operating costs, or reduced generation,
the nature and extent of which, while not determinable at
this time, could be substantial.
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Rate Matters
Rate Structure

The rates and service regulations of the integrated
Southeast utilities are uniform for each class of service
throughout their respective service areas. Rates for
residential electric service are generally of the block type
based upon kilowatt-hours used and include minimum
charges.

Residential and other rates contain separate customer
charges. Rates for commercial service are presently of
the block type and, for large customers, the billing
demand is generally used to determine capacity and
minimum bill charges. These large customers’ rates are
generally based upon usage by the customer including
those with special features to encourage off-peak usage.
Additionally, the integrated Southeast utilities are
allowed by their respective PSCs to negotiate the terms
and compensation of service to large customers. Such
terms and compensation of service, however, are subject
to final PSC approval. ALABAMA, GEORGIA and
SAVANNAH are allowed by state law to recover fuel
and net purchased energy costs through fuel cost
recovery provisions which are adjusted to reflect
increases or decreases in such costs. GULF recovers
from retail customers costs of fuel, net purchased power,
energy conservation and environmental compliance
through provisions which are adjusted to reflect increases
or decreases in such costs. GULF’s recovery of these
costs is based upon an annual projection - any over/under
recovery during such period is reflected in a subsequent
annual period with interest. With respect to
MISSISSIPPI's retail rates, fuel and purchased power
costs are billed to such customers under the fuel and
energy adjustment clause, The adjustment factors for
MISSISSIPPI’s retail and wholesale rates are generally
levelized based on the estimated energy cost for the year,
adjusted for any actual over/under collection from the
previous year, Revenues are adjusted for differences
between recoverable fuel costs and amounts actually
recovered in current rates.

Rate Proceedings

Reference is made to Note 3 to each registrant’s financial
statements in Item 8 herein for a discussion of rate
matters. Reference is also made to GULF’s



“Management’s Discussion and Analysis — Future
Eamings Potential” in Item 7 herein for a discussion of
recent Florida PSC matters.

Integrated Resource Planning

GEORGIA and SAVANNAH filed a new Integrated
Resource Plan with the Georgia PSC on January 31,
2001. The plans specify how GEORGIA and
SAVANNAH each intends to meet the future electrical
needs of their customers through a combination of
demand-side and supply-side resources. The Georgia
PSC must pre-certify these new resources. Once
certified, all prudently incurred construction costs and
purchased power costs will be recoverable through rates.

In July 1998, the Georgia PSC approved
GEORGIA’s and SAVANNAH’s 1998 Integrated
Resource Plans as filed, with minor modifications. The
approved plans identify resource needs of approximately
800 megawatts to 1,200 megawatts starting in the
summer of 2002. As a result, GEORGIA and
SAVANNAH issued a joint request for proposals for
their collective needs of 800 megawatis to 1,200
megawatts for 2002 and 2003. The bids were evaluated
against self-build options, and a certification filing for
the selected resources was approved by the Georgia PSC
in March 2000. The selected resources for retail needs in
Georgia are: (1) a 7-year purchased power agreement
with the West Georgia Generating Company for 310
megawatts starting in 2002, increasing to 465 megawatts
in 2005, and terminating at the end of 2009; and (2)a 7
2-year purchased power agreement for two 568
megawatt combined cycle units to be located at Plant
Wansley starting in 2002 and terminating at the end of
2009. SAVANNAH has a 7-year purchased power
agreement with GEORGIA for 200 megawatts of the
1,136 megawatt addition at Plant Wansley starting in
2002 and terminating in 2009. After 2009, this capacity
will be available to the wholesale market.

On December 15, 2000, GEORGIA filed a
certification request for a 7-year purchased power
agreement for 571 megawatts starting in 2003 and 610
megawatts starting in 2004 to be served from two
combined cycle units at Plant Goat Rock; and 615
megawatts in 2004 to be served from a combined cycle
unit at Plant Autaugaville, In addition, GEORGIA is
seeking certification for upgrades from 3 megawatts to 9
megawatts at Plant Goat Rock Hydro units 1 and 2.

I-15

GEORGIA expects the Georgia PSC to approve the
2001 Integrated Resource Plan and grant certification of
the purchased power agreements in July 2001.

Environmental Cost Recovery Plans

GULF and MISSISSIPPI both have retail rate
mechanisms that provide for recovery of environmental
compliance costs. For a description of these plans, see
Note 3 to each of GULF’s and MISSISSIPPI’s financial
statements in Jtem 8 herein.

Employee Relations

The companies of the SOUTHERN system had a total of
26,021 employees on their payrolls at December 31,
2000.

Employees
at
December 31, 2000
ALABAMA 6,871
GECRGIA 8,855
GULF 1,327
MISSISSIPPI 1,319
SAVANNAH 554
SCs 3,431
Southern Nuclear 3,009
Other 655
Total 26,021

The integrated Southeast utilities have separate
agreements with local unions of the IBEW generally
covering wages, working conditions and procedures for
handling grievances and arbitration. These agreements
apply with certain exceptions to operating, maintenance
and construction employees.

ALABAMA has agreements with the IBEW on a
three-year contract extending to August 14, 2001, Upon
notice given at least 60 days prior to that date,
negotiations may be initiated with respect to agreement
terms to be effective after such date.

GEORGIA has an agreement with the IBEW
covering wages and working conditions, which is in
effect through June 30, 2002.




GULF has an agreement with the IBEW on a
three-year contract extending to August 15, 2001,

MISSISSIPPI has an agreement with the [BEW on a
four-year contract extending to August 16, 2002.

SAVANNAH has four-year labor agreements with
the IBEW and the Office and Professional Employees
International Union that expire April 15, 2003 and
December 1, 2003, respectively.

Southern Nuciear has agreements with the IBEW on
separate three-year contracts extending to August 15,
2001 for Plant Farley and to June 30, 2002 for Plants
Hatch and Vogtle. Upon notice given at least 60 days
prior to these dates, negotiations may be initiated with
respect to agreement terms to be effective after such
dates.

Southern Nuclear also has an agreement with the
United Plant Guard Workers of America for security
officers at Plant Hatch extending to September 30, 2001.
Upon notice given at least 60 days prior to that date,
negotiations may be initiated with respect to agreement
terms to be effective after such date.

The agreements also subject the terms of the pension
plans for the companies discussed above to collective
bargaining with the unions at five-year intervals.
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TItem 2. PROPERTIES

Electric Properties — The Integrated Southeast

Utilities

The integrated Southeast utilities and SEGCO, at
December 31, 2000, operated 34 hydroelectric generating
stations, 33 fossil fuel generating stations, three nuclear
generating stations and four combined
cycle/cogeneration stations. The amounts of capacity
owned by each company are shown in the table below.

_ Nameplate

Generating Station Location Capacity (1)
(Kilowatts})

Fossil Steam
Gadsden Gadsden, AL 120,000
Gorgas Jasper, AL 1,221,250
Barry Mobile, AL 1,525,000
Greene County Demopolis, AL 300,000 (2)
(Gaston Unit 5 Wilsonville, AL 880,000
Miller Birmingham, AL 2,532,288 (3)
ALABAMA Total 6.578,538
Arkwright Macon, GA 160,000
Atkinson Atlanta, GA 180,000
Bowen Cartersville, GA 3,160,000
Branch Milledgeville, GA 1,539,700
Hammond Rome, GA 800,000
McDcnough Atlanta, GA 490,000
McManms Brnunswick, GA 115,000
Mitchell Albany, GA 170,000
Scherer Macon, GA 750,924 (4)
Wansley Carrollton, GA 925,550 (5)
Yates Newnan, GA 1.250.00
GEORGIA Total 9,541,174
Crist Pensacola, FL. 1,045,000
Lansing Smith Panama City, FL 305,000
Scholz Chattahoochee, FL 80,000
Daniel Pascagoula, MS 500,000 (6}
Scherer Unit 3 Macon, GA 204,500 (4)
GULF Total 2,134,500
Eaton Hattiesburg, MS 67,500
Sweatt Meridian, MS 80,000
‘Watson Gulfport, MS 1,012,000
Daniel Pascagoula, MS 500,000 (6)
Greene County Demopolis, AL 200,000 (2)
MISSISSIPPI Total 1,859,500

Nameplate
Generating Station  Location Capacity
{Kilowatts)

McIntosh Effingham County, GA 163,117
Kraft Port Wentworth, GA 281,136
Riverside Savannah, GA 102,278
SAVANNAH Total _ 546,531
Gaston Units 1-4 Wilsonville, AL
SEGCO Total _1,000,000 (7)
Tota} Fossil Steam 21660243
Nuclear Steam
Farley Dothan, AL
ALABAMA Total _1.720,000
Hatch Baxley, GA 899,612 (8)
Vogtle Augusta, GA 1,060,240 {5)
GEORGIA Total _1,959.852
Total Nuclear Steam 3.679.852
Combustion Turbines
Greene County Demopolis, AL
ALABAMA Total _.~120,000
Arkwright Macon, GA 30,580
Atkinson Atlanta, GA 78,720
Bowen Cartersville, GA 39,400
Dahiberg Athens, GA 640,000
Intercession City Intercession City, FL 47,333 (10)
McDonough Atlanta, GA 78,800
McIntosh

Units 1,2,3,4,7,8 Effingham County, GA 480,000
McManus Brunswick, GA 481,700
Mitchell Albany, GA 118,200
Robins Warner Robins, GA 160,000
Wilson Augusta, GA 354,100
Wansley Carrollton, GA 26,322 (5)
GEORGIA Total 2.535.155
Lansing Smith

Unit A Panama City, FL 39,400
Pea Ridge

Units 1-3 Pea Ridge, FL 14,250
GULF Total 53.650
Chevron Cogenerating

Station Pascagoula, MS 147,292 (11)
Sweatt Meridian, MS 39,400
Watson Gulfport, MS __39.360
MISSISSIPPI Totat 226052
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Nameplate

Generating Station Location Capacity Nameplate
(Kilowatts) Generating Station Location Capacity
Boulevard Savannah, GA 59,100
Kraft Port Wentworth, Barnett Shoals
GA 22,000 (Leased) Athens, GA 2,800
McIntosh Bartletts Ferry Columbus, GA. 173,000
Units 5&6 Effingham Goat Rock Columbus, GA 26,000
County, GA 160,000 Lloyd Shoals Tackson, GA 14,400
SAVANNAH Total 241,100 Morgan Falls Atlanta, GA 16,800
North Highlands Columbus, GA 29,600
Gaston (SEGCO) Wilsonville, AL 19.680 (7) Oliver Dam Columbus, GA 60,000
Total Combustion Turbines 3.795.637 Rocky Mountain Rome, GA 215,256 (12)
Sinclair Dam Milledgeville, GA 45,000
Coggneratinn Tallulah Falls Clayton, GA 72,000
Washington County Washington Terrora Clayton, GA 16,000
County, AL 123,428 Tugalo Clayton, GA 45,000
GE Plastics Project Burkeville, AL 104,800 Wallace Dam Eatonton, GA 321,300
Theodore Theodore, AL 236,418 Yopah Toceoa, GA 22,500
ALABAMA Total 464 646 6 Other Plants 18,080
GEORGIA Total 1,077,736
Combined Cycle Total Hydroelectric Facilities 2,671,336
Barry Mobile, AL
ALABAMA Total 535212 Total Generating Capacity 32,806,926
Hydroelectric Facilities
Notes:
Weiss Leesburg, AL 87,750 (1) For additional information regarding facilities jointly-
Henry Ohatchee, AL 72,900 owned with non-affiliated parties, see Item 2 -
Logan Martin Vincent, AL 128,250 PROPERTIES - “Jointly-Owned Facilities” herein.
Lay Clanton, AL 177,000 (2) Owned by ALABAMA and MISSISSIPPI as
Mitchell Verbena, AL 170,000 tenants in common in the propottions of 60% and 40%,
Jordan Wetumpka, AL 100,000 respectively.
Bouldin Wetumpka, AL 225,000 (3) Excludes the capacity owned by AEC.
Harris Wedowee, AL 135,000 (4) Capacity shown for GEORGIA is 8.4% of Units 1 and 2
Martin Dadeville, AL 154,200 and 75% of Unit 3. Capacity shown for GULF is 25% of
Yates Tallassee, AL 32,000 Unit 3.
Thurlow Tallassee, AL 60,000 (5} Capacity shown is GEORGIA’s portion (53.5%) of total
Lewis Smith Jasper, AL 157,500 plant capacity.
Bankhead Holt, AL 54,000 {6) Represents 50% of the plant which is owned as tenants in
Holt Holt, AL 40.000 common by GULF and MISSISSIPPL.
ALABAMA Total 1.593,600 {7} SEGCO is jointly-owned by ALABAMA and

(8

9
(10)

(1)
(12)
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GEORGIA. (Seeltem 1 - BUSINESS herein.)
Capacity shown is GEORGIA’s portion {50.1%46) of total
plant capacity.

Capacity shown is GEORGIA’s portion (45.7%) of
total plant capacity.

Capacity shown represents 33-1/3% of total plant
capacity. GEORGIA owns a 1/3 interest in the ynit
with 106% use of the unit from June through
September. FPC operates the unit,

Generation is dedicated to a single industrial
customer.

Capacity shown is GEORGIA’s portion (25.4%) of
total plant capacity. OPC operates the plant.



Except as discussed below under “Titles io
Property,” the principal plants and other important
units of the integrated Southeast utilities and SEGCO
are owned in fee by the respective companies. It is
the opinion of management of each such company
that its operating properties are adequately
maintained and are substantially in good operating
congdition.

MISSISSIPPI owns a 79-mile length of
500-kilovolt transmission line which is leased to
Entergy Gulf States. The line, completed in 1984,
extends from Plant Daniel to the l.ouisiana state line.
Entergy Gulf States is paying a use fee overa
forty-year period covering all expenses and the
amortization of the original $57 million cost of the
line. At December 31, 2000, the unamortized portion
of this cost was $34.8 million.

Jointly-Owned Facilities

The all-time maximum demand on the integrated
Southeast utilities and SEGCO was 31,359,000
kilowatts and occurred in August 2000. This amount
excludes demand served by capacity retained by
MEAG and Dalton and excludes demand associated
with power purchased from OPC and SEPA by its
preference customers. The reserve margin for the
integrated Southeast utilities and SEGCO at that time
was 8.1%. For additional information on peak
demands, reference is made to Item 6 - SELECTED
FINANCIAL DATA herein.

ALABAMA and GEORGIA will incur
significant costs in decommissioning their nuclear
units at the end of their useful lives. (Seeltem 1 -
BUSINESS - “Regulation - Atomic Energy Act of
1954 and Note 1 to SOUTHERN’s, ALABAMA'’s
and GEORGIA’s financial statements in Item 8
herein.)

ALABAMA and GEORGIA have sold and GEORGIA has purchased undivided interests in certain generating plants
and other related facilities to or from non-affiliated parties. The percentages of ownership resulting from these

transactions are as follows:

Total Percentage Owmership
Capacity ALABAMA AEC GEORGIA OPC MEAG DALTON FPC
(Megawatts)
Plant Miller
Units 1 and 2 1,320 91.8% 8.2% -% % % ] %

Plant Hatch 1,796 - - 50.1 30.0 17.7 2.2 -
Plant Vogtle 2,320 - - 45.7 30.0 227 1.6 -
Plant Scherer

Units 1 and 2 1,636 - - 84 60.0 30.2 1.4 -
Plant Wansley 1,779 - - 535 30.0 151 14 -
Rocky Mountain 848 - - 254 74.6 - - -
Intercession City, FL 142 - - 333 - - - 66.7

ALABAMA and GEORGIA have contracted to
operate and maintain the respective units in which
each has an interest (other than Rocky Mountain and
Intercession City, as described below) as agent for
the joint owners.

In addition, GEORGIA has commitments
regarding a portion of a 5 percent interest in Plant
Vogtle owned by MEAG that are in effect until the
later of retirement of the plant or the latest stated
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maturity date of MEAG’s bonds issued to finance
such ownership interest. The payments for capacity
are required whether any capacity is available, The
energy cost is a function of each unit’s variable
operating costs. Except for the portion of the
capacity payments related to the 1987 and 1990
write-offs of Plant Vogtle costs, the cost of such
capacity and energy is included in purchased power
from non-affiliates in GEORGIA’s Statements of
Income in Item 8 herein,




Titles to Property

The integrated Southeast utilities* and SEGCO'’s
interests in the principal plants (other than certain
pollution control facilities, one smalil hydroelectric
generating station leased by GEORGIA and the land
on which five combustion turbine generators of
MISSISSIPPI are located, which is held by easement)
and other important units of the respective companies
are owned in fee by such companies, subject only to
the liens of applicable mortgage indentures {except
for SEGCO) and to excepted encumbrances as
defined therein. The integrated Southeast utilities
own the fee interests in certain of their principal
plants as tenants in common. (See Item 2 -
PROPERTIES - “Jointly-Owned Facilities” herein.)
Properties such as electric transmission and
distribution lines and steam heating mains are
constructed principally on rights-of-way which are
maintained under franchise or are held by easement
only. A substantial portion of lands submerged by
reservoirs is held under flood right easements. In
substantially all of its coal reserve lands, SEGCO
owns or will own the coal only, with adequate rights
for the mining and removal thereof,

120



Item 3. LEGAL PROCEEDINGS

(1)  United States of America v. ALABAMA
(United States District Court for the Northern
District of Alabama)

Reference is made to Note 3 to ALABAMA’s
financial statements in Item 8 herein under the
caption “Environmental Litigation.”

(2) United States of America v. GEORGIA and
SAVANNAH
(United States District Court for the Northern
District of Georgia)

On March 27, 2001, the U.S, District Court
granted the EPA’s motion to amend its
complaint to add the alleged violations at
SAVANNAH’s Plant Kraft and to add
SAVANNAH as a defendant and denied the
EPA’s motion to add GULF and MISSISSIPPI
as defendants due to lack of jurisdiction.

Reference is made to Note 3 tc GEORGIA’s
financial statements in Item 8 herein under the
caption “Environmental Litigation.”

(3) Cooper et al. v. GEORGIJA, SOUTHERN,
SCS and Energy Solutions
(Superior Court of Fulton County, Georgia)

Reference is made to Note 3 to SOUTHERNs
and GEORGIA’s financial statements in Item 8
herein under the caption “Race Discrimination
Litigation.™

(49) GEORGIA has been designated as a potentially
responsible party under the Comprehensive
Environmental Response, Compensation and
Liability Act with respect to a site in
Brunswick, Georgia.

Reference is made to Note 3 to SOUTHERNs
and GEORGIA’s financial statements in Item 8
herein under the captions “Georgia Power
Potentially Responsible Party Status” and
“QOther Environmental Contingencies,”
respectively.
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(5) Inre: Mobile Energy Services Company,
LLC; In re: Mobile Energy Services
Holdings, Inc.

(U.S. Bankruptey Court for the Southern
District of Alabama).

Reference is made to Note 3 to SOUTHERNs
financial statements in ltem 8 herein under the
caption “Mobile Energy Services’ Petition for
Bankruptcy.”

(6) Gordonv. SOUTHERN et al.
(United States District Court for the Southen
District of California)

Reference is made to Note 3 to SOUTHERN®’s
financial statements in Item 8 herein under the
caption “California Electricity Markets
Litigation.”

(7) Pier 23 Restaurant v. SOUTHERN et al.
(United States District Court for the Northern
District of California)

Reference is made to Note 3 to SOUTHERN’s
financial statements in Item 8 herein under the
caption “California Electricity Markets
Litigation.”

See Item 1 - BUSINESS - “Construction
Programs,” “Fuel Supply,” “Regulation - Federal
Power Act” and “Rate Matters” as well as Note 3 to
each registrant’s financial statements in Item 8 herein
for a description of certain other administrative and
legal proceedings discussed therein.

Additionally, each of the integrated Southeast
utilities, SCS, Southern Nuclear, Energy Solutions
and Southern LINC are, in the normal course of
business, engaged in litigation or administrative
proceedings that include, but are not limited to,
acquisition of property, injuries and damages claims,
and complaints by present and former employees.




Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

ALABAMA

ALABAMA held a special meeting of shareholders on December 14, 2000, for the purpose of amending its
charter to provide to the holders of Preferred Stock the right to vote at all elections of directors of ALABAMA.
The amendment was passed and the vote tabulation was as follows:

Shares
For Against Abstain
Common Stock 5,608,955 0 0
Preferred Stock 1,505,832 462.101 127.473
Total 1114787 462,101 127,473

GEORGIA

By unanimous written consent effective December 14, 2000, GEORGIA’s common shareholder authorized
amending GEORGIA’s charter to provide to the holders of Preferred Stock the right to vote at all elections of
directors of GEORGIA. The vote tabulation was as follows:

Shares
For Agsinst Abstain
Common Stock 7,761,500 0 0

GULF

GULF held a special meeting of shareholders on December 14, 2000, for the purpose of amending its charter to
provide to the holders of Preferred Stock the right to vote at all elections of directors of GULF. The
amendment was passed and the vote tabulation was as follows:

Shares
For Against Abstain
Common Stock 992,717 0 0
Preferred Stock 26,842 1,321 21
Total 1019559 L2l 2

MISSISSIPPI

MISSISSIPPI held a special meeting of shareholders on December 14, 2000, for the purpose of amending its
charter to provide to the holders of Preferred Stock the right to vote at all elections of directors of
MISSISSIPPI. The amendment was passed and the vote tabulation was as follows:

Shares
For Against Abstain
Common Stock 1,121,000 0 0
Preferred Stock 196,119 14,363 11.762
Total 1317119 10363 11762
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EXECUTIVE OFFICERS OF SOUTHERN

(Identification of executive officers of SOUTHERN is
inserted in Part I in accordance with Regulation S-K,
Item 401k}, Instruction 3.} The ages of the officers set
forth below are as of December 31, 2000.

A. W. Dahlberg

Chairman and Director

Age 60

Elected Director in 1985 and Chairman effective March
1995 through March 2001, and Chief Executive Officer
effective March 1995 to March 2001. Also served as
President from January 1994 to June 1999.

H. Allen Franklin

President, Chief Executive Officer and Director

Age 56 '

Elected Director in 1988 and Chief Executive Officer
effective March 1, 2001. Previously served as President
and Chief Operating Officer of SOUTHERN from June
1999 to March 2001; and as President and Chief
Executive Officer of GEORGIA from January 1994 to
June 1999,

Elmer B. Harris

Executive Vice President and Director

Age 61

Elected Director in 1989 and Executive Vice President
in 1991. He also has served as President and Chief
Executive Officer of ALABAMA since 1989,

David M. Ratclifie

Executive Vice President

Age 52

Elected in 1999. He also has served as President and
Chief Executive Officer of GEORGIA since June 1999,
Previously served as Executive Vice President,
Treasurer and Chief Financial Officer of GEORGIA
from March 1998 to June 1999; and as Senior Vice
President of SOUTHERN from March 1995 to March
1998,
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Stephen A. Wakefield

Senior Vice President and General Counsel

Age 60

Elected in 1997. Previously, he was a partner at the law
firm of Akin, Gump, Strauss, Hauer & Feld, LLP from
July 1991 through August 1997.

Gale E. Klappa

Financial Vice President, Chief Financial Officer and
Treasurer

Age 50

Elected effective March 1, 2001. Previously served as
Chief Strategic Officer of SOUTHERN from October
1969 to March 2001; President of Mirant’s North
America Group and Senior Vice President of Mirant
from December 1998 to October 1999; and as President
and Chief Executive Officer of Western Power
Distribution, a subsidiary of Mirant located in Bristol,
England, from September 1995 to December 1998.

Charles D. McCrary

Vice President

Age 49

Elected in 1998; serves as Chief Production Officer for
the SOUTHERN systern. He also has served as
Executive Vice President of GEORGIA since May
1998. Previously, he served as Executive Vice
President of ALABAMA from 1994 through Aprif 1998.

W. G. Hairston, II1

Age 56

President and Chief Executive Officer of Southemn
Nuclear since 1993,

The officers of SOUTHERN were elected for a term
running from the last annual meeting of the directors
(May 24, 2000) for one year until the next annual
meeting or until their successors are elected and have
qualified, except for Mr. Franklin and Mr. Klappa,
whose elections were effective on the date indicated.




EXECUTIVE OFFICERS OF ALABAMA

(Identification of executive officers of ALABAMA is
inserted in Part I in accordance with Regulation 5-K,
Item 401(b), Instruction 3) The ages of the officers set
forth below are as of December 31, 2000.

Eimer B. Harris

President, Chief Executive Officer and Director

Age 6l

Elected in 1989, Served as President and Chief
Executive Officer since 1989. Elected Executive Vice
President of SOUTHERN in 1991. Served as a Director
of SOUTHERN since 1989.

Michael D. Garrett

Executive Vice President

Age 51

Elected in 1998. Served as Executive Vice President of
Customer Service since January 2000. Previously
served as Executive Vice President of External Affairs
from March 1998 to January 2000; and Senior Vice
President of External Affairs from February 1994 to
March 1998,

William B. Hutchins, Il

Executive Vice President, Chief Financial Officer
and Treasurer

Age 57

Elected in 1991. Served as Treasurer since 1998 in
addition to Executive Vice President and Chief
Financial Officer since 1991.

C. Alan Martin

Executive Vice President

Age 52

Elected in 1999, Served as Executive Vice President of
External Affairs since January 2000. Previously served
as Executive Vice President and Chief Marketing
Officer for SOUTHERN from 1998 to 1999; and Vice
President of Human Resources for SOUTHERN from
May 1995 to March 1998.
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Jerry L. Stewart

Senior Vice President

Age 51

Elected in 1999, Served as Senior Vice President of
Fossil and Hydro Generation since 1999. Previously
served as Vice President of SCS from 1992 to 1999,

The officers of ALABAMA were elected for a term
running from the last annual meeting of the directors
(April 28, 2000) for one year until the next annual
meeting or until their successors are elected and have
qualified.



EXECUTIVE OFFICERS OF GEORGIA

(Identification of executive officers of GEORGIA is
inserted in Part I in accordance with Regulation S-K,
Item 401¢b), Instruction 3.) The ages of the officers set
forth below are as of December 31, 2000.

David M. Ratcliffe

President, Chief Executive Officer and Director

Age 52

Elected as an Executive Officer in 1998 and as Director
in 1999. Served as President and Chief Executive
Officer since June 1999. Previously served as Executive
Vice President, Treasurer and Chief Financial Officer of
GEQRGIA from 1998 to 1999; and as Senior Vice
President of SOUTHERN from March 1995 to March
1998,

William C. Archer, ITI

Executive Vice President

Age 52

Elected in 1995. Served as Executive Vice President of
External Affairs since 1995. Previously served as
Senior Vice President of External Affairs from April
1995 to September 1995.

Thomas A. Fanning

Executive Vice President, Treasurer and

Chief Financial Officer

Apge 43

Elected in 1999. Previously served as Senior Vice
President of SOUTHERN from June 1998 to June 1999;
and Senior Vice President and Chief Information Officer
for SOUTHERN from March 1995 to 1998,

Gene R. Hodges

Executive Vice President

Age 62

Elected in 1986. Served as Executive Vice President of
Customer Operations, Power Delivery and Safety since
1992,
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James K. Davis

Senior Vice President

Age 60

Elected in 1993. Served as Senior Vice President of
Corporate Relations since 1993, with Employee
Relations being added to his responsibilities in 2000,

Robert H. Haubein

Senior Vice President

Age 60

Elected in 1992, Served as Senior Vice President of
Fossil/Hydro Power since 1994,

Leonard J. Haynes

Senior Vice President

Age 50

Elected in 1998, Served as Senior Vice President of
Marketing since 1998. Previously served as Vice
President of Retail Sales and Services from October
1995 to November 1998,

Fred D. Williams

Senior Vice President

Age 56

Elected in 1992. Served as Senior Vice President of
Resource Policy and Planning since 1998, Previously
served as Senior Vice President of Wholesale Power
Marketing from 1995 to 1998.

The officers of GEORGIA were elected for a term
running from the last annual meeting of the directors
(May 17, 2000) for one year until the next annual
meeting or until their successors are elected and have
qualified.




EXECUTIVE OFFICERS OF GULF

(Identification of executive officers of GULF is inserted
in Part I in accordance with Regulation S-K,

Item 401(b), Instruction 3.) The ages of the officers set

forth below are as of December 31, 2000.

Travis J. Bowden

President, Chief Executive Officer and Director
Age 62

Elected in 1994, Served as President and Chief
Executive Officer since 1994,

Francis M. Fisher, Jr.

Vice President

Age 52 _

Elected in 1989. Served as Vice President of Power
Delivery and Customer Operations since 1996,
Previously served as Vice President of Employee and
External Relations from 1989 to 1996.

John E. Hodges, Jr.

Vice President

Age 57

Elected in 1989. Served as Vice President of Marketing
and Employee/External Affairs since 1996. Previously
served as Vice President of Customer Operations from
1989 to 1996,

Ronnie R. Labrato

Comptroller and Chief Financial Officer

Age 47

Elected as an Executive Officer in July 2000. Previously
served as Controller from 1992 to 2000.

Robert G. Moore

Vice President

Age 51

Elected in 1997, Served as Vice President of Power
Generation and Transmission of GULF and Vice
President of Fossil Generation of SCS since 1997,
Previously served as Plant Manager of Plant Bowen at
GEORGIA from March 1993 to August 1997.
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Warren E. Tate

Secretary/Treasurer and

Regional Chief Information Officer

Age 58

Elected as an Executive Officer in July 2000. Served as
Secretary/Treasurer and Regional Chief Information
Officer since 1996, :

The officers of GULF were elected for a term
running from the last annual meeting of the directors
(July 28, 2000) for one year until the next annual
meeting or until their successors are elected and have
qualified.



EXECUTIVE OFFICERS OF MISSISSIPPI

(Identification of executive officers of MISSISSIPPI is
inserted in Part I in accordance with Regulation 5-K,
Item 401(b), Instruction 3.) The ages of the officers set
forth below are as of December 31, 2000,

. Dwight H. Evans

President, Chief Executive Officer and Director

Age 52

Elected in 1995. Previously served as Executive Vice
President of External Affairs of GEORGIA from 1989
to 1995,

H. E. Blakeslee

Vice President

Age 60

Elected in 1984. Served as Vice President of Customer
Services and Retail Marketing since 1984.

Pon E. Mason

Vice President

Age 59

Elected in 1983. Served as Vice President of External
Affairs and Corporate Services since 1983.

Michael W, Southern

Vice President, Secretary, Treasurer and

Chief Financial Officer

Age 48

Elected in 1995. Served as Vice President, Secretary,
Treasurer and Chief Financial Officer since 1995.
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Gene L. Ussery, Jr.

Vice President

Age 51

Elected in 2000. Served as Vice President of Power
Generation and Delivery since September 2000.
Previously served as Northern Cluster Manager at
GEORGIA for Plants Hammond, Bowen and
McDonough-Atkinson from July 2000 to September
2000. He served as Manager of Plant Bowen at
GEORGIA from 1997 to 2000; and Manager of Plant
McDonough at GEORGIA from 1996 to 1997.

The officers of MISSISSIPPI were elected for a term
running from the last annual meeting of the directors
{April 26, 2000) for one year until the next annual
meeting or until their successors are elected and have
qualified, except for Mr. Ussery, whose election was
effective on September 21, 2000.
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Item 5,
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PART 11

MARKET FOR REGISTRANTS’
COMMON EQUITY AND
RELATED STOCKHOLDER
MATTERS

The common stock of SOUTHERN is listed and
traded on the New York Stock Exchange. The
stock is also traded on regional exchanges
across the United States. High and low stock
prices, per the New York Stock Exchange
Composite Tape during each quarter for the past
two years were as follows:

High Low
2000
First Quarter $25-7/8 $20-3/8
Second Quarter 27-7/8 21-11/16
Third Quarter 35 23-13/32
Fourth Quarter 33-22/25 27-1/2
1999
First Quarter $29-5/8 $23-1/4
Second Quarter 29-3/16 22-3/4
Third Quarter 28 25
Fourth Quarter 27-1/8 22-1/16

There is no market for the other registrants’
common stock, all of which is owned by
SOUTHERN. On February 28, 2001, the
closing price of SOUTHERN’s common stock
was $30.95.

Number of SOUTHERNs common
stockholders at December 31, 2000:
160,116

Each of the other registrants have one common
stockholder, SOUTHERN.

(c¢) Dividends on each registrant’s common stock

are payable at the discretion of their respective
board of directors. The dividends on common
stock declared by SOUTHERN and the
integrated Southeast utilities to their

stockholder(s) for the past two years were as
follows: {(in thousands)

Registrant Quarter 2000 1999
SOUTHERN  First $220,557  $233,879
Second 217,289 233,445
Third 217,289 228,690
Fourth 218,098 225470
ALABAMA First 163,600 98,000
Second 105,200 98.400
Third 104,400 99,760
Fourth 103,900 103,500
GEORGIA First 136,500 133,100
Second 138,600 133,700
Third 137,600 135,500
Fourth 136,900 140,700
GULF First 14,600 15,000
Second 14,900 15,100
Third 14,800 15,300
Fourth 14,700 15,900
MISSISSIPPI  First 13,600 13,800
Second 13,800 13,800
Third 13,700 14,000
Fourth 13,600 14,500
SAVANNAH  First 6,100 6,200
Second 6,200 6,200
Third 6,000 6,300
Fourth 6,000 6,500

The dividend paid per share by SOUTHERN was
33.5¢ for each quarter of 1999 and 2000. The dividend
paid on SOUTHERN’s comrmon stock for the first quarter
of 2001 was 33.5¢ per share.

The amount of dividends on their common stock that
may be paid by the subsidiary registrants is restricted in
accordance with their first mortgage bond indenture. The




amounts of eamings retained in the business and the
amounts restricted against the payment of cash dividends
on comimon stock at December 31, 2000 were as follows:

Retained Restricted
Eamings Amount
(in millions)

ALABAMA $1,228 $ 796
GEORGIA 1,788 B9l
GULF 156 127
MISSISSIPPI 173 118
SAVANNAH 110 68
Consolidated 4,672 2,000

Item 6. SELECTED FINANCTAL DATA

SOUTHERN. Reference is made to information under
the heading “Selected Consolidated Financial and
Operating Data,”” contained herein at pages II-41 and
I-42.

ALABAMA. Reference is made to information under
the heading “Selected Financial and Operating Data,”
contained herein at pages II-74 and 1I-75.

GEORGIA. Reference is made to information under
the heading “Selected Financial and Operating Data,”
contained herein at pages II-109 and O-110.

GULF. Reference is made to information under the
heading “Selected Financial and Operating Data,”
contained herein at pages I1-138 and II-139.

MISSISSIPPL. Reference is made to information under
the heading “Selected Financial and Operating Data,”
contained herein at pages [I-167 and II-168.

SAVANNAH. Reference is made to information
under the heading “Selected Financial and Operating
Data,” contained herein at pages [I-194 and II-195.

MANAGEMENT’S DISCUSSION
AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL
CONDITION

Ttem 7.

SOUTHERN. Reference is made to information under
the heading “Management’s Discussion and Analysis of
Results of Operations and Financial Condition,”
contained herein at pages I1-8 through 1I-17.

ALABAMA. Reference is made to information under
the heading “Management’s Discussion and Analysis of
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Results of Operations and Financial Condition,”
contained herein at pages II-46 through II-54.

GEORGIA. Reference is made to information under
the heading “Management’s Discussion and Analysis of
Results of Operations and Financial Condition,”
contained herein at pages II-79 through IT-87.

GULF. Reference is made to information under the
heading “Management’s Discussion and Analysis of
Results of Operations and Financial Condition,”
contained herein at pages II-114 through 11-122.

MISSISSIPP]. Reference is made to information under
the heading “Management’s Discussion and Analysis of
Results of Operations and Financial Condition,”
contained herein at pages II-143 through I1-150.

SAVANNAH. Reference is made to information
under the heading “Management’s Discussion and
Analysis of Results of Operations and Financial
Condition,” contained herein at pages II-172 through
11-178.

Ttem 7A. QUANTITATIVE AND
QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

Reference is made to information in SOUTHERN’s
“Management’s Discussion and Analysis - Market Price
Risk™ and to Note 1 to SOUTHERN’s financial
statements under the heading “Financial Instruments for
Non-Trading Activities” contained herein on pages IT-13
through I1-14 and II-28, respectively.

Reference is also made to “Mansagement’s Discussion
and Analysis — Exposure to Market Risks” in Item 7 of
ALABAMA, GEORGIA, GULF, MISSISSIPPI and
SAVANNAH contained herein at pages [I-51, I-83.
[I-118, 1I-146, and II-175, respectively.



Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
INDEX TO 2000 FINANCIAL STATEMENTS

Page
The Southern Company and Subsidiary Companies: ©
Report of Independent Public Accountants... . coomoooooooe VB
Consolidated Statements of Income for the Years Ended December 31 2000 1999 and 1998 O-18
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Consolidated Balance Sheets at December 31, 2000 and 1999 .. 1I-20
Consolidated Statements of Capitalization at December 31, 2000 and 1999 o-22
Consolidated Statements of Common Stockholders’ Equity for the Years Ended
December 31, 2000, 1999 and 1998... SO TORUUTOPPOOR | .
Consolidated Statements of Comprehenswe Income for the Years Ended
December 31, 2000, 1999 and 1998... SNy DU | 1 -7 -|
Notes to Financial SEALEINOIILS ... ..o cres ittt et e ce s s bttt e et ses st ra s et s seees e n s et st e saesenn s e s s e o taen II-25

ALABAMA:

Report of Independent Public Accountants ........... SOOI OUVOP SRS | " Lo
Statements of Income for the Years Ended December 31 2000 1999 and 1998 I-55
Statements of Cash Flows for the Years Ended December 31, 2000, 1999 and 1998 II-56
Balance Sheets at December 31, 2000 and 1999 .. -57
Statements of Capitalization at December 31, 2000 and 1999 OO ST OTURDUTOOPTPOOURNTT | 2. 1
Statements of Common Stockholder’s Equity for the Years Ended

December 31, 2000, 1999 and 1998 ...t reseseeeseeeerse s s e ss et e sees st ses s ss e s eene -61
Notes to FINANCIAl StATOIMEIES ......co.ee oottt e eee e s st s e e et s e e ettt ee et et s e ee e IF-62

GEORGIA:

Report of Independent Public Accountants... ST UONORR | B .
Statements of Income for the Years Ended December 31 2000 1999 and 1998 -88
Statements of Cash Flows for the Years Ended December 31, 2000, 1999 and 1998 -89
Balance Sheets at December 31, 2000 and 1999 .. e eeteetsrbreeeseniesestesrasrorrreasanre e nr e nnasnaennnns -80
Statements of Capitalization at December 31, 2000 and 1999 1192
Statements of Common Stockholder’s Equity for the Years Ended

December 31, 2000, 1999 and 1998 ........coovirieiiiiieceeeee oo eeeeee e esse e essesesssseessess st s sesstenreeeseeesses 11-94
Notes to Financial Statements ...........coeecocvminnninineseic s cscsressser s e sessesesessssesssssssssesssssssssessosssrsesssorosnses 11-9S

GULF:

Report of Independent Public Accountants... seirssstesseneseeenernseennennenne =113
Statements of Income for the Years Ended Decber 31 2000 1999 and 1998 I-123
Statements of Cash Flows for the Years Ended December 31, 2000, 1999 and 1998 II-124
Balance Sheets at December 31, 2000 and 1999 .. 1I-125
Statements of Capitalization at December 31, 2000 and 1999 irrteenermersersenstraranesensonsossonsasamssnasrressvcrs =127
Statements of Common Stockholder’s Equity for the Years Ended

December 31, 2000, 1999 20d 1998 .......cooeeeiveieccretrsseeiee e e v e eeesseseasesssssssasssssesassssesssssnsssosssesressesse 1I-128
Notes t0 FINANCIAL SIBIEIMEILS .......vieicireiccee et vsie it cecrae s s e res e semessssssmsressnsseseassesanssseramsassesssnrsssssssasssessssss -129
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Statements of Income for the Years Ended December 31 2000 1999 and 1998 I-179
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.
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MANAGEMENT’S REPORT
Southern Company and Subsidiary Compunies 2000 Annual Report

The management of Southern Company has prepared --
and is responsible for -- the consolidated financial
statements and related information included in this
report. These statements were prepared in accordance
with accounting principles generally accepted in the
United States and necessarily include amounts that are
based on the best estimates and judgments of
management. Financial information throughout this
annual report is consistent with the financial statements.

The company maintains a system of internal
accounting controls to provide reasonable assurance that
assets are safeguarded and that the accounting records
reflect only authorized transactions of the company.
Limitations exist in any system of internal controls,
however, based on a recognition that the cost of the
system should not exceed its benefits. The company
believes its system of internal accounting controls
maintains an appropriate cost/benefit relationship.

The company’s system of internal accounting controls
is evaluated on an ongoing basis by the company’s
internal audit staff. The company’s independent public
accountanis also consider certain elements of the internal
control system in order to determine their auditing
procedures for the purpose of expressing an opinion on
the financial statements.

A

H. Allen Franklin

President and Chief Executive Officer

The audit committee of the board of directors,
composed of five independent directors provides a broad
overview of management’s financial reporting and control
functions. Periodically, this committee meets with
management, the internal auditors, and the independent
public accountants to ensure that these groups are
fulfilling their obligations and to discuss auditing, intemal
controls, and financial reporting matters. The internal
auditors and independent public accountants have access
to the members of the audit committee at any time,

Management believes that its policies and procedures
provide reasonable assurance that the company’s
operations are conducted according to a high standard of
business ethics.

In management's opinion, the consolidated financial
staternents present fairly, in all material respects, the
financtal position, results of operations, and cash flows of
Southern Company and its subsidiary companies in
conformity with accounting principles generally accepted
in the United States.

b & A fgpe

Gale E. Klappa
Financial Vice President, Chief Financial Officer,
and Treasurer
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Southern Company:

We have audited the accompanying consolidated balance
sheets and consolidated statements of capitalization of
Southern Company (a Delaware corporation) and
subsidiary companies as of December 31, 2000 and 1599,
and the related consolidated siatements of income,
comprehensive income, common stockholders® equity,
and cash flows for each of the three years in the period
ended December 31, 2000. These financial statements
are the responsibility of the company’s management. Qur
responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements,

An audit also includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement
presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements
(pages 11-18 through 11-40) referred to above present
fairly, in all material respects, the financial position of
Southem Company and subsidiary companies as of
December 31, 2000 and 1999, and the results of their
operations and their cash flows for each of the three years
in the period ended December 31, 2000, in conformity
with accounting principles generally accepted in the
United States.

Quibhun Omolersen &°

Atlanta, Georgia
February 28, 2001



MANAGEMENT"S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL

CONDITION
Soutbern Company and Subsidiary Companies 2000 Annual Report

RESULTS OF OPERATIONS

OVERVIEW OF CONSOLIDATED EARNINGS

Southern Company’s solid financial performance resulted in
record earnings for 2000. Higher eamings were driven by
both strong growth of selling electricity in the Southeast and
by the global subsidiary’s competitive energy supply
business outside the Southeast. earnings in both
2000 and 1999 reflected significant iterms not related to the
normal day-to-day business activities. After adjusting for
these items, earnings per share for 2000 was $2.13 comnpared
with $1.90 in 1999. Eamings as reported and the details of
earnings as adjusted are shown in the following table.

In April 2000, Southern Company announced an
initial public offering of up to 19.9 percent of Mirant
Corporation -- formerly Socuthern Energy, Inc. -- and its
intentions to spin off the remaining ownership of
Mirant to Southern Company stockholders within
12 months of the initial stock offering. On Qctober 2,
2000, Mirant completed an initial public offering of
66.7 million shares of common stock. :

On Fehruary 19, 2001, Southern Company’s board of
directors approved the spin off of the remaining ownership
of 272 million Miranit shares to be completed in a tax free
distribution on April 2, 2001, As a result of the spin off,
Southern Company financial statements and related
information reflect Mirant as discontinued operations.

A reconciliation of reported consolidated earnings,
including discontinued operations, to earnings as
adjusted — which exclude non~day to day business 1tems -
and the related explanations are as follows:

Consolidated Earnings
Net Income Per Share
2 1999 2000 99
: (in miltions)
. Earnings from —
Continuing
operations $ 994 § 915 S$152 $1.33
Discontinued
operations 319 361 A9 .53
Barnings as reported 1,313 1276 201 186
Mirant transition costs 80 - J2 -
Mobile Energy
write down 10 69 0 A0
Gain on asset sale - (8 - & 11)
Work force reductions - 50 -
Other ® (9 (D _ 02)
Total adjustments 82 27 g2 04

Earnings as adjusted $1,395 $1,303 $2.13 $1.90
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Mirant’s transition costs shown in the table include
charges related to becoming a public company and
changes in their tax strategy in Asia.

in 2000 and 1999, Southern Company recorded asset
impairment charges related to Mobile Encrgy Services —
see Note 3 to the financial statements. In 1999, Mirant
sold a portion of its business in the United Kingdom.
Work force reduction programs began in late 1999 for a
German utility in which Mirant has an ownership interest.

SoUuTHERN CoMPANY BUSINESS ACTIVITIES

Discussion of the results of operations is focused on the
traditional business of the integrated Southeast utilities.
The rernaining portion of Southern Company’s other
business activities include telecommunications, energy
products and services, leveraged leasing activities, as-
well as the parent holding company. The impact of
these other business activities on the consclidated
results of operations is not significant. For more
information, see Note 12.

Integrated Southeast Utilities

The five integrated Southeast utilities provide electric
service in four states. These utilities are Alabama
Power, Georgia Power, Gulf Power, Mississippi Power,
and Savannah Electric. A condensed income statement

for these comparties is as follows:
Increase (Decrease)
Amount From Prior Year
2000 2000 1999
(in miltions)
Opersating revenues $9,360 ~ $735 3(238)
Fuel 2,564 236 7
Purchased power 677 268 13
Other operation
and maintenance 2,472 41 4
Depréciation
and amortization 1,135 89. 277
Taxes other than
income-taxes 532 1n 13
Total operating expenses 7,380 645 (240)
Operating income 2,480 90 2
QOther income, net 18) an {84
Earnings before
interest and taxes 2,462 79 (82)
Interest expenses
and other 650 15 (44)
Income taxes 703 28 (28)
Net income §1,109 $36 $ A6




MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

Southern Company and Sobsidisry Companies 2000 Annuat Report

Revenues

Operating revenues for the integrated Southeast utilities
in 2000 and the amount of change from the prior year
are as follows:

Increase (Decrease)
Amount From Prior Year
2000 2000 1999
(in millions)
Retail --
Base revenues $6,014 $174  8(262)
Fuel cost recovery
and other 2,599 353 76
Total retail 8,613 527 (186)
Sales for resale --
Within service area 377 2? (24)
Outside service area 600 127 (49)
Total saies for resale 977 154 )
Other operating
revenues 270 54 21

Operating revenues $9.860 $735  $(238)

Percent change 8.1%

Base revenues increased $174 million in 2000 as a
result of continued customer growth in the traditional
service area and the positive impact of weather on
sales. However, total base revenues of $5.8 billion in
1999 declined as a result of a Georgia Power rate
reduction and recorded revenue sharing in 1999. For
additional information, see Note 3 to the financial
statements under “Georgia Power 1998 Retail Rate
Order.” Customer growth in the Southeast somewhat
offset the rate decrease.

Electric rates include provisions to adjust billings for
fluctnations in fuel costs, the energy component of
purchased power costs, and certain other costs. Under
these fuel cost recovery provisions, fuel revenues
generally equal fuel expenses -- including the fuel
component of purchased energy — and do not affect net
income. However, cash flow is affected by the
economic loss from untimely recovery of these
receivables. Each company has filed or will be filing
for approval of new fuel rates to be more reflective of
escalating fuel costs.

Revenues from sales for resale within the service area
were up as a result of additional demand during the hot
summer of 2000. Sales for resale revenues within the
service area were $350 raillion in 1999, down 6.5
percent from the prior year. This sharp decline resuited

(2.5Y%

primarily from supplying less electricity under
contractual agreements with certain wholesale
customers in 1999.

Energy sales for resale outside the service area are
principally unit power sales under long-term contracts to
Florids utilities. Economy energy and energy under
short-term contracts are also sold for resale outside the
service area. Revenues from long-term unit power
contracts have both a capacity and energy component.
Capacity revenues reflect the recovery of fixed costs and
a return on investment under the contracts. Energy is
generally sold at variable cost. The capacity and energy
components of the unit power contracts were as follows:

2000 1999 1998

(in miilions)
Capacity $177 3174 $19%6
Energy 178 157 152
Total $355 $331 $348

Capacity revenues in 2000 and 1999 varied slightly
compared with the prior year as a result of adjustments
and true-ups related to contractual pricing. No
significant declines in the amount of capacity are
scheduled until the termination of the contracts in
2010.

Energy Sales

The changes in revenues for the traditional business in
the Southeast are influenced heavily by the amount of
energy sold each year. Kilowatt-hour sales for 2000
and the percent change by year were as follows:

(billions of Amount Percent Change
kdlowatt-hours) 2000 2000 1999 1998

Residential 46.2 6.5% 0.2)% 10.9%
Commercial 46.2 6.6 4,0 7.2
Industrial 56.7 1.0 1.6 2.1
Other 10 27 16 3.
Total retail 150.1 4.3 1.7 6.2
Sales for resale --

Within service area 9.6 15 4.1) (0.4)
Qutside service area 17.2 33.0 (0.4) (5.6)
Total 176.9 6.4 1.2 4,7

The rate of growth in 2000 total retail energy sales
was very sirong, Residential energy sales reflected a
substantial increase as a result of the hotter-than-normat
surmmer weather and the number of residential
customers served increased by 59,000 during the vear.



MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)
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Commercial and industrial sales, both in 2000 and 1999,
continued to show slight gains in excess of the national
averages. This reflects the strength of business and
econcmic conditions in Southern Company’s traditionat
service area in the southeastern United States. The rate
of increase in 1999 total retail energy sales was
significantly lower than in 1998. Residential energy
sales experienced a decline as a result of milder weather
in 1999, which strongly affected the total retail sales
increase of 1.7 percent. Energy sales to retail customers
are projected to increase at an average annual rate of

2.1 percent during the period 2001 through 2011.

Sales to customers outside the service area under
long-term contracts for umit power sales increased 21
percent in 2000 and increased 19 percent in 1999.
These changes in sales were influenced by weather and
fluctuations in prices for oil and natural gas, the primary
fuel sources for utilities with which the company hag
long-term contracts. However, these fluctuations in
energy sales under long-term contracts have minimal
effects on eamings because the energy is generally sold
at variable cost.

Expenses

In 2000, operating expenses of $7.4 billion increased
$645 million compared with the prior year. The costs to
produce electricity far the traditional business in 2000
increased by $498 million to meet higher energy
demands. Non-production operation and maintenance
expenses increagsed $47 million in 2000. In 2000,
depreciation and amortization expenses increased 339
million of which $50 million resulted from the 1998
Georgia Power rate order as referred to earier.

In 1999, operating expenses of $6.7 billion decreased
$240 million. This decline was driven by a reduction of
$277 million accelerated depreciation of plant being
recorded primarily as a result of the 1998 Georgia Power
rate order. The costs to produce electricity for the
traditional business in the Southeast for 1999 increased
by $68 million to meet higher energy demands. All
other operation and maintenance expenses declined by
%44 million.
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Fuel costs constitute the single largest expense for
the integrated Southeast utilities. The mix of fuel
sources for generation of electricity is determined
primarily by system load, the unit cost of fue!
consumed, and the availability of hydre and nuclesr
generating units. The amount and sources of
generation and the average cost of fuel per net kilowatt-
hour generated -- within the traditional business service
area -- were as follows: :

2000 1999 1998
Total tion
{billions of kilowast-hours) 174 165 164
Sources of generation
(pereent) -
Coal 78 78 77
Nuclear 16 17 16
Hydro 2 2 4
(il and gas 4 3 3
Average cost of fuel per net
kilowatt-hour generated
(cents) — 1.51 1.45 1.48

In 2000, fuel and purchased power costs increased
$504 million as a result of 10.6 billion more kilowatt-
hours being sold than in 1999, Demsand was met with
some 2.5 billion additional kilowatt-hours being
purchased and using generation with higher unit fuel
cost than last year.

Total fuel and purchased power costs of $2.7 billion
in 1999 increased only $20 million while total energy
sales increased 2.0 billion kilowatt-hours compared with
the amounts recorded in 1998. Continued efforts to
control energy costs helped lower the average cost of
fuel per net kilowatt-hour generated in 1999.

Total interest charges and other financing costs in
2000 increased $15 million reflecting new generating
units being constructed requiring some external financing.
Total interest charges and other financing costs in 1999
decreased $44 million from amounts reported in the
previous year. The decline reflected additional
refinancing of debt in 1999.

Discontinued Operations

Mirant is a global energy company whose businesses
include competitive electricity distribution companies,
independent power projects, and energy trading and risk
management companies. :
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On February 19, 2001, Southern Company’s board of
directors approved the spin off of Mirant, to be effective
on April 2, 200]1. As a result of this action, Mirant’s
financial and related information is shown as
discontinued operations. All historical financial
statements, footnotes, and related disclosures have been
reclassified to conform with the current year presentation,

Earnings from discontinued operations are shown net
of income taxes and minority interest. Southern
Company eamings per share as adjusted was $2.13 in
2000, of which Mirant’s earnings as adjusted contributed
approximately $0.60.per share. On the same basis in
1999, Southern Company earnings per share was $1.90,
of which $0.47 was attributed to Mirant.

Effects of Inflation

Southern Company’s traditional business of the
integrated Southeast utilities is subject to rate regulation
and income tax laws that are based on the recovery of
historical costs. Therefore, inflation creates

an economic loss because the company is recovering its
costs of investments in dollars that have less purchasing
‘power. 'While the inflation rate has been relatively low
In recent years, it continues to have an adverse effect
on Southern Company because of the large investment
in utility plant with long economic lives. Conventional
accounting for historical cost does not recoguize this
cconomic loss nor the partially offsetting gain that arises
through financing facilities with fixed-money obligations
such as long-term debt and preferred securities. Any
recogrition of inflation by regulatory authorities is
reflected in the rate of return allowed.

Future Earnings Potential

The results of continuing operations for the past three
years are not necessarily indicative of future earnings
potential. The level of Southern Company’s future
earnings depends on numerous factors. The two major
factors are the ability of the reguiated integrated
Southeast utilities to achieve energy sales growth while
containing cost in & more competitive environment; and
the profitability of the new competitive market-based
wholesale generating facilities being added.

The traditional business or the five Southeast utilities
currently operate as vertically integrated companies
providing electricity to customers within the traditional
service area of the southeastern United States. Prices
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for electricity provided to retail customers are set by
state public service commissions under cost-based
regulatory principles. Retail rates and earnings are
reviewed and adjusted periodically within certain
limitations based on earned return on equity. See Note 3
to the financial statements for additional information
about these and other regulatory matters.

Future earnings for the traditional business in the near
term will depend upon growth in energy sales, which is
subject to a number of factors. These factors inclnde
weather, competition, new short and long-tertn contracts
with neighboring utilities, energy conservation practiced
by customers, the elasticity of demand, and the rate of
economic growth in the traditional service area.

The electric utility industry in the United States is
continuing to evolve as a result of regulatory and
competitive factors. Among the prirary agents of change
has been the Energy Policy Act of 1992 (Energy Act).
The Encrgy Act allows independent power producers
{IPPs) to access a utility's transmission network in order to
gell electricity to other utilities. This enhances the
incentive for IPPs to build cogeneration plauts for
a utility’s large industrial and commercial customers and
sell energy generation, to other utilities, Also, electricity
sales for resale rates are affected by wholesale
transmission access and mumerous potential new energy
suppliers, inciuding power marketers and brokers.

Although the Energy Act does not permit retail
customer access, it was a major catalyst for the current
restructuring and consolidation taking place within the
utility industry. Numerous federal and state initiatives are
in varying stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider. Some
states have approved initiatives that result in a separation
of the ownership and/or operation of generating facilities
from the ownership and/cr operation of transmission and
distribution facilities. While various restructuring and
competition initiatives have been discussed in Alabama,
Florida, Georgia, and Mississippi, none have been
enacted. Enactment would require numerous issues to be
resolved, including significant ones relating to recovery of
any stranded investments, full cost recovery of energy
produced, and other issues related to the current energy
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crisis in California. As a result of this crisis, rany states
have etther discontinued or delayed implementation of
mitiatives involving retail deregulation. The inability of a
company to recover its investments, including the
regulatory assets described in Note ! to the financial
statements, could have a material adverse effect on
financial condition and results of operations.

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability
in markets that evolve with changing regulation.
Conversely, if Southern Company’s integrated
Southeast utilities do not remain low-cost producers and
provide quality service, then energy sales growth could
be limited, and this could significantly erode eamings.

To adapt to a less regulated, more competitive
environment, Southern Company continues to evalnate
and consider a wide array of potential business
strategies. These strategies may include business
combinations, acquisitions involving other utility or non-
utility businesses or properties, internal restructuring,
disposition of certain assets, or some combination
thereof. Furthermore, Southern Company may engage in
other new business ventures that arise from competitive
and regulatory changes in the utility industry. Pursuit of
any of the above strategies, or any combination thereof,
may significantly affect the business operations and
financial condition of Southern Company.

On Decernber 20, 1999, the Federal Energy
Regulatory Commission (FERC) issued its final rale on
Regional Transmission Organizations (RTOs). The
order encouraged utilities owning transmission systems
to form RTOs on a voluntary basis. After participating
in regional conferences with customers and other
members of the public to discuss the formation of
RTOs, utilities were required to make a filing with the
FERC. Southern Cempany filed on October 16, 2000,
a proposal for the creation of an RTO. The proposal is
for the formation of a for-profit company that would
have control of the bulk power transmission sysiem of
Southern Company and any other participating wutilities.
Participants would have the option to either maintain
their ownership, divest, sell, or lease their assets to the
proposed RTO. If the FERC accepts the proposal as
filed, the creation of an RTO is not expected to have a
material impact on Southern Company’s financial
statements. The outcome of this matter cannot now be
determined.
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ANALYSIS (contioued)

The Energy Act amended the Public Utility
Holding Company Act of 1935 (PUHCA) to aliow
holding companies to form exempt wholesale
generators 1o sell power largely free of regulation
under PUHCA. These entities are able to own and
operate power generating facilities and sell power to
affiliates -- under certain restrictions.

Southern Company is aggressively working to
maintain and expand its share of wholesale sales in the
southeastern power markets. In January 2001, Southern
Company announced the formation of a new subsidiary -
Southem Power Company. The new subsidiary will
own, manage, and finance wholesale generating assets in
the Southeast. Southern Power will be the primary
growth engine for Southern Company’s market-based
energy business. Energy from its assets will be marketed
to wholesale customers under the Southern Company
name. By 2005, plans call for Southern Power to have
developed or acquired more than 7,500 . megawatts
dedicated to the competitive wholesale business. Within
10 years, the new wholesale generating company’s goal
is to own more than [5,000 megawatts.

In accordance with Financial Accounting Standards
Board (FASB) Statement No. 87, Employers’ Accounting
for Pensions, Southern Company recorded non-cash
income of approximately $130 million in 2000, Pension
plan income in 2001 is expected to be less as a result of
plan amendments. Future pengion income is dependent
on several factors including trust earnings and changes
to the plan. For more information, see Note 2.

Southern Company is involved in various matters
being litigated. See Note 3 to the financial statements
for information regarding material issues that could
possibly affect future earnings.

Compliance costs related to current and fiture
environmental laws and regulations could affect
earnings if such costs are not fully recovered. The
Clean Air Act and other important environmental items
are discussed later under “Environmental Matters.”

The staff of the SEC has questioned certain of the
current accounting practices of the electric utility
industry -- including Southern Company’s — regarding
the recognition, measurement, and classification in the
financial statements of decommissioning costs for
nuclear generating facilities. In response to these
questions, the Financial Accounting Standards Board
(FASB) is reviewing the accounting for liabilities related
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to the retitement of long-lived assets, including muclear
decommissioning. If the FASB issues new accounting
rules, the estimated costs of retiring Southern Cornpany’s
nuclear and other facilities may be required to be recorded
as Ijabilities in the Consolidated Balance Sheets. Also,
the anmual provisions for such costs could change.
Because of the company’s current ability to recover assat
retirement costs through rates, these changes would not
have a significant adverse effect on resuits of operations.
See Note 1 to the financial statements under “Depreciation
and Nuclear Decommissioning” for additional
information.

The integrated Southeast utilities are subject to the
provisions of FASB Statement No. 71, Accounting for
the Effects of Certain Types of Regulation. In the event
that a portion of a company’s operations is no longer
subject to these provisions, the company would be
required to write off related regulatory assets and
liabilities that are not specifically recoverable, and
determine if any other assets have been impaired, See
Note 1 to the financial statements under *Regulatory
Asgets and Ligbilities” for additional information,

New Accounting Standard

In June 2000, FASB issued Statement No. 138, an
amendment of Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities. Statement
No. 133, es amended, establishes accounting and reporting
standards for derivative instruments and for hedging
activities. Statement No. 133 requires that certain
derivative instruments be recorded in the balance sheet as
either an asset or liability measured at fair value, and that
changes in the fair value be recognized cunrently in
earnings unless specific hedge accounting criteria are met.

Southern Company utilizes finencial instruments to
reduce its exposure to changes in interest rates and
foreign currency exchange rates. Southern Company
also enters into commodity related forward coniracts to
limit exposure to changing prices on certain fuel
purchases and electricity purchases and sales.

Substantially all of these bulk energy purchases and
sales meet the definition of a derivative under Statement
No. 133. In many cases, these transactions meet the
notmal purchass and sale exception and the related
contracts will continue to be accounted for under the
accrual method. Certain of these instruments qualify
cash flow hedges resulting in the deferral of related
gains and losses in other comprehensive income until

as
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the hedged transactions occur. Any ineffectiveness will
be recognized currently in net income. However, others
will be required to be marked to market through current
period income.

Southern Company adepted Statement No. 133
effective January 1, 2001. The cumulative effact of
adoption was a reduction of approximately $300 million
in comprehensive income, which was all related to
discontinved operations, The impact on net income was
immaterial. The application of the new rules is still
evolving and further guidance from FASB is expected,
which could additionally impact Southern Company’s
financial statements. Also, as wholesale energy markets
mature, the accounting for future transactions could be
significantly impacted by Statement No. 133, resulting
in mére volatility in net income and comprehensive
income.

EINANCIAL CONDITION
Overview .

Southern Company’s financial condition continues to
remain strong. n 2000, the integrated Southeast
vtilities’ earnings were at the high end of their
respective allowed range of return on equity. Also,
earnings from discontinued operations made a solid
contribution. These factors drove the reported
consolidated net income to a record $1.31 billion in
2000. The quarterly dividend declared in January 2001
was 3312 cents per share, or $1.34 annually. Southern
Company is committed to z goal of maintaining its
current annual dividend of §1.34 per share and to grow
the dividend over time consistent with eamnings
expectations. After the Mirant spin off, Southern
Company’s target will be to grow earnings per share at
an average annual rate of 3 to 5 percent.

Gross property additions to utility plant from
contipuing operations were $2.2 billion in 2000. The
majority of funds needed for gross property additions
since 1997 has been provided from operating activities.
The Consolidated Staterhents of Cash Flows provide
additional details.

Market Price Risk
Southern Company is exposed io market risks, including

changes in interest rates, currency exchange rates, and
certain commodity prices. To manage the volatility
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attributable to these exposures, the company nets the
exposures to take advantage of natural offsets and enters
into various derivative transactions for the remaining
exposures pursuant to the company’s policies in areas
such as counterparty exposure and hedging practices.
Generally, company policy is that derivatives are to be
used only for hedging purposes. Derivative positions
are monitored using techniques that includs market
valuation and sensitivity analysis.

The compaxny’s market risk exposures relative to
interest rate changes have not changed materially versus
the previous reporting period. In addition, the company is
not aware of any facts or circumstances that would
significantly impact such exposures in the ncar-term.

If the company sustained a 10 basis point change in
interest rates for all variable rate debt, the change would
affect annualized interest expense by approximately
$23 million at December 31, 2000. Based on the
company’s overall interest rate exposure at December
31, 2000, including derivative and other interest rate
sensitive instrurnents, a near-term 100 basis point
change in interest rates would not materially affect the
consolidated financial statements.

Due 1o cost-based rate reguiations, the integrated
Southeast utilities have limited exposure to market
volatility in interest rates, commadity fuel prices, and
prices of electricity. To mitigate residual risks relative
to movements in electricity prices, the companies enter
into fixed price contracts for the purchase and sale of
electricity through the wholesale electricity market.
Realized gains and losses are recognized in the income
statement as incurred. At December 31, 2000, exposure
from these activities was not material to the
consolidated financial statements. :

For additional information, see Note 1 to the financial
gtatements under “Financial Instraments for Non- .
Trading Activities.”

Capital Structure
During 2000, the integrated Southeast utilities sold,

through public authorities, $79 million of pollution
control reverue bonds, In addition, senior notes of -
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$650 million were issued in 2000. The companies
continued to reduce financing costs by retiring higher-
cost securities. Retirements of bonds and senior notes,
including maturities, totaled $298 million during 2000,
$1.2 billion during 1999, and $1.7 billion during 1998.
Retirements of preferred stock totaled $86 million during
1999 and $239 million during 1998,

In December 2000, Southern Company issued
28 million treasury shares of common stock through a
public offering. The offering raised $300 million and
was priced at $28.50 per share. The proceeds were used
to reduce debt.

In April 1999, Southern Company announced the
repurchase of up to 50 million shares of its common
stock over a two-year period through open market or
privately negotiated transactions. Under this program,
50 million shares were repurchased by February 2000 at
an average price of $25.53. Funding for the program
was provided from Southern Company’s commercial
paper program. At the close of 2000, the company’s
common stock market value was 334 per share,
compared with book value of $15.69 per share. The
market-to-book value ratio was 212 percent at the end of
2000, compared with 170 percent at year-end 1999, and
207 percent at year-end 1998. -

Capital Requirements for Cohstructlon '

The construction program of Southern Company is
budgeted at $2.9 billion for 2001, $2.6 billion for 2002,
and $1.7 billion for 2003. Actual construction costs
may vary from this estimate because of changes in such
factors as: business conditions; environmental
regulations; nuclear plant regulations; load projections;
the cost and efficiency of construction labor, equipment,
and materials; and the cost of capital. In addition, there
can be no assurance that costs related to capital
expenditures will be fully recovered,

Southermn Company has approximately 6,600 megawatits
of new generating capacity scheduled to be placed in
service by 2003, Approximately 4,400 megawatts of
additional new capacity will be dedicated to the
wholesale market and owned by Southern Power. -
Significant construction of transmission and distribution
facilities and upgrading of generating plants will be
continuing for the traditional business in the Southeast
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Other Capital Requirements

In addition to the funds needed for the construction

gram, approximately $1.4 billion will be required by
the end of 2003 for present improvement fund
requirements and maturities of long-term debt. Also, the
subsidiaries will continue to retire higher-cost debt and
preferred stock and replace these obligations with lower-
cost capital if rarket conditions permit.

Environmental Matters

On November 3, 1999, the Environmental Protection
Agency (EPA) brought a civil action in the U.S. District
Court against Alabama Power, Georgia Power, and the
system service company. The complaint alleges
violations of the prevention of significant deterioration
and new source review provisions of the Clean Air Act
with respect to five coal-fired genersting facilities in -
Alabama and Georgia. The civil action requests
penalties and injunctive relief, including an order
requiring the installation of the best available control
techmology at the affected units. The EPA concurrently
issued to the integrated Southeast utilities a notice of
violation related to 10 generating facilities, which
includes the five facilities mentioned previously. In
early 2000, the EPA filed a motion to amend its
complaint to add the violations alleged in its notice of
violation, and to add Gulf Power, Missisgippi Power,
and Savannah Electric as defendants. The complaint
and notice of violation are similar to those brought
against and issued to several other electric vtilities.
These complaints and notices of violation allege that the
utilities had failed to secure necessary permits or install
additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. On
August 1,2000, the U.S. District Court granted
Alabama Power’s motion to dismiss for lack of
Jurisdiction in Georgia and granted the system service
company’s motion to dismiss on the grounds that it
neither owned nor operated the generating units
involved in the preceedings. On January 12, 2001, the
EPA re-filed its claims against Alabama Power in
federal district court in Birmingham, Alabama. The
EPA did not include the system service company in the
new'complaint. Southern Company believes that its
integrated utilities complied with applicable laws and
the EPA's regulations and interpretations in sffact at the
time the work in question took place. The Clean Air
Act authorizes civil penalties of up to $27,500 per day
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per violation at each generating unit. Prior to January
30, 1997, the penalty was $25,000 per day. An adverse
outcome of this matter could require substantial capital
expenditures that cannot be determined at this time and
possibly require payment of substantial penalties. This
could affect future results of operations, cash flows, and
possibly financial condition if such costs are not
recovered through regulated rates.

In November 1990, the Clean Air Act Amendments
of 1990 (Clean Air Act) were signed into law. Title IV
of the Clean Air Act -- the acid rain compliance
provision of the law -- significantly affected Southern
Company. Specific reductions in sulfur dioxide and
nittogen oxide emissions from fossil-fired generating
plants were required in two phases. Phase I compliance
began in 1995 and some 50 generating units were
brought into compliance with Phase I requirements.

Southern Company achieved Phase I sulfur dioxide
compiiance at the affected plants by switching to low-
sulfur coal, which required some equipment upgrades.
Construction expendlturcs for Phase [ nitrogen oxide
and sulfur dioxide emissions compliance totaled
approximately $300 million,

Phase I sulfur dioxide compliance was required in
2000. Southern Company used emission allowances
and fuel switching to comply with Phase II
requirements. Also, equipment to control nitrogen
oxide emissions was installed on additional system
fossil-fired units as necessary to meet Phase II limits
and ozone non-attainment requirements for metropolitan
Atlanta through 2000. Compliance for Phase IT and
initial ozone non-attainment requirements increased
total construction expenditures through 2000 by
approximately $100 million.

The one-hour ozone non-attainment standards for the
Atlanta and Birmingham areas have been set and must
be implemented in May 2003. Seven generating plants
will be affected in the Atianta area and two plants in the
Binmingham area. Additicnal construction expenditures
for compliance with these new rules are currently
estimated at approximately $935 million.

A significant portion of costs related to the acid rain
and ozone non-attaimment provisions of the Clean Air
Act is expected to be recovered through existing
ratemaking provisions. However, there can be no
assurance that all Clean Air Act costs will be recovered.
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" In July 1997, the EPA revised the national ambient air
quality standards for ozone and particulate matter. This
revision made the standards significantly more stringent.
In the subsequent litigation of these standards, the
U.S. Supreme Court recently dismissed certain challenges
but found the EPA’s implementation program for the new
ozone standard unlawful and remanded it to the EPA. In
addition, the Federal District of Columbia Circuit Court of
Appeals will address other legal challenges to these
standards in mid-2001. If the standards are eventually

upheld, implementation could be required by 2007 to 2010.

In September 1998, the EPA issued the final regional
nitrogen oxide reduction rules to the states for
implementation, Compliance is required by May 31, 2004.
The final e affects 21 states, including Alabama and
Georgia. Additional construction expenditures for
compliance with these new rules are currently estimated at
approximately $195 million..

In December 2000, the EPA completed its utility studies
for mercury and other hazardous air pollutants (HAPS) and
issued a determination that an emission control program
for mercury and, perhaps, other HAPS is warranted. The
program is to be developed over the next four years under
the Maximum Achievable Control Technology (MACT)
provisions of the Clean Air Act. This determination is
being challenged in the courts. In January 2001, the EPA
proposed guidance for the determination of Best Available
Retrofit Technology (BART) emission controls under the
Regional Haze Regulations. Installation of BART controls
is expected to take place around 2010. Litigation of the
BART rules is probable in the near future.

Implementation of the final siate rules for these
initiatives could require substantial further reductions in
nitrogen oxide, sulfur dioxide, mercury, and other HAPS
emissions from fossil-fired generating facilities and other
industries in these states. Additional compliance costs and
capital expenditures resulting from the implementation of
these rules and standards cannot be determined until the
resuits of legal challenges are known, and the states have
adopted their final rules. Reviews by the new
administration in Washington, D.C. add to the uncertainties
associated with BART guidance and the MACT -
determination for mercury and other HAPS,
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The EPA and state environmental regulatory agencies
are reviewing and evaluating various other matters
including: control strategies to reduce regional haze;
limits on pollutant discharges to impaired waters; water
intake restrictions; and hazardous waste disposal
requirements. The impact of any new standards will
depend on the development and implementation of
applicable regulations.

Southern Company must comply with other
environmental laws and regulations that cover the
handling and disposal of hazardous waste. Under these
various laws and regulations, the subsidiaries could
incur substantial costs to clean up properties. The
subgidiaries conduct studies to determine the extent of
any required cleanup costs and have recognized in their
respective financial statements costs to clean up known
sites. These costs for Southern Company amounted to
$4 million in 2000, $4 million in 1999, and $6 million
in 1998, Additional sites may require environmental
remediation for which the subsidiaries may be liable for
a portion or all required cleanup costs. See Note 3 to
the financial statements for information regarding
Georgia Power’s potentially responsible party status at a
site in Brunswick, Georgia.

Several major pieces of environmental legislation are
being considered for reauthorization or amendment by
Congress. These include: the Clean Air Act; the Clean
Water Act; the Comprehensive Environmental
Response, Compensation, and Liability Act; the
Resource Conservation and Recovery Act; the Toxic
Substances Control Act; and the Endangered Species
Act. Changes to these laws could affect many areas of
Southern Company’s operations. The full impact of any
such changes cannot be determined at this time.

Compliance with possible additional legislation
related to global climate change, electromagnetic fields,
and other environmental and health concerns could
significantly affect Southern Company. The impact of
new legiglation -- if any -~ will depend on the
subsequent development and implementation of
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applicable regulations. In addition, the potential exists
for liability as the result of lawsuits alleging dama.ges
caused by electromagnetic fields.

Sources of Capital

The amount and tumng of additional equity capital to be
raised in 2001 -- as well as in subsequent years ~ will
be contingent on Southern Company’s investment
opportunities. Equity capital can be provided from any
combination of public offerings, private placements, or
the company’s stock plans. :

The integrated Southeast utilities plan to obtain the

funds required for construction and other purposes from
sources similar to those used in the past, which wers
primarily from internal sources. However, the type and
timing of any financings — if needed -- will depend on
market conditions and regulatory approval. In recent
years, financings primarily have utilized unsecured debt
and trust preferred securities.

Southern Power will use both external funds and
equity capital from Southern Company to finance its
construction program.

To meet short-term cash needs and contingencies,
Southern Company had at the beginning of 2001
approximately $199 million of cash and cash -
equivalents and $5.1 billion of unused credit
arrangements with banks,

Cautionary Statement Regarding
Forward-Looking Information

Southern Company’s 2000 Annual Report includes
forward-looking statements in addition to historical
information. Forward-locking information includes, -
among other things, statements concerning the strategic
goals for Southern Company's new wholesale business
and alsc Southern Company’s earnings per share and
earnings growth goals. In some cases, forward-looking
statements can be identified by terminology such as
“may,” “Win,“ “should,” “expc Cts,” “plans,”
“anticipates,” “believes,” “estimates,” “predicts,”
“potential” or “continue” or the negative of these terms
or other comparable terminology. Southern Company
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cautions that there are various important factors that
could cause actual results to differ materially from those
indicated in the forward-looking statements;
accordingly, there can be no assurance that such
indicated results will be realized. These factors include
the impact of recent and future federal and state
regulatory change, including legislative and regulatory
initiatives regarding dereguiation and restructuring of
the electric utility industry and also changes in
environmental and other laws and regulations fo which
Southern Company and its subsidiaries are subject, as
well as changes in application of existing laws and
regulations; current and future litigation, including the
pending EPA civil action against Georgia Power and
potentially other of Scuthern Company’s subsidiaries
and the race discrimination litigation against certain of
Southern Company’s subsidiaries; the extent and timing
of the entry of additional competition in the markets of
Southern Company’s subsidiaries; potential business
strategies, including acquisitions or dispositions of
assets or businesses, which cannot be assured to be
completed or beneficial; internal restructuring or other
restructering options, that may be pursued by Southern
Company; state and federal rate regulation in the United
States and in foreign countries in which Southern
Company’s subsidiaries operate; political, legal and’
economic conditions and developments in the United
States and in foreign countries in which Southern
Company’s subsidiaries operate; financial market
conditions and the results of financing efforts; the
impact of fluctuations in commodity prices, interest
rates and customer demand; weather and other natural
phenomena; the performance of projects undertaken by
the non-traditional business and the success of efforts to
invest in and develop new opportunities; the timing and
acceptance of Southern Company’s new product and
service offerings; the ability of Southerm Company to
obtain additional generating capacity at competitive
prices; developments in the California power markets,
including, but not limited to, governmental intervention,
deterioration in the financial condition of counterparties,
default on receivables due, adverse results in current or
future litigation and adverse changes in the tariffs of the
California Power Exchange Corporation or the
California Independent System Operator Corporation;
and other factors discussed elsewhere herein and in
other reports (including Form 10-K} filed from time to
time by Southern Company with the SEC.
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2000 1999 1998
(in millions)

Operating Revenues:
Retail sales $ 3,613 $8,086 58,272
Sales for resale 977 823 896
Other revenues 476 408 331
Total operating__revenues 10,066 9,317 9.499
Operating Expenses:
Fuel 2,564 2,328 2,321
Purchased power 677 409 396
Other operations 1,862 1,839 1,852
Maintenance 852 829 800
Depreciation and amortization 1,171 1,i39 1,340
Taxes other than income taxes 536 523 511
Total operating expenses 7,662 7,067 7,220
Operating Income - 2,404 2,250 2,279
Other Income:
Interest income 51 70 154
Other, net (26) (55) (53)
Earnings From Continuing Operations

Before Interest and Income Taxes 2,429 2,265 2,380
Interest and Other:
Interest expense, net 659 556 558
Distributions on capital and preferred securities of subsidiaries 169 175 14]
Preferred dividends of subsidiaries 19 20 25
Total interest and other 847 751 724
Earnings From Continning Operations Before Income Taxes 1,582 1,514 1,656
Income taxes 588 599 670
Earnings From Continuing Operations 994 915 986
Eamings from discontinued operations, : :

net of income taxes of $86, $127,

and $(121) for 2000, 1999, and 1998, respectively 319 361 {9)
Consolidated Net Income _— $ 1,313 $1,276 $ 977
Common Stock Data: '
Basic and diluted earnings per share of common stock —

Earnings per share from continuing operations $1.52 $1.33 5141

Earnings per share from discontinued operations (Note 11) 0.49 0.53 (0.01}
Consolidated Basic and Diluted Earnings Per Share $2.01 $1.86 $1.40
Average number of shares of common stock outstanding (in millions) " 653 685 697
Cash dividends paid per share of common stock $1.34 $1.34 $1.34

The accompanying notes are an integral part of thess statements.
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2000 1999 1998
(in millions)
Operating Activities:
Consolidated net income $£1,313 51,276 3 977
Adjustiments to reconcile consolidated net income
to net cash provided from opetating activities --
Less income from discontinued operations (Note 11) 319 361 )
Depreciation and amortization 1,337 1,216 1,530
Deferred income taxes and investment tax credits 97 10 21
Gain on asset sales 5 @) (20)
Other, net ) 455 888 (40)
Changes in certain current assets and liabilities --
Receivables, net 379 (141) (49)
Fossil fuel stock” 78 41) (24)
Materials and supplies (15) (37) 10
Accounts payable 180 (65) 103
Other 66 244 {200}
Net cash provided from operating activities of continuing operations 2,818 2,987 2,317
Investing Activities:
Gross property additions {2,225) {(1,881) (1,356)
Sales of property = = 83
Other (81) (400) (166)
Net cash used for investing activities of continuing operations (2,306) (2,281) (1,439)
Financing Activities:
Increase (decrease) in notes payable, net (275) 831 (365)
Proceeds -~
. Other long-term debt 743 1,469 2,496
Capital and preferred securities - 250 435
Preferred stock - - 200
Common stock 910 24 234
Redemptions --
First mortgage bonds (211). (890) (1,479)
Other long-term debt (204) (483) (278)
Capital and preferred securities - (100) =
Preferred stock - (86) (239)
Common stock repurchased 415) (862) (125)
Payvment of common stock dividends (873) (921) (933)
Other (54) (76) (155}
Net cash provided from (used for) .
financing activities of continuing operations (379 (344) (209)
Cash used for discontinued operations {88) (20) {334)
Net Increase (Decrease) in Cash and Cash Equivalents 45 (158) 135
Cash and Cash Equivalents at Beginning of Year 154 312 177
Cash and Cash Equivalents at End of Year 3 19 3 154 § 312
Supplemental Cash Flow Information
From Continuing Operations:
Cash paid during the year for -
Interest (net of amount capitalized) $802 $684 5680
Income taxes $661 3656 $757

The accompenying notes are an integral part of these statements.
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CONSOLIDATED BALANCE SHEETS
At December 31, 2000 and 1599
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The accompanying notes are an imtegral part of these balance sheets,
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Assets 2000 1999
(in millions}

Current Assets:
Cash and cash equivalents 199 $ 154
Special deposits 6 22
Receivables, less accumulated provisions for uncollectible accounts

of $22 in 2000 and $§22 in 1999 1,312 1,043
Unrecovered retail fuel clause reverme 418 244
Fossil fuel stock, at average cost 195 274
Materials and supplies, at average cost 508 493
Other 187 132
Total current assets 2,825 2,362
Property, Plant, and Equipment:
In service 34,188 32,702
Less accumulated depreciation 14,350 13,655

19,838 19,047

Nuclear fuel, at amortized cost 215 227
Construction work in progress 1,569 1,265
Total property, plant, and equipment 21,622 20,539
Other Property and Investments:
Nuclear decommissioning trusts, at fair value 690 658
Net assets of discontinued operations (Note 11) 3,320 2913
Leveraged leases 596 556
Other 165 156
Total other property and investments 4,771 4,283
Deferred Charges and Other Assets: ’
Deferred charges related to income taxes 957 987
Prepaid pension costs 498 368
Debt expense, being amortized 99 104
Premium on reacquired debt, being amortized 280 302
Other 310 346
Total deferred charges and other assets 2,144 2,107
Total Assets $31,362 $29.291
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Liabilities and Stockholders’ Equity 2000 1999
(in millions)

Current Liabilities:
Securities due within one year $ 67 $ 329
Notes payable 1,680 1,955
Accounts payable - 869 669
Customer deposits 140 128
Taxes accrued --

Income taxes 88 107

Other 208 198
Interest accrued 121 139
Vacation pay accrued 119 113
Other 445 391
Total current liabilities 3,737 4,020
Long-term debt (See accompanying statements) 7,843 7,251
Deferred Credits and Other Liabilities:
Accurnulated deferred income taxes 4,074 3,884
Deferred credits related to income taxes 551 640
Accumnlated deferred investment tax credits 664 693
Employee benefits provisions 478 465
Prepaid capacity revenues 58 80
Other 653 430
Total deferred credits and other liabilities 6,478 6,192
Company or subsidiary obligated mandatorily redeemable

capital and preferred securities (See accompanying statements) 2,246 2,246
Cumulative preferred stock of subsidiaries (See accompanying statements) 368 369
Common stockholders’ equity (See accompanying siatements) 10,690 9,204
Total Liabilities and Stockholders’ Equity $31,362 . $29,291

Commitments and Contingent Matters (Notes 1,2, 3,5, 8,9, and 10)

The accompanying notes are an intsgral part of these balance sheets.
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2000 1999 2000 1999
(in millions) (percent of total)
Long-Term Debt of Subsidiaries:
First mortgage bonds ~-
Maturity ' Interest Rates
2000 6.00% L - $ 200
2003 6.13% to 6.63% 325 325
2004 _ . 6.60% 35 35
2005 6.07% 10 10
2006 through 2010 6.50% to 6.90% 95 95
2021 through 2025 6.88% to 9.00% 635 646
2026 through 2030 6.88% 30 30
Total first mortgage bonds 1,130 . 1,341
Long-term notes payable -—-
5.35% t0 9.75% due 2001-2004 766 584
5.38% to 8.58% due 2005-2008 744 964
6.25% to 7.63% due 2009-2017 170 170
6.38% to 8,12% due 2018-2038 793 801
6.63% to 7.13% due 2039-2048 1,029 1,029
Adjustable rates (5.79% to 7.75% at 1/1/01)
due 2000-2005 _ 734 148
Total long-term noteg payeble 4,236 3,696
Other long-term debt -
Pollution control revenue bonds --
Collateralized: '
4.38% to 6.75% due 2000-2026 539 617
Variable rates (4.73% to 5.05% at 1/1/01)
due 2015-2025 ' 90 120
Non-collateralized: o
4.53% to 6.75% due 2015-2034 406 263
Variable rates (3.50% to 5.35% at 1/1/01)
due 2011-2037 1475 1,510
Total other long-term debt 2,510 2,510
Capitalized lease obligations 95 97
Unamortized debt (discount), net (61) (64)
Total long-term debt (annual interest
requirement -- $509 million) 7.910 7,580
Less amount due within one year 67 329
I_ig__ng-term debt excluding g amount due within one year 7,843 7,251 37.1% 38.0%
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2000 1999 2000 1999
(in millions) (percant of total}
Company or Subsidiary Obligated Mandatorily
Redeemable Capital and Preferred Securities:
$25 liquidation value --
6.85% to 7.00% 435 435
7.13% to 7.38% 297 297
7.60% to 7.63% 415 415
7.75% 649 649
8.14% to 8.19% 400 400
Anction rate (6.52% at 1/1/01) 50 S0
Total company or subsidiary obligated mandatorily
redeemable capital and preferred securities (annual
distribution requirement -- $169 million) 2,246 2,246 10.6 118
Cunpulative Preferred Stock of Subsidiaries:
$100 par or stated value --
4.20% to 7.00% 98 99
$25 par or stated value -
5.20% t0 5.83% 200 200
Adjustable and auction rates -- at 1/1/01:
5.14% to 5.25% T0 70
Total cumulative preferred stock of subsidiaries
(annual dividend reguirement -- $19 million) 368 369 1.7 1.9
Common Stockholders’ Equity: .
Common stock, par value $5 per share --
Authorized -- 1 billion shares
Issued -- 2000: 701 million shares
- 1999: 701 million shares
Treasury -- 2000: 19 million shares
-- 1999: 35 million sghares
Par value 3,503 3,503
Paid-in capital 3,153 2,480
Treasury, at cost (545) @1
Retained earnings 4,672 4,232
Accumufated other comprehensive income
from discontinued operations 93 (92)
Total common stockholders’ equity 10,690 9,204 50.6 48.3
Total Capitalization $21,147 $19,070  1000%  100.0%

The accompanying notes are an inkegrai part of these statements.
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CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS® EQUITY
For the Years Ended Dacember 31, 2000, 1999, snd
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Accumniated
Other
Comprehensive
Income
Common Stock From
Par Paid In Retained Discontinued
Valne Capital Treasury Earmings Operations Total
(in miltions)
Balance at January 1, 1998 $3,467 $2,331 5 - $3,842 $ 7 $ 9,647
Net income - - - 977 - 977
Other comprehensive income - - 8 8
Stock issued 32 132 - 70 - - 234
Stock repurchased, at cost - - (125) - - - (125)
Cash dividends - - - (933) - (933)
Other - - {3) (8) - (11)
Balance at December 31, 1998 3,499 2,463 (58) 3,878 15 9,797
Net income - - - 1,276 .- 1,276
Other comprehensive income - - - - (107) {(107)
Stock issued 4 17 1 - - 22
Stock repurchased, at cost - - (861) - - (861)
Cash dividends - - - (921) - (921)
Other - - (1) (1) - (2)
Balance at December 31, 1999 3,503 2,480 (919) 4,232 (92) 9,204
Net income - - - 1,313 - 1,313
Other comprehensive income - - - - 1) )
Stock issued - - 910 - - 910
Stock repurchased, at cost - - (414) - - (414)
Cash dividends - - - (873) - (873)
Other - 673 {122) - - 551
Balance at December 31, 2000 $3,503 $3,153 $(545) $4,672 $ (93) $10,690
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the Years Ended December 31, 2000, 1999, and 1998
Sonthern Company and Subsidiary Companies 2000 Annual Report
2000 1999 . 1998
(in millions)
Consolidated Net Income $1,313 $1,276 $977
Other comprehensive income from discontinued operations,
net of minority interest:
Foreign currency | trapslation adjustments ) (165) 12
Less. appllcable income taxes (benefits) (1) _ (58) 4

Consolidated Comgrehenstve Income szglz $1,169 $985
The acecmpenying notes are an integrel part of these statements.
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NOTES TO FINANCIAL STA'
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

General

Southern Company is the parent company of five
integrated Southeast utilities, a system service company,
Southern Communications Services (Southern LINC),
Southern Company Energy Sohutions, Southern Nuclear
Operating Company (Southern Nuclear), Mirant
Corporation -- formerly Southem Energy, Inc. — and other
direct and indirect subsidiaries. The integrated Southeast
uttlities — Alabama Power, Georgin Power, Gulf Power,
Mississippi Power, and Savannzh Electric — provide
electric service i foyr states. Contracts among the
integrated Southeast utilities — related to jointly owned
generating facilities, interconnecting transmission lines,
and the exchange of electric power - are regulated by the
Federal Energy Regulatory Commission (FERC) andor
the Securities and Exchange Commission (SEC). The
system service company provides, at cost, specialized
services to Southern Company and subsidiary companies.
Southern LINC provides digital wireless communications
services to the integrated Southeast utilities and also
markets these services to the public within the Southeast.
Soutbern Company Energy Solutions develops new
business opportunities related to energy products and
services. Southern Nuclear provides services to
Southern Company’s muclear power plants. Mirant
acquires, develops, builds, owns, and operates power
production and delivery facilities and provides a broad
range of energy-related services to utilities and
industrial companies in selected countries around the
world. Mirant businesses include independent power
projects, integrated utilities, a distribution company, and
¢energy trading and marketing businesses outside the
southeastern United States. As a result of the approved
spin off of Mirant, Southem Company’s financial
statements and related information, both current and
historical, reflect Mirant as discontinued operations.
For additional information, see Note 11,

The financial statements reflect Southern Company’s
investments in the subsidiaries on a consolidated basis.
All material intercompany items have been eliminated
in consolidation. Certain prior years’ data presented in
the consolidated financial statements have been
reclassified to conform with the current year

presentation.

Southern Company is régistered as a holding
company under the Public Utility Holding Company Act
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of 1935 (PUHCA). Both the company and its
subsidiaries are subject to the regulatory provisions of
the PUHCA. The integrated Southeast utilities also are
subject to reguiation by the FERC and their respective
state public service commissions. The companies
follow accounting principles generally accepted in the
United States and comply with the accounting policies
and practices prescribed by their respective
commissions. The preparation of financial statements in
conformity with accounting principles generally
accepted in the U.S. requires the use of estimates, and
the actual results may differ from those estimates. '

Regulatory Assets and Liabilities

The integrated Southeast utilities are subject to the
provisions of Financial Accounting Standards Board
(FASB) Statement No. 71, Accounting for the Effects of
Certain Types of Regulation. Regulatory assets
represent probable future revenues associated with
certain costs that are expected to be recovered from
customers through the ratemaking process. Regulatory
liabilities represent probable future reductions in
revenues associated with amounts that are expected to
be credited to customers through the ratemaking
process. Regulatory assets and (liabilities) reflected in
the Consolidated Balance Sheets at December 31 relate
to the following:

2000 1999
(in millions)

Deferred income tax charges $ 957 $ 987
Premium on reacquired debt 280 302
Department of Energy assessments 46 52
Vacation pay 92 87
Postretirement benefits 30 33
Deferred income tax credits (551) (640)
Accelerated amortization 220) (85)
Storm damage reserves 34) 29
Other, net 116 144
Total $716 5851

In the event that a portion of a-company’s operations
is no longer subject to the provisions of FASB
Staterment No. 71, the company would be required to
write off related regulatory assets and liabilities that are
not specifically recoverable through regulated rates.

In addition, the company would be required to
determine if any impairment to other assets exists,
including plant, and write down the assets, if impaired,
to their fair value,
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Revenues and Fuel Costs

Revenues are recognized as services are rendered.
Unbilled revenues are accrued at the end of each fiscal
period. Fuel costs are expensed as the fuel is used.
Electric rates for the integrated Southeast utilities
include provisions to adjust billings for fluctuations in
fuel costs, the energy component of purchased power
costs, and certain other costs. Revenues are adjusted for
differences between recoverable fuel costs and amounts
actually recovered in cuirent regulated rates.

Southern Company has a diversified base of
customers. No singie customer or industry comprises
10 percent or more of revenues. For all periods
presented, uncollectible accounts continued to average
less than 1 percent of revenues.

Fuel expense includes the amortization of the cost of
nuclear fue] and a charge, based on nuclear generation,
for the permanent disposal of spent nuclear fuel. Total
charges for nuclear fuel included in firel expense
amounted to $136 million in 2000, $137 million in
1999, and $133 million in 1998. Alabama Power and
Georgia Power have contracts with the U.S. Department
of Energy (DOE) that provide for the permanent
disposal of spent nuclear filel. The DOE failed to begin
disposing of spent fuel in January 1998 as required by
the contracts, and the companies are pursuing legal
remedies against the government for breach of contract.
Effective June 2000, an on-site dry storage facility for
Plant Hatch became operational. Sufficient capacity is
believed to be available to continue dry storage
operations at Plant Hatch through the life of the plant,
Sufficient fuel storage capacity currently is available at
Plant Vogtle to maintain full-core discharge capability
for both units into the year 2014, Sufficient fuel storage
capacity is available at Plant Farley to maintain fill-core
discharge capability until the refueling outage scheduled
in 2006 for Farley Unit 1 and the refueling outage
scheduled in 2008 for Farley Unit 2. Procurement of on-
site dry spent fuel storage capacity at Plant Farley is in
progress, with the intent to place the capacity in
operation as early as 2005.

Also, the Energy Policy Act of 1992 required the
establishment of a Uranium Enrichment Decontamination
and Decommissicning Fund, which is funded in part by
a special assessment on utilities with muclear plants. This

"assessment is being paid over a 15-year period, which
began in 1993. This fund will be used by the DOE for the
decontamination and decommissioning of its miclear fuef
enrichment facilities. The law provides that utilities will
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recover these paymenis in the same manner as any other
fuel expense. Alabama Power and Georgia Power --
based on its ownership interests -- estimate their respective
remaining liability at December 31, 2000, under this
law to be approximately $25 million and $19 million.
These obligations are recorded in the Consolidated
Balance Sheets.

Depreciation and Nuclear Decommissioning

Depreciation of the original cost of plant in service is
provided primarily by using composite straighi-line
rates, which approximated 3.4 percent in both 2000 and
1999 and 3.3 percent in 1998. When property subject to
depreciation is retired or otherwise disposed of in the
normal course of business, its original cost -- together
with the cost of removal, less salvage ~- is charged to
accumulated depreciation. Minor items of property
included in the original cost of the plant are retired
when the related property unit is retired. Depreciation
expense includes an amount for the expected costs of
decommisstoning nuclear facilities and removal of other
facilities.

Georgia Power recorded accelerated amortization ahd
depreciation amounting to $135 million in 2000,
$85 million in 1999, and $314 million in 1998. See Note 3
under “Georgia Power 1998 Retail Rate Order™ for
additional information.

The Nuclear Regulatory Commission (NRC) requires
all licensees operating commercial power reactors to
establish a plan for providing, with reasonable assurance,
finds for decommissioning. Alabama Power and Georgia
Power have external trust funds to comply with the NRC’s
regulations. Arnounts previously recorded in imernal
reserves are being transferred into the external trust funds
over periods approved by the respective state public
service commissions. The NRC’s minimum external
fimding requircments are based on a generic estimate of
the cost to decommission the radicactive portions of 2
nuclear unit based on the size and type of reactor.
Alabama Power and Georgia Power have filed plans with
the NRC to ensure that — over time - the deposits and
carnings of the external trust funds will provide the
minimurn funding amounts prescribed by the NRC,

Site study cost is the estimate to decomrnission a
specific facility as of the site study year, and ultimate
cost is the estimate to decommission a specific facility as
of its retirement date. The estimated costs of
decommissioning -- both site study costs and ultimate
costs -- based on the most current study as of
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December 31, 2000, for Alabama Power’s Plant Farley
and Georgia Power’s ownership interests in plants Hatch
and Vogtle were as follows:

Plant Plant  Plant
: Farls Hatch  Vogtle
Site study basis (year) 1998 2000 2000
Decommissioning periods:
Beginning year 2017 2014 2027
Completion year 2031 2042 2045
(in millions)
Site study costs: g
Radiated structures 3629 3486 3420
Non-radiated structures 60 37 48
Total $689 $523 $468
(in millions)
Ultimate costs
Radiated structures $1.868 51,004 31,468
Non-radiated structures 178 79 166
Total $2,046 81,083 $1,634
Significant assumptions:
Inflation rate 4.5% 47%  47%
Trust earning rate 7.0 6.5 6.5

The decormmissioning cost estimates are based on
prompt dismantlement and removal of the plant from
service. The actual decommissioning costs may vary
from the above estimates because of changes in the
assumed date of decommissioning, changes in NRC
requirements, or changes in the assumptions used in
making these estimates.

Georgia Power has filed with the NRC an application
ing a 20-year renewal of the licenses for both units
at Plant Hatch, which would permit the operation of both
umits until 2034.

Anmual provisions for nuclear decomrmissioning are
based on an annuity method as approved by the respective
state public service commissions. The amount expensed
in 2000 and fimd balances were ag follows:

Plant Plant  Plant
Farley  Hatch Vogtle
{in mithons)

Amount expensed in 2000 § 18 $19 % 9

Accumulated provisions:
External trust funds,

at fair value $314  $230 3146

Internal regerves 38 20 12

Total $352 $250  §1s8
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Alsbama Power*s decommissioning costs for
ratemaking are based on the site study. Effective
January 1, 1999, the Georgia Public Service Commission
(GPSC) increased Georgia Power’s annual provision for
decommissioning expenses to $28 million. This amount is
based on the NRC generic estirnate to decommission the
radioactive portion of the facilities as of 1997. The
estimates are $526 million and $438 million for plants
Hatch and Vogtle, respectively. The ultimate costs
associated with the 1997 NRC minimum finding
requirements are $1.1 billion and $1.3 billion for plants
Hatch and Vogtle, respectively. Alabama Power and
Georgia Power expect their respective state public service
commissions to periodically review and adjust, if
necessary, the amounts collected in rates for the
anticipated cost of decommissioning.

Income Taxes

Southern Company uses the liability method of
accounting for deferred income taxes and provides
deferred income taxes for all significant income tax
temporary differences. Investment tax credits utilized
are deferred and amortized to income over the average
lives of the related property.

Property, Plant, and Equipment

Property, plant, and equipment is stated at original
cost less regulatory disallowances and impairments.
Original cost includes: materials; labor; minor items
of property; appropriate administrative and general
cosis; payroll-related costs such as taxes, pensions,
and other benefits; and the estimated cost of funds
used during construction. The cost of funds used
<during construction was $71 million in 2000, $36 million
in 1959, and $19 million in 1998. The cost of maintenance,
repairs, and replacement of miner items of property is
charged to maintenance expense. The cost of
replacements of property -- exclugive of minor items
of property -- is capitalized.

Leveraged Leases

Southern Company has several leveraged lease
agreements — ranging up to 30 years - that primarily
relate to encrgy generation, distribution, and
transportation assets. The investment income earned
from these leveraged leases is immaterial for all periods
presented.
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Impairment of Long-Lived Assets and Intangibles

Southern Company evaluates long-lived assets for
impairment when events or changes in circumstances
indicate that the carrying value of such assets may not
be recoverable. The determination of whether an
impairment has occurred is based on an estimate of
undiscounted future cash flows attributable to the assets,
as comparedto the carrying value of the assets. If an
impairment has occurred, the amount of the impairment
recognized is determined by csnmaﬁng the fair value of
the assets and recording a provision for loss if the
carrying value is greater than the fair value. For assets
identified as held for sale, the carrying value is
compared to the estimated fair value less the cost to sell
in order to determine if an impairment provision i3
required. Until the assets are disposed of, their
estimated fair value is reevaluated when circumstances-
or events change.

Cash and Cash Equivalents

For purposes of the consolidated financial statements,
temporary cash investments are considered cash
equivalents. Temporary cash investments are securities
with original maturities of 90 days or less.

Materials and Supplies

Generally, materials and supplies include the costs of
transmission, distribution, and generating plant
materials. Materials are charged to inventory when
purchased and then expensed or capitalized to plant, as
appropriate, when installed.

Comprehensive Income

Comprehensive incore - consisting of net income and
foreign currency trenslation adjustments, net of taxes —
is presenied in the consolidated financial statements,
The objective of the staternent is to report a measure of
all changes in common stock equity of an enterprise that
result from transactions and other economic events of
the period other than transactions with owners.

Financial Instruments for Non-Trading Activities

Southern Company uses derivative financial instruments
to hedge exposures to fluctuations in interest rates,
foreign currency exchange rates, and certain commodity
prices. Gains and losses on qualifying hedges are
deferred and recognized either in income or as an
adjustment to the carrying amount of the hedged item
when the transaction occurs.
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Southern Company is exposged to losses related to
financial imstruments in the event of counterparties’
nonperformance. The company has established controls
to determine and monitor the creditworthiness of
counterparties in order to mitigate the company’s
exposure to counterparty credit risk. The company is
unaware of any counterparties that will fail to meet their
obligations.

Southern Company has firm purchase commitments
for equipment that require payment in euros, Asa
hedge against fluctuations in the exchange rate for
euros, the company entered into forward currency
swaps. The notional amount is 32-million euros
maturing in 2001 through 2002. At December 31, 2000,
the unrecognized gain on these swaps was
approximately $3 million.

Other Southern Company financial instruments for
which the carrying amount did not equal fair value at
December 31 were as follows:

Carrying Fair
Amount Value
(in millions)
Long-term debt:
At December 31, 2000 $7,815 $7,702
At December 31, 1999 - 7,483 7,046
Capital and preferred securities:
At December 31, 2000 2,246 2,190
At December 31, 1999 2,246 1,942

The fair values for long-term debt and capital and
preferred securities were based on either closing market
price or closing price of comparable instruments.

2. RETIREMENT BENEFITS

Southern Company has defined benefit, trusteed, pension
plans that cover substanhally all employees. Southem
Company provides certain medical care and life insurance
benefits for retired employees. Substantially all these
employees may become eligible for such benefits when
they retire. The integrated Southeast utilities fund trusts to
the extent by their respective regulatory
cominissions, In late 2000, Southern Company adopted
several pension and postretirement benefits plan
changes that had the effect of increasing benefits to
both current and future retirees. The effects of these
changes will be to increase annual pension and
postretirement benefits costs by approximately
$28 million and $26 million, respectively.
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The measurement date for plan assets and obligations is
September 30 for each year. The following disclosures
exclude discontinued operations.

Pension Plans
Changes during the year in the projected benefit

obligations and in the fair value of plan assets were as
follows:

Projected
Benefit Obligations
2000 1999
(in millions)
Balance at beginning of year $3,098 53,084
Setvice-cost 94 95
Interest cost 227 204
Benefits paid (145) (143)
Actuarial (gain) loss (28) (142)
Balance at end of year 33,246  $3,098
Plan Assets
2000 1699
{in millions)
Balance at beginning of year $5,266 $4,646
Actual return on plan assets 1,030 771
Benefits paid {139 (151
Balance at end of year $65157 $5,266

The accrued pension costs recognized in the
Consolidated Balance Sheets were as follows:

2000 1999
(i millions)
Funded status $2911  $2,168
Unrecognized transition obligation (64) (77
Unrecognized prior service cost 97 106
Unrecognized net gain (2.446) (1,829

Prepaid asset recognized in the

Consolidated Balance Sheets = § 498 § 368

Components of the pension plans’ net periodic cost
were as follows:

2000 1999 1998

(in millions)
Service cost $ 94 $ 95 3 8
Interest cost 227 204 204
Expected return on
plan assets (384) (348) (320)
Recognized net gain ()] {41) 4N
Net amortization (3 {4) 3

Net pension cost (income) _$(130) 3§ (94) $ (80
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Postretirement Benefits

Changes during the year in the accumulated benefit
?_bllligaﬁons and in the fair vaiue of plan assets were as
ollows:

Ae%cumu]ated
Benefit Obligations
2000 _]1351999
(in millions)
Balance at beginning of year $ 980 $1,029
Service cost i8 21
Interest cost 76 68
Benefits paid {43) (36)
Actuarial (gain) loss 21 {102)
Balance at end of year 31,052 $ 980
Plan Assets
2000 1999
(in millions)
Balance at beginning of year 3395 $336
Actal retarn on plan assets 47 36
Employer contributions 59 60
Benefits paid (42) 37D
Balance at end of year $459 $395

The accrued postretirement costs recognized in the
Consolidated Balance Sheets were as follows:

2000 1999
(in millions)

Funded status 3(593) $(585)
Unrecognized transition obligation 189 203
Unrecognized prior service cost 66 -
Unrecognized net loss (gain) (53) 10
Fourth quarter coniributions 35 26
Accrued liability recognized in the

Consolidated Balance Sheets $(356) $(346}

Components of the postretirement plans’ net periodic
cost were as follows:

2000 1999 1998

(in millions)

Service cost 518 $21 $18
Interest cost 76 68 68
Expected retutn on

plan assets (39 (26) (21)
Recognized net gain - 2 2
Net amortization 18 15 15
Net postretirement cost 578 &0 5 82
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The weighted average rates assumed in the actuarial .
calculations for both the pension plans and
postretirement benefits were: :

2000 1999
Discount . 750%  7.50%
Annual salary increase 5.00 5.00
Long-term refurn on plan assets 8.50 .50

An additional assumption used in measuring the
accumnulated postretirement benefit obligation was a
weighted average medical care cost trend rate of
7.29 for 2000, decreasing gradually to
5.50 percent through the year 2005, and remaining at
that level thereafter. An annual increase or decrease in
the assumed medical care cost trend rate of 1 percemt
would affect the accumulated benefit obligation and the
service and interest cost components at December 31,
2000 as follows:

1 Percent 1 Percent
Increase Decrease
(in millions)
Benefit obligation L 1) | $63
Service and interest costs | 6 6

Employee Savings Plan

Southern Company also sponsors a 401(k) defined
contribution plan covering substantiaily all employees,
The company provides a 75 percent matching contribution
up to 6 percent of an employee’s base salary. Total

matching contributions made to the plan for the years
2000, 1999, and1998m$49nuﬂxon,$46mﬂhon,and
$43mﬂhon,respectwe1y

3. CONTINGENCIES AND REGULATORY
MATTERS

Georgla Power Potentially Responsible Party Status

In January 1995, Georgia Power and four other unrelated
emtities were notified by the Environmental Protection
Agency (EPA) that they have been designated as
potentially responsible parties under the Comprehensive
Environmental Response, Compensation, and Liability
Act with regpect to a site in Brunswick, Georgia. As of
December 31, 2000, Georgia Power had recorded
approximately $5 million in cumulative expenses
associated with Georgia Power’s agreed-upon share of
the removal and remedial investigation and feasibility
study costs for this site.

I1-30

The final outcome of this matter cannot now be
determined. However, baged on the nature and extent of
Georgia Power’s activities relating to the site,
management believes that the company’s portion of any
remaining remediation costs should not be material to
the financial statements.

Environmental Litigation

On November 3, 1999, the EPA brought a civil action in
the 1J.S. District Court against Alabama Power, Georgia
Power, and the system service company. The complaint
afleges violations of the prevention of significant
deterioration and new source review provisions of the
Clean Air Act with respect to five coal-fired generating
facilities in Alabama and Georgia. The civil action
requests penalties and injunctive relief, including an
order requiring the installation of the best available

.control technology: at the affected umits. The Clean Air

Act authorizes civil penalties of up to $27,500 per day,
per violation at each generating unit. Prior to Japuary 30,
1997, the penalty was $25,000 per day.

The EPA concurrently issued to the integrated
Southeast utilities a notice of violation related to 10
generating facilities, which includes the five facilities
mentioned previously. In early 2000, the EPA. filed a
motion to amend its complaint to add the violations
alleged in its notice of violation, and to add Gulf Power,
Mississippi Power, and Savannsah Electric as defendants.
The complaint and notice of violation are similar to
those brought against and issued to several other eleciric
utilities. These complaints and notices of violation allege
that the utilities had failed to secure necessary permits or
install additional poliution eqmpmenx when performing
maintenance and construction at coal burning plants
construcied or under construction prior to 1978. On.
August 1, 2000, the .S, District Court granted Alshama
Power’s motion to d:smxssforlackof;msdmtonm
Georgia and granted the system service company's
motion to dismiss on the grounds that it neither owned:
nor operated the generating units involved in the
proceedings. On January 12, 2001, the EPA re-filed its
claims against Alebama Power in federal district court in
Birmingham, Alabama. The EPA did not include the
systemn service company in the new complaint. Southern
Company believes that its mtegraied utilities complied
with applicable laws and the EPA’s regulations and
mIe:pretanonsmeﬁ'ectattheumethcwoﬂcmqucsuon
took place,
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An adverse outcome of this matter could require
substantial capital expenditures that cannot be
determined at this tire and possibly require payment of
substantial penalties. This could affect future results of
operations, cash flows, and possibly financial condition
if such costs are not recovered through regulated rates.

Mobile Energy Services® Petition for Bankruptcy

Mobile Energy Services Holdings (MESH), a subsidiary
of Southern Company, is the owner and operator of a
facility that generates eleciricity, produces steam, and
processes black liguor as part of a pulp and paper
complex in Mobile, Alabama. On January 14, 1999,
MESH filed a petition for Chapter 11 bankruptcy relief
in the U.S. Bankruptcy Court. This action was in
response to Kimberly-Clark Tissue Company’s
(Kimberly-Clark) announcement in May 1998 of plans
to close its pulp mill, effective September 1, 1999. The
pulp mill had historically provided 50 percent of
MESH’s revenues.

As a result of settlement discussions with Kimbesly-
Clark and MESH's bondholders, Southern Company
recorded in 1999 a $69 million after-tax write down of its
mvestment in MESH. Southern Company recorded an
additiona! $10 million after-tax write down in 2000.

At December 31, 2000, MESH had total assets of

$373 million and senior debt outstanding of $190 million
of first mortgage bonds and $72 million related to tax-
exempt bonds. In connection with the bond financings,
Southern Company provided certain limited guarantees,
in lieu of funding debt service and maintenance reserve
accounts with cash. As of December 31, 2000, Southern
Company had paid the fuil $41 million pursuant to the
guarantees. Southern Company continues to have
guarantees outstanding of certain potential environmental
and other obligations of MESH that represent a maximum
contingent liability of $19 million at December 31, 2000.
‘Mirant has agreed to indemnify Southern Company for
any future obligations incurred under such guarantees,

On August 4, 2000, MESH filed a proposed plan of
reorganization with the bankruptcy court. The proposed
plan of reorganization was again amended on February
21, 2001. Changes in circumstances since the filing of
the amended plan may require further modifications of
the plan. Southern Company expects that approval of a
plan of reorganization would result in 8 termination of
Southern Company’s ownership interest in MESH, but
would not zffect Southern Company’s continning
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guarantee obligations described earlier. The final
outcome of this matter cannot now be determined.

California Electricity Markets Litigation

Five lawsuits have been filed in the superior courts of
California alleging that certain owners of electric
generation facilities in California, including Southern
Company, engaged in various unlawfil and
anticompetitive acts that served to manipulate wholesale
power markets and inflate wholesale electricity prices in
California. Four of the suits seek class action status.
One lawsuit naming Southern Company, Mirant, and
other generators as defendants alleges that, as a result of
the defendants” conduct, customers paid approximately
$4 billion more for electricity than they otherwise would
have and seeks an award of treble damages, as well as
other infunctive and equitable relief. The other suits
likewise seek treble damages and equitable relief.

While two of the suits name Southern Company as a
defendant, it appears that the allegations, as they may
relate to Southern Company, are directed to activities of
subsidiaries of Mirant. One such suit names Mirant
itself as a defendant. Southern Company has notified
Mirant of its claim for indemnification for costs
associated with these actions under ihe terms of the
master separation agreement that govemns the spin off of
Mirant. Mirant has undertaken the defense of all of the
claims. The final outcome of these lawsnits cannot now
be determined.

Race Discrimination Litigation

On July 28, 2000, a lawsuit alleging race discrimination
was filed by three Georgia Power employees against
Georgia Power, Southern Company, and the system
service company in the United States District Court for
the Northern District of Georgia. The lawsuit also
raised claims on behalf of a purported class. The
plaintiffs seek compensatory and punitive damages in an
unspecified amount, as well as injunctive relief. On
Anugust 14, 2000, the lawsuit was amended to add four
more plaintifis and a new defendant, Southern Company
Energy Solutions, Inc. The lawsuit is in the discovery
phase. The final outcome of this matter cannot now be
determined. -

Alabama Power Rate Adjustment Procedures

In November 1982, the Alabama Public Service
Commission (APSC) adopted rates that provide for
periodic adjustments based upon Alabama Power’s
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earned return on end-of-period retail common equity.
The rates also provide for adjustments to recognize the
placing of new generating facilities in retail service.
Both increases and decreases have been placed into
effect since the adoption of these rates. The rate
adjustment procedures allow a retaum on common equity
range of 13 percent to 14.5 percent and limit increases
or decreases in rates to 4 percent in any calendar year.
There is a moratorium on any periodic retail rate
increases (but not decreases) until July 2001.

In December 1995, the APSC issued an order
authorizing Alabama Power to reduce balance sheet
items -- such as plant and deferved charges -- at any time
the company's actual base rate revenues exceed the
budgeted revenues. In April 1997, the APSC issued an
additional order authorizing Alabama Power to reduce
balance sheet asset items. This order authorizes the
reduction of such items up to an amount equal to five
times the total estimated annual revenue reduction
resulting from future rate reductions initiated by
Alabama Power. In 1998, Alabama Power - in
accordance with the 1995 rate order ~ recorded $33
million of additional amortization of premium on
reacquired debt. Alabama Power did not record any
additional amounts in 2000 or 1999,

The ratemaking procedures will remain in effect until
the APSC votes to modify or discontinue them.

Georgia Power 1998 Retail Rate Order

As required by the GPSC, Georgia Power filed a general
rate case in 1998, On December 18, 1998, the GPSC
approved a three-year rate order for Georgia Power
ending December 31, 2001. Under the terms of the
aorder, Georgia Power’s earnings will continue to be
evaluated against a retail retam on common equity
range of 10 percent to 12.5 percent. Georgia Power’s
annual retail rates were decreased by $262 million
effective January 1, 1999, and by an additional $24
million effective January 1, 2000. In addition, the order
provided for $85 million anmmally to be applied to
accelerated amortization or ciation of assets, and
up to an additional $50 million anmually in 2000 and
2001 of any earnings above the 12.5 percent return. In
accordance with the rate order, Georgia Power recorded
accelerated amortization of $135 million and $85
millicn in 2000 and 1999, respectively. In May 2000,
the GPSC ordered that these funds be maintained in a
regulatory liability account and ordered that interest be
accrued on this account at the prime rate. In 2000,
interest of $10 million was recorded. These amounts
are reflected on the balance sheets in deferred credits
and other liabilities, other.
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Two-thirds of any additional esrnings above the
12.5 percent return in any year will be applied to rate
reductions and the remaining one-third retained by
Georgia Power. In both 2000 and 1999, Georgia Power’s
return was above 12.5 percent, and accordingly, it
recorded in 1999 $79 million of revenues to be refunded
to customers in 2000. In 2000, Georgia Power recorded
$44 million as an estimate of revenues to be refunded in
2001, Georgia Power is required to file a general rate
case on July 1, 2001. At that time, the GPSC is expected
to determine whether the rate order should be continued,
modified, or discontinued.

4. JOINT OWNERSHIP AGREEMENTS

Alabama Power owns an undivided interest in units
1 and 2 of Plant Miller and related facilities jointly with
Alabama Electric Cooperative, Inc.

Georgia Power owns undivided interests in piants
Vogtle, Hatch, Scherer, and Wansley in varying amounts
jointly with Oglethorpe Power Corporation (OPC), the
Municipal Electric Authority of Georgiz, the city of
Dalton, Georgia, Florida Power & Light Company
(FP&L), and Jacksonville Electric Authority (JEA). In
addition, Georgia Power has joint ownership
agreements with OPC for the Rocky Mountain facilities
and with Florida Power Corporation (FPC) for
& combustion turbine unit at Intercession City, Florida.

At December 31, 2000, Alabama Power's and
Georgia Power’s ownership-and investment (exclusive
of nuclear fuel) in jointly owned facilities with the
above entities were as follows:

. Jointly Owned Facilities
Percent Amount of Accumulated
Ownership Investment Depreciation

53

(in millions)

Plant Vogtle .

(nuciear) 45 7% 83,301 $1,724
Plant Hatch

(nuclear) 50.1 873 650
Plant Miller

(coal) '

Units 1 and 2 91.8 743 32
Plant Scherer

(coal)

Units 1 and 2 84 112
Plant Wansley

(coal) 53.5 300 150
Rocky Mountain

(pumped storage) 254 169 72
Intercession City

(cambustion turbine) 33.3 1 1
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Alabama Power and Georgia Power have contracted
to operate and maintain the jointly owned facilities ~-
except for the Rocky Mountain project and Intercession
City -- as agents for their respective co-owners. The
companies’ proportionate share of their plant operating
expenses is included in the corresponding operating
expenses in the Consolidated Statements of Income,

5. LONG-TERM POWER SALES AND LEASE
AGREEMENTS

The integrated Southeast utilities have long-terni
contractual agreements for the sale and lease of capacity
to certain non-affiliated utilities located outside the
system’s service area. These agreements are firm and
are related to specific generating units. Because the
energy is generally provided at cost under these
agreements, profitability is primarily affected by
capacity revenues.

Unit power from specific generating plants is currently
being sold to FP&L, FPC, and JEA. Under these
agresments, approximately 1,500 megawatis of capacity is
scheduied to be sold anmually unless reduced by FP&L,
FPC, and JEA for the periods after 2000 with a minimum
of three years notice -- until the expiration of the contracts
in 2010. Capacity revenues from unit power sales

flowed through to custorners in prior years and to taxes
applicable to capitalized interest, These liabilities are
attributable to deferred taxes previously recognized at
rates higher than current enacted tax law and to
unamortized investment tax credits. The following
tables and disclosures exclude discontinued operations.

Details of income tax provisions are as follows:

20060 1999 1998
(in millions)
Total provision for income taxes:
Federal --
Current $421 $504 §548
Deferred 95 11 23
_ 516 515 571
State --
Current 71 85 102
Deferred 1 (1) (3)
B R S
Total 3 588 $599  $670

The tax effects of temporary differences between the
carrying amounts of assets and Habilities in the financial
statements and their respective tax bases, which. give
rise to deferred tax assets and liabilities, are as follows:

amounted to $177 million in 2000, $174 million in 2000 1999
1999, and $196 million in 1998, (i mitlions)
Deferred tax liabilities:

During 2000, Georgia Power and Mississippi Power Accelerated depreciation $3,199 $3,088
entered into certain operating leases for portions of their Property basis differences 1,108 1,175
generating unit capacity. Capacity revenues from these Dther ' 650 444
operating leases amounted to $20 million in 2000 and Total 4954 4707
are included in the financial statements as sales for Deferred tax assets:
resale. Minimum future capacity revenues from Federal effect of state deferred taxes 111 113
noncancelable operating leases as of December 31, 2 Other property basis differences 206 221
are as follows: - Deferred costs 190 102

Pension and other benefits 125 121
Year Amounts Other 231 198
- (in millions) Total 863 735
2001 '$ 53 Net deferred tax Labilities 4,091 3,952
2002 66 Portion included in current assets, net an (68)
2003 66 Accumulated deferred income taxes
2004 gg in the Consolidated Balance Sheets  $4,074 $3,384
2005
2006 and thereafter 114 In accordance with regulatory requirements, deferred
Total $392 investment tax credits are amortized over the lives of the

6. INCOME TAXES

At December 31, 2000, the tax-related regulatory assets
and liabilities were 3957 million and $551 miilion,
respectively. These assets are attributable to tax benefits
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related property with such amortization normaily applied
as a credit to reduce depreciation in the Consolidated
Statements of Income. Credits amortized in this manner
amounted to $30 milkion in 2000, $30 million in 1999, and
$38 million in 1998. At December 31, 2000, ail
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investment tax credits available to reduce federal income
taxes payable had been utilized.

The provision for income taxes differs from the
amount of income taxes determined by applying the
applicable U.S. Federal statutory rate to earnings before
income taxes and preferred dividends of subsidiaries, as
a result of the following: _

_2000 1999 1998

Federal statutory rate 35.0% 35.0% 35.0%
State incomne tax,

net of federal deduction 34 3.8 3.8
Non-deductible book _

depreciation 1.7 1.9 4.0
‘Difference in prior years’

deferred and current tax rate (1.3)  (1.3) (L.3)
Other 2.1) 0.3) (1.6
Effective income tax rate . 36.7% 39.1% 3%.9%

Southern Company files a consolidated federal
income tax return. Under a joint consolidated income
tax agreement, each subsidiary’s current and deferred
tax expense is computed on a stand-alone basis.

7. COMMON STOCK
Stock Issued and Repurchased

The amount and timing of additional equity capital to be
raised in 2001 -- as well as in subsequent years ~ will
be contingent on Southern Compeany’s investment
opportunities. Equity capital may be provided from any
combination of public offerings, private placements, or
the company’s stock plans.

In December 2000, Southern Company issued 28 million
treasury shares of common stock through a public offering.
The offering, which included an overaliotment of 3 million
shares, raised some $800 million and was priced at
$28.50 per share. The proceeds were used to repay short-
term commercial paper.

In April 1999, Southern Company’s Board of Directors
approved the repurchase of up to 50 million shares of
Southern Company’s common stock over a two-year period
through open market or privately negotiated transactions.
Under this program, 50 mnillion shares were repurchased by
February 2000 at an average price of $25.53. Funding for
the program was provided from Southern Company’s
commercizl paper program.
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Shares Reserved

At December 31, 2000, a total of 59 million shares was
reserved for issuance pursuant to the Southern Investment
Plan, the Employee Savings Plan, the Outside Directors
Stock Plan, and the Performance Stock Plan.

Performance Stock Plan

The performance stock plan provides non-qualified
stock options to a large segment of Southemn Company’s
employees ranging from line management to execcutives.
As of December 31, 2000, 5,744 current and former
employees participated in the plan. The maximum
pumber of shares of common stock that may be issued
under the plan may not exceed 40 million. The prices
of options granted to date have been at the fair market
value of the shares on the dates of grant. Options
granted to date become exercisable pro rata over a
maximum petiod of three years from the date of grant.
Options outstanding will expire no later than 10 years
after the date of grant, unless terminated earlier by the
Southern Company Board of Directors in accordance
with the plan. Stock option activity in 1999 and 2000

for the plan is summarized below:
Shares Average
Subject Option Price
To Option _ Per Share
Balance at December 31, 1998 6,445,398 $22.77
Options granted 2,108,818 26.56
Options canceled (28,630) 25.48
QOptions exercised {56,708) 18,51
Balance at December 31, 1959 8,468,878 23.73
Options granted 6,977,038 23.25
Options canceled (226,597) 23.66
Options exercised (984,897) 21.63
Balance at December 31, 2000 14,234,422 $23.63
Shares reserved for fiture grants:
At December 31, 1998 36,598,001
At December 31, 1999 34,515,156
At December 31, 2000 27,750,261
Opticns exercisable:
At December 31, 1999 4,525,349
At December 31, 2000 5,898,698

Southern Company accounts for its stock-based
compensation plans in accordance with Accounting
Principles Board Opinion No. 25. Accordingly, no
compensation expense has been recognized.
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The following table summarizes information about
options outstanding at December 31, 2000:

Price e of Options
1420 2124 25.28
Cutstanding: ' '
Shares (in thousands) 430 10217 3,587
Average remaining
life (in years) 2.5 8.2 8.1
Average exercise price $17.36 $22.79 $26.77
Exerciseable:
Shares (in thousands) 424 3,653 1,822
Average exercise price $17.64__$21.96 $26.84

The estimated fair values of stock options granted in
2000, 1999 and 1998 were derived using the Black-
Scholes stock option pricing model. The following
table shows the assumptions and the weighted average
fair values of stock options:.

2000 1999 1998

Interest rate 6.7% 58% 55%
Average expected life of

stock options (in years) 4.0 3.7 3.7
Expected volatility of

common stock 209% 20.7% 19.2%
Expected anmal dividends

on common stock $1.34 $1.34 8134
Weighted average fair value

of stock options 3.36 4.61 4.27

The pro forma impact on earnings of fair-vaiue
accounting for options granted — as required by
FASB Statement No. 123, Accounting for Stock-Based
Compensgtion -- is 1.2 cents per share in 2000 and less
than 1 cent in both 1999 and 1998.

Diluted Earnings Per Share

For Southem Company, the only difference in computing
basic and diluted earnings per share is atiributable to
outstanding options under the Performance Stock Plan.
The effect of the stock options was determined using the
treasury stock method. Shares used to compute diluted

earnings per share are as follows:
Average Common Stock Shares
2000 1959 1998
{in thousands)
As reported shares 653,086 685,163 696,944
Effect of options 1,108 580 739
Diluted shares 654,194 685,743 657,683

Common Stock Divh_iend Restrictions

The income of Southern Company is derived primarily
from equity in earnings of its subsidiaries. At
December 31, 2000, consolidated retained earnings
meluded $3.5 billion of undistributed retained sarnings
of the subsidiaries. Of this amount, $2.0 billion was
restricted against the payment by the subsidiary :
companies of cash dividends on common stock under
terms of bond indentures.

8. FINANCING
Capital and Preferred Securities

Company or subsidiary obligated mandatorily
redeemable capital and preferred securities have been
issued by special purpose financing entities of Southern
Company and its subsidiaries. Substantially all the
assets of these special financing entities are junior
subordinated notes issued by the related company
seeking financing. Each of these companies considers
that the mechanisms and obligations relating to the
capital or preferred securities issued for its benefit,
taken together, constitute 2 full and umconditional
guarantee by it of the respective special financing
entities’ payment obligations with respect to the capital
or preferred securities, At December 31, 2000, capital
securities of $950 million and preferred securities of
$1.3 billion were outstanding. Southern Company
guarantees the notes related to $950 million of capital or
preferred securities issued on its behalf.

Long-Term Debt Due Withiu One Year

A summary of the improvement fund requirements and
scheduled maturities and redemptions of long-term debt
due within one year at December 31 is as follows:

2000 1999
' (in millions)
Bond improvement fund requirements $11 $ 14
Less:

Portion to be satisfied by certifying
property additions 11 9
Cash requirements - 5
First mortgage bond maturities
and redemptions - 200
Other long-term debt maturities 67 124
Total 807 $£329

The first mortgage bond improvement fund
requirements amount to 1 percent of each outstanding
series of bonds authenticated under the indentures prior
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to January i of each year, other than those issued to
collateralize pollution control revenue bonds and other
obligations. The Tequiremenis may be satisfied by
depositing cash or reacquiring bonds, or by pledging
additional property equal to 166211 percent of such
requirements.

With respect to the collateralized pollution control
revehue bonds, the integrated Southeast utilities have
authenticated and delivered to trustees a like principal
amount of first mortgage bonds as security for obligations
under installment sale or loan agreements. The principal
and interest on the first mortgage bonds will be payable
only in the event of defanlt under the agreements.

Improvement fund requirements and/or serial
maturities through 2005 applicable to other long-term
debt are as follows: $67 million in 2001; $489 million
in 2002; $479 million in 2003; $323 million in 2004;
and $600 million in 2005.

Assets Subject to Lien

Each of Southern Company’s subsidiaries is organized as
a legal entity, separate and apart from Southern Company
and its other subgidiaries. The subsidiary companies®
mortgages, which secure the first mortgage bonds issued
by the companies, constitute a direct first ien on
substantially all of the companies’ respective fixed
property and framchises. There are no agreements or
other arrangements among the subsidiary companies
under which the assets of one company have been
pledged or otherwise made available to satisfy obligations
of Southern Company or any of its other subsidiaries.

Bank Credit Arrangements

At the beginning of 2001, unused credit arrangements
with banks totaled $5.1 billion, of which $3.2 billion
expires during 2001, $1.0 billion during 2002, and
$900 million during 2003 and 2004. The following table
outlines the credit arrangements by company:

Amount of Credii_

Exprres
2002 &

Company Total Umused 2001 beyond
. (in millions)
Alabama Power $ 925 § 925 § 535 § 390
. Georgia Power 1,765 1,765 1,265 500
Gulf Power _ 123 115 115 =
Mississippi Power 117 117 117 -
Savannah Electric 65 50 40 10
Southern Company 2,100 2,100 1,100 1,060
Other 60 51 51 -

Total 35215 552123 $3,223 $1,900 II-36

Approximately $2.9 billion of the credit facilities
allows for term loans ranging from one to three years.
Most of the agreements inciude stated borrowing rates
but also allow for competitive bid loans.

All of the credit arrangements require payment of
commitment fees based on the unused portion of the
commitments or the maintenance of compensating
balances with the banks. These balances are not legally
restricted from withdrawal. Of the total $5.1 billion in
nnused credit, $2.1 billion, $1.65 billion, and
$780 million are syndicated credit arrangements of
Southern Company, Georgia Power, and Alabama
Power, respectively. These facilities also require the

payment of agent fees.

A portion of the $5.1 billion unused credit with banks
is allocated to provide liquidity support to the
companies’ variable rate poilution control bonds. The
amount of variable rate pollution control bonds
requiring liquidity support as of December 31, 2000,
was $1.6 billion.

. Southern Company, Alabama Power, and Georgia
Power borrow through commercial paper programs that
have the liquidity support of committed bank credit
arrangements. In addition, the companies from time to
time borrow under uncommitted lives of credit with
banks.

9. COMMOTMENTS
Construction Program
Southern Company is engaged in continuous

construction programs, currently estimated to total
$2.9 billion in 2001, $2.6 billion in 2002, and

"$1.7 biltion in 2003, The construction programs are

subject to periodic review and revision, and actual
construction costs may vary from the above estimates
because of numerous factors, These factors include:
changes in business conditions; acquisition of additional
generating assets; revised load growth estimates;
changes in environmentai regulations; changes in
existing nuclear plants to meet new regulatory
requirements; increasing costs of labor, equipment, and
materials; and cost of capital. At December 31, 2000,
gignificant purchase commitments were outstanding in
connection with the construction program. Southem
Company has approximately 6,600 megawatts of
additional generating capacity scheduled to be placed in
service by 2003.

See Management’s Discussion and Analysis under
“Environmental Matters™ for information on the impact
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of the Clean Air Act Amendments of 1990 and other
environmental matters.

Fuel and Purchased Power Commitmenis

To supply a portion of the fuel requirements of the
generating plants, Southern Company has entered into
various long-term commitments for the procurement of
fossil and nuclear fuel. In most cases, these contracts
contain provisions for price escalations, minimum
purchase levels, and other financial commitments, Also,
Southern Company has entered into various long-term
commitments for the purchase of electricity. Total
estimated long-term obligations at December 31, 2000,
were as follows:

Purchased

Year Fuel Power
(in millions)

2001 $ 2,481 £ 81
2002 1,897 97
2003 1,711 99
2004 1,328 95
2005 1,055 a5
2006 and thereafter 3,764 693
Total commitments $12,236 $1,160
Operating Leases

Southern Company has operating lease agreements with
various terms and expiration dates. These expenses
totaled $42 million, $35 million, and $26 million for 2000,
1999, and 1998, respectively. At December 31, 2000,
estimated minimum rental commitments for
noncancelable operating leases were as follows:

Year Amounts
- {in millions)
2001 $ 57
2002 71
2003 71
2004 68
2005 64
2006 and thereafter 388
Total] minimum payments $719
Guarantees

Southern Company has made separate guarantees to
certain counterparties regarding performance of
contractual commitments by Mirant’s trading amd
marketing subsidiaries. At December 31, 2000, the total
notional amount of guarantees was $419 million and the
estimated fair value of net contractusl commitments
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outstanding was approximately $259 million. Based upon
a statistical analysis of credit risk, Southern Company’s
potential exposure under these contractual commitments
would not materially differ from the estimated fair value.

At December 31, 2000, Southern Company had
guaranteed $11 million related to a Mirant purchase
power agreement. The guarantee expires March 2001.
Southern Company also has guaranteed certain of
Mirant’s foreign currency swap transactions. At
December 31, 2000, notional amounts under these
swaps were the differences between £44 million
and $68 miilion and between DM370 million and
$206 million; however, due to favorable exchange
rates Southern Company had no exposure under these
guarantees. - The sterling and deutsche mark swaps
expire in 2002 and 2003, respectively.

After the spin off, Mirant will pay Southern Company 2
monthly fee of ! percent on the average aggregate
maximum principal amount of all guarantees outstanding
until they are replaced or expire. Southern Company’s
guarantees related to Mirant trading and merketing
activities are limited to a maximum of $425 million, with
any guarantees since October 2, 2000 expiring no later
than October 2, 2001. Mirant must use reasonable efforts
to release Southern Company from all such support
arrangements and will indemnify Southern Company for
any obligations incurred.

10. NUCLEAR INSURANCE

Under the Price-Anderson Amendments Act of 1988,
Alabama Power and Georgia Power maintain agreements
of indemnnity with the NRC that, together with private
insurance, cover third-party liability ariging from any
nuclear incident occuwring at the companies’ nuclear
power plants. The act provides funds up to $9.5 billion
for public liability claims that could arise from a single
muclear incident. Each nuclear plant is insured against this
lisbility to 2 maximum of $200 million by private
insurance, with the remaining coverage provided by a
mandatory program of deferred premiums that could be
assessed, after a nuclear incident, against all owners of
nuclear reactors. A company could be assessed up to
$88 million pet incident for each licensed reactor it
operates, but not more than an aggregate of $10 million
per incident to be paid in a calendar year for each reactor.
Such maxdimum assessment, excluding any applicable
state premium taxes, for Alabama Power and Georgia
Power — based on its ownership and buyback interests -
is $176 million and $178 million, respectively, per
incident, but not more than an aggregate of $20 million
per company to be paid for each incident in any one year.
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Alabama Power and Georgia Power are members of
Nuclear Electric Insurance Limited (NEIL), a mutual
insurer established to provide property damage

insurance in an amount up to $500 million for
members’ nuclear generating facilities.

Additionally, both companies have policies that
currently provide decontamination, excess property
insurance, and premature decommissioning coverage up
to $2.25 billion for losses in excess of the $500 million
primary coverage. This excess insurance is also
provided by NEIL.

NEIL also covers the additional costs that would be
incurred in obtaining replacement power during a
prolonged accidental outage at 2 member’s nuclear
plant. Members can be insured against increased costs
of replacement power in an amount up to $3.5 million
per week — starting 12 weeks after the outage -- for
one year and up to $2. Smmmperweekforth:
second and third years.

Under each of the NEIL policies, members are
subject to assessments if losses each year exceed the
accumulated funds available to the insurer under that
policy. The current maximurm annual assessments for
Alabama Power and Georgia Power under the three
NELL policies would be $17 million and $19 million,

respectively.

For all on-site property damage insurance policies for
commercial nuciear power plants, the NRC requires that
the proceeds of such policies shall be dedicated first for
the sole purpose of placing the reactor in a safe and stable
condition after an accident Any remaining proceeds are
to be applied next toward the costs of decontamination
and debris removal operations ordered by the NRC, and
any further remaining proceeds are to be paid either to the
company or t¢ its bond trustees as may be appropriate
under the policies and applicable trust indentures.

All retrospective assessments — whether generated
for liability, property, or replacement power -- may be
subject to applicable state premium taxes. -

© 11. DISCONTINUED OPERATIONS

In April 2000, Southern Company announced an initial
public offering of up to 19.9 percent of Mirant and its
intentions to spin off the remaining ownership of
Mirant to Southern Company stockholders within 12
months of the initial stock offering, On October 2,
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2000, Mirant completed an initial public offering of 66.7
million shares of common stock priced at $22 per share.
This represented 19.7 percent of the 338.7 million
shares outstanding. As a result of the stock offering,
Southern Company recorded a $560 million increase in
paid-in capital with no gain or loss being recognized.

On February 19, 2001, Southern Company’s board of
directors approved the spin off of its remaining
ownership of 272 miilion Mirant shares to be completed
in a tax free distribution on April 2, 2001, Shares from
the spin off will be distributed at a ratio of approximately
0.4 for every share of Southern Company common stock
held at recond date.

As a result of the spin off, Southern Company’s
December 31, 2000, financial statements have been:
prepared with Mirant’s results of operations and cash
flows shown as discontinued operations. All historical
financial statements presented and footnotes have been
reclassified to conformm to this presentation, with the
historical assets and liabilities of Mirant presented on the
balance sheet as net assets of discontinued operations.

Summarized financial information for the
discontinued operations is as follows at December 31;

2000 1999 1998
(i siilicns)
Revenues $13,315 $2265 $1,819
Income taxes 86 127 (121)
Net income 319 36l (9
2000 1999
{in millions)
Current assets $ 9,057 $ 1,254
Total assets 22,377 12,191
Current liabilities 9,726 3,169
Total liabilities 17,585 8.473
Minority and other interests 1,472 8035
Net aggets of
discontinued operations 3.320 2,513

12. SEGMENT AND RELATED INFORMATION

Southern Company’s reportable business segment is the
five integrated Southeast utilities that provide electric
service in four states, Net income and total assets for
discontimued operations are included in the reconciling
e¢liminations column, The all other category includes
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parent Southern Company, which does not allocate
operating expenses to business scgments. Also, this
category includes segments below the quantitative
threshold for separate disclosure. These segments include
telecommunications, energy products and services, and
leasing and financing services. Intersegment revenues are
not material. Financial data for business segments and
products and services are as follows:

Business Segments

Intzgrated

Southeast All Reconciling
Year Utilities Other iminations Consolidated

{in millions)

2000
Operating revenues § 9.860 $ 246 $ @40 $10,066
Depreciation and amortization 1,135 36 - 1,171
Interest income 43 9 1 51
Interest expense 631 197 - 828
Income taxes 703 (115) - 588
Segment net income (loss) 1,109 (115) 319 1,313
Total assets 26,917 2,200 2,245 31,362
Gross property additions 2,199 26 _ 2,225

Integrated

Southeast All Reconciling
Year Utilities Other Eliminations Consolidated
- (in millions)
1999
Operating revenues $ 9,125 $ 221 3 (29 $ 9,317
Depreciation and amortization 1,046 93 = 1,139
Interest income 64 50 44) 70
Interest expense 613 155 37 731
Income taxes 675 (76} - 599
Segment net income (Joss) 1,073 (154) 357 1,276
Total assets 25,336 2,127 1,828 26,291
(ross property additions 1,854 27 — 1,881
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Integrated

Southeast All Reconciling
Year Utilities Qther Elimnations Consolidated
- (in millions)
1998
Operating tevenues $ 9,363 $ 167 § 3N $ 9,499
Depreciation and amortization 1,323 17 - 1,340
Interest income 150 58 (54) 154
Interest expense 654 99 (54) 699
Income taxes 703 (33) - 670
Segment net income (loss) 1,083 {(97) )] 977
Total assets 24,420 2.817 1,486 28,723
Gross property additions 1,268 58 - 1,356
Products and Services

Integrated Southeast Utilities Revenues

Year Retail ‘Wholesale Other Total
- {in millions)
2000 $8,613 3977 $270 $9,860
1999 8,086 823 216 9,125
1998 8,272 896 195 9,363

13. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Summarized quarterly financial data for 2000 and 1999 -- inclnding discontinued operations for net income and

carnings per share - are as follows:

Per Common Share
. Operating Operating  Consolidated Price
Quarter Ended Revennes Income  Net Income Eamings Dividends 'FE‘EE—R“EW
(in millions)

March 2000 $2,052 $ 428 $245 $0.38 $0.335 25m 203n
June 2000 2,522 598 342 0.52 0.335 27us 21116
September 2000 3,198 1,041 614 0.95 0.335 35 2313
December 2000 2,294 337 112 0.16 0335 33228 2hn
March 1969 $1,920 $ 408 $224 $0.32 $0.335 2953 2314
June 1999 2,288 569 314 0.45 0.335 2916 2231
September 1999 3,050 081 615 0.90 0.335 28 25
December 1999 2,059 292 123 ¢.19 0.335 27us 22118

Southern Company's business is influenced by seasonal weather conditions.
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2000 1959 1998 1997 1996
Operating Revenues (in millions) $10,066 $9,317 $9,499 $8,774  $8,675
Total Assets (in millions) $31,362 $20291 $28,723 $27.,898 $26,352
Gross Property Additions (in millions) $2,225 $1,881 $1,356 $1,138 51,064
Return on Average Common Equity (percent) 13.20 13.43 10.04 10.30 12.53
Cagh Dividends Paid Per Share of Common Stock $1.34 $1.34 $1.34 $1.30 $1.26
Consolidated Net Income (in millions):
Continuing operations $ 994 $ 915 $986 $990 51,046
Discontinusd operations 319 361 9 (18) 81
Total $1,313 $1.276 $977 972  $1.127
Basic and Diluted Eamnings Per Share of Common Stock:
Continuing operations $1.52 $1.33 $1.41 $145 $1.56
_ Discontinued operations 0.49 0.53 (0.01) (0.03) 0.2
Total 2.01 1.86 3 1.40 1.42 1.68
Capitalization (in millions):
Common stock equity $10,69%0 £9204 5 9797 3 9647 § 9216
Preferred stock and securities 2,614 2,615 2,465 2,155 1,402
Long-tenn debt 7.343 7,251 6,505 6,347 8,556
Total excluding amounts due mg one year . 221!147 $1950?0 $18!76‘? §18!149 317 174
Capitalization Ratios (percent):
Common stack equity 50.6 483 522 532 53.7
Preferred stock and securities 12.3 13.7 13.1 i1.9 8.2
-term debt 371 38.0 34.7 349 38.1
Total excluding amounts due within one year 100.0 100.0 100.0  100.0 100.0
Other Common Stock Data: —
Book value per share (year-end) $15.69 $13.82  $14.04 81391 $13.61
Market price per share:
High as 205 3lone 264 25m
Low 2038 22118 231516 193 2lus
Close 33 231n 291116 25w 225
Market-to-book ratio (year-end) (percent) 2119 170.0 207.0 186.0 166.2
Price-earnings ratio (vear-end) (times) 16.5 126 20.8 18.2 13.5
Dividends paid (in millions) $873 $921 $933 $889 $84¢6
Dividend yield (vear-end) (percent) 4.0 57 4.6 5.0 5.6
Dividend payout ratio (percent) 66.5 72.2 95.6 91.5 75.1
Shares outstanding (in thousands):
Average 653,087 685,163 696,944 685,033 672,550
Year-end 681,158 665,796 697,747 693,423 677,036
Stoclkholders of record (year-end) 160,116 174,179 187,053 200,508 215,246
Customers (year-end) (in thousands):
Residential 3,398 3,339 3277 3,220 3,157
Commercial 527 513 497 479 464
Industrial 14 15 15 16 17
Other 5 4 5 5 5
Total 3 3,871 3,794 3,720 3,643

o e e Y e

25206 24,682

FEmployees (year-end)

26,021

26,269

25,034

141



SEL D
SOME“C&I‘“EP -ﬁgyg&ﬂ%ﬂnmm AND OPERATING DATA 1996-2000 (continued)

2000 1999 1998 1997 1996
Operating Revenues (in miltions):
Residential $ 3,367 33,105 $3,163 $2,837 $2.,894
Commercial 2,922 2,743 2,763 2,595 2,559
Industrial 2,292 2,237 2,267 2,139 2,136
Other 32 1 79 76 76
Total retail 8.613 8,086 8,272 7,647 7,665
Sales for resale within service area 377 350 374 376 409
Sales for resale outside service aree 680 473 522 510 429
Total revenues from sales of electricity 9,590 8,900 9,168 8.533 8,503
QOthey revenues 476 408 331 241 172
Igt_al 310,066 $9.317 $0.499 $8.774 $8,675
Kilowatt-Hour Sales (i millions):
Residential 46,213 43,402 43,503 39,217 40,117
Commercial 46,249 43,387 41,737 38,926 37,993
Industrial 56,746 56,210 55,331 54,196 52,798
Other 970 945 929 803 211
Total retail . 150,178 143,944 141,500 133,242 131,819
Sales for resale within service arsa 9.579 9,440 9,847 9,884 10935
Sales for resale outside service area 17,199 12,929 12,988 13,761 10,777

Total 176947 166,313 164,335 156,887 153531
Average Revenue Per Kilowatt-Hour' (cents):

Residential 7.29 7.15 7.27 7.23 7.21
Commercial 6.32 6.32 6.62 6.67 6.74
Indugtrial 4,04 3.98 4.10 3.95 4.04
Total retail 574 5.62 5.85 5.74 5.81
Sales for resale 3.65 3.68 3.92 3.75 3.86
Total sales 5.42 5.36 5.58 5.44 5.54
Average Anmual Kilowatt-Hour :

Use Per Restdential Customer 13,702 13,107 13,379 12,296 12,824
Average Annual Revenne Per Residential Customer $998.38 $937.81 $972.89 $889.50 $925.12
Plant Namepiate Capacity Owned (year-end) (megawatis) 32,807 31,425 31,161 3L146 31,076
Maxirmnum Peak-Hour Demand (megawansy:

Winter 26,370 25203 21,108 22,969 22,631
Summer 31,359 30,578 28,934 27,334 27,1 193
System Reserve Margin (at peak) ) 8.1 8.5 12.8 15.0 4,
Anmmlys‘t Load Fms:rgn (pelmt)puk (e 60.2 592 60.0 594 62.3
Plant Availability (percent):

Fossil-steam v : 86.8 83.3 85.2 88.2 864
Nuclear 90.5 89.9 87.8 88.8 89.7
Source of En Supply (percent): ’
Coal i ) 72.3 731 72.8 74.7 73.3
Nuciear 151 15.7 15.4 16.5 16.7
Hydro 15 2.3 3.9 4.3 4.1
(1l and gas 4.0 2.8 33 1.7 13
Purchased power 7.1 6.1 4.6 2.8 44
Total 100.0 -~ 100.0 100.0 . 100.0 100.0
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MANAGEMENT’S REPORT
Alabama Power Company 2006 Annual Report

The management of Alabama Power Company has
prepared -- and is responsible for -- the financial
statemnents and related information included in this
report. These statements were prepared in accordance
with accounting principles generally accepted in the
United States and necessarily iticlude amounts that are
based on the best estimates and judgments of
management. Financial information throughout this
annual report is consistent with the financial statements,

The Company maintains a system of internal
accounting controls to provide reasonable assurance that
assets are safeguarded and that the accounting records
reflect only authorized transactions of the Company.
Limitations exist in any system of internal controls,
however, based on a recognition that the cost of the
system should not exceed its benefits. The Company
believes its system of internal accounting controls
maintains an appropriate cost/benefit relationship.

The Company’s system of internal accounting controls
is evaluated on an ongoing basis by the Company’s
internal audit staff. The Company’s independent public
accountants also consider certain elements of the internal
control system in order to determine their anditing
procedures for the purpose of expressing an opinion on
the financial statements.

A N1a/
Elmer B. Harris
President

and Chief Executive Officer

The audit committee of the board of directors,
composed of independent directors, provides a broad
overview of management’s financial reporting and control
functions. Periodically, this committee meets with
management, the internal auditors and the independent
public accountants to ensure that these groups are
fulfilling their obligations and to discuss auditing, internal
controls, and financial reporting matters. The internal
anditors and independent public accountants have access
to the members of the audit committee at any time.

Management believes that its policies and procedures
provide reasonable assurance that the Company’s
operations are conducted according to a high standard of
business ethics.

In management’s opinion, the financial statements
present fairly, in all material respects, the financial
position, results of operations and cash flows of Alabama
Power Company in conformity with accounting principles
generally accepted in the United States.

William B. Hutchins, I

Executive Vice President,
Chief Financial Officer, and Treasurer
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Alabama Power Company:

We have andited the accompanying balance sheets and
statements of capitalization of Alabama Power Company
(an Alabama corporation and a wholly owned subsidiary
of Southern Company) as of December 31, 2000 and
1999, and the related statements of income, common
stockholder’s equity, and cash flows for each of the three
years in the period ended December 31, 2000. These
financial statements are the responsibility of the
Company’s management. Our responsibility is to express
an opinion on these financial statements based on our
audits.

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

In our opinion, the financial statements (pages H-55
through [I-73) referred to above present fairly, in all
material respects, the financial position of Alabama
Power Company as of December 31, 2000 and 1999, and
the results of its operations and its cash flows for each of
the three years in the period ended December 31, 2000, in
conformity with accounting principles generally accepted
in the United States.

i Qurclicam cor

Birmingham, Alabama
February 28, 2001
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RESULTS OF OPERATIONS
Earnings

Alabama Power Company’s 2000 net income after
dividends on preferred stock was $420 million,
representing a $20 million (5 percent) increase from the
prior year. This improvement is primarily attributable to
an increase in territorial sales partially offset by increased
non-fuel operating expenses.

In 1999, earnings were $400 million, representing a 6
percent increase from the prior year, This increase was
due to a decrease in amortization related to premiurns paid
to reacquire debt pursuant to an Alabama Public Service
Commission (APSC) order. See Note 3 to the financial
statements under “Retail Rate Adjustment Procedures” for
additional detaiis.

The return on average common equity for 2000 was
13.58 percent compared to 13.85 percent in 1999, and
13.63 percent in 1998.

Revenues

Operating revenues for 2000 were $3.7 billion, reflecting
an increase from 1999. The following table summarizes
the principal factors that have affected operating revenues
for the past two years:

Increase (Decrease)

Amount From Prior Year
2000 2000 1999
(in thousands)

Retait --
Base revenues $2,108,939 $ 80,264 $10,022
Fuel cost recovery

and other 843,768 61,326 20418
Total retail 2,952,707 141,590 30,440
Sales for resale --

Non affiliates 461,730 46,353 {33,596)

Affiliates 166,219 73,780 (11,123)
Total sales for resale 627,949 120,133 {44,719)
Other operating

revenues 86,805 20,264 13,380
Total operating

revenues $3.667.461 $281,987 § (899)
Percent change 8.33% {0.03)%

Retail revenues of $3.0 billion in 2000 increased
$142 million (5 percent) from the prior year, compared
with an increase of $30 million (1.1 percent) in 1999. The
primary contributors to the increase in revenues in 2000
were the positive impact of weather on energy sales,
continued economic growth in the Company’s service
territory, and an increase in fuel revenues. Fuel revenues
have no effect on net income because they represent the
recording of revenues to offset fuel expenses, including
the fuel component of purchased energy. Fuel rates billed
to customers are designed to fully recover fluctuating fuel
costs over a period of time. Higher natural gas prices and
decreased hydro production combined with increased
costs of purchased power have resulted in a large under-
recovery of fuel costs at December 31, 2000. Effective
January 2001, the Company’s fuel rate was increased to
address this under-recovery. The Company expects to
significantly reduce this balance over a three-year period.
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The $20 million (30.5 percent) increase in other
operating revenues in 2000 as compared to 1999 was due
primarily to an increase in steam sales in conjunction with
the operation of the Company’s co-generation facilities.

Retail revenues in 1999 increased $30 million (1.1
percent) over 1998. The predominant factors causing the
rise in revenues in 1999 were continued growth in the
Company’s service territory, as well as an increase in fuel
revenues. These increases were offset by the effect of
milder temperatures in 1999 as compared to 1998.

Energy sales for resale outside the service area are
predominantly unit power sales under long-term contracts
to Florida utilities. Economy energy and energy sold
under short-term contracts are also sold for resale outside
the service area. Revenues from long-term power
contracts have both a capacity and energy component.
Capacity revenues reflect the recovery of fixed costs and
a return on investment under the contracts. Energy is
generally sold at variable cost. These capacity and energy
components of the unit power contracts were as follows:

2000 1999 1998

{in millions)
Capacity $127 $122 $142
Energy 128 112 118
Total . $255 $234 $260

Capacity revenues from non-affiliates were relatively
unchanged in 2000 compared to the prior year. Capacity
revenues from non-affiliates in 1999 decreased 13.9
percent compared to 1998, This decrease was attributable
to the lowering of the equity return under formula rate
contracts, as well as other adjustments and true-ups
related to contractual pricing.

Revenues from sales to affiliated companies within the
Southern electric system, as well as purchases of energy,
will vary from year to year depending on demand and the
availability and cost of generating resources at each
company. These transactions did not have a significant
impact on earnings.

Kilowatt-hour (KWH) sales for 2000 and the percent

change by year were as follows:
KWH Percent Change
2000 2000 1999
{millions) -
Residential 16,772 6.8% 0.6)%
Commercial 12,989 55 34
Industrial 22,101 0.7 1.7
Other 206 23 23
Total retail 52,068 38 14
Sales for resale -
Non-affiliates 14,848 194 5.0
Affiliates 5,369 6.7 (15.8)
Total 72,285 6.9% 0.5%

The increases in 2000 and 1999 retail energy sales
were primarily due to the strength of business and
economic conditions in the Company’s service area. In
2000, residential energy sales experienced a 6.8 percent
increase over the prior year primarily as a result of
warmer summer temperatures and cold winter weather
conditions compared to 1999. Assuming normal weather,
sales to retail customers are projected to grow
approximately 2.9 percent annually on average during
2001 through 2005.

Expenses

In 2000, total operating expenses of $2.7 billion were up
$235 million or 9.4 percent compared with the prior year.
This increase was mainly due to a $183 million increase in
fuel and purchased power costs, accompanied by a $23
million increase in maintenance expenses.

In 1999, total operating expenses of $2.5 billion
decreased $13 million or 0.5 percent compared with 1998.
This decline was mainly due to a $15 million net decrease
in fuel and purchased power costs and a $23 million
decrease in maintenance expense, offset by an increase in
taxes other than income taxes of $12 million.
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Fuel costs constitute the single largest expense for the
Company. The mix of fuel sources for generation of
electricity is determined primarily by system load, the unit
cost of fuel consumed, and the availability of hydro and
muclear generating units. The amount and sources of
generation and the average cost of fuel per net KWH
generated were as follows:

2000 1999 1998
Total generation
{billions of KWHs) 65 63 63
Sources of generation
{percent) --
Coal 72 72 72
Nuclear 19 20 8
Hydro 3 5 8
Oil & Gas 5 3 2
Average cost of fuel per net
KWH generated
(cents) — 1.54 144 154

In 2000, total fuel and purchased power costs of $1.3
billion increased $183 million (16 percent), while total
energy sales increased 4,658 million kilowatt bours (6.9
percent) compared with the amounts recorded in 1999,
Fuel and purchased power costs in 1999 decreased $15
million (1 percent) compared to 1998,

Purchased power consists of purchases from affiliates
in the Southern electric system and non-affiliated
companigs. Purchased power transactions among the
Company and its affiliates will vary from period to period
depending on demand, the availability, and the variable
production cost of generating resources at each company.
During 2000, parchased power transactions among the
Company and non-affiliates increased $72 miilion (77
percent) due to higher costs associated with these energy
purchases and to offset decreased hydro generation, which
was down significantly compared to 1999 as a result of
lower stream flows.

The 8.4 percent increase in maintenance expense in
2000 as compared to 1999 is primarily attributable to an
increase in the maintenance of overhead distribution lines
and additional accruals to partially replenish the natural
disaster reserve. The 7.5 percent decrease in maintenance
expenses in 1999 is primarily attributable to a decrease in
distribution expenses.

Depreciation and amortization expense increased 4.9
percent in 2000 and 2.6 percent in 1999. These increases
refiect additions to property, plant, and equipment.

Taxes other than income taxes increased $5 miltion
(2.5 percent) in 2000 as compared to 1999, This increase
is attributable to increases in real and personal property
taxes and public utility license taxes.

Total net interest and other charges increased $7
million (2.7 percent) in 2000. This increase results
primarily from an increase in interest on long-term debt
offset by a decrease in other interest charges. Total net
interest and other charges decreased $38 million (12.3
percent) in 1999 primarily from a decrease in the
amortization of premiums on reacquired debt pursuant to
an APSC order. See Note 3 to the financial statements
under “Retail Rate Adjustment Procedures’ for additional
details.

Effects of Inflation

‘The Company is subject to rate regulation and income tax
laws that are based on the recovery of historical costs.
Therefore, inflation creates an economic loss because the
Company is recovering its costs of investments in dollars
that have less purchasing power. While the inflation rate
has been relatively low in recent years, it continues to
have an adverse effect on the Company because of the
large investment in utility plant with long economic lives.
Conventional accounting for historical cost does not
recognize this economic loss nor the partially offsetting
gain that arises through financing facilities with fixed-
meney obligations, such as long-term debt and preferred
securities. Any recognition of inflation by regulatory
authorities is reflected in the rate of return ailowed.

Future Earnings Potential

The results of operations for the past three years are not
necessarily indicative of future earnings potential. The
level of future earnings depends on numerous factors.
The major factor is the ability of the Company to achieve
energy sales growth while containing cost in a more
competitive environment.

The Company currently operates as a vertically
integrated utility providing electricity to customers within
its traditional service area located in the state of Alabama,
Prices for electricity provided by the Company to retail
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customers are sef by the APSC under cost-based
regulatory principles.

Future earnings for the traditional business in the near
term will depend upon growth in energy sales, which is
subject to a number of factors. These factors include
weather, competition, new short and long-term contracts
with neighboring utilities, energy conservation practiced
by customers, the elasticity of demand, and the rate of
economic growth in the Company’s traditional service
area.

The electric utility industry in the United States is
continuing to evolve as a result of regulatory and
competitive factors. Among the primary agents of change
has been the Energy Policy Act of 1992 (Energy Act).
The Energy Act allows independent power producers
(IPPs) to access a utility’s transmission network in order
to sell electricity to other utilities, This enhances the:
incentive for IPPs to build cogeneration plants for a
utility’s large industrial and/or commercial customers and
sell excess energy generation to other utilities. Also,
electricity sales for resale rates are affected by wholesale
transmission access and numerous potential new energy
suppliers, including power marketers and brokers.

Although the Energy Act does not permit retail
customer access, it was a major catalyst for the current
restructuring and consolidation taking place within the
utility industry. Numerous federal and state initiatives are
in varying stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider. Some
states have approved initiatives that result in a separation
of the ownership and/or operation of generating facilities
from the ownership and/or operation of transmission and
distribution facilities. While various restructuring and
competition initiatives have been discussed in Alabama,
none have been enacted. In Qctober 2000, the APSC
completed a two-year study of electric industry
restructuring, concluding that (i) restructuring of the
electric utility industry in Alabama was not in the public
interest and (ii) the APSC itself would not mandate retail
competition or electric industry restructuring without
enabling state legislation. Electric utility restructuring
would require numerous issues to be resolved, including
significant ones relating to.recovery of any stranded
investments, full cost recovery of energy produced, and
other issues related to the current energy crisis in
California. As a result of this crisis, many states have

either discontinued or delayed implementation of
initiatives involving retail deregulation. The inability of
the Company to recover its investments, including the
regulatory assets described in Note 1 to the financial
statements, could have a material adverse effect on the
Company’s financial statements.

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability in
markets that evolve with changing regulation.

Conversely, if the Company does not remain a low-cost
producer and provide quality service, then energy sales
growth could be limited, and this could significantly erode
earnings.

On December 20, 1999, the Federal Energy Regulatory
Commission (FERC) issued its final rule on Regional
Transmission Organizations (RTOs). The order
encouraged utilities owning transmission systems to form
RTOs on a voluntary basis. After participating in the
regional conferences with customers and other members
of the public to discuss the formation of RTOs, utilities
were required to make a filing with the FERC. Southern
Company and its integrated southeast utility subsidiaries,
inchuding the Company, filed on October 16, 2000, a
proposal for the creation of an RTO. The proposal is for
the formation of a for-profit company that would have
control of the bulk power transmission system of the
Company and any other participating utilities.
Participants would have the option to either maintain their
ownership, divest, sell, or lease their assets to the
proposed RTO. If the FERC accepts the proposal as filed,
the creation of an RTO is not expected to have a material
impact on the Company’s financial statements. The
outcome of this matter cannot now be determined.

The Energy Act amended the Public Utility Holding
Company Act of 1935 (PUHCA) to allow holding
companies to form exempt wholesale generators to sell
power largely free of regulation under PUHCA. These
entities are able to own and operate power generating
facilities and sell power to affiliates—under certain
restrictions.

The Company is constructing 1,230 megawatts of
wholesale generating facilities in Autaugaville, Alabama
to begin operation in 2003. Half of this capacity has been
certified by the APSC to serve the Company’s retail
custorners for seven years. The other half of the capacity
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will be s0ld into the wholesale market and will not affect
retail rates.

Southern Company is aggressively working to maintain
and expand its share of wholesale sales in the
southeastern power markets. In January 2001, Southern
Company announced the formation of a new subsidiary—
Southern Power Company (SPC). The new subsidiary
will own, manage, and finance wholesale generating
assets in the Southeast. SPC will be the primary growth
engine for Southem Company’s market-based energy
business. Energy from its assets will be marketed to
wholesale customers under the Southem Company name.

Currently, the Company plans to transfer the generating
facilities under construction in Autaugaville to SPC in
2001. The Company will enter into a purchased power
agreement for half of the capacity of these generating
facilities to serve its territorial customers.

In accordance with Financial Accounting Standards
Board (FASB) Statement No. 87, Employers® Accounting
for Pensions, the Company recorded non-cash income of
approximately $54 million in 2000. Pension plan income
in 20601 is expected to be less as a result of plan
amendments. Future pension income is dependent on
several factors including trust eamings and changes to the
plan. For more information, see Note 2.

Rates to retail customers served by the Company are
regulated by the APSC. Rates for the Company can be
adjusted periodically within certain limitations based on
earned retail rate of return compared with an allowed
return, There is a moratorium on any periodic retail rate
increases (but not decreases) until July 2001.

In December 1995, the APSC issued an order
authorizing the Company to reduce balance sheet items
-- such as plant and deferred charges -- at any time the
Company’s actual base rate revenues exceed the budgeted
revenues. In April 1997, the APSC issued an additional
order autherizing the Company to reduce balance sheet
asset itemns. This order authorizes the reduction of such
items up to an amount equal to five times the total
estimated annual revenue reduction resulting from future
rate reductions initiated by the Company.

In April 2000, the APSC approved an amendment to
the Company’s existing rate siructure to provide for the
recovery of retail costs associated with certified

purchased power agreements. In November 2000, the
APSC certified a seven-year purchased power agreement
pertaining to 615 megawatts of the Company’s wholesale
generating facilities under construction in Autaugaville,
Alabama, all of which will be delivered in 2003, In
addition, the APSC certified a seven-year purchased
power agreement with a third party for approximately 630
megawatts; one half of the power will be delivered in
2003 while the remaining half is scheduled for delivery in
2004.

The Company is involved in various matters being
litigated. See Note 3 to the financial statements for
information regarding material issues that could possibly
affect future earnings.

Compliance costs related to current and future
environmental laws and regulations could affect earnings
if such costs are not fully recovered. The Clean Air Act
and other important environmental items are discussed
later under “Environmental Matters.”

The staff of the Securities and Exchange Commission
(SEC) has questioned certain of the current accounting
practices of the electric utility industry -- including the
Company — regarding the recognition, measurement, and
classification in the financial statements of
decommissioning costs for miclear generating facilities.

In response to these questions, the FASB is reviewing the
accounting for liabilities related to the retirement of long-
lived assets, including nuclear decommissioning. If the
FASB issues new accounting rules, the estimated costs of
retiring the Company’s nuclear and other facilities may be
required to be recorded as liabilities in the Balance Sheets.
Also, the annual provisions for such costs could change.
Because of the Company’s current ability to recover asset
retirement costs through rates, these changes would not
have a significant adverse effect on results of operations.
See Note 1 to the financial statements under “Depreciation
and Nuclear Decommissioning” for additional
information.

The Company is subject to the provisions of FASB
Statement No. 71, Accounting for the Effects of Certain
Types of Regulation. In the event that a portion of the
Company’s operations is no longer subject io these
provisions, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable, and determine if any other assets
have been impaired. See Note 1 to the financial statements
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under “Regulatory Assets and Liabilities” for additional
information. '

New Accounting Standard

In June 2000, FASB issued Statement No. 138, an
amendment of Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities. Statement
No. 133, as amended, establishes accounting and
reporting standards for derivative instruments and for
hedging activities. Statement No. 133 requires that
certain derivative instruments be recorded in the balance
sheet as either an asset or liability measured at fair value,
and that changes in the fair value be recognized currently
in earnings unless specific hedge accounting criteria are
met.

The Company utilizes financial instruments to reduce
its exposure to changes in foreign currency exchange
rates. The Company also enters into commodity related
forward contracts to limit exposure to changing prices on
certain fuel purchases and electricity purchases and sales.

Substantially all of the Company’s bulk energy
purchases and sales meet the definition of a derivative
under Statement No. 133, In many cases, these
transactions meet the normal purchase and sale exception
and the related contracts will continue to be accounted for
under the accrual method. Certain of these instruments
qualify as cash flow hedges resulting in the deferral of
related gains and losses in other comprehensive income
until the hedged transactions occur. Any ineffectiveness
will be recognized cutrently in net income. However,
others will be required to be marked to market through
current period income. :

The Company adopted Statement No. 133 effective
January 1, 2001, with no material impact. The application
of the new rules is still evolving and further guidance
from FASB is expected, which could additionally irnpact
the Company’s financial statements.

Exposure to Market Risk

Due to cost-based rate regulation, the Company has -
limited exposure to market volatility in interest rates,
commaodity fuel prices, and prices of electricity. To
mitigate residual risks relative to movements in electricity
prices, the Company enters into fixed price contracts for
the purchase and sale of electricity through the wholesale
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electricity market. Realized gains and losses are
recognized in the income statement as incurred. At
December 31, 2000, exposure from these activities was
not material to the Company’s financial position, results
of operations, or cash flows. Also, based on the
Company’s overall interest rate exposure at December 31,
2000, a near-term 100 basis point change in interest rates
would not materially affect the financial statements.

FINANCIAL CONDITION
Overview

The Company’s financial condition remained stable in
2000. This stability is the continuation over recent years
of growth in retail energy sales and cost control measures
combined with a significant lowering of the cost of
capital, achieved through the refinancing and/or
redemption of higher-cost long-term debt and preferred
stock.

The Company had gross property additions of $871
million in 2000. The majority of funds needed for gross
property additions for the last several years have been
provided from operating activities, principally from
earnings and non-cash charges to income such as
depreciation and deferred income taxes. The Statements
of Cash Flows provide additional details.

Capital Structure

The Company’s ratio of common equity to total
capitalization -- including short-term debt -- was 42.2
percent in 2000 and 42.4 percent in 1999 and 1998.

During 2000, the Company issued $250 million of
senior notes, the proceeds of which were used primarily to
repay short-terrn indebtedness.

Capital Requirements

Capital expenditures are estimated to be $735 million for
2001, $891 million for 2002, and $625 million for 2003.
See Note 4 to the financial statements for additional
details.

Actual construction costs may vary from estimates
because of changes in such factors as: business
conditions; environmental regulations; nuclear plant
regulations; load projections; the cost and efficiency of
construction labor, equipment, and materials; and the cost
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of capital. In addition, there can be no assurance that
costs related to capital expenditures will be fully
recovered,

Other Capital Requirements

The Company will continue to retire higher-cost debt and
preferred stock and replace these obligations with lower-
cost capital if market conditions permit.

Environmental Matters

In November 1990, the Clean Air Act Amendments
(Clean Air Act) were signed into law, Title IV of the
Clean Air Act -- the acid rain compliance provision of the
law — significantly affected the integrated Southeast
utility subsidiaries of Southern Company, including the
Company. Specific reductions in sulfur dioxide and
nitrogen oxide emissions from fossil-fired generating
plants were required in two phases. Phase I compliance
began in 1995 and some 50 generating plants within the
operating companies of Southern Company were brought
into compliance with Phase I requirements.

Southern Company achieved Phase I sulfur dioxide
compliance at the affected plants by switching to low-
sulfur coal, which required some equipment upgrades.
Construction expenditures for Phase I compliance totaled
approximately $25 million for the Company.

Phase II sulfur dioxide compliance was required in

2000. The Company used emission allowances and fuel

switching to comply with Phase II requirements. Also,
equipment to control nitrogen oxide emissions was
installed on additional system fossil-fired units as
necessary to meet Phase II limits. Compliance with Phase
1l increased total construction expenditures through 2000
by $63 million

The cpe-hour czone non-attainment standards for the
Birmingham area have been set and must be implemented
in May 2003. Two generating plants will be affected in
the Birmingham area. Additional construction
expenditures for compliance with these new rules are
currently estimated at approximately $230 million.

In July 1997, the Environmental Protection Agency
(EPA), revised the national ambient air quality standards
for ozone and particulate matter. This revision made the
standards significantly more stringent. In the subsequent
litigation of these standards, the U, S. Supreme Court

 recently dismissed certain challenges but found the EPA’s

implementation program for the new ozone standard
unlawful and remanded it to the EPA. In addition, the
Federal District of Columbia Circuit Court of Appeals
will address other legal challenges to these standards in
mid-2001. If the standards are eventually upheld,
implementation could be required by 2007 1o 2010.

In September 1998, the EPA issued the final regional
nitrogen oxide reduction rules to the states for '
implementation. Compliance is required by May 31,
2004. The final rule affects 21 states including Alabama.
If standards and rules for implementation are upheld, the
additional construction expenditures for compliance are
estimated at approximately $189 million.

A significant portion of costs related to the acid rain
and ozone non-attainment provisions of the Clean Air Act
is expected to be recovered through existing ratemaking
provisions. However, there can be no assurance that all
Clean Air Act costs will be recovered.

On November 3, 1999, the EPA brought a civil action
against the Company in the U. S, District Court. The
complaint alleges violations of the prevention of
significant deterioration and new source review

_ provisions of the Clean Air Act with respect to coal-fired

generating facilities at the Company’s Plants Miller,
Barry, and Gorgas. The civil action requests penalties and
injunctive relief, including an order requiring the
installation of the best available control technology at the
affected units. The EPA concurrently issued a notice of
violation to the Company relating to these specific
facilities, as well as Plants Greene County and Gaston. In
early 2000, the EPA filed a motion to amend its complaint
to add the violations alleged in its notice of violation. The
complaint and notice of violation are similar to those
brought against and issued to several other electric
utilities. The complaint and notice of violation allege that
the Company had failed to secure necessary permits or
install additional pollution control equnipment when
performing maintenance and construction at coal burning
plants constructed or under construction prior to 1978.

On August 1, 2000, the U.S. District Court granted the
Corapany’s motion to dismiss for lack of jurisdiction in
Georgia and granted the system service company’s motion
to dismiss on the grounds that it neither owned nor
operated the generating units involved in the proceedings.
On January 12, 2001, the EPA re-filed its claims against
the Company in federal district court in Birmingham,
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Alabama. The EPA did not include the system service
company in the new complaint. The Company believes
that it complied with applicable laws and EPA regulations
and interpretations in effect at the time the work in
question took place. The Clean Air Act authorizes civil
penalties of up to $27,500 per day per violation at each
generating unit. Prior to January 30, 1997, the penalty
was $25,000 per day. An adverse outcome of this matter
could require substantial capital expenditures that cannot
be determined at this time and possibly require payment
of substantial penalties. This could affect future results of
operations, cash flows, and possibly financial condition if
such costs are not recovered through regulated rates.

In December 2000, the EPA completed its utility
studies for mercury and other hazardous air pollutants
(HAPS) and issued a determination that an emission
control program for mercury and perhaps, other HAPS is
warranted. The program is to be developed over the next
four years under the Maximum Achievable Control
Technology (MACT) provisions of the Clean Air Act.
This determination is being challenged in the courts. In
January 2001, the EPA proposed guidance for the
determination of Best Available Retrofit Technology
{BART) emission controls under the Regional Haze
Regulations. Installation of BART controls would likely
be required around 2010. Litigation of the BART rules is
probable in the near future.

Implementation of the final state rules for these
initiatives could require substantial further reductions in
nitrogen oxide, sulfur dioxide, mercury, and other HAPS
emissions from fossil-fired generating facilities and other
industries in these states. Additional compliance costs
and capital expenditures resulting from the
implementation of these rules and standards cannot be
determined until the resulis of legal challenges are known,
and the states have adopted their final rules, Reviews by
the new administration in Washington, D.C. add to the
uncertainties associated with BART guidance and the
MACT determination for mercury and other HAPS.,
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The EPA and state environmentsl regulatory agencies
are reviewing and evaluating various other matters -
including: control strategies to reduce regional haze;
limits on pollutant discharges to impaired waters; water
intake restrictions; and hazardous waste disposal
requirements. The impact of any new standards will
depend on the development and implementation of
applicable regulations.

The Company must comply with other environmental
laws and regulations that cover the handling and disposal
of hazardous waste. Under these various laws and
regulations, the Company could incur substantial costs to
clean up properties. The Company conducts studies to
determine the extent of any required cleanup costs and
will recognize in the financial statements costs to clean up
known sites. The Company has not incurred any cleanup
costs to date.

Several major pieces of environmental legislation are
being considered for reauthorization or amendment by
Congress. These include: the Clean Air Act; the Clean
‘Water Act; the Comprehensive Environmental Response,
Compensation, and Liability Act; the Resource
Conservation and Recovery Act; the Toxic Substances
Conirel Act; and the Endangered Species Act. Changes to
these laws could affect many areas of the Company’s
operations. The full impact of any such clnmges cannot
be determined at this time.

Compliance with possible additional legislation related
to global climate change, electromagnetic fields, and other
environmental and health concerns could significantly
affect the Company. The impact of new legislation — if
any ~- will depend on the subsequent development and
implementation of applicable regulations. In addition, the
potential exists for liability as the result of lawsuits
alleging damages caused by eleciromagnetic fields.

Sources of Capital

The Company plans to obtain the funds required for
construction and other purposes from sources similar to
those used in the past, which were primarily from internal
sources. However, the type and timing of any financings
— if needed — will depend on market conditions and
regulatory approval. In recent years, financings primarily
have utilized unsecured debt and trust preferred securities.



MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

Alabama Power Company 2000 Annual Report

As required by the Nuclear Regulatory Commission
and as ordered by the APSC, the Company has established
external trust funds for nuclear decommissioning costs.

In 1994, the Company also established an external trust
fund for postretirement benefits as ordered by the APSC,
The cumulative effect of funding these items over a long
period will diminish internally funded capital and may
require capital from other sources. For additional
information concerning nuclear decommissioning costs,
see Note 1 to the financial statements under “Depreciation
and Nuclear Decommissioning.”

Cautionary Statement Regarding Forward-Looking
Information '

This Annual Report includes forward-looking statements
in addition to historical information. Forward-locking
information includes, among other things, statements
concerning projected retail sales growth and scheduled
completion of new generation. In some cases, forward-
looking statements can be identified by terminology such
as « may,” (1 Wiu,” 111 ShOI.lld,” [ expects,“ &% plans,”
“anticipates,” “believes,” “estimates,” “predicts,”
“potential” or “continne” or the negative of these terms
or other comparable terminology. The Company cautions

that there are various important factors that could cause
actual resuits to differ materially from those indicated in
the forward-looking statements; accordingly, there can be
no assurance that such indicated results will be realized.
These factors include the impact of recent and future
federal and state regulatory change, including legislative
and regulatory initiatives regarding dereguiation and
restructuring of the electric utility industry and also
changes in environmental and other laws and regulations
to which the Company is subject, as well as changes in
application of existing laws and regulations; current and
future litigation, including the pending EPA civil action
against the Company; the extent and timing of the entry of
additional competition in the markets of the Company;
potential business strategies, including acquisitions or
dispositions of assets or businesses, which cannot be
assured to be completed or beneficial; internal
restructuring or other restructuring options, that may be
pursued by the Company; state and federal rate regulation
in the United States; political, legal and economic
conditions and developments in the United States;
financial market conditions and the results of financing
efforts; the impact of fluctuations in commaodity prices,
interest rates and customer demand; weather and other
natural phenomena; the ability of the Company to obtain
additional generating capacity at competitive prices; and
other factors discussed elsewhere herein and in other
reports (including Form 10-K) filed from time to time by
the Company with the SEC.
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2000 1999 1998
(in thousands)
Operating Revennes:
Retail sales $2,952,707 $2,811,117 $2,780,677
Sales for resale —
Non-affiliates 461,730 415,377 448,973
Affiliates 166,219 92,439 103,562
Other revenues 86,805 66,541 53,161
Total operating revenues 3.667.461 3,385,474 3,386,373
Operating Expenses:
Operati
Fuel . 963,275 855,632 900,300
Purchased power --
Non-affiliates 164,881 93,204 92,998
Affiliates 184,014 180,563 150,897
Other 538,529 531,696 527,954
Maintenance 301,046 277,724 300,383
Depreciation and amortization 364,618 347,574 338,822
Taxes other than income taxes 209.673 204,645 193,049
‘Total operating expenses _ 2,726,036 2,491,038 2,504,412
Operating Income 941,425 894.436 881,961
Other Income (Expense):
Interest income 38,167 55,896 68,553
Equity in earnings of unconsolidated subsidiaries (Note 5) 3,156 2,650 5,271
Other, net (7.909) (24,861) (37,050}
Earnings Before Interest and Income Taxes 974,839 928,121 918,735
Interest and Other: _
Interest expense, net 251,663 245,235 285,940
Distributions on preferred securities of subsidiary (Note 8) 25,549 24,662 22,354
Total interest and other, net 277,212 269.897 308,294
Earnings Before Income Taxes 697,627 658,224 610,441
Income taxes (Note 7} _261,585 24].880 218,575
Net Income 436,072 416,344 391,866
Dividends on Preferred Stock 16,156 16,464 14,643
Net After Dividends on Preferred Stock $ 419916 $ 399,880 $ 377,223

The accompanying notes are an mtesml of these statemnents.
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2000 1999 1998
{in thousands)
Operating Activities:
Net income $ 436,072 $ 416,344 $ 391,866
Adjustments to reconcile net income
to net cash provided from operating activities -
Depreciation and amortization 412,998 403,332 425,167
Deferred income taxes and investment tax credits, net 66,166 29,039 79,430
Other, net (37,703) (12,661) (66,739)
Changes in certain current assets and liabilities -
Receivables, net (125,652) 33,509 49,747
Fossil fuel stock 23,967 (1,344) (9,052)
Materials and supplies {10,662) {17,968) 11,932
Accounts payable 107,702 (38,556) 26,583
Energy cost recovery, retail (69,190) (97,869) {95,427)
Other 23336 5,930 (9,803)
Net cash provided from operating activities 827,034 719,756 803,704
Tavesting Activities:
Gross property additions (870,581) (809,044) (610,132)
Other (49,414) (72,218) (52,940)
Net cash used for investing activities (919,995) {881,262) (663,072)
Financing Activities:
Increase (decrease) in notes payable, net 184,519 96,824 (306,882)
Proceeds --
Cther long-term debt 250,000 751,650 1,462,990
Preferred securities - 50,000 -
Preferred stock - - 200,000
Capital contributions from parent company 204,371 204,347 30,000
Redemptions - .
First mortgage bonds (111,009) (470,000) (771,108}
Other long-term debt (5,987) (104,836) (107,776)
Preferred stock - (50,000) (88,000)
Payment of preferred stock dividends (16,110) {15,788) {15,596)
Payment of common stock dividends (417,100) (399,600) (367,100}
Other (951) (15,864) (66.869)
Net cash provided from financing activities 87,733 46,733 (30,341)
Net Change in Cash and Cash Equivalents (5,228) (114,773) 110,291
Cash and Cash Egmva ents at Beggmng of Period 19.475 134,248 23,957
h Equivaien: ] 5 14,247 _$ 19475 _$ 134248
Supplemental Cash Flow Informatmn.
Cash paid during the pericd for -
Interest (net of amount capitalized) $237,066 $229.305 $234,360
Income taxes (net of refunds) 175,303 170,121 188,942

The accompanying notes are an integral part of these statements.
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Assets 2000 1999
{in thousands}
Current Assets:
Cash and cash equivalents $ 14,247 $ 19475
Receivables -
Customer accounts receivable 337,870 265,900
Under-recovered retail fuel clause revenue 237,817 168,627
Other accounts and notes receivable 60,315 42,137
Affiliated companies 95,704 40,083
Accumulated provision for uncollectible accounts (6,237 4,117
Refundable income taxes - 17,997
Fossil fuel stock, at average cost 60,615 84,582
Materials and supplies, at average cost 178,299 167,637
Other 52,624 46,011
Total current assets 1,031,254 848,332
Property, Plant, and Equipment:
In service 12,431,575 11,783,078
Less accumulated provision for depreciation 5.107.822 4.501,384
7,323,753 6,881,694
Nuclear fuel, at amortized cost 94,050 106,836
Construction work in progress 744.974 715,153
Total property, plant, and equipment 8.162.777 7.703,683
Other Property and Investments: '
Equity investments in unconsolidated subsidiaries (Note 5) . 38,623 34,891
Nuclear decommissioning trusts 313,895 286,653
Other 13,612 12,156
Total other property and investments 366,130 333,700
Deferred Charges and Other Assets:
Deferred charges related to income taxes (Note 7) 345,550 330,405
Prepaid pension costs 268,259 213,971
Debt expense, being amortized 8,758 9,563
Premium on reacquired debt, being amortized 76,020 83,895
Department of Energy assessments 24,588 27,685
QOther 95,772 97.470
Total deferred charges and other assets 818,947 762,989
Jotal Assets $10.379,108 59648704

The accompanying notes are an integral part of these balance sheets.
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Liabilities and Stockholder's Equity 2000 1999
(in thousands)

Current Liabilities:
Securities due within one year (Note 10) $ 844 $ 100,943
Notes payable ' 281,343 96,824
Accounts payable --

Affiliated 124,534 91,315

Other ) . 209,205 140,842
Customer deposits 36,814 31,704
Taxes accrued --

Income taxes 65,505 100,569

Other 19,471 18,295
Interest accrued 33,186 26,365
Vacation pay accrued 31,711 30,112
Other 97,743 _84.267
Total current liabilities 900,356 721,236
Long-term debt (See accompanying statements) 3,425,527 3,190,378
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 7) 1,401,424 1,240,344
Deferred credits related to income taxes (Note 7) 222,485 265,102
Accumulated deferred investment tax credits 249,280 260,367
Employee benefits provisions 84,816 82,298
Prepaid capacity revenues (Note 6) 58,377 79,703
Other 176,559 155,901
Total deferred credits and other liabilities 2,192,941 2,083,715

Company obligated mandatorily redeemable preferred
securities of subsidiary trusts holding company junior

subordinated notes (See accompanying statements) (Note 8) 347.000 347,000
Cumulative preferred stock (See accompanying statements) 317,512 317,512
Common stockholder $ equity (See acwtemenm) 3,195,772 2, 988 863

$10,379,108 $9.64

Thcaccompanymgnotesare an mtegralpa:t of these balanoe sheets.
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2000 1999 2000 1999
(in thousands) (percent of total)
Long-Term Debt:
First mortgage bonds -
Maturity Interest Rates
March 1, 2000 6.00% 3 - $ 100,000
2023 through 2024 7.30% - 9.00% 488.991 500,000
Total first mortgape bonds 488,991 600,000
Senior notes —
5.35% due November 15, 2003 156,200 156,200
7.850% due May 15, 2003 250,000 -
7.125% due August 15, 2004 250,000 250,000
5.49% due November 1, 2005 225,000 225,000
7.125% due October 1, 2607 200,000 200,000
5.375% due October 1, 2008 160,000 160,000
6.25% to 7.125% due 2010-2048 1,202,581 1,207,622
Total senior notes 2443781 2,198 822
Other long-term debt --
Pollution control revenue bonds --
Collateralized:
5.50% due 2024 24,400 24,400
Variable rates (4.73% to 5.05% at 1/1/01)
due 2015-2017 89,800 89,800
Non-collateralized:
6.69% due 2021 65,000 -
Variable rates (3.50% to 5.30% at 1/1/01)
due 2021-2028 360,940 425,940
Total other long-term debt (Note 9) 540,140 540,140
Capitalized lease obligations 4,165 5,111
Unamortized debt premium (discount}), net (50,706) (52,752)
Total long-term debt (annual interest _
requirement -- $179.6 million) 3,426,371 3,291,321
Less amount due within one year 844 100,943
L ong-term debt excluding amount due within one year $3.425,527 _$3,190,378 46.9% 46.6%
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2000 1999 2000 1999
{in thousands) (percent of total)
Company Obligated Mandatorily
Redeemable Preferred Secarities: (Note 8)
$25 liquidation value -~
7.375% $ 97,000 $ 97,000
7.60% 200,000 200,000
Auction rate {6.52% at 1/1/01} 50,000 50,000
Total (annual distribution requirement -- $25.6 million) 347,000 347,000 4.8 5.1
Cumulative Preferred Stock:
$100 par or stated value --
4.20% to 4.92% 47,512 47,512
$25 par or stated value -
5.20% to 5.83% 200,000 200,000
Auction rates - at 1/1/01
5.14% t0 5.25% 70,000 70,000
Total (annual dividend requirement — $16.5 million) 317,512 317,512 4.4 4.6
Common Stockholder's Equity:
Common stock, par value $40 per share -
Authorized - 6,000,000 shares
Qutstanding - 5,608,955 shares in 2000 and 1999
Par value 224,358 224,358
Paid-in capital 1,743,363 1,538,992
Premium on Preferred Stock - 99 99
Retained earnings 1,227,952 1,225,414
Total common stockholder's equity 3,195,772 2,988,863 43.9 43.7
italizati 57,285 8 36

]

The accompanying notes are an integral part of these statements.
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Premium on

Common Paid-In Preferred  Retained
Stock Capital Stock Earnings Total
{in thousands)
Balance at January 1, 1998 $224.358  $1,304,645 $99  $1,221.467 $2,750,569
Net income after dividends on preferred stock - - - 377,223 377,223
Capital contributions from parent company - 30,000 - = 30,000
Cash dividends on common stock - - - (367,100) (367,100)
Other - - - (6,623 (6,625)
Balance at December 31, 1998 224,358 1,334,645 99 1,224,965 2,784,067
Net income after dividends on preferred stock - - - 399,880 399,880
Capital contributions from parent company - 204,347 - = 204,347
Cash dividends on common stock = o - (399,600) (399,600)
Other = - - 169 169
Balance at December 31, 1999 224358 1,538,992 99 1,225,414 2,988,863
Net income after dividends on preferred stock - - - 419,916 419,916
Capital contributions from parent company o 204,371 - - 204,371
Cash dividends on common stock - = - (417,100) (417,100)
Other - - _- 278) (278)
Balance at December 31, 2000 $224,358  $1,743,363 $99  $1.227952  $3,195,772

The accompanying notes are an integral part of these statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES :

General

Alabama Power Company (the Company) is a wholly
owned subsidiary of Southern Company, which is the
parent company of five integrated Southeast utilities, a
system service company (SC8), Southern
Communications Services (Southern LINC), Southem
Company Energy Solutions, Southern Nuclear Operating
Company (Southern Nuclear), Mirant Corporation—
formerly Southern Energy, Inc.-- and other direct and
indirect subsidiaries. The integrated Southeast utilities --
Alabama Power Company, Georgia Power Company, Gulf
Power Company, Mississippi Power Company, and
Savannah Electric and Power Company-- provide electric
service in four states. Confracts among the integrated
Southeast utilities — related to jointly-owmed generating
facilities, interconnecting transmission lines, and the
exchange of electric power - are regulated by the Federal
Energy Regulatory Commission (FERC) and/or the
Securities and Exchange Commission {SEC). SCS
provides, at cost, specialized services to Southern
Company and its subsidiary companies. Southern LINC
provides digital wireless communications services to the
integrated Southeast utilities and also markets these
services to the public within the Southeast. Southern
Company Energy Solutions develops new business
opportunities related to energy products and services.
Southern Nuclear provides services to Southem
Company’s nuclear power plants. Mirant acquires,
develops, builds, owns, and operates power production
and delivery facilities and provides a broad range of
energy-related services to utilities and industrial
companies in selected countries around the world. Mirant
businesses include independent power projects, integrated
utilities, a distribution company, and energy trading and
marketing businesses outside the southeastern United
States.

Southern Company is registered as a holding company
under the Public Utility Holding Company Act of 1935
(PUHCA). Both Southern Company and its subsidiaries
are subject to the regulatory provisions of the PUHCA.
The Company is also subject to regulation by the FERC
and the Alabama Public Service Commission (APSC).
The Company follows accounting principles generally
accepted in the United States and complies with the
accounting policies and practices prescribed by its
respective regulatory commissions. The preparation of

financial statements in conformity with accounting
principles generally accepted in the United States requires
the use of estimates, and the actual results may differ from
those estimates.

Certain prior years’ data presented in the financial
statements have been reclassified to conform with current
year presentation.

Related-Party Transactions

The Company has an agreement with SCS under which
the following services are rendered to the Company at
cost: general and design engineering, purchasing,
accounting and statistical, finance and treasury, tax,
information resources, marketing, auditing, insurance and
pension administration, human resources, systems and
procedures, and other services with respect to business
and operations and power pool transactions. Costs for
these services amounted to $187 million, $218 million,
and $201 million during 2000, 1999, and 1998,
respectively.

The Company also has an agreement with Southern
Nuclear to operate Plant Farley and provide the following
nuclear-related services at cost: general executive and
advisory services; general operations, management and
technical services; administrative services including
procurement, accounting, statistical, and employee
relations; and other services with respect to business and
operations. Costs for these services amounted to $148
million, $135 million, and $137 million during 2000,
1699, and 1998, respectively.

Regulatory Assets and Lizbilities

The Company is subject to the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. Regulatory assets represent probable future
revenues associated with certain costs that are expected
to be recovered from customers through the ratemaking
process. Regulatory liabilities represent probable future
reductions in revenues associated with amounts that are
expected to be credited to customers through the
ratemaking process.
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Regulatory assets and (liabilities) reflected in the
Balance Sheets at December 31 relate to the following:

- 2000 1999
(in millions}

Deferred income tax charges $ 346 $330
Deferred income tax credits (222) (265)
Premium on reacquired debt 76 84
Department of Energy assessments 25 23
Vacation pay 32 30
Natural disaster reserve (18) (19)
Other, net 30 59
Total $ 269 $247

In the event that a pertion of the Company’s operations
is no longer subject to the provisions of FASB Statement
No. 71, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable through regulated rates. In
addition, the Company would be required to determine if
any impairment to other assets exists, including plant, and
write down the assets, if impaired, to their fair values,

Revenues and Fuel Costs

The Company cuirently operates as a verticaily integrated
utility providing electricity to retail customers within its
fraditional service area located within the state of Alabama,
and to wholesale customers in the southeast. Revenues are
recognized as services are rendered. Unbilled revenues are
accrued at the end of each fiscal period. Fuel revenues
have no effect on net income because they represent the
recording of revenues to offset fuel expenses, including the
fuel component of purchased energy, Fuel rates billed to
customers are designed to fully recover fluctuating fuel
costs over a period of time. Higher natural gas prices and
decreased hydro production combined with increased costs
of purchased power have resulted in a large under-recovery
of fuel costs at December 31, 2000. Effective January
2001, the Company’s fuel rate was increased to address this
under-recovery. The Company expects to significantly
reduce this balance over a three-year period.

The Company has a diversified base of customers. No
single customer or industry comprises 10 percent or more
of revenues. For all periods presented, uncollectible
accounts continue to average less than 1 percent of
revenues.

Fuel expense includes the amortization of the cost of
nuclear fuel and a charge, based on nuclear generation, for
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the permanent disposal of spent nuclear fuel. Total
charges for nuclear fuel included in fuel expense
amounted to $61 million in 2000, $63 million in 1999,
and $59 million in 1998.

The Company has a contract with the U.S. Department
of Energy (DOE) that provides for the permanent disposal
of spent nuclear fuel. The DOE failed to begin disposing
of spent fuel in January 1998 as required by the contract,
and the Company is pursuing legal remedies against the
government for breach of contract. Sufficient fuel storage
capacity is available at Plant Farley to maintain full-core
discharge capability until the refueling outage scheduled
in 2006 for Farley Unit 1 and the refueling outage
scheduled in 2008 for Farley Unit 2. Procurement of on-
site dry spent fuel storage capacity at Plant Farley is in
progress, with the intent to place the capacity in operation
as early as 2005.

Also, the Energy Policy Act of 1992 required the
establishment of & Uranium Enrichment Decontamination
and Decommissioning Fund, which is funded in part by a
special assessment on utilities with nuclear plants. This
assessment is being paid over a 15-year period, which
began in 1993. This fund will be used by the DOE for the
decontamination and decommissioning of its nuclear fuel
enrichment facilities. The law provides that utilities will
recover these payments in the same manner as any other
fuel expense. The Company estimates its remaining
liability under this law to be approximately $25 million at
December 31, 2000. This obligation is recognized in the
accompanying Balance Sheets,

Depreciation and Nuclear Decommissioning

Depreciation of the original cost of depreciable utility
plant in service is provided primarily by using composite
straight-line rates, which approximated 3.2 percent in
2000, 1999 and 1998. When property subject to
depreciation is retired or otherwise disposed of in the
normal course of business, its cost -- together with the
cost of removal, less salvage -- is charged to accumulated
provision for depreciation. Minor items of property
included in the original cost of the plant are retired when
the related property unit is retired. Depreciation expense
includes an amount for the expected cost of
decommissioning nuclear facilities and removal of other
facilities.

The Nuclear Regulatory Commission (NRC) requires all
licensees operating commercial nuclear power reactors to
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establish a plan for providing, with reasonable assurance,
funds for decommissioning. The Company has established
external trust funds to comply with the NRC’s regulations.
Amounts previously recorded in internal reserves are being
transferred into the external trust funds over periods
approved by the APSC. The NRC’s minimum external
funding requirements are based on a generic estimate of the
cost fo decommission the radioactive portions of a nuclear
unit based on the size and type of reactor. The Company
has filed plans with the NRC to ensure that -- over time --
the deposits and earnings of the external trust funds will
provide the minimum funding amounts prescribed by the
NRC.

Site study cost is the estimate to decommission the
facility as of the site study year, and ultimate cost is the
estimate to decommission the facility as of retirement
date, The estimated costs of decommissioning -- both site
study costs and ultimate costs — based on the most current
study for Plant Farley were as follows:

0

Site study basis (year) 1998
Decommissioning periods:
Beginning year 2017
Completion year 2031
_ (in millions}
Site study costs:
Radiated structures $629
Non-radiated structures 60
Total $689
~ {in millions)
Ultimate costs:
Radiated structures $1,868
Non-radiated structures 178
Total $2,046

The decommissioning cost estimates are based on
prompt dismantlement and removal of the plant from
service, The actual decommissjoning costs may vary
from the above estimates because of changes in the
assumed date of decommissioning, changes in NRC
requirements, or changes in the assumptions used in
making estimates.

Annual provisions for nuclear decommissioning are
based on an annuity method as approved by the APSC.
The amount expensed in 2000 and fund balances as of
December 31, 2000 were: '

(in millions)
Amount expensed in 2000 $18
Accumulated provisions:
External trust funds, at fair value $314
Internal reserves 38
Total $352

All of the Company’s decommissioning costs are
approved for recovery by the APSC through the
ratemaking process. Significant assumptions include an
estimated inflation rate of 4.5 percent and an estimated
trust earnings rate of 7.0 percent. The Company expects
the APSC to periodically review and adjust, if necessary,
the amounts collected in rates for the anticipated cost of
decommissioning,

Tocome Taxes

The Company uses the liability method of accounting for
deferred income taxes and provides deferred income taxes
for all significant income tax temporary differences.
Investment tax credits utilized are deferred and amortized
to income over the average lives of the related property.

Allowance For Funds Used During Construction
(AFUDC)

AFUDC represents the estimated debt and equity costs of
capital funds that are necessary to finance the construction
of new facilities. While cash is not realized cuurently
from such allowance, it increases the revenue requirement
over the service life of the plant through a higher rate base
and higher depreciation expense. The amount of AFUDC
capitalized was $43 million in 2000, $23 million in 1999,
and-$9 million in 1998. The composite rate used to
determine the amount of allowance was 9.6 percent in
2000, 8.8 percent in 1999, and 9.0 percent in 1998.
AFUDC, net of income tax, as a percent of net income
after dividends on preferred stock was 8.4 percent in
2000, 4.7 percent in 1999, and 1.8 percent in 1998.
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Property, Plant, and Equipment

Property, plant, and equipment is stated at original cost.
Original cost inciudes: materials; labor; minor items of
property; appropriate administrative and general costs;
payroll-related costs such as taxes, pensions, and other
benefits; and the estimated cost of funds used during
consiruction. The cost of maintenance, repairs and
replacement of minor items of property is charged to
maintenance expense. The cost of replacements of
property--exclusive of minor items of property--is
capitalized.

Financial Instruments

The Company uses derivative financial instruments to
hedge exposures to fluctuations in foreign currency
exchange rates and certain commodity prices. Gains and
losses on qualifying hedges are deferred and recognized
either in income or as an adjustment to the carrying
amount of the hedged item when the transaction occurs.

The Company is exposed to losses related to financial
instruments in the event of counterparties’
nonperformance. The Company has established controls
to determine and monitor the creditworthiness of
counterparties in order to mitigate the Company’s
exposure to counterparty credit risk. The Company is
unaware of any counterparties that will fail to meet their
obligations.

The Company has firm purchase commitments for
equipment that require payment in euros. As a hedge
against fluctuations in the exchange rate for euros, the
Company entered into forward currency swaps. The
notional amount is 16 million euros maturing in 2001
through 2002, At December 31, 2000, the unrecognized
gain on these swaps was approximately $1 million.
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Other Company financial instruments for which the
carrying amount did not equal fair value at December 31
are as follows:

Carrying Fair
Amount Value
(in millions)
Long-term debt: _
At December 31, 2000 $3,422 $3,375
At December 31, 1999 3,286 3,045
Preferred Securities:
At December 31, 2000 347 344
At December 31, 1999 347 299

The fair value for long-term debt and preferred
securities was based on either closing market prices or
closing prices of comparable instruments.

Cash and Cash Equivalents

For purposes of the financial statements, temnporary cash
investments are considered cash equivalents. Temporary
cash investments are securities with original maturities of
90 days or less.

Materials and Supplies

Generally, materials and supplies include the cost of
transmission, distribution, and generating plant materials.
Materials are charged to inventory when purchased and
then expensed or capitalized to plant, as appropriate,
when installed.

Natural Disaster Reserve

In accordance with an APSC order the Company has
established a Natural Disaster Reserve. The Company is
allowed to accrue $250 thousand per month, until the
maximum accumulated provision of $32 million is
attained. Higher accruals to restore the reserve to its
authorized level are allowed whenever the balance in the
reserve declines below $22.4 million. At December 31,
2000, the reserve balance was $18 million.

2. RETIREMENT BENEFITS

The Company has defined benefit, trusteed, pension plans
that cover substantially all employvees. The Company
provides certain medical care and life insurance benefits
for retired employees. Substantially all employees may
become eligible for snch benefits when they retire. The
Company funds trusts to the extent deductible under



NOTES {contioued)
Alabama Power Company 2000 Annual Report

federal income tax regulations or to the extent required by
the APSC and FERC.

In late 2000, the Company adopted several pension and
postretirement benefit plan changes that had the effect of
increasing benefits to both current and fiture retirees.

The effects of these changes will be to increase annual
pension and postretirement benefits cost by approximately
$8 million and $12 million, respectively.

The measurement date for plan assets and obligations
is September 30 of each year. The weighted average rates
assumed in the actuarial calcuiations for both the pension
and postretirement benefit plans were:

2000 1999
Discount 7.50% 7.50%
Annual salary increase ' 5.00 5.00
Long-term return on plan assets ~ 8.50 8.50

Pension Plan

Changes during the vear in the projected benefit
obligations and in the fair value of plan assets were as
follows:

Projected
Benefit Obligations
2008 1995
(in millions)
Balance at beginning of year $873 $868
Service cost 22 23
Interest cost 64 57
Benefits paid (51) {s1)
Actuarial gain and
employee transfers (8) - (24)
Balance at end of year 5900 $873
Plan Assets
2000 1999
(in millions)
Balance at beginning of year 51,647 51,461
Actual return on plan assets 302 245
Benefits paid (¢ 1)
Employee transfers 23 @
Balance at end of year $1,921 $1,647

The accrued pension costs recognized in the Balance
Sheets were as follows:

2000 1999
(in millions)
Funded status $1,021 §774
Unrecognized transition obligation n {25)
Unrecognized prior service cost 33 36
_Unrecognized net actuarial gain (765) (571)
Prepaid asset recognized in the

Balance Sheets $ 268 35214

Components of the pension plans’ net periodic cost
were as follows:

2000 1999 1998

(in millions)
Service cost $§ 23 $23 %22
Interest cost 64 57 59
Expected return on plan assets  (119) (109) (102)
Recognized net actuarial gain 20} (14) (16}

Net amortization ) 2
Net pension income $ (54 5 (45) $(3%)
Postretirement Benefits

Changes during the year in the accumulated benefit
obligations and in the fair value of plan assets were as
follows:

Accumulated
Benefit Obligations
2000 1999
(in millions)
Balance at beginning of year $264 $278
Service cost | 5
Interest cost 19 18
Benefits paid (12) (10)
Actuarial gain and
employee transfers {n 27
Balance at end of year $264 $264
Plan Assets
2000 1999
(in millions)
Balance at beginning of year $161 $137
Actual return on plan assets 25 18
Employer contributions 18 16
Benefits paid (12) (10)
Balance at end of vear $192 3161
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The accrued postretirement costs recognized in the
Balance Sheets were as follows:

2000 1999
(in millions)
Funded status $(72) $(103)
Unrecognized transition obligation 49 53
Unrecognized net actuarial gain (35) {12)
Fourth quarter contributions 4 8
Accrued liability recognized in the
Balance Sheets S 3 (54

Components of the plans® net periodic cost were-.as
follows:

2000 1959 1998

(in millions}
Service cost $ 4 §5 85
Interest cost 19 18 I8
Expected return on plan assets  (13)  (11) 2]
Net amortization 4 4 4
Net postretirement cost $14 S$16  $18

An additional assumption used in measuring the
accumulated postretirement bernefit obligations was a
weighted average medical care cost trend rate of 7.29
percent for 2000, decreasing gradually to 5.50 percent
through the year 2005, and remaining at that level
thereafter. An annual increase or decrease in the assumed
medical care cost trend rate of 1 percent would affect the
accumulated benefit obligation and the service and
interest-cost components at December 31, 2000 as
follows:

1 Percent 1 Percent
Increase  Decrease
{(in millions)
Benefit obligation $15 $14
Service and inferest costs 1 1

Employee Savings Flan

The Company also sponsors a 401(k) defined contribution
plan covering substantially all employees. The Company
provides a 75 percent matching contribution up to 6
percent of an employee’s base salary. Total matching
contributions made to the plan for the years 2000, 1999,
and 1998 were $11 million, $10 million, and $10 million,

respectively.

‘Work Force Reduction Programs

The Company has incurred costs for work force reduction
programs totaling $2.6 million, $5.6 million and $19.4
million for the years 2000, 1999 and 1998, respectively.
These costs were deferred and are being amortized in
accordance with regulatory ireatment. The unamortized
balance of these costs was $1.4 million at December 31,
2000.

3. CONTINGENCIES AND REGULATORY
MATTERS

Environmental Litigation

On November 3, 1999, the Environmental Protection
Agency (EPA), brought a civil action against the
Company in the U. S. District Court. The complaint
alleges violations of the prevention of significant
deterioration and new scurce review provision of the
Clean Air Act with respect to coal-fired generating
facilities at the Company’s Plants Miller, Barry and
Gorgas. The civil action requests penalties and injunctive
relief, including an order requiring the installation of the
best available control technology at the affected units.
The Clean Air Act authorizes civil penalties of up to
$27,500 per day, per viclation at each generating unit.
Prior to January 30, 1997, the penalty was $25,000 per
day.

The EPA concurrently issued to the Company a notice
of violation relating to these specific facilities, as well as
Plants Greene County and Gaston. In early 2000, the
EPA filed a motion to amend its complaint to add the
violations alleged in its notice of violation. The
complaint and the notice of violation are similar to those
brought against and issued to several other electric
utilities. The complaint and the notice of violation allege
that the Company failed to secure necessary permits or
install additiona! pollution control equipment when
performing maintenance and construction at coal burning
plants constructed or under construction prior to 1978.
On August 1, 2000, the U.S. District Court granted the
Company’s motion to dismiss for lack of jurisdiction in
Georgia and granted SCS’s motion to dismiss on the
grounds that it neither owned nor operated the generating
units involved in the proceedings. On January 12, 2001,
the EPA re-filed its claims against the Company in federal
district court in Birmingham, Alabama. The EPA did not
include SCS in the new complaint. The Company
believes that it complied with applicable laws and the

I-67



NOTES (continued)
Alabama Power Company 2000 Anmusi Report

EPA’s regulations and interpretations in effect at the time
the work in question took place.

An adverse outcome of this matter could require
substantial capital expenditures that cannot be determined
at this time and possibly require payment of substantial
penalties. This could affect future results of operations,
cash flows, and possibly financial condition if such costs
are not recovered through regulated rates.

Retail Rate Adjustment Procedures

The APSC has adopted rates that provide for periodic
adjustments based upon the Company’s earned retum on
end-of-period retail common equity. The rates also
provide for adjustments to recognize the placing of new
generating facilities into retail service. Both increases
and decreases have been placed into effect since the
adoption of these rates. The rate adjustment procedures
allow a return on common equity range of 13.0 percent to
14.5 percent and limit increases or decreases in rates to 4
percent in any calendar year. There is 2 moratorium on
any periodic retail rate increases (but not decreases) until
July 2001.

In December 1995, the APSC issued an order
authorizing the Company to reduce balance sheet items --
such as plant and deferred charges -- at any time the
Company’s actnal base rate revenues exceed the budgeted
revenues. In April 1997, the APSC issued an additional
order authorizing the Company to reduce balance sheet
asset items. This order authorizes the reduction of such
items up to an amount equal to five times the total
estimated annual revenue reduction resulting from future
rate reductions initiated by the Company. In 1998, the
Company — in accordance with the 1995 rate order —
recorded $33 million of additional amortization of
premium on reacquired debt. The Company did not
record any additional amounts in 2600 or 1999,

In April 2000, the APSC approved an amendment to
the Company’s existing rate structure to provide for the
recovery of retail costs associated with certified
purchased power agreements. In November 2000, the
APSC certified a seven-year purchased power agreement
pertaining to 615 megawatts of the Company’s wholesale
generating facilities under construction in Autaugaville,
Alabama, all of which will be delivered in 2003. In
addition, the APSC certified a seven-year purchased
power agreement with a third party for approximately 630
megawatts; one half of the power will be delivered in

2003 while the remaining half is scheduled for delivery in
2004.

The Company’s ratemaking procedures will remain in
effect until the APSC votes to modify or discontinue
them,

4. FINANCING AND COMMITMENTS
Construction Program

To the extent possible, the Company’s construction
program is expected to be financed primarily from
internal sources. Short-term debt is often utilized and the
amounts available are discussed below. The Company
may issue additional long-term debt and preferred
securities for debt maturities, redeeming higher-cost
securities, and meeting additional capital requirements.

The Company currently estimates property additions to
be $735 million in 2001, $891 miilion in 2002, and $625
million in 2003.

The Company is constructing 1,230 megawatts of
wholesale generating facilities in Autaugaville, Alabama
to begin operation in 2003, Half of this capacity has been
certified by the APSC to serve the Company’s retail
customers for seven years. The other half of the capacity
will be sold into the wholesale market and will not affect
retail rates. During 2001, the Company plans to transfer
these generating facilities o Southern Power Company
(SPC), the new wholesale subsidiary formed by Southem.
Company. If the Company transfers wholesale generation
assets to SPC as planned, construction expenditures for
the years 2001 through 2003 will be $598 million, $591
million and $583 million, respectively.

During 2001, the Company expects to complete the
replacement of the steam generators at Plant Farley, as
well as the construction of new generating capacity at
Plant Barry. In addition, significant construction will
continue related to transmission and distribution facilities
and the upgrading of generating plants, including the
expenditures necessary to comply with environmental
regulation.

The capital budget is subject to periodic review and
revision, and actual capital costs incurred may vary from
estimates because of changes in such factors as: business
conditions; environmental regulations; nuclear plant
regulations; load projections; the cost and efficiency of
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construction labor, equipment, and materials; and the cost
of capital. In addition, there can be no assurance that
costs related to capital expenditures will be fully
recovered,

Financing

The ability of the Company to finance its capital budget
depends on the amount of funds generated internally and
the funds it can raise by external financing, The
Company plans to obtain the funds required for
construction and other purposes from sources similar to
those used in the past, which were primarily from internal
sources. However, the type and timing of any financings
—if needed — will depend on market conditions and
regulatory approval. In recent years, financings primarily
have utilized unsecured debt and trust preferred securities.

Bank Credit Arrangements

The Company maintains committed lines of credit in the
amount of $925 million (including $418 million of such
lines which are dedicated to funding purchase obligations
relating to variable rate pollution control bonds). Of these
lines, $535 million expire at various times during 2001
and $390 million expire in 2004. In certain cases, such
lines require payment of a commitment fee based on the
unused portion of the commitment or the maintenance of
compensating balances with the banks. Because the
arrangements are based on an average balance, the
Company does not consider any of its cash balances to be
restricted as of any specific date. Moreover, the Company
borrows from time to time pursuant to arrangements with
banks for uncommitted lines of credit.

At December 31, 2000, the Corapany had regulatory
approval to have outstanding up to $750 million of short-
term borrowings.

Assets Subject to Lien

The Company’s mortgage, as amended and supplemented,
securing the first mortgage bonds issued by the Company,
constitutes a direct lien on substantialty all of the
Comapany’s fixed property and franchises.

Purchased Power Commitments

The Company has entered into various long-term
commitments for the purchase of electricity. Estimated
total long-term obligations at December 31, 2000 were as
follows:

Xear Commitments

(in millions})
2001 $ -
2002 -
2003 . 16
2004 34
2005 ' 37
2006 and beyond 180
Total commitments 3 267
Fuel Commitments

To supply a portion of the fuel requirements of its
generating plants, the Company has entered into various
long-term commitments for the procurement of fossil and
nuclear fuel. In most cases, these contracts contain
provisions for price escalations, minimum purchase levels
and other financial commitments, Total estimated long-
term obligations at December 31, 2000, were as follows:

Year Commitments
(in millions)
2001 $ 998
2002 841
2003 722
2004 669
2005 525
2006 — 2024 2,287
Total cormitments $6,042
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Operating Leases

The Company has entered into coal rail car rental
agreements with various terms and expiration dates.
These expenses totaled $20.9 million in 2000, $17.3
million in 1999, and $5.8 million in 1998, At December
31, 2000, estimated minimum rental commitments for
noncancellable operating leases were as follows:

Year Commitments
(in millions)

2001 $ 222
2002 21.6
2003 21.2
2004 18.2
2005 15.5
2006 - 2017 44.7

- Total minimum payments $143.4

5. JOINT OWNERSHIP AGREEMENTS

The Company and Georgia Power Company own equally
all of the outstanding capital stock of Southern Electric
Generating Company {(SEGCO), which owns electric
generating units with a total rated capacity of 1,020
megawalts, together with associated transmission
facilities. The capacity of these units is sold equally to the
Company and Georgia Power Company under a contract
which, in substance, requires payments sufficient to
provide for the operating expenses, taxes, interest expense
and a return on equity, whether or not SEGCO has any
capacity and energy available. The term of the contract
extends automatically for two-year periods, subject to
either party’s right to cancel upon two year’s notice. The
Company’s share of expenses totaled $85 million in 2000,
$92 million in 1999 and $74 million in 1998, and is
included in “Purchased power from affiliates” in the
Statements of Income.

In addition, the Company has guaranteed
unconditionally the obligation of SEGCOQ under an
installment sale agreement for the purchase of certain
pollution control facilities at SEGCO’s generating units,
pursuant to which $24.5 million principal amount of
poliution control revenue bonds are outstanding. Georgia
Power Company has agreed to reimburse the Company for
the pro rata portion of such obligation corresponding to its
then proportionate ownership of stock of SEGCO if the
Company is called upon to make such payment under its
guaranty.

At December 31, 2000, the capitalization of SEGCO
consisted of $51 million of equity and $78 million of
long-term debt on which the annual interest requirement is
$5.3 million. SEGCO paid dividends totaling $5.1 million
in 2060, $4.3 million in 1999, and $8.7 miltion in 1998, of
which one-haif of each was paid to the Company.
SEGCQ’s net income was $5.9 million, $5.4 million, and
$7.5 million for 2000, 1999 and 1998, respectively.

The Company’s percentage ownership and investment
in jointly-owned generating plants at December 31, 2000,
is as follows:

Total
Megawatt Company

Facility {Type) Capacity  Ownership
Greene County ~ §00 60.00% (1)

(coal)
Plant Miiter

Units 1 and 2 1,320 91.84% (2)

(coal)

{1} Jointly owned with an affiliate, Mississippi Power Company.
(2) Jointly owned with Alabama Electric Cooperative, Inc,

Company Accumuiated
Facility Investment Depreciation
(in millions)
Greene County $100 $ 46
- Plant Miller
Units 1 and 2 743 312

6. LONG-TERM POWER SALES AGREEMENTS
General

The Company and the other integrated utility subsidiaries
of Southern Company have entered into long-term
contractual agreements for the sale of capacity and energy
to certain non-affiliated utilities located outside the
system’s service area. These agreements — expiring at
various dates discussed below -- are firm and pertain to
capacity related to specific generating units. Because the
energy is generally sold at cost under these agreements,
profitability is primarily affected by revenunes from
capacity sales. The Company’s capacity revenues
amounted to $127 million in 2000, $122 million in 1999,
and $142 million in 1998,

Unit power from Plant Miller is being sold to Florida
Power Corporation (FPC), Florida Power & Light
Company (FP&L), and Jacksonville Electric Authority
(JEA). Under these agreements, approximately 1,235

I-70




NOTES {continued)
Alabama Power Company 2000 Annual Report

megawatts of capacity are scheduled to be sold through
2001. Thereafier, these sales will remain at that
approximate level -- unless reduced by FP&L, FPC, and
JEA for the periods after 2001 with a minimum of three
years notice — until the expiration of the contracts in
2010. No notices of cancellation have been received.

Alabama Municipal Electric Autherity (AMEA)
Capacity Contracts

In August 1986, the Company entered into a firm power
sales contract with AMEA entitling AMEA to scheduled
amounts of capacity (to a maximum 100 megawatts) for a
period of 15 years commencing September 1, 1986 (1986
Contract). In October 1991, the Company entered into a
second firm power sales contract with AMEA entitling
AMEA to scheduled amounts of additional capacity (to a
maximum 80 megawatts) for a period of 15 years
commencing October 1, 1991 (1991 Contract). In both
contracts the power will be sold to AMEA for its member
municipalities that previcusly were served directly by the
Company as wholesale customers. Under the terms of the
contracts, the Company received payments from AMEA
representing the net present value of the revenues
agsociated with the respective capacity entitiements,
discounted at effective annual rates of 9.96 percent and
11.19 percent for the 1986 and 1991 contracts,
respectively. These payments are being recognized as
operating revenues and the discounts are being amortized
to other interest expense as scheduled capacity is made
available over the terms of the contracts.

In order to secure AMEA’s advance payments and the

Company’s performance obligation under the contracts,

the Company issued and delivered to an escrow agent first

mortgage bonds representing the maximum amount of
liquidated damages payable by the Company in the event
of a default under the contracts. No principal or interest
is payable on such bonds unless and until a defauit by the
Company occurs. As the liquidated damages decline
under the contracts, a portion of the bonds equal to the
decreases is returned to the Company. At December 31,
2000, $61.3 million of such bonds were held by the
escrow agent under the contracts.

INCOME TAXES

At December 31, 2000, the tax-related regulatory assets
and liabilities were $346 million and $222 million,
respectively. These assets are attributable to tax benefits
flowed through to customers in prior years and to taxes
applicable to capitalized interest. These liabilities are

7.

attributable to deferred taxes previously recognized at
rates higher than current enacted tax law and to
unamortized investment tax credits.

Detatls of the income tax provisions are as follows:

2000 1999 1998
(in millions)
Total provision for income
taxes:
Federal —
Current $168 $194 $123
Deferred 60 24 72
228 218 195
State --
Current 27 19 16
Deferred 7 5 7
34 24 23
Total $262 $242 $218

The tax effects of temporary differences between the
carrying amounts of assets and liabilities in the financial
statements and their respective tax bases, which give rise
to deferred tax assets and liabilities, are as follows:

2000 1999
(in millions)

Deferred tax liabilities:

Accelerated depreciation $ 992 § 834

Property basis differences 405 419

Fuel cost adjustment 93 65

Premium on reacquired debt 30 31

Pensions 75 60

Other 12 11
Total 1,607 1470
Deferred tax assets:

Capacity prepayments 18 24

Other deferred costs - 14 25

Postretirement benefits 24 22

Unbilled revenue 23 13

Other 81 63
Total 160 147
Net deferred tax liabilities 1,447 1,323
Portion included in current liabilities, net  (46) {83)
Accumulated deferred income taxes

in the Balance Sheets $1,401 31,240
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Deferred investment tax credits are amortized over the
lives of the related property with such amortization
normally applied as a credit to reduce depreciation in the
Statements of Income. Credits amortized in this manner
amounted to $11 million in 2000, 1999, and 1998, At
December 31, 2000, all investment tax credits available to
reduce federal income taxes payeble had been utilized.

A reconciliation of the federal statutory income tax
rate to the effective income tax rate is as follows:

2000 1999 1998

Federal statutory rate 35.0% 35.0% 35.0%
State income tax,

net of federal deduction 31 24 2.5
Non-deductible book

depreciation 1.4 1.6 1.5
Differences in prior years’

deferred and current tax rates (1.3) (1.3) (1.6)
Other 0D (0.9) (1.6)
Effective income tax rate 37.5% 36.8% 35.8%

Southern Company files a consolidated federal and
certain state income tax returns. Under a joint
consolidated income tax agreement, each subsidiary’s
current and deferred tax expense is computed on a stand-
alone basis.

8. COMPANY OBLIGATED MANDATORILY
REDEEMABLE PREFERRED SECURITIES

Statutory business trusts formed by the Company, of
which the Company owns all the common securities, have
issued mandatorily redeemable preferred securities as
follows:

Date of Maturity
Issue Amount Rate Notes Date
(millions) (millicas)
TrustI 1/1996 $ 97 7.375% $100  3/2026
TrustIT 1/1997 200 7.60 206 12/2036
Trust I 2/1999 50  Auction 52 2/2029

Substantially all of the assets of each trust are junior
subordinated notes issued by the Company in the
respective approximate principal amounts set forth above.
The distribution rate of Trust II’s auction rate securities
was 6.52% at January 1, 2001.

The Company considers that the mechanisms and
obligations relating to the preferred securities, taken
together, constitute a full and unconditional guarantee by

the Company of the Trusts’ payment obligations with
respect to the preferred securities.

The Trusts are subsidiaries of the Company and,
accordingly, are consolidated in the Company’s financial
statements. '

9. OTHER LONG-TERM DEBT

Pollution control obligations represent installment
purchases of pollution control facilities financed by funds
derived from sales by public authorities of revenue bonds.
The Company is required to make payments sufficient for
the authorities to meet principal and interest requirements
of such bonds. With respect to $114.2 million of such
pollution control obligations, the Company has
authenticated and delivered to the trustees a like principal
amount of first mortgage bonds as security for its
obligations under the installment purchase agreements.
No principal or interest on these first mortgage bonds is
payable unless and until a default occurs on the
installment purchase agreements.

In May 2000, the Company issued $250 million of
unsecured senior notes. The proceeds of this issuance
were used to repay short-term indebtedness. All of the
Company’s senior notes are, in effect, subordinated to all
secured debt of the Company, including its first mortgage
bonds.

The estimated aggregate annual maturities of capitalized
lease obligations through 2005 are as follows: $0.8
million in 2001, $0.9 million in 2002, $0.9 million in
2003, $1.0 million in 2004 and $0.1 million in 2005.

10. SECURITIES DUE WITHIN ONE YEAR
A summary of the improvement fund requirements and

scheduled maturities and redemptions of long-term debt
due within one year at December 31 is as follows:

2000 1999
. (in thousands)

First mortgage hond maturities

and redemptions $ - $100,000
Other long-term debt maturities

(Note 9) 844 043
Total long-term debt due within

one year $844 $100,943

The annual first mortgage bond improvement fund
requirement is 1 percent of the aggregate principal amount
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of bonds of each series authenticated, so long as a portion
of that series is outstanding, and may be satisfied by the
deposit of cash and/or reacquired bonds, the certification
of unfunded property additions, or a combination thereof.

11. NUCLEAR INSURANCE

Under the Price-Anderson Amendments Act of 1988 (ihe
Act), the Company maintains agreements of indemnity
with the NRC that, together with private insurance, cover
third-party liability arising from any nuclear incident
occurring at Plant Farley. The Act provides funds up to
$9.5 billion for public liability claims that could arise
from a single nuclear incident. Plant Farley is insured
against this liability to a maximum of $200 million by
private insurance, with the remaining coverage provided
by a mandatory program of deferred premiums which
could be assessed, after a nuclear incident, against all
owners of nuclear reactors. The Company could be
assessed up to $88 million per incident for each licensed
reactor it operates but not more than an aggregate of $10
million per incident to be paid in a calendar year for each
reactor. Such maximum assessment, excluding any
_applicable state premium taxes, for the Company is $176
million per incident but not more than an aggregate of $20
million to be paid for each incident in any one year.

The Company is a member of Nuclear Electric
Insurance Limited (NEIL), a mutual insurer established to
provide property damage insurance in an amount up to
$500 million for members’ nuclear generating facilities.

Additionally, the Company has policies that currently
provide decontamination, excess property insurance, and
premature decommissioning coverage up to $2.25 billion
for losses in excess of the $500 million primary coverage.
This excess insurance is also provided by NEIL.

NEIL also covers the additional cost that would be
incurred in obtaining replacement power during a
prolonged accidental outage at a member’s nuclear plant.
Members can be insured against increased costs of
replacement power in an amount up to $3.5 million per
week (starting 12 weeks after the outage) for one year and
up to $2.8 million per week for the second and third years.

Under each of the NEIL policies, members are subject
to assessments if losses each year exceed the accumulated
funds available to the insurer under that policy. The
current maximum annual assessments for the Company
under the three NEIL policies would be $17 million.

For all on-site property damage insurance policies for
commercial nuclear power plants, the NRC requires that
the proceeds of such policies shall be dedicated first for
the sole purpose of placing the reactor in a safe and stable
condition after an accident. Any remaining proceeds are
to be applied next toward the costs of decontamination
and debris removal operations ordered by the NRC, and
any further remaining proceeds are to be paid either to the
Company or to its bond trustees as may be appropriate
under the policies and applicable trust indentures.

All retrospective assessments, whether generated for
liability, property or replacement power may be subject to
applicable state premium taxes.

12. COMMON STOCK DIVIDEND

RESTRICTIONS

The Company’s first mortgage bond indenture contains
various common stock dividend restrictions that remain in
effect as long as the bonds are outstanding. At

December 31, 2000, retained carnings of $796 million
were restricted against the payment of cash dividends on
common stock under terms of the mortgage indenture.

13. QUARTERLY FINANCIAL INFORMATION
(Unaundited)

Summarized quarterly financial data for 2000 and 1999
are as follows: '

Net Income
After
Dividends
Quarter Operating Operating on Preferred
Ended Revenues Income Stock
(in milkons)
March 2000 $ 746 $172 $ 68
June 2000 900 229 103
September 2000 1,137 390 209
December 2000 884 151 40
March 1999 § 714 3162 $ 63
June 1999 823 209 93
September 1999 1,116 388 201
- December 1999 733 136 43
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2000 1999 1998 1997 1996
Operating Revenues (in thousands) $3,667,461 $3,385474  $3,386,373 §3,149,111 §3,120,775
Net Income after Dividends
on Preferred Stock (in thousands) $419,916 $399 880 $377,223 $375,939 $371,490
Cash Dividends
on Common Stock (in thousands) _ $417,100 $399,600 $367,100 $339,600 $347,500
Return on Average Common Equity (percent) 13.58 13.85 13.63 13.76 13.75
Total Assets (in thousands) $10,379,108 $9,648,704 $9225698 $8,812,867 $8,733,846
Gross Property Additions (in thousands) $870,581 $809,044 $610,132 $451,167 $425,024
Capitalization (in thousands):
Common stock equity $3,195,772 32,988,863  $2,784,067 $2.750,569 $2,714,277
Preferred stock 317,512 317,512 317,512 255,512 340,400
Company obligated mandatorily
redeemable preferred securities 347,000 347,000 297.000 267,000 97,000
Long-term debt 3,425,527 3,190,378 2,646,566 2,473,202 2,354,006
Total !exc]uding amounis due within one ¥&aﬂ §7!285é11 $6.843,753 $6.045.145 $5.77 6__,%83 $5.505,683
Capitalization Ratios (percent):
Common stock equity 43.9 43.7 46.1 47.6 49.3
Preferred stock 4.4 4.6 52 4.4 6.2
Company obligated mandatorily
redeemable preferred securities 4.8 5.1 4.9 5.2 1.7
Long-term debt 46.9 46.6 43.7 42.8 42.8
Total {excluding amounts due within one year) 100.0 100.0 100.0 100.0 100.0
Security Ratings:
First Mortgage Bonds -
Moody's Al Al Al Al Al
Standard and Poot's A A+ A+ A+ A+
Fitch AA-* AA- AA- AA- AA-
Preferred Stock -
Moody's a2 a2 a2 a2 a2
Standard and Poor's BBB+ A- A A A
Fitch A* A A A+ At
Unsecured Long-Term Debt -
Moody's A2 A2 A2 A2 -
Standard and Poor's A A A A -
Fitc}l Adt* A+ A+ A+ -
Customers (year-end):
Residentiat 1,132,410 1,120,574 1,106,217 1,092,161 1,073,559
Comimnercial 193,106 188,368 182,738 177,362 171,827
Industrial 4,819 4,897 5,020 5,076 5,100
Other 745 735 733 728 732
Total 1,331,080 1,314,574 1,294,708 1,275,327 1,251,218
Empiloyees (year-end): 6.871 6,792 6,631 6,531 6,865

*Effective 1/22/01 the Fitch Security Ratings for First Mortgage Bonds, Preferred Stock, and
Unsecured Long-Term Debt are A+, A-, and A respectively.
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2000 1999 1998 1997 1996

Operating Revenues (in thousands):
Residential $ 1,222509 §1,145646 % 1,133,435 $ 997,507 3 998,806
Commercial 854,695 807,008 779,169 724,148 696,453
Industrial 859,668 843,090 853,550 775,591 759,628
Other 15,835 15,283 14,523 13,563 13,729
Total retail 2,952,707 2,811,117 2,780,677 2,510,809 2,468,616
Sales for resale - non-affiliates 461,730 415,377 448,973 431,023 391,669
Sales for resale - affiliates 166,219 92,439 103,562 161,795 216,620
Total revenues from sales of electricity 3,580,656 3,318,933 3,333.212 3,103,627 3,076,905
Qther revenues 86.805 66,541 53.161 45,484 43.870
Total 3
Kilowatt-Hour Sales (in thousands):
Residential 16,771,821 15,699,081 15,794,543 14,336,408 14,593,761
Commercial 12,988,728 12,314,085 11,904,509 11,330,312 10,904,476
Industrial 22,101,407 21,942 889 21,585,117 20,727,912 19,999,258
Other 205,827 201,149 196,647 180,389 192.573
Total retail 52,067,783 50,157,204 49,480,816 46,575,021 45,690,068
Sales for resale - non-affiliates 14,847,533 12,437,599 11,840,910 12,329,480 9,491,237
Sales for resale - affiliates 5,369,474 5,031,781 5,976,099 8,993,326 10,292,066
Total 7 67,626,584 67297825 67897827 65473,371
Average Revenue Per Kilowatt-Hour (cents): '
Residential 7.29 7.30 7.18 6.96 6.84
Commercial 6.58 6.55 6.55 6.39 6.39
Industrial 3.89 384 3.95 3.74 3.80
Total retail 5.67 5.60 5.62 5.39 5.40
Sales for resale 3 2.91 3.10 278 3.07
Total sales 4.95 4,91 4.95 4.57 4.70
Residential Average Annual

Kilowatt-Hour Use Per Customer 14,875 14,097 14,370 13,254 13,705
Residential Average Annual

Revenue Per Customer $1,084.26 $1,028.76 $1,031.21 3022 .21 $937.95
Plant Nameplate Capacity

Ratings (year-end) (megawatts) 12,122 11,379 11,151 11,151 11,151
Maximum Peak-Hour Demand (megawatts):
Winter 9,478 8,863 7,157 8,478 8,413
Summer 11,019 10,739 10,329 9,778 9912
Annual Load Factor (percent) 59.3 59.7 629 62.7 6l.3
Plant Availability (percent):
Fossil-steam 89.4 804 85.6 86.3 86.6
Nuclear 883 91.0 80.2 88.8 90.5
Source of Energy Supply (percent):
Coal 63.0 64.1 653 65.7 67.0
Nuclear 16.9 17.8 16.3 17.9 18.5
Hydro 29 4.7 6.9 7.5 7.1
0Oil and gas 4.9 1.1 1.5 0.7 0.4
Purchased power -

From non-affiliates 4.6 4.5 33 2.4 24

From affiliates 7.7 7.8 6.7 5.8 4.6
Total 1000 1000 _100.0 100.0 100.0_

-75



GEORGIA POWER COMPANY

FINANCIAL SECTION

I1-76




MANAGEMENT’S REPORT
Georgia Power Company 2000 Annual Report

The management of Georgia Power Company has
prepared this annual report and is responsible for the
financial statements and related information. These
statements were prepared in accordance with accounting
principles generally accepted in the United States and
necessarily include amounts that are based on the best
estimates and judgments of management. Financial
information throughout this annual report is consistent
with the financial statements.

The Company maintains a system of internal
accounting controls to provide reasonable assurance that
assets are safeguarded and that the accounting records
reflect only authorized transactions of the Company.
Limitations exist in any system of internal controls based
upon the recognition that the cost of the system should not
exceed its benefits. The Company believes that its system
of internal accounting controls maintains an appropriate
cost/benefit relationship.

The Company’s system of internal accounting controls
is evaluated on an ongoing basis by the Company’s
internal audit staff. The Company’s independent public
accountants also consider certain elements of the internal
control system in order to determine their auditing
procedures for the purpose of expressing an opinion on
the financial statements.

Cautd];

David M. Ratcliffe
President and Chi
Executive Officer
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The audit committee of the board of directors, which is
composed of three independent directors, provides a
broad overview of management’s financial reporting and
control functions. At least three times a vear this
committee meets with management, the internal auditors,
and the independent public accountants to ensure that
these groups are fulfilling their obligations and to discuss
auditing, intemal control and financial reporting matters.
The internal auditors and the independent public
accountants have access to the members of the andit
committee at any time.

Management believes that its policies and procedures
provide reasonable assurance that the Company’s
operations are conducted with a high standard of business
ethics.

In management’s opinion, the financial statements
present fairly, in all material respects, the financial
position, results of operations and cash flows of Georgia -
Power Company in conformity with accounting principles
generally accepted in the United States.

Thomas A. Fanning

Executive Vice President,
Treasurer and Chief
Financial Officer




REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Georgia Power Company:

We have audited the accompanying balance sheets and
statements of capitalization of Georgia Power Company
(a Georgia corporation and a wholly owned subsidiary of
Southern Company) as of December 31, 2000 and 1999,
and the related statements of income, common
stockholder’s equity, and cash flows for each of the three
years in the period ended December 31, 2000. These
financial statements are the responsibility of the
Company’s management. Qur responsibility is to express
an opinion on these financial statements based on our
audits.

We conducted our andits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit -
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also inclzdes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement
presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements (pages II-88
through II-108) referred to above present fairly, in all
material respects, the financial position of Georgia Power
Company as of December 31, 2000 and 1999, and the
results of its operations and its cash flows for cach of the
three years in the period ended December 31, 2000, in
conformity with accounting principles generally accepted
in the United States.

| Cl’t’ﬁ%u« A neletaen Lep

Atlanta, Georgia
February 28, 2001
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RESULTS OF OPERATIONS
Earnings

Georgia Power Company’s 2000 earnings totaled $559
million, representing an $18 million (3.3 percent) increase
over 1999, This earnings increase is primarily due to
higher retail and wholesale sales and continued control of
operating expenses, partially offset by additional
accelerated amortization of regulatory assets allowed
under the second year of a Georgia Public Service
Commission (GPSC) three-year retail rate order. Georgia
Power Company’s 1999 earnings totaled $541 million,
representing a $29 million (5.1 percent) decrease from
1998. This eamings decrease was primarily due to the
recognition of interest income in 1998 as a result of the
resolution of tax issues with the Internal Revenue Service
(IRS). Earnings in 1999 from normal operations
increased due primarily to lower accelerated depreciation
under the GPSC retail rate order, sales growth, and
decreased financing costs, partially offset by retail rate
reductions under the new order and lower wholesale
revenues. '

Revenues

Operating revenues in 2000 and the amount of change
from the prior year are as follows:

to customers in 2001, Retail base revenues of $3.0 billion
int 1999 decreased $292 million (8.8 percent) primarily
due to retail rate reductions under the GPSC retail rate
order. Pursuant to the GPSC retail rate order, in 1999 the
Company also recorded $79 million of revenue subject to
refund for estimated eamings above 12.5 percent retail
refurn on common equity. Revenue subject to refund is
reflected in “Base revenues” in the chart above. The $79
million i refunds were made to customers in 2000. See
Note 3 to the financial statements under “Retail Rate
Order” for additional information.

Electric rates include provisions to adjust bitlings for
fluctuations in fuel costs, the energy component of
purchased power costs, and certain other costs. Under
these fuel cost recovery provisions, fuel revenues
generally equal fuel expenses -- including the fuel
component of purchased energy -- and do not affect net
income. However cash flow is affected by the untimely
recovery of these receivables. As of December 31, 2000,
the Company had $132 million in underrecovered fuel
costs. The Company currently plans to make a filing with
the GPSC in early 2001 to establish a new fuel rate in
order to better reflect current fuel cost and to collect the
current underrecovered balance.

Wholesale revenues from sales to non-affiliated
utilities increased in 2000 and decreased in 1999 as
follows:

2000 1999 1998

_ (in millions)
Outside service area -
Long-term contracts $55 §$5 8§51
Other sales 162 74 93
Inside service area 81 81 115
Total $298 $210 $259

Increase
(Decrease)
Amount __ From Prior Year
2000 2000 1899
Retail - (in millions)
Base revenues 53,119 $84 $(292)
Fuel cost recovery 1,198 183 44
Total retail 4,317 267 (248)
Sales for resale - .
Non-affiliates : 298 88 (49)
Affiliates 96 20 (5)
Total sales for resale 394 108 (54)
Other operating revenues 160 3 2
Total ting revenues $4.871 $414 $(281)
Percent change 9.3% (5.9%

Retail base revenues of $3.1 billion in 2000 increased
$84 million (2.8 percent) primarily due to a 4.9 percent
increase in sales. Under the GPSC reiail rate order, the
Company recorded $44 million of revenue subject to
refund for estimated earnings above 12.5 percent retail
return oh common equity in 2000. Refunds will be made

Revenues from long-term contracts outside the service
area remained constant in 2000 and increased slightly in
1999 due to increased energy sales. See Note 7 to the
financial statements for further information regarding
these sales. Revenues from other sales outside the service
arca primarily represent wholesale sales from Plant
Dahlberg which went into service during 2000 and
increases in power marketing activities. These activities
include the purchase and resale of energy. Consequently,
changes in revenues are generally offset by corresponding
changes in purchased power expense from non-affiliates.
‘Wholesale revenues from customers within the service
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area remained constant in 2000 but decreased in 1999
primarily due to a decrease in revenues under a power
supply agreement with Oglethorpe Power Corporation
(OPC).

Revenues from sales to affiliated companies within
the Southern electric system, as well as purchases of
energy, will vary from year to year depending on demand
and the availability and cost of generating resources at
each company. These transactions do not have a
significant impact on earnings.

Other operating revenues in 2000 increased $39
million (33 percent) primarily due to increased revenues
from the transmission of electricity and gains on the sale
of generating plant emission allowances. Under a GPSC
order, $28 million of the gains on emission allowance
sales in 2000 were used to reduce recoverable fuel costs
and as such, did not affect earnings. In 1999, other
operating revenues increased $21 million or (21 percent)
from the previous year due primarily to increased
revenues from the rental of electric equipment and
property.

Kilowatt-hour (K'WH) sales for 2000 and the percent

change by year were as follows:
Percent Change
2000
KWH 2000 1999
(in billions)
Residential 20.7 6.6% 0.4)%
Commercial 25.6 8.1 37
Industrial 275 0.9 0.1
Other 0.6 3.2 1.5
Total retail 74.4 4.9 1.1
Sales for resale - :
Non-affiliates 68 277 (Z1.4)
Affiliates 24 356 (11.9)
Total sales for resale 89 298 (19.1)
Total sales 83.3 7.1 {1.0)

Residential and commercial sales increased 6.6
percent and 8.1 percent, respectively, due to warmer _
summer temperatures and colder winter weather. Strong
regional economic growth was also & factor in the
increase in commercial sales. Industrial sales remained
fairly constant. In 1999, residential sales decreased 0.4
percent due to moderate summer temperatures, while

commercial sales increased 3.7 percent due to strong
regional economic growth. Industrial sales remained
fairly constant.

Expenses

Fuel costs constitute the single largest expense for the
Company. The mix of fuel sources for generation of
electricity is determined primarily by system load, the unit
cost of fuel consumed, and the availability of hydro and
nuclear generating units. The amount and sources of
generation and the average cost of fuel per net KWH
generated were as follows:

2000 1999 1998

Total generation
(billions of KWH) 73.6 69.3 69.1
Sources of generation
{percent} --
Coal 75.8 755 733
Nuclear 21.2 216 216
Hydro 0.8 1.0 2.6
Oi] and gas 2.2 1.9 2.5
Average cost of fuel per net
KWH generated
{cents) -- 1.39 1.34 136

Fuel expense increased 10.7 percent in 2000 due to an
increase in generation to meet higher energy demands, a
decrease in generation from hydro plants, and a higher
average cost of fuel. Fuel expense increased 0.3 percent
in 1999 due to a slight increase in fossil and nuclear
generation and a decrease in generation from hydro
plants, partially offset by a lower average cost of fuel.

Purchased power expense in 2000 increased $206
million (53 percent) over the pricr year due to higher
retail energy demands and power marketing activities.
The majority of the increase was offset by increases in
retail fuel revenues and power marketing revenues and
therefore did not affect earnings. As discussed above, the
expense associated with energy purchased for power
marketing activities is generally offset by revenue when
resold. Purchased power expense decreased slightly in
1999,

Other operation and maintenance expenses in 2000
increased slightly over those in 1999. Increased line
maintenance, customer assistance and sales expense and
additional severance costs were partially offset by
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decreased generating plant maintenance and decreased
employee benefit provisions. Other operation and
maintenance expenses increased 1.6 percent in 1999
primarily due to increased generating plant maintenance,
partially offset by a reduction in the charges related to the
implementation of a customer service system in 1998,
decreased year 2000 readiness costs, and decreased
employee benefit provisions.

Depreciation and amortization increased $66 million
in 2000 due to $50 million of additional accelerated
amortization of regulatory assets required under the
second year of the GPSC retail rate order and increased
plant in service. Depreciation and amortization decreased
$261 million in 1999 primarily due to higher depreciation
charges recognized in 1998 under the prior GPSC
accounting order and the completion in 1998 of the
amortization of deferred Plant Vogtle costs.

Interest income decreased $3 million in 2000 -
primarily due to decreased interest on temporary cash
investments. Interest income decreased in 1999 primarily
dne to the 1998 recognition of $73 million in interest
income resulting from the resolution of tax issues with the
IRS and the State of Georgia. Other, net decreased in
2000 due to an increase in charitable contributions. In
1999, other, net decreased due primarily to increased bad
debt expense related to consumer energy efficiency

improverent financing.

Interest expense, net increased in 2000 due to the
issuance of an additional $300 million in senjor notes
during 2000. Interest expense, net decreased in 1999 due
primarily to the refinancing or retirement of securities.
The Company refinanced or retired $179 million and $775

~million of securities in 2000 and 1999, respectively.
Distributions on preferred securities of subsidiary
companies decreased $7 million in 2000 due to the
redemption of $100 million of preferred securities in.
December 1999. Distributions on preferred securities of
subsidiary companies increased $11 million in 1999 due
to the issuance of additional mandatorily redeemable
preferred securities in Jamuary 1999,

Effects of Inflation

The Company is subject to rate regulation and income tax
laws that are based on the recovery of historical costs.
Therefore, inflation creates an economic loss because the
Company is recovering its costs of investments in dollars
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that have less purchasing power. While the inflation rate
has been relatively low in recent years, it continues to
have an adverse effect on the Company because of the
large investment in utility plants with long economic life.
Conventional accounting for historical cost does not
recognize this economic loss nor the partially offsetting
gain that arises through financing facilities with fixed-
money obligations such as long-term debt and preferred
securities. Any recognition of inflation by regulatory
authorities is reflected in the rate of return allowed.

FUTURE EARNINGS POTENTIAL

The results of operations for the past three years are not
necessarily indicative of future earnings. The level of
future earnings depends on numerous factors including
regulatory matters and energy sales.

The Company currently operates as a vertically
integrated utility providing electricity to customers within
its traditional service area located in the State of Georgia.
Prices for electricity provided by the Company to retail
customers are set by the GPSC under cost-based

regulatory principles.

On January 1, 1999, the Company began operating
under a new three-year retail rate order. The Company’s
earnings are evaluated against a retail return on common
equity range of 10 percent to 12.5 percent, with required
rate reductions of $262 million on an annual basis
effective in 1999 and an additional $24 million effective
in 2000. The order provides for $85 million in each year,
plus up to $50 million of any earnings above the 12.5
percent return during the second and third years, to be
applied to accelerated amortization or depreciation of
assets. Two-thirds of any additional earnings above the
12.5 percent return will be applied to rate reductions, with
the remaining one-third retained by the Company.
Pursuant to the GPSC retail rate order, in 2000 and 1999,
the Company recorded $85 million in accelerated
amortization of regulatory assets. In 2000, the Company
aiso recorded the additional $50 million of accelerated
amortization. The accelerated amortization is recorded in
a regulatory liability account as mandated by the GPSC.
In addition, the Company recorded $44 million and $79
millicn of revenue subject to refund for estimated
earnings above 12.5 percent in 2000 and 1999,
respectively. Refunds applicable to 1999 were made to
customers in 2000. The Company will file a general rate
case on July 2, 2001 in response to which the GPSC
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would be expected to determine whether the retail rate

order should be continued, modified, or discontinued. See

Note 3 to the financial statements under “Retail Rate
Qrder” for additional i.nformation.

Growth in energy sales is subject to a number of
factors which traditionally have included changes in
coniracts with neighboring utilities, energy conservation
practiced by customers, the elasticity of demand, weather,
competition, initiatives to increase sales to existing
customers, and the rate of economic growth in the
Company’s service area. Assuming normal weather, retail
sales growth from 2000 is projected to be approximately
2.4 percent annually on average dunng 2001 through
2003.

The Company has entered into purchase power
agreements which will result in higher capacity and
operating and maintenance payments in future years. See
Note 4 to the financial statements under “Purchased
Power Commitments™ for-additional information.

The Company is constructing two 566 megawatt
combined cycle units at Plant Wansley to begin operation
in 2002. These units have been certified by the GPSC to
serve the Company’s retail customers for approximately
seven years. Savannah Electric will have the rights to 200
megawatts of capacity from these units for the same

seven-year period.

The Company is also constructing a 571 megawatt
combined cycle unit at Plant Goat Rock to begin
operation in 2002, and a 610 megawatt combined cycle
unit at Plant Goat Rock to begin operation in 2003. The
power from these units will initially be sold into the
wholesale market when they begin operation. The
.Company has filed with the GPSC for certification of
these units to begin serving the Company’s retail
customers in 2003 and 2004, respectwely, for a term of
seven years ¢ach.

In addition to seeking certification of Pla_nt Goat
Rock, the Company is alsc seeking certification of a seven
year commitment to 615 megawatts beginning in 2004 at
Plant Autaugaville to serve its retail customers. Plant
Autaugaville is currently under construction by Alabama
Power. .

Further, the Company is constructing Plant Dahlberg,
a ten unit, 800 megawatt combustion turbine peaking

power plant that will serve the wholesale market. Units
one through eight began operation in May 2000; units
nine and ten are expected to begin operation in June 2001.
The Company has entered into wholesale contracts to sell
all 800 megawatts of capacity. These contracts cover
substantially all of the output of the plant for the first five
years. Because these units are dedicated to the wholesale
market, retail rates will not be affected.

The Company is aggressively working to maintain
and expand its share of wholesale sales in the
Southeastern power markets, In January 2001, Southern
Company announced the formation of a new subsidiary,
Southern Power Company (SPC). SPC will own, manage,
and finance wholesale generating assets in the Southeast.
Energy from its assets will be marketed to wholesale
custorners under the Southern Company name. The
current plan is for Georgia Power and Alabama Power to
transfer Plant Dahlberg and the units under construction at
Plants Wansley, Goat Rock, and Autaugaville to SPC in
2001. The Company will enter into purchased power
capacity agreements with SPC for power from the units at
Plants Wansley, Goat Rock, and Autaugavﬂle to serve the
Corpany’s retaﬂ customers.

In accordance with Financial Accounting Standards
Board (FASB) Statement No. 87, Employers’ Accounting
for Pensions, the Company recorded non-cash income of
approximately $59 million in 2000. Pension plan income
in 2001 is expected to be less as a result of plan
amendments. Future pension income is dependent on
several factors including trust earnings and changes to the
plan. For additional information see Note 2 to the
financial statements.

Compliance costs related to current and future
environmental laws, regulations, and litigation could
affect earnings if such costs are not fully recovered. See
“Environmental Issues™ for further discussion of these
matters.

The electric utility industry in the United States is
continuing to evolve as a result of regulatory and
competitive factors. Among the primary agents of change
has been the Energy Policy Act of 1992 (Energy Act).
The Energy Act allows independent power producers
(IPPs) to access a utility’s transmission network in order
to sell electricity to other utilities. Although the Energy
Act does not permit retail customer access, it was a major
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catalyst for the current restructuring and consolidation
taking place within the utility industry.

On December 20, 1999, the Federal Energy
Regulatory Commission (FERC) issued its final rule on
Regional Transmission Organizations (RTOs). The order
encouraged utilities owning transmission systems to form
RTOs on a voluntary basis. After participating in regional
conferences with customers and other members of the
public to discuss the formation of RTOs, utilities were
required to make a filing with the FERC. On October 16,
2000, Southern Company and its five integrated Southeast
utilities, including the Company, filed with the FERC a
proposal for the creation of an RTO. The proposal is for
the formation of a for-profit company that would have
control of the bulk power transmission system of
participating utilities. Participants would have the option
to either matntain their ownership, divest, sell, or lease
their assets to the proposed RTO. If the FERC accepts the
proposal as filed, the creation of the RTO is not expected
to have a material impact on the financial staternents of
the Company. However, the ultimate outcome of this
matter cannot now be determined.

The Company continues to compete with other
electric suppliers within the state. In Georgia, most new
retail customers with at least 900 kilowatts of connected
load may choose their electricity supplier. Numerous
federal and state initiatives are in varying stages to
promote wholesale and retail competition across the
nation. Among other things, these initiatives allow
customers to choose their electricity provider. As these
initiatives materialize, the structure of the utility industry
could radically change. Some states have approved
initiatives that result in a separation of the ownership
and/or operation of generating facilities from the
ownership and/or operation of transmission and
distribution facilities. While the GPSC has held
workshops to discuss retail competition and industry
restructuring, there has been no proposed or enacted
legislation to date in Geeorgia. Enactment would require
numerous issues to be resolved, including significant ones
relating to transmission pricing and recovery of costs.
The GPSC continues its assessment of the range of
potential stranded costs. The inability of the Company to
recover all its costs, including the regulatory assets
described in Note 1 to the financial statements, could have
a material effect on the financial condition of the
Company. The Company is attempting to reduce
regulatory assets through the GPSC retail rate order. See
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Note 3 to the financial statements under “Retail Rate
Order” for additional information.

The Company is subject to the provisions of FASB
Statement No. 71, Accounting for the Effects of Certain
Types of Regulation. In the event that a portion of the
Company’s operations is no longer subject to these
provisions, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable, and determine if any other assets
have been impaired. See Note ! to the financial
statements under “Regulatory Assets and Liabilities™ for
additional information.

The staff of the Securities and Exchange Commission
(SEC) has questioned certain of the current accounting
practices of the electric utility industry - including the
Company’s - regarding the recognition, measurement, and
classification in the financial statements of
decommissioning costs for nuclear generating facilities.
In response to these questions, the FASB is reviewing the
accounting for liabilities related to the retirement of long-
lived assets, including nuclear decommissioning. If the
FASB issues new accounting rules, the estimated costs of
retiring the Company’s nuclear and other facilities may be
required to be recorded as liabilities in the Balance
Sheets. Also, the annual provisions for such costs could
change. Because of the Company’s current ability to
recover assel retirement costs through rates, these changes
wonld not have a significant adverse effect on results of
operations. See Note 1 to the financial statements under
“Depreciation and Nuclear Decommissioning” for
additional information.

Exposure to Market Risks

Due to cost-based rate regulation, the Company currently
has limited exposure to market volatility in interest rates,
commodity fuel prices and prices of electricity. (See the
discussion above for potential changes in industry
structure.) To mitigate residual risks relative to
moevements in electricity prices, the Company enters inio
fixed price contracts for the purchase and sale of
electricity through the wholesale electricity market.
Realized gains and losses are recognized in the income
statement as incurred. At December 31, 2000, exposure
from these activities was not material to the Company’s
financial position, results of operations, or cash flows.
Also, based on the Company’s overall interest rate
exposure at December 31, 2000, a near-term 100 basis
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point change in interest rates would not materially affect
the financial statements.

New Accounting Standard

In June 2000, the FASB issued Statement No. 138, an
amendment of Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities. Statement
No. 133, as amended, establishes accounting and
reporting standards for derivative instruments and for
hedging activities. Statement No. 133 requires that
certain derivative instruments be recorded in the balance
sheet as either an asset or liability measured at fair value
and that changes in the fair value be recognized currently
in earnings unless specific hedge accounting criteria are
met.

Substantially all of the Company’s bulk energy
purchases and sales meet the definition of a derivative
under Statement No. 133. In many cases, these
transactions meet the normal purchase and sale exception
and the related contracts will continue to be accounted for
under the accrual method. Certain of these instruments
qualify as cash flow hedges resulting in the deferral of
related gains and losses in other comprehensive income
until the hedged transactions occur. Any ineffectiveness
will be recognized currently in net income. However,
others will be required to be marked to market through
current period income.

The Company adopted the provisions of Statement
No. 133 effective January 1, 2001. The impact on net
income was immaterial. The application of the new rules
is still evolving and further guidance from the FASB is
expected, which could additionally impact the Company’s
financial statements.

FINANCTAL CONDITION
Plant Additions

In 2000, gross utility plant additions were $1.1 billion.
These additions were primarily related to transmission
and distribution facilities, the purchase of nuclear fuel,
and the construction of additional combustion turbine and
combined cycle units. The funds needed for gross
property additions are currently provided from operations,
short-tertn and long-term debt, and capital contributions
from Southern Company. The Statements of Cash Flows
provide additional details.

Financing Activities

In 2000, the Company’s financing costs increased due to
the issuance of new debt during the year. New issues
during 1998 through 2000 totaled $1.5 billion and
retirement or repayment of higher-cost securities totaled
$1.7 billion.

Special purpose subsidiaries of the Company have
issued mandatorily redeemable preferred securities. See
Note 9 to the financial statements under “Preferred
Securities” for additional information.

Composite financing rates for long-term debt,

preferred stock, and preferred securities for the years
1998 through 2000, as of year-end, were as fc_)llows:

2000 1999 1998

Composite interest rate

on long-term debt 590% 548%  5.64%
Composite preferred

stock dividend rate 4.60 4.60 5.52
Composite preferred

securities dividend rate  7.49 7.49 7.89

Liquidity and Capital Requirements

Cash provided from operations decreased by $135 million
in 2000, primarily due to higher fuel and purchased power
expenses related to increased energy demands.

The Company estimates that construction
expenditures for the years 2001 through 2003 will total
$1.6 billion, $1.3 billion, and $0.8 billion, respectively. If
the Company transfers wholesale generation assets to SPC
in 2001 as contemplated, construction expenditures for
the years 2001 through 2003 will total $1.0 billion, $0.9
billion, and $0.7 billion, respectively. Investments in
additional combustion turbine and combined cycle
generating units, transmission and distribution facilities,
enhancements to existing generating plants, and
equipment to comply with environmental requirements
are planned. :

Cash requirements for redemptions announced and
maturities of long-term debt are expected fo total $581
million during 2001 through 2003.

As a result of requirements by the Nuclear Regulatory
Commission, the Company has established external trust
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funds for the purpose of funding nuclear
decommissioning costs. The amount to be funded is $30
million each year in 2001, 2002, and 2003. For additional
information concerning nuclear decommissioning costs,
see Note | to the financial statements under “Depreciation
and Nuclear Decommissioning.”

Sources of Capital

The Company expects to meet future capital requirements
primarily using funds generated from operations and
equity funds from Southern Company and, if needed, by
the issnance of new debi and equity securities, term loans,
and short-term borrowings. To meet short-term cash
needs and contingencies, the Company had approximately
$1.8 billion of unused credit arrangements with banks at
the beginning of 2001. See Note 9 to the financial
statements under “Bank Credit Arrangements” for
additional information.

Recently, the Company has relied on the issuance of
unsecured debt and trust preferred securities, in addition
to unsecured pollution control bonds issued for its benefit
by public authorities, to meet its long-term external
financing requirements. In years past, the Company
issued first mortgage bonds, mortgage backed pollution
control bonds and preferred stock to fund its external
requirements. The amount outstanding of the later
securities has been steadily declining during the last four
years.

If the Company were to choose to issue new first
mortgage bonds or preferred stock once again, it would be
required to meet certain coverage requirements.

ENVIRONMENTAL ISSUES
Clean Air Act

In November 1990, the Clean Air Act Amendments of
1990 (Clean Air Act) were signed into law. Title IV of
the Clean Air Act -- the acid rain compliance provision of
the law -- significantly affected Southern Company’s
subsidiartes, including the Company. Specific reductions
in sulfur dioxide and nitrogen oxide emissions from
fossil-fired generating plants are required in two phases.
Phase I compliance began in 1995 and some 50 generating
units within Southern Company’s subsidiaries were
brought into compliance with Phase I requirements.

Southern Company’s subsidiaries, including the
Company, achieved Phase I sulfur dioxide compliance at
the affected units by switching to low-sulfur coal, which
required some equipment upgrades. Construction
expenditures for the Company’s Phase I compliance
totaled approximately $167 million.

Phase II sulfur dioxide compliance was required in
2000. Southern Company’s subsidiaries, including the
Company, used emission allowances and fuel switching to
comply with Phase II requirements. Also, equipment to
control nitrogen oxide emissions was installed on
additional system fossil-fired units as necessary to meet
Phase I Limits and ozone non-attainment requirements for
metropolitan Atlanta through 2000. Compliance for
Phase II and initial ozone non-attainment requirements
increased total construction expenditures for the Company
through 2000 by approximately $39 million.

The one-hour ozone non-attainment standards for the
Atlanta area have been set and must be implemented in
May 2003. Seven generating plants will be affected in the
Atlanta area. Additional construction expenditures for the
Company’s compliance with these new rules are currently
estimated at approximately $705 million.

A significant portion of costs related to the acid rain
and ozone non-attainment provisions of the Clean Air Act
is expected to be recovered through existing ratemaking
provisions. However, there can be po assurance that all
Clean Air Act costs will be recovered.
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Environmental Protection Agency Litigation

On November 3, 1999, the EPA brought a civil action in
the U.S. District Court for the Northern District of
Georgia. The complaint alleges violations of the
prevention of significant deterioration and new source
review provisions of the Clean Air Act with respect to
coal-fired generating facilities at the Company’s Bowen
and Scherer plants. The civil action requests penalties
and injunctive relief, including an order requiring the
instailation of the best available control technology at the
affected units. The EPA concurrently issued a notice of
violation to the Company relating to these two plants. In
early 2000, the EPA filed a motion to amend its complaint
to add the violations alleged in its notice of violation. The
complaint and the notice of violation are similar to those
brought against and issued to several other electric
otilities. The complaint and the notice of violation allege
that the Company failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. The
Company believes that it complied with applicable laws
and the EPA’s regulations and interpretations in effect at
the time the work in question took place. The Clean Air
Act authorizes civil penalties of up to $27,500 per day per
violation at each generating unit. Prior to January 30,
1997, the penalty was $25,000 per day. An adverse
outcome of this matter could require substantial capital
expenditures that cannot be determined at this time and
possibly require payment of substantial penalties. This
could affect future results of operations, cash flows, and
possibly financial condition unless such costs can be
recovered through regulated rates.

Other Environmental Issues

In July 1997, the EPA revised the national ambient air
quality standards for ozone and particulate matter. This
revision made the standards significantly more stringent.
In the subsequent litigation of these standards, the U.S.
Supreme Court recently dismissed certain challenges but
found the EPA’s implementation program for the new
ozone standard unlawful and remanded it to the EPA. In
addition, the Federal District of Columbia Circuit Court
of Appeals will address other legal challenges to these
standards in mid-2001. If the standards are eventually
upheld, implementation could be required by 2007 to
2010.

In September 1998, the EPA issued the final regional
nitrogen oxide reduction rules to the states for
implementation. Compliance is required by May 31,
2004. The final rule affects 21 states, including Georgia.

In December 2000, the EPA completed its utility
study for mercury and other hazardous air pollutants
(HAPS) and issued a determination that an emission
control program for mercury and, perhaps, other HAPS is
warranted. The program is to be devetoped over the next
four years under the Maximum Achievable Control
Technology (MACT) provisions of the Clean Air Act.
This determination is being challenged in the courts. In
January 2001, the EPA proposed guidance for the
determination of Best Available Retrofit Technology
(BART) emission controls under the Regional Haze
Regulations. Installation of BART controls would likely
be required around 2010. Litigation of the BART rules is
probable in the near future.

Implementation of the final state rules for these
initiatives could require substantial further reductions in
nitrogen oxide, sulfur dioxide, mercury, and other HAPS
emissions from fossil-fired generating facilities and other
industries in these states. Additional compliance costs
and capital expenditures resulting from the
implementation of these rules and standards cannot be
determined until the results of legal challenges are known,
and the states have adopted their final rules. Reviews by
the new administration in Washington, D.C. add to the
uncertainties associated with BART guidance and the
MACT determination for mercury and other HAPS.

The Company must comply with other environmental
laws and regulations that cover the handling and disposal
of hazardous waste. Under these various laws and
regulations, the Company could incur costs to clean up
properties currently or previously owned. The Company
conducts studies to determine the extent of any required
clean-up costs and has recognized in the financial
statements costs to clean up known sites. These costs for
the Company amounted to $4 million, $4 million, and
$6 million in 2000, 1999, and 1998, respectively.
Additional sites may require environmental remediation
for which the Company may be liable for a portion of or
all required clean-up costs. See Note 3 to the financial
statements under “Other Environmental Contingencies”
for information regarding the Company’s potentially
responsible party status at a site in Brunswick, Georgia,
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and the status of sites listed on the State of Georgia’s
hazardous site inventory.

The EPA and state environmental regulatory agenciés
are reviewing and evaluating various matters including:
control strategies to reduce regional haze; limits on
pollutant discharges to impaired waters; water intake
restrictions; and hazardous waste disposal requirements.
The impact of any new standards will depend on the
development and implementation of applicable
regulations. '

Several major pieces of environmental legislation are
being considered for reauthorization or amendment by
Congress. These include: the Clean Air Act; the Clean
Water Act; the Comprehensive Environmental Response,
Compensation, and Liability Act; the Resource
Conservation and Recovery Act; the Toxic Substances
Control Act; and the Endangered Species Act. Changes to
these laws could affect many areas of the Company’s
operations. The full impact of any such changes cannot
be determined at this time.

.Compliance with possible additional legislation
related to global climate change, electromagnetic fields,
and other environmental and health concemns could
significantly affect the Company. The impact of new
legislation -- if any — will depend on the subsequent
development and implementation of applicable
regulations. In addition, the potential exists for liability
as the result of lawsuits alleging damages caused by
electromagnetic fields.

CAUTIONARY STATEMENT REGARDING
FORWARD-LOOKING INFORMATION

The Company’s 2000 Annval Report contains forward-
locking and historical information, In some cases,
forward-looking staiements can be identified by
terminology such as “may,” “will,” “should,” “expects,”
“plans,” “anticipates,” “believes,” “estimates,” “predicts,”
“potential” or “continue” or the negative of these terms or
other comparable terminology. The Company cautions
that there are various important factors that could cause
actual results to differ materially from those indicated in
the forward-looking statements; accordingly, there can be
no assurance that such indicated results will be realized.
These factors include the impact of recent and future
federal and state regulatory change, including legislative
and regulatory initiatives regarding deregulation and
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restructuring of the electric utility industry and also
changes in environmental and other laws and regulations
to which the Company is subject, as well as changes in
application of existing laws and regulations; current and
future litigation, inchiding the pending EPA civil action
and the race diserimination litigation against the
Company; the extent and timing of the entry of additional
competition in the Company’s markets; potential business
strategies, including acquisitions or dispositions of assets
or businesses, which cannot be assured to be completed or
beneficial; internal restructuring or other restructuring
options, that may be pursued by the Company; state and
federal rate regulation in the United States; political, legal
and economic conditions and developments in the United
States; financial market conditions and the results of
financing efforts; the impact of fluctuations in commodity
prices, interest rates and customer demand; weather and
other natural phenomena; the ability of the Company to
obtain additional generating capacity at competitive
prices; and other factors discussed elsewhere herein and
in other reports (including Form 10-K) filed from time to
time by the Company with the SEC.
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20600 1999 1998
(in thousands)
Operating Revenues:
Retail sales $4,317,338 $4.050,088 $4,298,217
Sales for resale -
Non-affiliates 297,643 210,104 259234
Affiliates 96,150 76,426 81,606
Qther revenues 159,487 120,057 99,196
Total operating revenues 4,870,618 4,456,675 4,738,253
Operating Expenses:
Operation --
Fuel 1,017,878 919,876 917,119
Purchased power -- '
Non-affiliates 356,189 214,573 229,960
Affiliates 239,815 174,989 161,003
Other 795,458 784,359 819,589
Maintenance 404,189 411,983 358,218
Depreciation and amortization 619,094 552,966 813,802
Taxes other than income taxes 204,527 202,853 204,623
Write down of Rocky Mountain plant - - 33,536
Total operating expenses 3,637.150 3,261,599 3,537,850
Operating Income 1,233,468 1,195,076 1,200,403
Other Income (Expense):
Interest income 2,629 5,583 79,578
Equity in earnings of unconsolidated subsidiaries 3,051 2,721 3,735
QOther, net (50,495) {47.986) {38,277)
Earnings Before Interest and Income Taxes 1,188,653 1,155,394 1,245,439
Interest Charges and Other:
Interest expense, net 208,868 194,869 216,313
Distributions on preferred securities of subsidiaries 59,104 65,774 54,327
Total interest charges and other, net 267,972 260,643 270,640
Earnings Before Income Taxes 920,681 894,751 974,799
Income taxes 360,587 351,639 398,632
Net Income 560,094 543,112 576,167
Dividends on Preferred Stock 674 1,729 5,939
Net Income After Dividends on Preferred Stock 559;420 541,383 570,228

The accompanying notes are an integral part of these statements.
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2000 1999 1998
fin thousands)
Operating Activities:
Net income $ 560,094 $ 543,112 3 576,167
Adjustments to reconcile net income to net
cash provided from operating activities --
Depreciation and amortization 712,960 663,878 867,637
Deferred income taxes and investment tax credits, net (28,961) (34,930) (93,005)
Other, net (51,501} (42,179) 40,396
Changes in certain current assets and liabilities —
Receivables, net (108,621) 21,665 (25,453)
Fossil fuel stock 26,835 {22,165) (8,066)
Materials and supplies (9,715) (10,417) (3,090)
Accounts payables 04,412 13,095 47,862
Energy cost recovery, retail (95,235) (26,862) (7,649)
Other : (9,092) 90,788 6,997
Net cash provided from operating activities 1,061,176 1,195,985 1,401,796
Investing Activities:
Gross property additions (1,078,163) (790,464) (499,053)
Other (5,450) (27,454) 67,031
Net cash used for investing activities (1,083,613) (817,918) (432,022)
Financing Activities:
Increase (decrease) in notes payable, net 67,598 285,389 (25,378)
Proceeds --
Senior notes 300,000 100,000 495,000
Pollution control bonds 78,725 238,000 89,990
Preferred securities - 200,000 -
Capital contributions from parent company 301,514 155,777 235
Retirements --
First mortgage bonds (100,000) (404,000) {558,250}
‘Pollution control bonds (78,725) (235,000) (85,990)
Preferred securities - {100,000) -
Preferred stock (383) (36,231) (106,064)
Capital distributions to parent company - - (270,000)
Payment of preferred stock dividends (751) (984) (9,137)
Payment of common stock dividends (549,600) (543,000) (536,600)
Other (1,231) (29,630) (26,641)
Net cash provided from (used for) financing activities 17,147 (359,679) (1,036,835)
Net Change in Cash and Cash Equivalen'is (5,290) 18,388 (67,061)
Cash and Cash Equivalents at Mnning of Year 34,660 16,272 83,333
Cash and Cash Equivalents at End of Year $ 29,370 $ 34,660 $ 16,272
-Supplemental Cash Flow Information:
Cash paid during the year for --
Interest (net of amount capitalized) $ 265373 $ 247,050 $ 269,524
Income taxes (net of refunds) 392,310 394 457 480,318

The accompanying notes are an integral part of these statements.
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Assets 2000 1999
(in thousands)
Current Assets:
Cash and cash equivalents $ 29370 § 34,660
Receivables --
Customer accounts receivable 465,249 401,773
Unrecovered retail fuel clause revenue 131,623 36,388
Other accounts and notes receivable 156,143 102,544
Affiliated companies 13,312 16,006
Accumulated provision for uncollectible accounts (5,100) {7,000)
Fossil fuel stock, at average cost 99,463 126,298
Materials and supplies, at average cost 263,609 253,894
Other 97,515 63,990
Total current assets 1,251,184 1,028,553
Property, Plant, and Equipment: :
In service 16,469,706 15,798,624
Less accumulated provision for depreciation 6.914.512 6,538,574
: : ' 9,555,194 9,260,050
Nuclear fuel, at amortized cost 120,570 119,288
Construction work in progress (Note 4) 652,264 425975
Total property, plant, and eguipment 10,328.028 9.805,313.
Other Property and Investments:
Equity investments in unconsolidated subsidiaries (Note 4) 25,485 25,024
Nuclear decommissioning trusts 375,666 371,914
Other 33,829 33,766
Total other property and investments 434980 430.704
Deferred Charges and Other Assets:
Deferred charges related to income taxes (Note 8) 565,982 590,893
Prepaid pension costs 205,113 145,801
Debt expense, being amortized 53,748 55,824
Premium on reacquired debt, being amortized 173,610 184,331
Other 120.964 120441
Total deferred charges and other assets 1.119.417 1,097.290

Jotal Assets

The accompanying notes are an integral part of these balance sheets.

$13,133.609 $12.361,860
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Liabilities and Stockholder's Equity _ 2000 1999
(in thousands)

Current Liabilities:
Securities due within one year (Note 9) $ 1,808 $ 155772
Notes payable 703,839 636,241
Accounts payable -

Affiliated 117,168 76,591

Other 397,550 346,785
Customer deposits 78,540 74,695
Taxes accrued --

Income taxes 5,151 7,914
Other 137,511 127,414

Interest accrued 47,244 58,665
Vacation pay accrued 38,865 38,143
Other 153,400 153,767
“Total current [iabilities 1,681.076 1,675,987
Long—term debt (See accompanying statements) 3,041,939 2,688,358
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 8) 2,182,783 2,202,565
Deferred credits related to income taxes (Note 8) 247,067 267,083
Accumulated deferred investment tax credits (Note 8) 352,282 367,114
Employee benefits provisions 177,444 181,529
Other 397.655 236,812
Total deferred credits and other liabilities 3.357.231 3,255,103
Company obligated mandatorily redeemable preferred

securities of subsidiary trusts holding company junior

subordinated notes (See accompanying statements) 789,250 789,250
Cumulative preferred stock (See accompeanying statements) 14,569 14,952
Common stockholder‘s equity (See acco;_mg ying statements) 4.249.5 544 3,938, 210

' $12

"I‘I'lc a.ccm'npan)nng notes are an mtcgra] pmt “pert of these balance sheets.
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2000 1999 2000 1999
(in thousands) (percent of tatal)

Long-Term Debt:
First mortgage bonds --

Maturity Interest Rates

March 1, 2000 6.00% $ - $ 100,000

April 1, 2003 6.625% 200,000 200,000

August 1, 2003 6.35% 75,000 75,000

2005 6.07% 10,000 10,000

2008 6.875% 50,000 50,000

2025 7.70% 57,000 57,000
Total first mortgage bonds 392,000 492 000
Senior notes -- (Note 9)

Variable rate (6.71375% at 1/1/01) due February 22, 2002 ' 300,000 -

5.50% due December 1, 2005 150,000 150,000

6.60% due December 31, 2038 200,000 200,000

6.625% due March 31, 2039 100,000 100,000

6.875% due December 31, 2047 145,000 145,000
Total senior notes payable 895,000 595,000
Other long-term debt -- (Note 9)

Poliution control revenue bonds --

Maturity Interest Rates

2000 4.375% - 50,000

2005 5.00% 57,000 57,000

2011 Variable (5.10% at 1/1/01) 10,450 10,450

2018-2019 6.00% t0 6.25% 13,100 13,100

2021-2025 5.40% t0 6.75% 308,660 337,385

2022-2025 Variable (4.85% to 5.35% at 1/1/01) 622,075 622,075

2026-2030 Variable (5.00% to 5.10% at 1/1/01) 206,180 206,180

2030 4.53% 78,725 -

2032-2034 Variable (5.0% to 5.30% at 1/1/01) 140,000 140,000

2034 5.25% to 5.45% 238,000 238,000
Total other long-term debt 1,674,190 1,674,190
Capital lease obligations (Note 9) 85,179 85,851
Unamortized debt discount, net (2,622) (2,911)
Total long-term debt (annual interest

requirement - $179.6 miltion) 3,043,747 2,844,130
Less amount due within one year (Note 9) 1,808 155,772
Total long-term debt excluding amount due within one year $ 3,041,939 §$ 2,688,358 376 % 362 %
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2000 1999 2000 1999
fin thowsands} {percent of total)
Company Obligated Mandatorily
Redeemable Preferred Securities (Note 9):

$25 liquidation value -- 6.85% $ 200000 S 200,000

$25 liquidation value -- 7.60% 175,000 175,000

$25 liquidation value -- 7.75% 189,250 189,25G

$25 liguidation value -- 7.75% 225,000 225,000
Total {annual distribution requirement -- $59.1 million) 789,250 789,250 9.7 10.6
Cumulative Preferred Stock, without par value:

Authorized -- 55,000,000 shares

Outstanding - 145,689 shares at December 31, 2000

Outstanding -- 149,520 shares at December 31, 1999

$100 stated value --
4.60% 14,569 14,952

Total cumulative preferred stock (annual dividend

requirement — $0.7 million) 14,569 14,952 0.2 0.2
Common Stockholder's Equity:
Common stock, without par value --

Authorized -- 15,000,000 shares

Qutstanding - 7,761,500 shares 344,250 344,250
Paid-in capital 2,117,497 1,815,983
Premium on preferred stock 40 40
Retained earnings (Note 9) 1,787,757 1,777,937
Total common stockholder’s equity (See accompanying statements) 4,249,544 3,938,210 52.5 53.0
Total Capitalization $ 8095302 § 7.430,770 1000 % 1000 %

The accompanying notes are an integral part of these statements.
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Premium on
Common Paid-In Preferred  Retained
Stock Capital Stock Earnings Total
(in thousands)
Balance at January 1, 1998 $344,250 $1,929,971 $160  $1,745,347  $4,019,728
Net income after dividends on preferred stock - - - 570,228 570,228
Capital distributions to parent company - {270,000) - - (270,000)
Capital contributions from parent company - 235 - - 235
Cash dividends on common stock - - - (536,600) (536,600)
Preferred stock transactions, net - - (2) 583 581
Balance at December 31, 1998 344,250 1,660,206 158 1,779,558 3,784,172
Net income after dividends on preferred stock - - - 541,383 541,383
Capital contributions from parent company - 155,777 - - 155,777
Cash dividends on common stock - - - (543,000) (543,000)
Preferred stock transactions, net - - (118) (4) (122)
Balance at December 31, 1999 344,250 1,815,983 40 1,777,937 3,938,210
Net income after dividends on preferred stock - - - 559,420 559,420
Capital contributions from parent company - 301,514 - - 301,514
Cash dividends on common stock - - - (549,600)  (549,600)
December 31, 2000 _ $344,250 $2,117,497 $40  $1,787,757  $4,249,544

The accompanying notes are an integral part of these statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

General

The Company is a wholly owned subsidiary of Southern
Company, which is the parent company of five integrated
Southeast utilities, Southern Company Services (SCS), the
system service company, Southern Communications
Services (Southern LINC), Mirant Corporation (formerly
Southern Energy), Southern Nuclear Operating Company
(Southern Nuclear), Southern Company Energy Solutions,
and other direct and indirect subsidiaries. The integrated
Southeast utilities (Alabama Power Company, Georgia
Power Company, Gulf Power Company, Mississippi
Power Company, and Savannah Electric and Power
Company) provide electric service in four states.
Contracts among the integrated Southeast utilities --
related to jointly owned generating facilities,
interconnecting transmission lines, and the exchange of
electric power -- are regulated by the Federal Energy
Regulatory Commission (FERC) or the Securities and
Exchange Commission (SEC). SCS provides, at cost,
specialized services to Southern Company and subsidiary
companies. Southern LINC provides digital wireless
communications services to the subsidiary companies and
also markets these services to the public within the
Southeast. Southern Company Energy Solutions develops
new business opportunities related to energy products and
services. Southern Nuclear provides services to Southern
Company’s nuclear power plants. Mirant Corporation
acquires, develops, builds, owns, and operates power
production and delivery facilities and provides a broad
range of energy-related services to utilities and industrial
companies in selected countries around the world. Mirant
Corporation’s businesses include independent power
projects, integrated utilities, a distribution company, and
energy trading and marketing businesses outside the
Southeastern United States.

Southern Company is registered as a holding company
under the Public Utility Holding Company Act of 1935
(PUHCA). Both Southern Company and its subsidiaries
" are subject to the regulatory provisions of the PUHCA.
The Company is also subject to regulation by the FERC
and the Georgia Public Service Commission (GPSC). The
Company follows accounting principles generally
accepted in the United States and complies with the
accounting policies and practices prescribed by the
respective regulatory commissions. The preparation of

financial statements in conformity with accounting
principles generally accepted in the United States requires
the use of estimates, and the actual results may differ from
these estimates,

Certain prior years’ data presented in the financial
statements have been reclassified to conform with current
year presentation.

Related-Party Transactions

The Company has an agreement with SCS under which
the following services are rendered to the Company at
cost; general and design engineering, purchasing,
accounting and statistical, finance and treasury, tax,
information resources, marketing, auditing, insurance and
pension, human resources, systems and procedures, and
other services with respect to business and operations and
power pool operations. Costs for these services amounted
to $269 million, $253 million, and $251 million during
2000, 1999, and 1998, respectively.

The Company has an agreement with Southern
Nuclear under which the following nuclear-related
services are rendered to the Company at cost: general
executive and advisory services; general operations,
management and technical services; administrative
services including procurement, accounting and statistical,
employee relations, and systems and procedures services;
strategic planning and budgeting services; and other
services with respect to business and operations. Costs
for these services amounted to $281 million, $270 million,
and $269 million during 2000, 1999, and 1998,
respectively.

Regulatory Assets and Liabilities

The Company is subject to the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. Regulatory assets represent probable fiature
revenues associated with certain costs that are expected to
be recovered from customers through the ratemaking
process. Regulatory liabilities represent probable future
reductions in revenues associated with amounts that are
expected to be credited to customers through the
ratemaking process. Pursuant to the terms of the GPSC
retail rate order, the Company recorded $135 million and
$85 million in 2000 and 1999, respectively, of accelerated
cost recovery of regulatory assets which have been
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recorded on the balance sheet as a regulatory liability.
See Note 3 under “Retail Rate Order” for additional
information. Regulatory assets and (liabilities) reflected
in the Company’s Balance Sheets at December 31 relate
to the following:

2000 1999
{in millions)
Deferred income taxes $566 3591
Deferred income tax credits 247 (267
Premium on reacquired debt 174 184
Corporate building lease 55 54
Vacation pay 49 47
Postretirement benefits 30 33
Department of Energy assessments 21 24
Deferred nuclear outage costs . 28 26
- Accelerated cost recovery (220) (85)
Interest, accelerated cost recovery 10y -
Qther, net : - 23 3
$610

Total $ 469

In the event that a portion of the Company’s
operations is no longer subject to the provisions of
Statement No. 71, the Company would be required to
write off related regulatory assets and liabilities that are
not specifically recoverable through regulated rates. In
addition, the Company would be required to determine if
any impairment to other assets exists, including plant, and
write down the assets, if impaired, to their fair value.

Revenues and Fuel Costs

The Company currently operates as a vertically integrated
utility providing electricity to retail customers within its
traditional service area located within the state of
Georgia, and to wholesale customers in the Southeast, -

Revenues are recognized as services are rendered.
Unbilled revenues are accrued at the end of each fiscal
period. Fuel costs are expensed as the fuel is used. The
Company’s fuel cost recovery mechanism includes
provisions to adjust billings for fluctuations in fuel costs,
the energy component of purchased power costs, and
certain other costs. Revenues are adjusted for differences
between recoverable fuel costs and amounts actually
recovered in current rates.

The Company has & diversified base of customers.
No single customer or industry comprises 10 percent or

more of revenues. For all periods presented, uncollectible
accounts averaged less than 1 percent of revenues.

Fuel expense includes the amortization of the cost of
nuclear fuel and a charge, based on nuclear generation, for
the permanent disposal of spent nuclear fuel. Total
charges for nuclear fuel included in fuel expense
amounted to $75 million in 2000, $74 million in 1999,
and $74 million in 1998. The Company has a contract
with the U.S. Department of Energy (DOE) that provides
for the permanent disposal of spent nuclear fuel, The
DOE failed to begin disposing of spent fuel in January
1998 as required by the contracts, and the Company is
pursuing legal remedies against the government for breach
of contract. Effective June 2000, the on-site dry storage
facility for Plant Hatch became operational. Sufficient
capacity is believed available to continue dry storage
operations at Plant Hatch through the life of the plant.
Sufficient fuel storage capacity currently is available at
Plant Vogtle to maintain full-core discharge capability for
both units into the year 2014,

Also, the Energy Policy Act of 1992 required the
establishment of a Uranium Enrichment Decontamination
and Decommissioning Fund, which is to be funded in part
by a special assessment on utilities with nuclear plants.
The assessment will be paid over a 15-year period, which
began in 1993. This fund will be used by the DOE for the
decontamination and decommissioning of its nuclear fuel
enrichment facilities. The law provides that utilities will
recover these payments in the same manner as any other
fuel expense. The Company — based on its ownership
interests — estimates its remaining liability under this law
at December 31, 2000 to be approximately $19 million.
This obligation is recorded in the accompanying Balance
Sheets. .

Depreciation and Nuclear Decommissioning

Depreciation of the original cost of depreciable utility
plant in service is provided primarily by using composite
straight-line rates, which approximated 3.3 percent in
2000 and 1999, and 3.2 percent in 1998, In addition,
pursuant to a GPSC retail rate order, the Company
recorded accelerated depreciation of electric plant of
$304 million in 1998. Total accelerated depreciation
recorded under the GPSC retail rate order was $467
million. These charges are recorded in the accumulated
provision for depreciation. When property subject to
depreciation is retired or otherwise disposed of in the
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normal course of business, its original cost -- together
with the cost of removal, less salvage -- is charged to
accumulated depreciation, Minor iterus of property
included in the original cost of the plant are retired when
the related property unit is retired. Depreciation expense
includes an amount for the expected costs of
decommissioning nuclear facilities and removal of other
facilities.

Nuclear Regulatory Commission (NRC) regulations
require all licensees operating commercial power
reactors to establish a plan for providing, with reasonable
assurance, funds for decommissioning, The Company
has established external trust funds to comply with the
NRC’s regulations. Amounts previously recorded in
internal reserves are being transferred into the external
trust funds over 2 set period of time as ordered by the
GPSC. Earnings on the trust funds are considered in
determining decommissioning expense. The NRC’s
minimum external funding requirements are based on a
generic estimate of the cost to decommission the
radioactive portions of a nuclear unit based on the size
and type of reactor. The Company has filed plans with
the NRC to ensure that -- over time -- the deposits and
earnings of the external trust funds will provide the
minimum funding amounts prescribed by the NRC.

The Company periodically conducts site-specific
studies to estimate the actual cost of decommissioning its
nuclear generating facilities, Site study cost is the
estimate to0 decommission the facility as of the site study
year, and ultimate cost is the estimate to decommission
the facility as of its retirement date. The estimated site
study costs based on the most current study and ultimate
costs assuming an inflation rate of 4.7 percent for the
Company’s ownership interests are as follows:

Plant Plant
Hatch  Vogtle
Site study basis (vean 2000 2000
Decommissioning periods:
Beginning year 2014 2027
Completion year 2042 2045
(in millions)
Site study costs:
Radiated structures $486 $420
Nor-radiated structures 37 48
Total $523 $468

(in millions)
Ultimate costs:

Radiated structures $1,004 §1,468
Non-radiated structures 79 166
Total $1,083 81,634

The decormmissioning cost estimates are based on
prompt dismantlement and removal of the plant from
service. The actual decommissioning costs may vary
from the above estimates because of changes in the
assumed date of decommissioning, changes in the NRC
requirements, changes in the assumptions used in making
the estimates, changes in regulatory requirements,
changes in technology, and changes in costs of labor,
materials, and equipment. The Company has filed with
the NRC an application requesting a 20-year renewal of
the licenses for both units at Plant Hatch which would
permit the operation of both units until 2034.

Annual provisions for nuclear decommissioning
expense are based on an annuity method as approved by
the GPSC. The amounts expensed in 2000 and fund
balances as of December 31, 2000 were:

Plant Plant
Hatch Vogtle
{in millions)
Amount expensed in 2000 $ 19 3 9
{in miltions)
Accumulated provisions:
External trust funds, at fair value  $230 $146
Internal reserves 20 12
Total $250 $158

Effective January 1, 1999, the GPSC increased the
annual provision for decommissioning expenses to
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$28 million from $20 million in 1998, This amount is
based on the NRC generic estimate to decommission the
radioactive portion of the facilities as of 1997 of

$526 million and $438 million for Plants Hatch and
Vogtle, respectively. The ultimate costs associated with
the 1997 NRC minimum funding requirements are $1.1
billion and $1.3 billion for Plants Hatch and Vogtle,
respectively. Significant assumptions include an
estimated inflation rate of 3.6 percent and an estimated
trust earnings rate of 6.5 percent. The Company expects
the GPSC to periodically review and adjust, if necessary,
the amounts collected in rates for the anticipated cost of
decommyjssioning. '

Income Taxes

The Company uses the liability method of accounting for
deferred income taxes and provides deferred income taxes
for all significant income tax temporary differences.
Investment tax credits utilized are deferred and amortized
to income over the average lives of the related property.

Allowance for Funds Used During Construction
(AFUDC)

AFUDC represents the estimated debt and equity costs of
capital funds that are necessary to finance the construction
of new regulated facilities. While cash is not realized
currently from such allowance, it increases the revenue
requirement over the service life of the plant through a
higher rate base and higher depreciation expense. For the
years 2000, 1999, and 1998, the average AFUDC rates
were 6.74 percent, 5.61 percent, and 6.71 percent,
respectively, AFUDC, net of taxes, as a percentage of net
income after dividends on preferred stock, was less than
2.0 percent for 2000, 1999 and 1998,

Property, Plant, and Equipment

Property, plant, and equipment is stated at original cost,
less regulatory disallowances and impairments. Original
cost includes: materials; labor; payroll-related costs such
as taxes, pensions, and other benefits; and the cost of
funds used during construction. The cost of maintenance,
repairs, and replacement of minor items of property is
charged to maintenance expense. The cost of
replacements of property (exclusive of minor items of

property) is-capitalized. .

Cash and Cash Equivalents

For purposes of the financial statements, temporary cash
investments are considered cash equivalents. Temporary
cash investments are securities with original maturities of
90 days or less,

Financial Instraments

The Company has a firm commitment that requires
payment in euros. As a hedge against fluctuations in the
exchange rate for euros, the Company entered into
forward currency swaps. The notional amount is 15.9
million euros maturing in 2001 through 2002, At
December 31, 2000, the unrecognized gain on these swaps
was approximately $1.3 million.

The Company’s financial instruments for which the
carrying amounts did not approximate fair value at
December 31 were as follows:

Carrying Fair

Amount  Value
Long-term debt: (in millions) .
At December 31, 2000 $2,959 $2,912
At December 31, 1999 $2,758 32,604
Preferred securities:
At December 31, 2000 $789 $761
At December 31, 1999 $789 $680

The fair values for securities were based on either
closing market prices or closing prices of comparable
instrumenits.

Materials and Supplies

Generally, materials and supplies include the cost of
transmission, distribution, and generating plant materials.
Materials are charged to inventory when purchased and
then expensed or capitalized to plant, as appropriate,
when installed.

2. RETIREMENT BENEFITS

The Company has defined benefit, trusteed pension plans
that cover substantially all employees. The Company
provides certain medical care and life insurance benefits
for retired employees. Substantially all these employees
may become eligible for such benefits when they retire.
The Company funds postretirement trusts to the extent
required by the GPSC and FERC. In late 2000, the
Company adopted several pension and postretirement
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benefits plan changes that had the effect of increasing
benefits to both current and future retirees. The effects of
these changes will be to increase annual pension and
postretirement benefits costs by approximately

$10 million and $6 million, respectively. The
measurement date for plan assets and obligations is
September 30 of each year,

The weighted average rates assumed in the actuarial
calculations for both the pension and postretirement
benefit plans were:

2000 1999
Discount 7.50% 7.50%
Annual salary increase 5.00 5.00
Expected long-term return on plan
asseis 8.50 8.50
Pension Plan

Changes during the year in the projected benefit
obligations and in the fair value of plan assets were as
follows:

Projected
Benefit Obligations
2000 1999
(in millions)
Balance at beginning of year  $1,205 51,217
Service cost Ky 33
Interest cost 88 80
Benefits paid (58) 57)
Actuarial gain and
employee transfers (14) {68)
Balance at end of year $1,253 $1,205
Plan Assets
2000 1999
(in millioms}
Balance at beginning of year  $2,107 $1,859
Actual return on plan assets 385 313
Benefits paid (58) 57
Employee transfers 30 (8)
Balance at end of year $2.464 $2,107

I1-99

The accrued pension costs recognized in the Balance
Sheets were as follows:

2000 1999
(in millions})
Funded status $1,211 $9502
Unrecognized transition obligation (26) (30)
Unrecognized prior service cost 38 41
Unrecognized net actuarial gain (1,018) (767
Prepaid asset recognized in the
Balance Sheets $205 $146

Components of the plan’s net periodic cost were as
follows:

2000 1999 1998

(in millions)
Service cost $32 $33 § 30
Interest cost 88 80 82
Expected return on plan assets  (151) (137) (127)
Recognized net actuarial gain 2N (A7 20
Net amortization (1) (1) (1)

Net pension income

3(59) $(42) ¥(36)

Postretirement Benefits

Changes during the year in the accumulated benefit
obligations and in the fair value of plan assets were as
follows:

Accumulated

Benefit Obligations

2000 1999

(in millions)

Balance at beginning of year $438 5464

Service cost 7 8

Interest cost 36 30
Benefits paid 21) (19)

Actuarial gain and

employee transfers (28) {45)

Amendments 63 -

Balance at end of year $495 $438
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Plan Assets
2000 1899
(in millions)

Balance at beginning of year $177 $150
Actual return on plan assets 12 11
Employer contributions 30 35
Benefits paid (21) (19)
Balance at end of year $198 3177

The accrued postretirement costs recognized in the
Balance Sheets were as follows:

2000 1999
(in milliong)

Funded status $(297) $(261)
Unrecognized transition obligation 113 122
Unrecognized prior service cost 60 -
Unrecognized gain (13) -
Unrecognized net actuarial loss - 10
Fourth quarter contributions 27 i4
Accrued liability recognized in the

Balance Sheets $(110) $(115)

Components of the plans’ net periedic cost were as
follows:

2000 1999 1998

(in millions)
Service cost $ 7 $8 §$7
Interest cost 36 30 32
Expected retum on plan assets  (16) (10) 9
Recognized net actuarial loss - 1 1
Net amortization 12 9 9
Net postretirement cost $ 39 $38 $40

An additional assumption used in measuring the
accumulated postretirement benefit obligations was a
weighted average medical care cost trend rate of 7.29
percent for 2000, decreasing gradually to 5.50 percent
through the year 2005, and remaining at that level
thereafter. An annual increase or decrease in the assumed
medical care cost trend rate of 1 percent would affect the
accumulated benefit obligation and the service and
interest cost components at December 31, 2000 as
follows:

1 Percent 1 Percent
Increase Decrease
(in millions)
Benefit obligation $39 $ 34
Service and interest costs 3 3

Employee Savings Plan

The Company also sponsors a 401(k) defined contribution
plan covering substantiaily all employees. The Company
provides a 75 percent matching contribution up to

6 percent of an employee’s base salary. Total matching
contributions made to the plan for the years 2000, 1999,
and 1998 were $15 million, $15 million, and $14 million,
respectively.

3. CONTINGENCIES & REGULATORY MATTERS
Retail Rate Order

On December 18, 1998, the GPSC approved a three-year
retail rate order for the Company ending December 31,
2001. Under the terms of the order, earnings are
evaluated against a retail return on common equity range
of 10 percent to 12.5 percent. Retail rates were decreased
by $262 million on an annual basis effective January |,
1999, and by an additional $24 million effective January
1, 2000. The order further provides for $85 million in
each year, plus up to $50 million of any eamings above
the 12.5 percent return during the second and third years,
to be applied to accelerated amortization or depreciation
of assets. Two-thirds of any additional earnings above the
12.5 percent return will be applied to rate reductions, with
the remaining one-third retained by the Company.
Pursuant to the order, in 2000 and 1999, the Company
recorded $85 million each year in accelerated
amortization of regulatory assets. In 2000, the Company
also recorded the additional $50 million of accelerated
amortization. The accelerated amortization is recorded in
a regulatory liability account and, as mandated by the
GPSC, the Company recorded $10 million of interest on
the amounts in the regulatory liability account. In
addition, the Company recorded $44 million and $79
million of revenue subject to refund for estimated
earnings above 12.5 percent retail return on common
equity in 2000 and 1999, respectively. Refunds
applicable to 1999 were made to customers in 2000. The
estimated 2000 refund is included in other current
liabilities on the Balance Sheet. The Company will file a
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general rate case on July 2, 2001, in response to which the
GPSC would be expected to determine whether the rate
order should be continued, modified, or discontinued.

Environmental Protection Agency (EPA) Litigation

On November 3, 1999, the EPA brought a civil action in
the U.S. District Court for the Northern District of
Georgia. The complaint alleges violations of the
prevention of significant deterioration and new source
review provisions of the Clean Air Act with respect to
coal-fired generating facilities at the Company’s Bowen
and Scherer plants. The civil action requests penalties
and injunctive relief, including an order requiring the
installation of the best avatlable control technology at the
affected units beginning at the point of the alleged
violations. The Clean Air Act authorizes civil penalties of
up to $27,500 per day, per violation at each generating
unit. Prior to January 30, 1997, the penalty was $25,000
per day.

The EPA concurrently issued a notice of violation to
the Company relating to these two plants. In early 2000,
the EPA filed 2 motion o amend its complaint fo add the
violations alleged in its notice of violation. The
complaint and the notice of violation are similar to those
brought against and issued to several other electric
utilities. The complaint and the notice of violation allege
that the Company failed to secure necessary permits or
instail additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. The
Company believes that it complied with applicable laws
and the EPA’s regulations and interpretations in effect at
the time the work in question took place.

An adverse outcome of this matter could require
substantial capital expenditures that cannot be determined
at this time and possibly require payment of substantial
penalties. This could affect future results of operations,
cash flows, and possibly financial condition unless such
costs can be recovered through regulated rates.

Other Environmental Contingencies

In January 1995, the Company and four other unrelated
entities were notified by the EPA that they have been
designated as potentially responsible parties under the
Comprehensive Environmental Response, Corpensation
and Liability Act with respect to a site in Brunswick,

Georgia. As of December 31, 2000, the Company has
recognized approximately $5 million in cumulative
expenses associated with the Company’s agreed upon
share of removal and remedial investigation and
feasibility study costs for this site. ‘The final outcome of
this matter cannot now be determined. However, based
on the nature and extent of the Company’s activities
relating to the site, management believes that the
Company’s portion of any remaining remediation costs
should not be material to the financial statements.

In compliance with the Georgia Hazardous Site
Response Act of 1993, the State of Georgia was required
to compile an inventory of all known or suspected sites
where hazardous wastes, constituents, or substances have
been disposed of or released in quantities deemed
reportable by the State. In developing this list, the State
identified several hundred properties throughout the State,
including 34 sites which may require environmental
remediation that were either previously or are currently
owned by the Company. The majority of these sites are
electrical power substations and power generation
facilities, The Company has remediated ten electrical
substations on the list at a cumulative cost of
approximately $3 million throungh December 31, 2000.
The State has removed from the list three power
generation facilities following the assessment which
indicated no remediation was necessary. In addition, the
Company has recognized approximately $27.5 million in
cumulative expenses through December 31, 2000 for the
assessment of the remaining sites on the list and the
anticipated clean-up cost for 14 sites that the Company
plans to remediate. Any additional costs of remediating
the remaining sites cannot presently be determined until
such studies are completed for each site and the State
determines whether remediation is required. If ail listed
sites were required to be remediated, the Company could
incur expenses of up to approximately $5 million in
additional clean-up costs and construction expenditures of
up to approximately $37 million to develop new waste
management facilities or install additional pollution
control devices,

Nuclear Performance Standards

The GPSC has adopted a nuclear performance standard
for the Company’s nuclear generating units under which
the performance of Plants Hatch and Vogtle is evaluated
every three years. The performance standard is based on
each unit’s capacity factor as compared to the average of
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all comparable U.S. nuclear units operating at 2 capacity
factor of 50 percent or higher during the three-year period
of evaluation. Depending on the performance of the units,
the Company could receive a monetary award or penalty
under the performance standards criteria,

In January 1997, the GPSC approved a performance
award of approximately $11.7 million for performance
during the 1993-1995 period. This award was collected
through the retail fuel cost recovery provision and
recognized in income over the 36-month period ending in
December 1999. In February 2000, the GPSC approved a
performance award of approximately $7.8 million for
performance during the 1996-1998 period. This award is
being collected through the retail fuel cost recovery
proviston and recognized in income over a 36-month
period that began in January 2000, as mandated by the
GPSC.

Race Discrimination Litigation

On July 28, 2000, a lawsuit alleging race discrimination
was filed by three Georgia Power employees against the
Company, Southern Company, and SCS in the United
States District Court for the Northern District of Georgia.
The lawsuit also raised claims on behalf of a purported
class. The plaintiffs seek compensatory and punitive
damages in an unspecified amount, as well as injunctive
relief, On August 14, 2000, the lawsuit was amended to
add four more plaintiffs and a new defendant, Southern
Company Energy Solutions, Inc. The lawsuit is in the
discovery stage. The final outcome of this case cannot
now be determined.

4. COMMITMENTS

Construction Program

The Company is constructing Plant Dahlberg, a ten unit,
800 megawait combustion turbine peaking power plant.
Units one through eight began operation in May 2000;
units nine and ten are expected to begin operation in June
2001. The Company is aiso constructing a 571 megawatt
combined cycle unit and a 610 megawatt combined cycle
unit at Plant Goat Rock that will begin operation in 2002
and in 2003, respectively, and an addition of two 566
megawatt combined cycle units at Plant Wansley, to begin
operation in 2002. During 2001, the Company plaus to
transfer the units at Plants Dahlberg, Goat Rock, and
Wansley at net book value to Southern Power Company

(SPC), a new subsidiary formed by Southern Company.
Significant construction of transmission and distribution
facilities, and projects to upgrade and extend the useful
life of generating plants and to remain in compliance with
environmental requirements will continue. The Company
currently estimates property additions to be approximately
$1.6 billion in 2001, $1.3 billion in 2002, and $0.8 billion
in 2003. If the Company transfers wholesale generation
assets to SPC in 2001 as contemplated, construction
expenditures for the years 2001 through 2003 will total
$1.0 billion, $0.9 billion, and $0.7 billion, respectively.

The construction program is subject to periodic
review and revision, and actual construction costs may
vary from estimates because of numerous factors,
including, but not limited to, changes in business
conditions, load growth estimates, environmental
regulations, and regulatory requirements.

Fuel Commitments

To supply a portion of the fuel requirements of its
generating plants, the Company has entered into various
long-term commitments for the procurement of fossil and
nuclear fuel. In most cases, these contracts contain
provisions for price escalations, minimum purchase
levels, and other financial commitments. Total estimated
long-term fossil and nuclear fuel commitments at
December 31, 2000 were as follows:

Minfmum

Year Obligations

{in millions)
2001 $1,006
2002 625
2003 586
2004 430
2005 342
2006 and beyond 873
Total minimum obligations $3,862

Additional commitments for coal and for nuclear fiel
will be required in the future to supply the Company’s
fuel needs.

Purchased Power Commitments

The Company and an affiliste, Alabama Power Company,
own equally al] of the outstanding capital stock of
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Southern Electric Generating Company (SEGCQ), which
owns electric generating units with a total rated capacity
of 1,020 megawatts, as well as associated transmission
facilities. The capacity of the units has been sold equally
to the Company and Alabama Power Company under a
contract which, in substance, requires payments sufficient
to provide for the operating expenses, taxes, debt service,

ratemaking purposes. The present value of these portions

* was written off in 1987 and 1990.

The Company has entered into other various long-
term commitments for the purchase of electricity.
Estimated total long-term obligations at December 31,
2000 were as follows:

and return on investment, whether or not SEGCO has any Year Other Obligations

capacity and energy available, The term of the contract (in millions)

extends automatically for two-year periods, subject to 2001 $ 22

either party’s right to cancel upon two year’s notice. The 2002 19

Company’s share of expenses included in purchased 2003 41

power from affiliates in the Staternents of Income is as 2004 40

follows: ' 2005 40
2000 1999 1998 2006 and beyond 154

{in millions) Total other obligations $336

Energy 857 $51 $45

Capacity 30 29 30 Operating Leases

Total $87 $80 - 375

Kilowatt-hours 3,835 3,338 3,146 The Company has entered into coal rail car rental

The Company has commitments regarding a portion of
a 5 percent interest in Plant Vogtle owned by Municipal
Electric Authority of Georgia (MEAG) that are in effect
until the latter of the retirement of the plant or the latest
_stated maturity date of MEAG’s bonds issued to finance
such ownership interest. The payments for capacity are
required whether or not any capacity is available. The
energy cost is a function of each unit’s variable operating
costs. Except as noted below, the cost of such capacity
and energy is included in purchased power from non-
affiliates in the Company’s Statements of Income.
Capacity payments totaled $58 million, $57 million, and
$56 million in 2000, 1999, and 1998, respectively. The
current projected Plant Vogtle capacity payments are:

Year Capacity Payments
: {in' millions)
2001 $ 59
2002 58
2003 58
2004 55
2005 55
2006 and beyond . ' 539
Total capacity payments $824

Portions of the payments noted above relate to costs in -
excess of Plant Vogtle’s allowed investment for

agréements with various terms and expiration dates.
These expenses totaled $16 million for 2000, $11 million
for 1999, and $13 million for 1998. At December 31,

-~ 2000, estimated minimum rental commitments for these

noncancelable operating leases were as follows:

Year Minimum Obligations
(in millions)
2001 $15
2002 15
2003 15
2004 16
2005 14
2006 and beyond 102
Total minimum obligations $177

5. NUCLEAR INSURANCE

Under the Price-Anderson Amendments Act of 1988, the
Company maintains agreements of indemnity with the
NRC that, together with private insurance, cover
third-party liability arising from any nuclear incident

“occurring at the Company’s nuclear power plants. The

Act provides funds up to $9.5 billion for public liability
claims that could arise from a single nuclear incident.
Each nuclear plant is insured against this liability to a
maximum of $200 million by private insurance, with the
remaining coverage provided by a mandatory program of
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deferred premiums that could be assessed, after a nuclear
incident, against all owners of nuclear reactors. The
Company could be assessed up to $88 million per incident
for each licensed reactor it operates but not more than an
aggregate of $10 million per incident to be paid in a
calendar vear for each reactor. Such maximum
assessment for the Company, excluding any applicable
state premium taxes -- based on its ownership and _
buyback interests -~ is $178 million per incident but not
more than an aggregate of $20 million to be paid for each
incident in any one year.

The Company is 2 member of Nuclear Electric
Insurance Limited (NEIL}, a mutual insurer established to
provide property damage insurance in an amount up to
$500 million for members’ nuclear generating facilities.

Additionally, the Company has policies that currently
provide decontamination, excess property insurance, and
premature decommissioning coverage up to $2.25 billion
for losses in excess of the $500 million primary coverage.
This excess insurance is also provided by NEIL.

NEIL also covers the additional costs that would be
incurred in obtaining replacement power during a
prolonged accidental outage at a member’s nuclear plant.
Members can be insured against increased costs of
replacement power in an amount up to $3.5 million per
week - starting 12 weeks after the outage -- for one year
and up to $2.8 million per week for the second and third
years.

Under each of the NEIL policies, members are subject
to assessments if losses each year exceed the accumulated
funds available to the insurer under that policy. The
current maximum annual assessments for the Company
under the three NEIL policies would be $19 miltion.

For all on-site property damage insurance policies for
commercial nuclear power plants, the NRC requires that
the proceeds of such policies should be dedicated first for
the sole purpose of placing the reactor in a safe and stable
condition after an accident. Any remaining proceeds are
to be applied next toward the costs of decontamination
and debris removal operations ordered by the NRC, and
any further remaining proceeds are to be paid either to the
Company or to its bond trustees as may be appropriate
under the policies and applicable trust indentures.

All retrospective assessments, whether generated for
liability, property, or replacement power, may be subject
to applicable state premium taxes.

6. JOINT OWNERSHIP AGREEMENTS

Except as otherwise noted, the Company has contracted to
operate and maintain all jointly owned generating
facilities. The Company jointly owns the Rocky
Mountain pumped storage hydroelectric plant with
Oglethorpe Power Company who is the operator of the
plant. The Company also jointly owns Plant McIntosh
with Savannah Electric and Power Company who operates
the plant. The Company and Florida Power Corporation
(FPC) jointly own a combustion turbine unit (Intercession
City) operated by FPC.

The Company includes its proportionate share of

plant operating expenses in the corresponding operating
expenses in the Statements of Income.

At December 31, 2000, the Company’s percentage
ownership and investment {exclusive of nuclear fuel} in
jointly owned facilities in commercial operation were as
follows: :

Company Accumulated
Facility (Type) Ownership Investment IDepreciation
(in millions)
Plant Vogtle (miclear) 45.7%  $3,301* $1,724
Plant Hatch (nuclear) 50.1 873 650
Plant Wansley (coal) 535 300 150
Plant Scherer (coal)
Units 1 and 2 8.4 112 53
Unit 3 75.0 545 207
Plant McIntosh
Common Facilities 75.0 19 2
(combustion-turbine)
Rocky Mountain 25.4 169* 72
(pumped storage)
Intercession City 333 11 1
(combustion-turbine)
* Investment net of write-offs.

7. LONG-TERM POWER SALES AND LEASE
AGREEMENTS

The Company and the other integrated Southeast utilities
of Southern Company have long-term contractual
agreements for the sale of capacity and energy to
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non-affiliated utilities located outside the system’s service
area. These agreements consist of firm unit power sales
pertaining to capacity from specific generating units.
Because energy is generally sold at cost under these
agreements, it is primarily the capacity revenues that
affect the Company’s profitability.

The Company’s capacity revenues were as follows:

Year Revenues  Capacity
(in millions) (megawatts)

2000 $ 30 124
1999 32 162
1998 32 162

Unit power from specific generating plants is being
sold to Florida Power & Light Company, FPC, and
Jacksonville Electric Authority. Under these agreements,
approximately 102 megawatts of capacity is scheduled to
be sold annually for periods after 2000 with a minimum of
three years notice until the expiration of the contracts in
2010.

Details of the federal and state incorue tax provisions
are as follows:

2000 1999 1998

Total provision for income taxes; (in millions)
Federal:
Current $342 $333 $415
Deferred (34) (34) 87
Deferred investment tax
credits - - 7
308 299 335
State:
Current 48 54 77
Deferred (5) %) (13)
Deferred investment tax
credits 10 5 -
Total $361 $352 $399

The tax effects of temporary differences between the
carrying amounts of assets and liabilities in the financiat
statements and their respective tax bases, which give rise
to deferred tax assets and liabilities, are as follows:

During 2000, the Company entered into certain 2000 1999
operating leases for portions of its generating unit (in millions)
capacity. Minimum future capacity revenues from Deferred tax liabilities:
noncancelable operating leases as of December 31, 2000 Accelerated depreciation $1,755 $1,766
were as follows: Property basis differences 683 729

Other 243 155
Year Minimum Obligations Total 2,681 2,650

(in millions) Deferred tax assets:
2001 $ 41 Other property basis differences 189 200
2002 45 Federal effect of state deferred taxes 91 93
2003 45 Other deferred costs 208 109
2004 45 Other 37 48
2005 5 Total 525 450
2006 and beyond - Net deferred tax liabilities 2,156 2200
Total minimum obligations $181 Portion included in cutrent assets 27 3
Accumulated deferred income taxes

8. INCOME TAXES in the Balance Sheets $2,183 $2,203

At December 31, 2000, tax-related regulatory assets were
$566 million and tax-related regulatory liabilities were
$247 million. The assets are attributable to tax benefits
flowed through to customers in prior years and to taxes
applicable to capitalized interest. The liabilities are
attributable to deferred taxes previously recognized at-
rates higher than current enacted tax law and to
unamortized investment tax credits,

Deferred investment tax credits are amortized over the
life of the related property with such amortization
normally applied as a credit to reduce depreciation in the
Statements of Income. Credits amortized in this manner
amounted to $15 million in 2000 and 1999, and $22
million in 1998. At December 31, 2000, all investment
tax credits available to reduce federal income taxes
payable had been utilized.
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A reconciliation of the federal statutory tax rate to the
effective income tax rate is as follows:

2000 1999 1998

Federal statutory rate 5% 35% 3%
State income tax, net of

federal deduction 4 4 4
Non-deductible book

depreciation 2 2 6
Other 2 @ @&
Effective income tax rate 39% 39% 41%

Southern Company and its subsidiaries file a
consolidated federal income tax return. Under a joint
consolidated income tax agreement, each subsidiary’s
current and deferred tax expense is computed on & stand-
alone basis.

9. CAPITALIZATION
First Mortgage Bond Indenture Restrictions

The Company’s first mortgage bond indenture contains
various restrictions that remain in effect as long as the
bonds are outstanding., At December 31, 2000,

$891 million of retained earnings and paid-in capital was
unrestricted for the payment of cash dividends or any
other distributions under terms of the mortgage indenture.
Tf additional first mortgage bonds are issued,
supplemental indentures in connection with those issues
may contain more stringent restrictions than those
currently in effect. The Company has no restrictions on
the amount of indebtedness it may incur.

Preferred Securities

Statutory business trusts formed by the Company, of
which the Company owns all the common securities, have
issued mandatorily redeemable preferred securities as
follows:

Date of Maturity
Issue  Amount Rate Notes Date
{millions) . (mildons)
TrustI 8/1996 $225.00 7.75% $232  6/2036
TrustII 1/1997 175.00 7.60 - 180 12/2036
Trust I 6/1997 189.25 7.75 195  3/2037 -
Trust IV 2/1999 200.00 6.85 206 3/2029

Substantially all of the assets of each trust are junior |
subordinated notes issued by the Company in the
respective approximate principal amounts set forth above.

The Company considers that the mechanisms and
obligations relating to the preferred securities, taken
together, constitute a full and unconditional guarantee by
the Company of the Trusts’ payment obligations with
respect to the preferred securities.

The Trusts are subsidiaries of the Company, and
accordingly are consolidated in the Company’s financial
statements.

Pollution Control Bonds

The Company has incurred obligations in connection with
the sale by public authorities of tax-exempt poliution
control revenue bonds. The Company has authenticated
and delivered to trustees an aggregate of $378.8 million of
its first mortgage bonds outstanding at December 31,
2000, which are pledged as security for its obligations
under pollution control revenue contracts, No interest on
these first mortgage bonds is payable unless and until a
default occurs on the installment purchase or loan
agreements.

Senior Notes

In February 2000 and February 2001, the Company issued
unsecured senior notes. The proceeds of these issues
were used to redeem higher cost long-term debt and to
reduce short-term borrowing. The senior notes are, in
effect, subordinated to all secured debt of the Company,
includinig its first mortgage bonds.

Bank Credit Arrangements

At the beginning of 2001, the Company had unused credit
arrangements with banks totaling $1.8 billion, of which
$1.3 billion expires at various times during 2001, and
$500 million expires at April 24, 2003.

Of the total $1.8 billion in unused credit, $1.65 billion
is a syndicated credit arrangement with $1.15 billion
expiring April 20, 2001, and $500 million expiring April
24, 2003. Upon expiration, the $1.15 billion agreement
provides the option of converting borrowings into two-
year term loans. Both agreements contain stated
borrowing rates but also allow for competitive bid loans.
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In addition, the agreements require payment of
commitment fees based on the unused portions of the
commitments. Annual fees are also paid to the agent
bank.

Approximately $115 million of the $1.3 billion
arrangements expiring during 2001 allow for two-year
term loans executable upon the expiration date of the
facilities. All of the arrangements include stated
borrowing rates but also allow for negotiated rates. These
agreements also require payment of commitment fees
based on the unused portion of the commitments or the
maintenance of compensating balances with the banks.
These balances are not legally restricted from withdrawal.

This $1.8 billion in unused credit arrangements
provides liquidity support to the Company’s variable rate
pollution control bonds. The amount of variable rate
pollution control bonds outstanding requiring that
liquidity support as of December 31, 2000 was
$979 million.

In addition, the Company borrows under uncommitted
lines of credit with banks and through a $750 million
commercial paper program that has the liquidity support
of committed bank credit arrangements. Average
compensating balances held under these committed
facilities were not material in 2000.

Other Long-Term Debt

Assets acquired under capital leases are recorded in the
Balance Sheets as utility plant in service, and the related
obligations are classified as long-term debt. At December
31, 2000 and 1999, the Company had a capitalized lease
obligation for its corporate headquarters building of

$87 million with an interest rate of 8.1 percent. The lease
agreement provides for payments that are minimal in early
years and escalate through the first 21 years of the lease.
For ratemaking purposes, the GPSC has treated the lease
as an operating lease and has allowed only the lease
payments in cost of service. The difference between the
accrued expense and the lease payments allowed for
ratemaking purposes is being deferred as a cost to be
recovered in the future as ordered by the GPSC. At
December 31, 2000 and 1999, the interest and lease
amortization deferred on the Balance Sheets are

$55 million and $54 million, respectively.

Assets Subject to Lien

The Company’s mortgage dated as of March 1, 1941, as
amended and supplemented, securing the first mortgage
bonds issued by the Company, constitutes a direct lien on
substantially all of the Company’s fixed property and
franchises.

Securities Due Within One Year
A summary of the improvement find requirements and

scheduled maturities and redemptions of securities due
within one year at December 31 is as follows:

2000 1999
{in millions)
Bond improvement fund requirements $- §$ 5
Capital lease — current portion 2 1
First mortgage bond maturities
and redemptions - 100
Pollution control bond maturities
and redemptions - 50
Total long-term debt $2 5156

The Company’s first mortgage bond indenture
includes an improvement fund reguirement that amounts
to 1 percent of each outstanding series of bonds
authenticated under the indenture prior to January I of
each year, other than those issued to collateralize
pollution control obligations. The requirement may be
satisfied by June 1 of each year by depositing cash,
reacquiring bonds, or by pledging additional property
equal to 1 2/3 times the requirement.

Redemption of Securities

The Company plans to continue, to the extent possible, a
program of redeeming or replacing debt and preferred
securities in cases where opportunities exist to reduce
financing costs. Issues may be repurchased in the open
market or called at premiums as specified under terms of
the issue. They may also be redeemed at face value to
meet improvement fitnd requirements, to meet
replacement provisions of the mortgage, or through use of
proceeds from the sale of property pledged under the

mortgage.
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10. QUARTERLY FINANCIAL DATA
(UNAUDITED)

Summarized quarterly financial information for 2000 and
1999 is as follows:

Net Income
After
Dividends on
Operating  Operating Preferred
Quarter Ended Revenues Income Stock
{in millions)

March 2000 $ 992 $223 $ 94
June 2000 1,221 3 148
September 2000 1,545 537 283
December 2000 1,113 162 34
March 1999 § 931 $224 $ 92
June 1999 1,092 299 138
September 1999 1,466 557 296
December 1999 968 115 15

Under the GPSC retail rate order, the Company
recorded $135 million and $85 million of accelerated
amortization in 2000 and 1999, respectively, which were
recorded monthly as an operating expense. The fourth
quarter December 1999 operating income has been
restated to reflect the accelerated amortization as an
operating expense rather than as amortization of premium
on reacquired debt. See Note 3 to the financial statements
under “Retail Rate Order” for additional information.

The Company’s business is influenced by seasonal
weather conditions.
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2000 1999 1998 1997 1996
Operating Revenues (In thousands) $4.870,618 54,456,675 34,738,253  $4,385,717 $4,416,779
Net Income after Dividends
on Preferred Stock (in thousands) $559.420 $541,383 $570,228 $593,996 $580,327
Cash Dividends
on Common Stock (in thousands) $549,600 $543,000 $536,600 $520,000 $475,500
Return on Average Common Equity (percent) 13.66 14.02 14.61 14.53 13.73
Total Assets (in thousands) $13,133,609 $12,361,860 $12,033,618 $12,573,728 $13,006,635
Gross Property Additions (ir thousands) $1,078,163 $790,464 $499,053 $475,921 $428,220
Capitalization (in thousands):
Common stockholder’s equity $4,249,544 $3938210 $3,784,172 34,019,728  $4,154,281
Preferred stock 14,569 14,952 15,527 157,247 464,611
Company obligated mandatorily
redeemable preferred securities 789,250 789,250 689,250 689,250 325,000
Long-term debt 3041939 2688358 2,744,362 2,982,835 3,200,419
ithin ope yea: 095.302 7,430,770 $7.233.311 7.849.060  $8.144311
Capitahzation Ratios (pereent)
Common stockholder's equity 52.5 53.0 523 51.2 51.0
Preferred stock 0.2 0.2 0.2 2.0 5.7
Company obligated mandatorily
redeemable preferred securities 9.7 10.6 9.5 8.8 4.0
Long-term debt 37.6 36.2 38.0 38.0 39.3
Total (excluding amounts due within one year) 100.0 100.0 100.0 100.0 100.0
Security Ratings:
First Mortgage Bonds -
Moody's Al Al Al Al Al
Standard and Poor's A At At A+ A+
Fitch AA- AA- AA- AA- AA-
Preferred Stock -
Moody's a2 a2 a? a2 a2
Standard and Poor’s BBB+ A- A A A
Fitch A At A+ A+ At
Unsecured Long-Term Debt -
Moody's A2 A2 A2 A2 A2
Standard and Poor's A A A A A
Fitch At A+ Ar A+ At
Customers (year-end): T
Residential 1,669,566 1,632,450 1,596,488 1,561,675 1,531,453
Commercial 237,977 229,524 221,180 211,672 205,087
Industrial 8,533 8,958 9,485 9,988 10,424
Other 3 159 3,060 3,034 2,748 2,645
Total _ 919.235 1873992 _ 1830187 1786083 17
Employees (year-end): 8,855 8,061 8371 2,354 10,346
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2000 1999 1998 1997 1996
Operating Revenues (in thousands):
Residential $ 1,535,684 $1,410,099 § 1,486,699 $ 1,326,787 § 1,371,033
Commercial 1,620,466 1,527,880 1,591,363 1,493,353 1,486,586
Industrial 1,154,789 1,143,001 1,170,881 1,110,311 1,118,633
Other 6,399 {30,892) 49,274 47,848 47,060
Total refail 4,317,338 4,050,088  4,298217 3,978,299 4,023,312
Sales for resale - non-affiliates 297,643 210,104 259,234 282,365 281,580
Sales for resale - affiliates 96,150 76,426 81,606 38.708 35,886
Total revenues from sales of electricity 4,711,131 4,336,618  4,630057  4,299372 4,340,778
Other revenues 120,057 99,196 86 345 76,001

159 487

Jotal $4.738.253 34,3
Kilowatt-Hour Ssales (in thousands):
Residential 20,693,481 19,404,709 19,481,486 17,295,022 17,826,451
Commercial 25,628,402 23,715485 22,861,391 21,134,346 20,823,073
Industrial 27,543,265 27,300,355 27,283,147 26,701,685 26,191,831
Other 568,906 551,451 543,462 538,163 536,057
Total retail 74,434,054 70,972,000 70,169,486 65,669,216 65,377,412
Sales for resale - non-affiliates 6,463,723 5,060,931 6,438,891 6,795,300 7,868,342
Sales for resale - aﬁihatas 2.435,106 1 795 ,243 2 038 400 1,706.699 1 180,20?
Jotal : RS 45
Average Revenue Per Kilowatt-Hour (cents):
Residential 742 7.27 7.63 7.67 7.69
Commercial 6.32 6.44 6.96 7.07 7.14
Industrial 4.19 4.19 4.29 4,16 4.27
Total retail 5.80 571 6.13 6.06 6.15
Sales for resale 443 4.18 4.02 3.78 3.51
Total sales 5.65 5.57 5.90 5.80 5.83
Residential Average Annual

Kilowatt-Hour Use Per Customer 12,520 12,006 12,314 11,171 11,763
Residential Average Annual

Revenue Per Customer $929.11 $872.47 $939.73 $857.01 $904.70
Plant Nameplate Capacity

Ratings (year-end) (megawatts) 15,114 14,474 14,437 14,437 14,367
Maximum Peak-Hour Demand (megawatts):
Winter 12,014 11,568 11,959 10,407 10,410
Summer 14,930 14,575 13,923 13,153 12,914
Annual I.oad Factor (percent) 61.6 58.9 58.7 57.4 62.2
Plant Availability (percent):
Fossil-steam 86.1 84.3 86.0 85.8 85.2
Nuclear 91.5 89.3 91.6 88.8 89.3
Source of Energy Supply (percent):
Coal 62.3 63.0 62.3 64.3 60.4
Nugclear 17.4 18.0 18.3 18.8 18.2
Hydro 0.7 0.9 22 2.2 2.2
Oil and gas 1.8 1.6 2.2 0.6 0.5
Purchased power -

From non-affiliates 81 6.6 6.5 2.7 5.6

From affiliates 9.7 9.9 8.5 11.4 13.1
Jotal 100.0 100.0 100.0 100.0 100.0
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The management of Gulf Power Company has prepared --
and is responsible for - the financial statements and
related information included in this report. These
statements were prepared in accordance with accounting
principles generally accepted in the United States and
necessarily include amounts that are based on the best
estimates and judgments of management. Financial
information throughout this annual report is consistent
with the financial statements.

The Company maintains a system of internal accounting
controls to provide reasonable assurance that assets are
safeguarded and that the accounting records reflect only
authorized transactions of the Company. Limitations exist
in any system of interal controls, however, based on a
recognition that the cost of the system should not exceed
its benefits. The Company believes its system of internal
accounting controls maintains an appropriate cost/benefit
relationship.

The Company’s system of internal accounting controls
is evaluated on an ongoing basis by the Company’s
internal audit staff. The Company’s independent public
accountants also consider certain elements of the internal
control system in order to determine their anditing
procedures for the purpose of expressing an opinion on the
financial statements.

CZM@.K»-&\

Travis J. Bowden
President
and Chief Executive Officer

The audit committee of the board of directors, composed
of independent directors provides a broad overview of
management’s financial reporting and control functions.
Periodically, this committee meets with management, the
internal auditors, and the independent public accountants
to ensure that these groups are fulfilling their obligations
and to discuss auditing, internal controls, and financial
reporting matters. The internal auditors and independent
public accountants have access to the members of the
audit committee at any time.

Management believes that its policies and procedures
provide reasonable assurance that the Company’s
operations are conducted according to a high standard of
business ethics.

In management’s opinion, the financial statements
present fairly, in all material respects, the financial
position, results of operations, and cash flows of Gulf
Power Company in conformity with accounting principles
generally accepted in the United States.

Sl S

Ronnie R. Labrato
Comptrolier
and Chief Financial Officer
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Gulf Power Company:

We have audited the accompanying balance sheets and
statements of capitalization of Gulf Power Company (a
Maine corporation and a wholly owned subsidiary of
Southern Company) as of December 31, 2000 and 1999,
and the related statements of income, common
stockholder’s equity, and cash flows for each of the three
years in the period ended December 31, 2000. These
financial statements are the responsibility of the
Company’s management. Our responsibility is to express
an opinion on these financial statements based on our
audits.

We conducted our andits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the andit to
obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An andit also includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement
presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements (pages II-123
through I1-137) referred to above present fairly, in all
material respects, the financial position of Gulf Power
Company as of December 31, 2000 and 1999, and the
results of its operations and its cash flows for each of the
three years in the period ended December 31, 2000, in
conformity with accounting principles generally accepted
in the United States.

a/l/%u/l Arneletzen P

Atlanta, Georgia
February 28, 2001
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RESULTS OF OPERATIONS

Earnings

Gulf Power Company’s 2000 net income after dividends
on preferred stock was $51.8 million, a decrease of $1.9
million from the previous year. In 1999, earnings were
$53.7 million, down $2.8 million when compared to 1998.

The decrease in earnings in 2000, as well as 1999, was
primarily a result of higher expenses than in the prior year.

Revenues

Operating revenues increased in 2000 when compared to
1999. The following table summarizes the change in
operating revenues for the past two years:

higher fuel and purchased power costs. The 1999 increase
in regulatory cost recovery and other retail revenues over
1998 is primarily attributable to the recovery of increased
purchased power capacity costs. “Regulatory cost
recovery and other” includes the following: recovery
provisions for fuel expense and the energy component of
purchased power costs; energy conservation costs;
purchased power capacity costs; and environmental
compliance costs. The recovery provisions generally
equal the related expenses and have no material effect on
net income. See Notes 1 and 3 to the financial statements
under “Revenues and Regulatory Cost Recovery Clauses”
and “Environmental Cost Recovery,” respectively, for
further information.

Sales for resale were $133.9 million in 2000, an increase
of $5.4 million, or 4.2 percent, over 1999 primarily due to
additional energy sales. Revenues from sales to utilities
outside the service area under long-term contracts consist
of capacity and energy components. Capacity revenues
reflect the recovery of fixed costs and a return on
investment under the contracts. Energy is generally sold
at variable cost. The capacity and energy components
under these long-term contracts were as follows:

2000 1999 1998

(in thousands)
Capacity $20,270  $19,792 $22,503
Energy 21,922 20,251 14,556
Total $42,192  $40,043 $37,059

Increase (Decrease)
Amount From Prior Year
2000 2000 1999
(in thousands)
Retail --
Base Revenues $336,103 $3,771 $2,469
Regulatory cost
recovery and other 226,059 45,631 1,173
Total retail 562,162 49,402 3,642
Sales for resale--
Non-affiliates 66,890 4,537 461
Affiliates 66,995 885 23,468
Total sales for resale 133,885 5,422 23,929
Other operating
revenues 18,272 (14,604) (3,990)
Total operating
revenues $714,319 $40,220  $23,581
Percent change 6.0% 3.6%

Retail revenues of $562.2 million in 2000 increased
$49.4 million, or 9.6 percent, from the prior year due
primarily to the recovery of higher fuel and purchased
power costs. Retail base rate revenues increased $3.8
million due to increased customer growth and hotter than
normal weather, offset by a $10 million permanent annual
rate reduction and $6.9 million of revenues subject to
refund based upon the current retail revenue sharing plan
(See Note 3 to the financial statements under ‘“Retail
Revenue Sharing Plan” for further information). Retail
revenues for 1999 increased $3.6 million, or 0.7 percent,
when compared to 1998 due primarily to an increase in the
number of retail customers served by the Company.

The 2000 increase in regulatory cost recovery and other
retail revenues over 1999 is primarily attributable to

Capacity revenues increased slightly in 2000 due to the
recovery of higher operating expenses experienced during
the year. Capacity revenues had been declining in prior
years due to the decreasing net investment related to these
sales. This downward trend accelerated during 1999 as a
result of a reduction in the authorized rate of return on the
equity component of the investment.

Sales to affiliated companies vary from year to year
depending on demand and the availability and cost of
generating resources at each company. These sales have
little impact on earnings.

Other operating revenues decreased in 2000 and in 1999
due primarily to the retail recovery clause adjustments for
the difference between recoverable costs and the amounts
actually reflected in current rates. See Notes 1 and 3 to
the financial statements under “Revenues and Regulatory
Cost Recovery Clauses” and “Environimental Cost
Recovery,” respectively, for further discussion.
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Energy Sales

Kilowatt-hour sales for 2000 and the percent changes by
year were as follows:

KWH Percent Change
2000 2000 1999
(millions)
Residential 4,790 7.1% 0.8%
Commercial 3,379 4.9 3.6
Industrial 1,925 43 0.7
Other 19 0.0 0.0
Total retail 10,113 58 1.7
Sales for resale
Non-affiliates 1,705 9.2 16.4
Affiliates 1,917 (23.7) 42.9
Total 13,735 0.7 9.0

In 2000, total retail energy sales increased when
compared to 1999 due primarily to an increase in the total
number of customers and hotter than normal weather.
Total retail energy sales increased in 1999 when compared
to 1998 due to increases in the number of customers. See
“Future Earnings Potential” for information on the
Company’s initiatives to remain competitive and to meet
conservation goals set by the Florida Public Service
Commission (FPSC).

An increase in energy sales for resale to non-affiliates of
9.2 percent in 2000 when compared to 1999 is primarily
related to unit power sales under long-term contracts to
other Florida utilities and bulk power sales under short-
term contracts to other non-affiliated utilities. Energy
sales to affiliated companies vary from year to year
depending on demand and availability and cost of
generating resources at each company.

Expenses

Total operating expenses in 2000 increased $39.5 million,
or 7.1 percent, over the amount recorded in 1999 due
primarily to higher fuel and purchased power expenses. In
1999, total operating expenses increased $26.8 million, or
5.1 percent, compared to 1998 due primarily to higher
fuel, purchased power, and maintenance expenses offset
by lower other operation expenses.

Fuel expenses in 2000, when compared to 1999,
increased $6.7 million, or 3.2 percent, due primarily to an
increase in average fuel costs. In 1999, fuel expenses
increased $11.5 million, or 5.9 percent, when compared to

1998. The increases were the result of increased
generation resulting from a higher demand for energy.

The amount and sources of generation and the average
cost of fuel per net kilowatt-hour generated were as
follows:

2000 1999 1998

Total generation

(millions of kilowatt-hours) 12,866 13,095 11,986
Sources of generation

(percent)

Coal 98.2 97.4 98.0

Oil and gas 1.8 2.6 2.0
Average cost of fuel per net

kilowatt-hour generated

(cents)-—- 1.68 1.60 1.69

Purchased power expenses increased in 2000 by $25.5
million, or 44.7 percent, over 1999 and purchased power
expenses for 1999 increased over 1998 by $13.2 million,
or 30.2 percent, due primarily to a higher demand for
energy in both years.

Depreciation and amortization expense increased $2.3
million, or 3.5 percent, in 2000 when compared to 1999,
due to an increase in depreciable property and the
amortization of a portion of a regulatory asset, which was
allowed in the current retail revenue sharing plan. The
$5.5 million, or 9.2 percent, increase in 1999 compared to
1998 was due primarily to a reduction in the amortization
of gains from the 1998 sale of emission allowances.

Interest on long-term debt, which is included in “Interest
expense”, increased $1.2 million, or 5.8 percent, in 2000
when compared to 1999 due primarily to the issuance of
$50 million of senior notes in August 1999. In 1999
interest on long-term debt increased $1.7 million, or 8.4
percent, when compared to 1998 due primarily to the
maturity of two first mortgage bond series in 1998 which
were replaced by senior notes at a slightly higher interest
rate, and the issuance of $50 million of senior notes in
August 1999,

Effects of Inflation

The Company is subject to rate regulation and income tax
laws that are based on the recovery of historical costs.
Therefore, inflation creates an economic loss because the
Company is recovering its cost of investments in dollars
that have less purchasing power. While the inflation rate
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has been relatively low in recent years, it continues to
have an adverse effect on the Company because of the
large investment in utility plant with long economic lives.
Conventional accounting for historical cost does not
recognize this economic loss nor the partially offsetting
gain that arises through financing facilities with
fixed-money obligations, such as long-term debt and
preferred securities. Any recognition of inflation by
regulatory authorities is reflected in the rate of return
allowed.

Future Earnings Potential

The results of operations for the past three years are not
necessarily indicative of future eamings potential. The
level of future earnings depends on numerous factors. The
major factor is the ability to achieve energy sales growth
while containing cost in a more competitive environment.

In accordance with Financial Accounting Standards
Board (FASB) Statement No. 87, Employers’ Accounting
for Pensions, the Company recorded non-cash income of
approximately $5.8 million in 2000. Pension income in
2001 is expected to be less as a result of plan amendments.
Future pension income is dependent on several factors
including trust earnings and changes to the plan.

The Company currently operates as a vertically
integrated utility providing electricity to customers within
its traditional service area located in northwest Florida.
Prices for electricity provided by the Company to retail
customers are set by the FPSC.

Future earnings in the near term will depend upon
growth in energy sales, which is subject to a number of
factors. Traditionally, these factors have included
weather, competition, changes in contracts with
neighboring utilities, energy conservation practiced by
customers, the elasticity of demand, and the rate of
economic growth in the Company’s service area. In early
1999, the FPSC staff and the Company became involved
in discussions primarily related to reducing the
Company’s authorized rate of return. On October 1, 1999,
the Office of Public Counsel, the Coalition for Equitable
Rates, the Florida Industrial Power Users Group, and the
Company jointly filed a petition to resolve the issues. The
stipulation included a reduction to retail base rates of $10
million annually and provides for revenues to be shared
within set ranges for 1999 through 2002. Customers
receive two-thirds of any revenue within the sharing range
and the Company retains one-third. Any revenue above

this range is refunded to the customers. The stipulation
also included authorization for the Company, at its
discretion, to accrue up to an additional $5 million to the
property insurance reserve and $1 million to amortize a
regulatory asset related to the corporate office. The
Company also filed a request to prospectively reduce its
authorized ROE range from 11 to 13 percent to 10.5 to
12.5 percent in order to help ensure that the FPSC would
approve the stipulation. The FPSC approved both the
stipulation and the ROE request with an effective date of
November 4, 1999. The Company is currently planning to
seek additional rate relief to recover costs related to the
Smith Unit 3 combined cycle facility currently under
construction and scheduled to be placed in-service in June
of 2002.

For calendar year 2000, the Company’s retail revenue
range for sharing was $352 million to $368 million.
Actual retail revenues in 2000 were $362.4 million and the
Company recorded revenues subject to refund of $6.9
million. The estimated refund with interest was reflected
in customer billings in February 2001. For calendar year
2001, the Company’s retail revenue range for sharing is
$358 million to $374 million. For calendar year 2002,
there are specified sharing ranges for each month from the
expected in-service date of Smith Unit 3 until the end of
the year. The sharing plan will expire at the earlier of the
in-service date of Smith Unit 3 or December 31, 2002.

The electric utility industry in the United States is
continuing to evolve as a result of regulatory and competitive
factors. Among the primary agents of change has been the
Energy Policy Act of 1992 (Energy Act). The Energy Act
allows independent power producers (IPPs) to access a
utility’s transmission network in order to sell electricity to
other utilities. This enhances the incentive for IPPs to build
cogeneration plants for a utility’s large industrial and
commercial customers and sell energy generation to other
utilities. Also, electricity sales for resale rates are being
driven down by wholesale transmission access and numerous
potential new energy suppliers, including power marketers
and brokers. The Company is aggressively working to
maintain and expand its share of wholesale sales in the
southeastern power markets.

In 2000, Florida’s Governor appointed a 17 member
study commission to look at the state’s electric
industry, studying issues ranging from current and
future reliability of electric and natural gas supply,
electric industry retail and wholesale competition,
environmental impacts of energy supply, conservation,
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and tax issues. The commission’s final report and
recommendations are due to the Governor and
legislature by December 1, 2001. The commission
submitted an interim report to the state legislature that
involves introducing more competition into the
wholesale production of electricity in Florida. If
approved by the legislature, the proposal would require
utilities to turn over generating assets to an unregulated
affiliate company over a 6-year transition period. The
proposal would allow out of state companies to build
merchant facilities and to bid on new generation needs.
The effects of any proposed changes cannot presently
be determined, but could have a material effect on the
Company’s financial statements.

Although the Energy Act does not permit retail
customer access, it was a major catalyst for the current
restructuring and consolidation taking place within the
utility industry. Numerous federal and state initiatives are
in varying stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider. Some states
have approved initiatives that result in a separation of the
ownership and/or operation of generating facilities from
the ownership and/or operation of transmission and
distribution facilities. While various restructuring and
competition initiatives have been discussed in Florida,
none have been enacted. Enactment would require
mmerous issues to be resolved, including significant ones
relating to recovery of any stranded investments, full cost
recovery of energy produced, and other issues related to
the current energy crisis in California. As a result of this
crisis, many states have either discontinued or delayed
implementation of initiatives involving retail deregulation.
The inability of a company to recover its investments,
including the regulatory assets described in Note 1 to the
financial statements, could have a material adverse effect
on financial condition and results of operations.

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability
in markets that evolve with changing regulation.
Conversely, if the Company does not remain a low-cost
producer and provide quality service, then energy sales
growth could be limited, and this could significantly
erode earnings.

In 1996, the FPSC approved a new optional
Commercial/Industrial Service Rider (CISR), which is
applicable to the rate schedules for the Company’s
largest existing and potential customers who are able to

show they have viable alternatives to purchasing the
Company’s energy services. The CISR, approved as a
pilot program, provides the flexibility needed to enable
the Company to offer its services in a more competitive
manner to these customers. The publicity of the CISR
ruling, increased competitive pressures, and general
awareness of customer choice pilots and proposals
across the country have stimulated interest on the part
of customers in custom tailored offerings. The
Company has participated in one-on-one discussions
with many of these customers, and has negotiated and
executed two Contract Service Agreements within the
CISR pilot program. The pilot program was scheduled
to end in 2000; however, on February 6, 2001 the
FPSC approved the Company’s request to remove the
original 48 month limitation and allow the program to
continue.

Every five years the FPSC establishes numeric demand
side management goals. The Company proposed numeric
goals for the ten-year period from 2000 to 2009. The
proposed goals consisted of the total, cost-effective winter
and summer peak demand (kilowatts) and annual energy
(kilowatt-hour) savings reasonably achievable from
demand side management for the residential and
commercial/industrial classes. The Company submitted
its 2001 Demand Side Management Plan to the FPSC on
December 29, 2000. The plan describes the proposed
programs the Company will employ to reach the numeric
goals. The plan relies heavily on innovative pricing and
energy efficient construction.

On December 20, 1999, the Federal Energy
Regulatory Commission (FERC) issued its final rule on
Regional Transmission Organizations (RTOs). The
order encouraged utilities owning transmission systems
to form RTOs on a voluntary basis. After participating
in regional conferences with customers and other
members of the public to discuss the formation of
RTOs, utilities were required to make a filing with the
FERC. Southern Company and its integrated utility
subsidiaries, including the Company, filed on October
16, 2000, a proposal for the creation of an RTO. The
proposal is for the formation of a for-profit company
that would have control of the bulk power transmission
system of the Company and any other participating
utilities. Participants would have the option to either
maintain their ownership or divest, sell, or lease their
assets to the proposed RTO. If the FERC accepts the
proposal as filed, the creation of an RTO is not
expected to have a material impact on the Company’s
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financial statements. The outcome of this matter cannot
now be determined.

The Energy Act amended the Public Utility Holding
Company Act of 1935 (PUHCA) to allow holding
companies to form exempt wholesale generators to sell
power largely free of regulation under PUHCA. These
entities are able to own and operate power generating
facilities and sell power to affiliates -- under certain
restrictions.

Southem Company is aggressively working to maintain
and expand its share of wholesale sales in the southeastern
power markets. In January 2001, Southern Company
announced the formation of a new subsidiary —
Southern Power Company. The new subsidiary will
own, manage, and finance wholesale generating assets
in the Southeast. Southern Power will be the primary
growth engine for Southern Company’s market-based
energy business. Energy from its assets will be
marketed to wholesale customers under the Southern
Company name.

Compliance costs related to current and future
environmental laws and regulations could affect earnings
if such costs are not fully recovered. The Clean Air Act
and other important environmental items are discussed
later under “Environmental Matters.” Also, Florida
legislation adopted in 1993 that provides for recovery of
prudent environmental compliance costs is discussed in
Note 3 to the financial statements under “Environmental
Cost Recovery.”

The Company is subject to the provisions of FASB
Statement No. 71, Accounting for the Effects of Certain
Types of Regulation. In the event that a portion of the
Company’s operations is no longer subject to these
provisions, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable, and determine if any other assets
have been impaired. See Note 1 to the financial
statements under “Regulatory Assets and Liabilities™ for
additional information.

Exposure to Market Risks

Due to cost-based rate regulation, the Company has
limited exposure to market volatility in interest rates and
prices of electricity. To mitigate residual risks relative to
movements in electricity prices, the Company enters into
fixed price contracts for the purchase and sale of

electricity through the wholesale electricity market.
Realized gains and losses are recognized in the income
statements as incurred. At December 31, 2000, exposure
from these activities was not material.

New Accounting Standard

In June 2000, FASB issued Statement No. 138, an
amendment of Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities. Statement
No. 133, as amended, establishes accounting and reporting
standards for derivative instruments and for hedging
activities. Statement No. 133 requires that certain
derivative instruments be recorded in the balance sheet as
either an asset or liability measured at fair value, and that
changes in the fair value be recognized currently in
earnings unless specific hedge accounting criteria are met.

The Company may utilize financial instruments to
reduce its exposure to changes in interest rates
depending on market conditions. The Company also
enters into commodity related forward contracts to limit
exposure to changing prices on certain fue] purchases
and electricity purchases and sales.

Substantially all of these bulk energy purchases and
sales meet the definition of a derivative under
Statement No. 133. In many cases, these transactions
meet the normal purchase and sale exception and the
related contracts will continue to be accounted for
under the accrual method. Certain of these instruments
qualify as cash flow hedges resulting in the deferral of
related gains and losses in other comprehensive income
until the hedged transactions occur. Any
ineffectiveness will be recognized currently in net
income. However, others will be required to be marked
to market through current period income.

The Company adopted Statement No. 133 effective
January 1, 2001. The impact on net income was
immaterial. The application of the new rules is still
evolving and further guidance from FASB is expected,
which could additionally impact the Company’s
financial statements. Also, as wholesale energy
markets mature, future transactions could result in more
volatility in net income and comprehensive income.
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Financial Condition
Overview

The Company’s financial condition continues to be very
solid. During 2000, gross property additions were $95.8
million. Funds for the property additions were provided
by operating activities. See the Statements of Cash Flows
for further details.

Financing Activities

In 2000, there were no issuances or retirements of long-
term debt. In 1999, the Company sold $50 million of
senior notes and long-term bank notes totaling $27 million
were retired. See the Statements of Cash Flows for further
details.

Composite financing rates for the years 1998 through
2000 as of year end were as follows:

2000 1999 1998
Composite interest rate on '
long-term debt 6.2% 6.0% 6.1%
Composite rate on
trust preferred securities 73% 73% 73%
Composite preferred stock
dividend rate 5.1% 51%  5.1%

The composite interest rate on long-term debt increased
in 2000 due to higher interest rates on variable rate
pollution control bonds.

Capital Requirements for Construction

The Company’s gross property additions, including those
amounts related to environmental compliance, are
budgeted at $451 million for the three years beginning in
2001 ($279 million in 2001, $96 million in 2002, and $76
million in 2003). These amounts include $199.2 million
for the years 2001 and 2002 for the estimated cost of a 574
megawatt combined cycle gas generating unit and related
interconnections to be located in the eastern portion of the
Company’s service area. The unit is expected to have an
in-service date of June 2002. The remaining property
additions budget is primarily for maintaining and
upgrading transmission and distribution facilities and
generating plants. Actual construction costs may vary
from this estimate because of changes in such factors as
the following: business conditions; environmental

regulations; load projections; the cost and efficiency of
construction labor, equipment, and materials; and the cost
of capital. In addition, there can be no assurance that
costs related to capital expenditures will be fully
recovered.

Other Capital Requirements

The Company will continue to retire higher-cost debt and
preferred securities and replace these securities with
lower-cost capital as market conditions and terms of the
instruments permit.

Environmental Matters

In November 1990, the Clean Air Act Amendments of
1990 (Clean Air Act) was signed into law. Title IV of the
Clean Air Act -- the acid rain compliance provision of the
law -- significantly affected the Company. Specific
reductions in sulfur dioxide and nitrogen oxide emissions
from fossil-fired generating plants were required in two
phases. Phase I compliance began in 1995. As a result of
a systemwide compliance strategy, some 50 generating
units of Southern Company were brought into compliance
with Phase I requirements.

Southern Company achieved Phase I sulfur dioxide
compliance at the affected plants by switching to low-
sulfur coal, which required some equipment upgrades.
Construction expenditures for Phase I nitrogen oxide
and sulfur dioxide emissions compliance totaled
approximately $300 million for Southern Company,
including approximately $42 million for the Company.

Phase II sulfur dioxide compliance was required in
2000. Southern Company used emission allowances
and fuel switching to comply with Phase IT
requirements. Also, equipment to control nitrogen
oxide emissions was instailed on additional system
fossil-fired units as necessary to meet Phase II limits
and ozone non-attainment requirements for
metropolitan Atlanta through 2000. Compliance for
Phase II and initial ozone non-attainment requirements
increased Southern Company’s total construction
expenditures through 2000 by approximately $100
million. Phase II compliance did not have a material
impact on Gulf Power.

A significant portion of costs related to the acid rain
and ozone nonattainment provisions of the Clean Air
Act is expected to be recovered through existing
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ratemaking provisions. However, there can be no
assurance that all Clean Air Act costs will be recovered.

In 1993, the Florida Legislature adopted legislation that
allows a utility to petition the FPSC for recovery of
prudent environmental compliance costs that are not being
recovered through base rates or any other recovery
mechanism. The legislation is discussed in Note 3 to the
financial statements under “Environmental Cost
Recovery.” Substantially all of the costs for the Clean Air
Act and other new environmental legislation discussed
below are expected to be recovered through the
Environmental Cost Recovery Clause.

In July 1997, the EPA revised the national ambient air
quality standards for ozone and particulate matter. This
revision made the standards significantly more stringent.
In the subsequent litigation of these standards, the U.S.
Supreme Court recently dismissed certain challenges but
found the EPA's implementation program for the new
ozone standard unlawful and remanded it to the EPA. In
addition, the Federal District of Columbia Circuit Court of
Appeals will address other legal challenges to these
standards in mid-2001. If the standards are eventually
upheld, implementation could be required by 2007 to
2010.

In September 1998, the EPA issued the final regional
nitrogen oxide reduction rule to the states for
implementation. Compliance is required by May 31, 2004.
The final rule affects 21 states, including Georgia. See Note
5 to the financial statements under “Joint Ownership
Agreements” related to the Company’s ownership interest
in Georgia Power’s Plant Scherer Unit No. 3.

In December 2000, the EPA completed its utility study
for mercury and other hazardous air pollutants (HAPS)
and issued a determination that an emission control
program for mercury and, perhaps, other HAPS is
warranted. The program is to be developed over the next
four years under the Maximum Achievable Control
Technology (MACT) provisions of the Clean Air Act.
This determination is being challenged in the courts. In
January 2001, the EPA proposed guidance for the
determination of Best Available Retrofit Technology
(BART) emission controls under the Regional Haze
Regulations. Installation of BART controls will likely be
required around 2010. Litigation of the BART rules is
probable in the near future.

Implementation of the final state rules for these
initiatives could require substantial further reductions in
nitrogen oxide, sulfur dioxide, mercury, and other HAPS
emissions from fossil-fired generating facilities and other
industries in these states. Additional compliance costs and
capital expenditures resulting from the implementation of

_ these rules and standards cannot be determined until the

results of legal challenges are known, and the states have
adopted their final rules. Reviews by the new
administration in Washington, D.C. add to the
uncertainties associated with BART guidance and the
MACT determination for mercury and other HAPS.

The EPA and state environmental regulatory agencies
are also reviewing and evaluating various other matters
including: nitrogen oxide emission control strategies for
ozone non-attainment areas; additional controls for
hazardous air pollutant emissions; and hazardous waste
disposal requirements. The impact of any new standards
will depend on the development and implementation of
applicable regulations.

On November 3, 1999, the EPA brought a civil action
in the U.S. District Court against Alabama Power, Georgia
Power, and the system service company. The complaint
alleges violations of the prevention of significant
deterioration and new source review provisions of the
Clean Air Act with respect to five coal-fired generating
facilities in Alabama and Georgia. The civil action
requests penalties and injunctive relief, including an order
requiring the installation of the best available control
technology at the affected units. The EPA concurrently
issued to the integrated Southeast utilities a notice of
violation related to 10 generating facilities, including the
five facilities mentioned previously and the Company's
Plants Crist and Scherer. See Note 5 to the financial
statements under “Joint Ownership Agreements” related to
the Company’s ownership interest in Georgia Power’s
Plant Scherer Unit No. 3. In early 2000, the EPA filed a
motion to amend its complaint to add the violations
alleged in its notice of violation, and to add Gulf Power,
Mississippi Power, and Savannah Electric as defendants.
The complaint and notice of violation are similar to those
brought against and issued to several other electric
utilities. These complaints and notices of violation allege
that the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. On
August 1, 2000, the U.S. District Court granted Alabama
Power’s motion to dismiss for lack of jurisdiction in
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Georgia and granted the system service company’s motion
to dismiss on the grounds that it neither owned nor
operated the generating units involved in the proceedings.
On January 12, 2001, the EPA re-filed its claims against
Alabama Power in federal district court in Birmingham,
Alabama. The EPA did not include the system service
company in the new complaint. Southern Company
believes that its integrated utilities complied with
applicable laws and the EPA’s regulations and
interpretations in effect at the time the work in question
took place. The Clean Air Act authorizes civil penalties
of up to $27,500 per day per violation at each generating
unit. Prior to January 30, 1997, the penalty was $25,000
per day. An adverse outcome of this matter could require
substantial capital expenditures that cannot be determined
at this time and possibly require payment of substantial
penalties. This could affect future results of operations,
cash flows, and possibly financial condition if such costs
are not recovered through regulated rates.

The Company must comply with other environmental
laws and regulations that cover the handling and disposal
of hazardous waste. Under these various laws and
regulations, the Company could incur substantial costs to
clean up properties. The Company conducts studies to
determine the extent of any required cleanup costs and has
recognized in the financial statements costs to clean up
known sites. For additional information, see Note 3 to the
financial statements under “Environmental Cost
Recovery.”

Several major pieces of environmental legislation are
being considered for reauthorization or amendment by
Congress. These include: the Clean Air Act; the Clean
Water Act; the Comprehensive Environmental Response,
Compensation and Liability Act; the Resource
Conservation and Recovery Act; the Toxic Substances
Control Act; and the Endangered Species Act. Changes to
these laws could affect many areas of the Company’s
operations. The full impact of any such changes cannot be
determined at this time.

Compliance with possible additional legislation related
to global climate change, electric and magnetic fields, and
other environmental health concerns could significantly
affect the Company. The impact of new legislation — if
any - will depend on the subsequent development and
implementation of applicable regulations. In addition, the
potential exists for liability as the result of lawsuits
alleging damages caused by electric and magnetic fields.

Sources of Capital

At December 31, 2000, the Company had approximately
$4.4 million of cash and cash equivalents and $53.5
million of unused committed lines of credit with banks to
meet its short-term cash needs. Refer to the Statements of
Cash Flows for details related to the Company’s financing
activities. See Note 4 to the financial statements under
“Bank Credit Arrangements” for additional information.

The Company historically has relied on issuances of
first mortgage bonds and preferred stock, in addition to
pollution control revenue bonds issued for its benefit by
public authorities, to meet its long-term external financing
requirements. Recently, the Company’s financings have
consisted of unsecured debt and trust preferred securities.
The Company has no restrictions on the amounts of
unsecured indebtedness it may incur. However, in order
to issue first mortgage bonds or preferred stock, the
Company is required to meet certain coverage
requirements specified in its mortgage indenture and
corporate charter. The Company’s ability to satisfy all
coverage requirements is such that it could issue new first
mortgage bonds and preferred stock to provide sufficient
funds for all anticipated requirements.

Cautionary Statement Regarding Forward-Looking
Information

The Company’s 2000 Annual Report contains forward
looking and historical information. In some cases,
forward-looking statements can be identified by
terminology such as “may,” “will,” “should,”
“expwts,” G‘plans,” ‘Ganﬁcipates,” “believes”’
“estimates,” “predicts,” “potential” or “continue” or the
negative of these terms or other comparable
terminology. The Company cautions that there are
various important factors that could cause actual results
to differ materially from those indicated in the forward-
looking statements; accordingly, there can be no
assurance that such indicated resuits will be realized.
These factors include the impact of recent and future
federal and state regulatory change, including
legislative and regulatory initiatives regarding
deregulation and restructuring of the electric utility
industry and also changes in environmental and other
laws and regulations to which the Company is subject,
as well as changes in application of existing laws and
regulations; current and future litigation, including the
pending EPA civil action; the extent and timing of the
entry of additional competition in the markets of the
Company; potential business strategies, including
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acquisitions or dispositions of assets or businesses,
which cannot be assured to be completed or beneficial;
internal restructuring or other restructuring options, that
may be pursued by the registrants; state and federal rate
regulation in the United States; political, legal and
economic conditions and developments in the United
States; financial market conditions and the results of
financing efforts; the impact of fluctuations in
commodity prices, interest rates and customer demand;
weather and other natural phenomena; the ability of the
Company to obtain additional generating capacity at
competitive prices; and other factors discussed
elsewhere herein and in other reports (including Form
10-K) filed from time to time by the Company with the
SEC.
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__2000 1999 1998
(in thousands)

Operating Revenues:
Retail sales $562,162 $512,760 $509,118
Sales for resale —

Non-affiliates 66,890 62,354 61,893

Affiliates 66,995 66,110 42,642
Other revenues 18,272 32.875 36,865
Total operating revenues 714,319 674,099 650,518
Operating Expenses:
Operation --

Fuel 215,744 209,031 197,462

Purchased power —

Non-affiliates 73,846 46,332 - 29,369
Affiliates 8,644 14,703 14,445

Other 117,146 114,670 119,011
Maintenance 56,281 57,830 57,286
Depreciation and amortization 66,873 64,589 59,129
Taxes other than income taxes 55,904 51,782 51,462
Total operating expenses 594,438 554,937 528,164
Operating Income 119,881 119,162 122,354
Other Income (Expense):
Interest income 1,137 1,771 931
Other, net (4,126) (1,357) {2.339)
Earnings Before Interest and Income Taxes 116,892 119,576 120,946
Interest and Other:
Interest expense, net 28,085 26,861 25,556
Distributions on preferred securities of subsidiary 6,200 6,200 6,034
Total interest charges and other, net 34.285 33,061 31,590
Earnings Before Income Tazxes 82,607 86,515 89,356
Income taxes {(Note 7) 30,530 32,631 32,199
Net Income 52,077 53,884 57,157
Dividends on Preferred Stock 234 217 636
Net Income After Dividends on Preferred Stock . $ 51.843 $ 53,667 $ 56,521

The accompanying notes are an integral part of these statements.
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2000 1999 1998
(in thousands)
Operating Activities:
Net income b 52,077 3 53,884 i3 57,157
Adjustments to reconcile net income
to net cash provided from operating activities -
Depreciation and amortization 69,915 68,721 69,633
Deferred income taxes and investment tax credits, net (12,516) (6,609) (4,684)
Other, net _ 10,686 3,735 3,463
Changes in certain current assets and liabilities --
Receivables, net (20,212) (10,484) 11,308
Fossil fuel stock 13,101 (5,656) (4,917)
Materials and supplies 1,055 (2,063) 609
Accounts payable 15,924 (2,023) 823
Provision for rate refund 7,203 = -
Other 12,521 7,030 (18,471)
Net cash provided from operating activities 149,754 106,535 114,921
Investing Activities:
Gross property additions (95,807) (69,798) (69,731)
Other {4,432) (8,856) 5,990
Net cash used for investing activities (100,239) (78,654} (63,741)
Financing Activities:
Increase (decrease) in notes payable, net (12,000) 23,500 (15,500)
Proceeds -
Other long-term debt - 50,000 50,000
Preferred securities - - 45,000
Capital contributions from parent company 12,222 2,294 522
Retirements -
First mortgage bonds - - {45,000)
Other long-term debt (1,853) (27,074) (8,326)
Preferred stock - - (9,455)
Payment of preferred stock dividends (234) @71) (792)
Payment of commeon stock dividends (59,000) (61,300) (67,200)
Other _(22) (246) (4,167)
Net cash used for financing activities (60,887) (13,097) (54,918)
Net Change in Cash and Cash Equivalents (11,372) 14,784 (3,738)
Cash and Cash Equivalents at Beginning of Period 15,753 969 4,707
Cash and Cash Eguivalents at End of Period $ 4381 § 15753 % _960
Supplemental Cash Flow Information:
Cash paid duning the period for --
Interest (net of amount capitalized) $32,277 $27.670 £28,044
Income taxes (net of refunds) 42,252 29,462 38,782

The accompanying notes are an integral part of these statements.
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Assets 2000 1999
{in thousands)
Current Assets:
Cash and cash equivalents $ 4,381 $ 15753
Receivables --
Customer accounts receivable 69,820 55,108
Other accounts and notes receivable 2,179 4,325
Affiliated companies 15,026 7,104
Accumulated provision for uncollectible accounts (1,302) (1,026)
Fossil fuel stock, at average cost 16,768 29,869
Materials and supplies, at average cost 29,033 30,088
Regulatory clauses under recovery 2,112 11,611
Other 6,543 5,354
Total current assets 144.560 158,186
Property, Plant, and Equipment;
In service 1,892,023 1,853,664
Less accumulated provision for depreciation 867.260 821,970
1,024,763 1,031,694
Construction work in progress 71.008 34,164
Total property, plant, and equipment 1,095,771 1,065,858
Other Property and Investments 4,510 1,481
Deferred Charges and Other Assets: '
Deferred charges related to income taxes (Note 7) 15,963 25,264
Prepaid pension costs (Note 2) 23,491 17,734
Debt expense, being amortized 2,392 2,526
Premium on reacquired debt, being amortized 15,866 17,360
Other 12,943 20,086
Total deferred charges and other assets 70,655 32,970
Jotal Assets $1,315.496 $1,308.495

The accompanying notes are an integral part of these baiance sheets,
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Liabilities and Stockholder's Equity 2000 1999
(in thousands)

Current Liabilities:
Notes payable $ 43,000 $§ 55,000
Accounts payable —

Affiliated 17,558 14,878

Other 38,153 22,581
Customer deposits 13,474 12,778
Taxes accrued --

Income taxes 3,864 4,889

Other 8,749 7,707
Interest accrued 8,324 9,255
Provision for rate refund 7,203 =
Vacation pay accrued 4,512 4,199
Regulatory clauses over recovery 6,848 3,125
Other 1,584 1,836
Total current liabilities 153,269 136,248
Long-term debt (Sce accompanying statements) 365,993 367,449
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 7) 155,074 162,776
Deferred credits related to income taxes (Note 7) 38,255 49,693
Accumulated deferred investment tax credits 25,792 27,712
Employee benefits provisions 34,507 31,735
Other 25,992 21,333
Total deferred credits and other liabilities 279.620 293,249
Company obligated mandatorily redeemable preferred

securities of subsidiary trusts helding company junior

subordinated notes (See accompanying statements) 85,000 85,000
Preferred stock (See accompanying staternents) 4,236 4,236
Common stockholder's equity (See accompanying statements) 427,378 422,313

The accompanying notes are an integral part of these balance sheets.
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2000 1999 2000 1999
fin thousands) (percent of total)
Long Term Debt:
First mortgage bonds --
Maturity Interest Rates
July 1, 2003 6.125% $ 30,000 $ 30,000
November 1, 2006 6.50% 25,000 25,000
January 1, 2026 6.875% 30,000 30,000
Total first mortgage bonds 85,000 85,000
Long-term notes payable --
7.50% due June 30, 2037 20,000 20,000
6.70% due June 30, 2038 48,073 49,926
7.05% due August 15, 2004 50,000 50,000
Total long-term notes payable 118,073 119,926
Other long-term debt --
Pollution control revenue bonds --
Collateralized:
5.25% to 6.30% due 2006-2026 108,700 108,700
Variable rates (3.70% at 1/1/00)
due 2024 - 20,000
Non-collateralized:
Variable rates (5.10% to 5.30% at 1/1/01)
due 2022-2024 60.930 40.930
Total other long-term debt 169,630 169,630
Unamortized debt premium (discount), net (6,710) {7.107)
Total long-term debt (annual interest
requirement -- $23.2 million) 365,993 367,449 41.5% 41.8%
Cumuiative Preferred Stock: .
$100 par value, 4.64% to 5.44% 4,236 4.236
Total (annual dividend requirement -- $0.2 million) 4,236 4,236 0.5% 0.5%
Company Obligated Mandatorily
Redeemable Preferred Securities:
$25 liquidation value --
7.00% 45,000 45,000
7.63% 40,000 40,000
Total (annual distribution requirement -- $6.2 million) 85,000 85,000 9.6% 9.7%
Common Stockholder's Equity:
Common stock, without par value --
Authorized and outstanding -
992,717 shares in 2000 and 1999 38,060 38,060
Paid-in capital 233,476 221,254
Premium on preferred stock 12 12
Retained eanings 155,830 162,987
Total common stockholder's equity 427,378 422,313 48.4% 48.0%
italizati 3832.607 5878508 1000% _100.0%

The accompanying notes are an integral part of these statements.
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Premium on

Common Paid-In Preferred Retained
Stock Capital Stock Earnings Total
(in thousands)

Balance at January 1, 1998 $38,060 $218,438 $12 $172,208 $428,718
Net income afier dividends on preferred stock = - = 56,521 56,521
Capital contributions from parent company - 522 - - 522
Cash dividends on common stock - - = (57,200) (57,200)
Other = - = (509) (909)
Balance at December 31, 1998 38,060 218,960 12 170,620 427,652
Net income afier dividends on preferred stock - - - 53,667 53,667
Capital contributions from parent company - 2,294 - = 2,294
Cash dividends on commmon stock - - - (61,300) (61,300)
Balance at Decemher 31, 1999 38,060 221,254 12 162,987 422313
Net income after dividends on preferred stock - - - 51,843 51,843
Capital contributions from parent company - 12,222 - - 12,222
Cash dividends on common stock - - - (59.000) {59.000)
Balance at December 31, 2000 $38,060 $233,476 $12 $155.830 $427,378

The accompanying notes are an integral part of these statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

General

Gulf Power Company is a wholly owned subsidiary of
Southern Company, which is the parent company of five
integrated Southeast utilities, Southern Company Services
(SCB8), Southern Commminications Services (Southern
LINC), Southern Company Energy Solutions, Mirant
Corporation (Mirant) — formerly Southern Energy, Inc., --
Southern Nuclear Operating Company (Southern
Nuclear), and other direct and indirect subsidiaries. The
integrated Southeast utilities — Alabama Power, Georgia
Power, Guif Power, Mississippi Power, and Savannah
Electric -- provide electric service in four states. Gulf
Power Company provides electric service to the northwest
panhandie of Florida. Contracts among the integrated
Southeast utilities -- related to jointly owned generating
facilities, interconnecting transmission lines, and the
exchange of electric power --are regulated by the Federal
Energy Regulatory Commission (FERC) and/or the
Securities and Exchange Commission (SEC). The system
service company provides, at cost, specialized services to
Southern Company and subsidiary companies. Southern
LINC provides digital wireless communications services
to the operating companies and also markets these services
to the public within the Southeast. Southern Company
Energy Solutions develops new business opportunities
related to energy products and services. Southern Nuclear
provides services to Southern Company’s nuclear power
plants. Mirant acquires, develops, builds, owns, and
operates power production and delivery facilities and
provides a bread range of energy-related services to
utilities and industrial companies in selected countries
around the world. Mirant businesses inciude independent
power projects, integrated utilities, a distribution
company, and energy trading and marketing businesses
outside the southeastern United States.

Southern Company is registered as a holding company
under the Public Utility Holding Company Act of 1935
(PUHCA). Both Southem Company and its subsidiaries
are subject to the regulatory provisions of the PUHCA.
The Company is also subject to regulation by the FERC
and the Florida Public Service Commission (FPSC). The
Company follows accounting principles generally
accepted in the United States and complies with the
accounting policies and practices prescribed by the FPSC
and the FERC. The preparation of financial statements in
conformity with accounting principles generally accepted

in the United States requires the use of estimates, and the
actual results may differ from those estimates.

Certain prior years’ data presented in the financial
statements have been reclassified to conform with current
year presentation.

Related-Party Transactions

The Company has an agreement with SCS under which
the following services are rendered to the Company at
cost: general and design engineering, purchasing,
accounting and statistical, finance and treasury, tax,
information resources, marketing, auditing, insurance and
pension administration, human resources, systems and
procedures, and other services with respect to business
and operations and power pool operations. Costs for these
services amounted to $44 million, $43 miltion, and $40
million during 2000, 1999, and 1998, respectively.

Regulatory Assets and Liabilities

The Company is subject to the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. Regulatory assets represent probable future
revenues to the Company associated with certain costs that
are expected to be recovered from customers through the
ratemaking process. Regulatory liabilities represent
probable future reductions in revenues associated with
amounts that are expected to be credited to customers
through the ratemaking process. Regulatory assets and
(liabilities) reflected in the Balance Sheets at December 31
relate to the following:

2000 1999
{in thousands)
Deferred income tax charges $15,963 $25,264
Deferred loss on reacquired
debt 15,866 17,360
Environmental remediation 7,638 5,745
Vacation pay 4,512 4,199
Regulatory clauses under {over)
recovery, net (4,736) 8,486
Accumulated provision for
rate refunds (7,203) -
Accumulated provision for
property damage (8,731) {5,528)
Deferred income tax credits (38,255)  (49,693)
Other, net (1,074) (1,255)
Total $(16,020) § 4,578
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In the event that a portion of the Company’s operations
is no longer subject to the provisions of FASB Statement
No. 71, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable through regulated rates. In
addition, the Company would be required to determine
any impairment to other assets, including plant, and write
down the assets, if impaired, to their fair value,

Revenues and Regulatory Cost Recovery Clauses

The Company currently operates as a vertically integrated
utility providing electricity to retail customers within its
service area located in northwest Florida and to wholesale
customers in the Southeast.

Revenues are recognized as services are rendered.
Unbilled revenues are accrued at the end of each fiscal
period.

Fuel costs are expensed as the fuel is used. The
Company’s retail electric rates include provisions to
annually adjust billings for fluctuations in fuel costs, the
energy component of purchased power costs, and certain
other costs. The Company also has similar retail cost
recovery clauses for energy conservation costs, purchased
power capacity costs, and environmental compliance
costs. Revenues are adjusted monthly for differences
between recoverable costs and amounts actually reflected
in current rates.

The Company has a diversified base of customers and
no single customer or industry comprises 10 percent or
more of revenues. For all periods presented, uncollectible
accounts averaged significantly less than | percent of

Tevenues.

Depreciation and Amortization

Depreciation of the original cost of plant in service is
provided primarily by using composite straight-line rates,
which approximated 3.8 percent in 2000, 1999, and 1998.
When property subject to depreciation is retired or
otherwise disposed of in the normal course of business, its
cost -- together with the cost of removal, less salvage — is
charged to the accumulated provision for depreciation.
Minor items of property included in the original cost of
the plant are retired when the related property unit is
retired. Also, the provision for depreciation expense
includes an amount for the expected cost of removal of
facilities.

Income Taxes

The Company uses the liability method of accounting for
income taxes and provides deferred income taxes for all
significant income tax temporary differences. Investment
tax credits utilized are deferred and amortized to income
over the average lives of the related property. The
Company is included in the consolidated federal income
tax return of Southern Company.

Property, Plant, and Equipment

Property, plant, and equipment is stated at original cost.
Original cost includes: materials; labor; minor items of
property; appropriate administrative and general costs;
payroll-related costs such as taxes, pensions, and other
benefits; and the estimated cost of funds used during
construction. The cost of maintenance, repairs, and
replacement of minor items of property is charged to
maintenance expense. The cost of replacements of
property (exclusive of minor items of property) is charged
to utility plant.

Cash and Cash Equivalents

Temporary cash investments are considered cash
equivalents. Temporary cash investments are securities
with original maturities of 90 days or less.

Financial Instruments

The Company’s financial instruments for which the
carrying amount did not equal fair value at December 31
were as follows:

Carrving Fair
Amount Value
{in thousands)
Long-term debit:
At December 31, 2000 $365,993  $364,697
At December 31, 1999 $367,449  $349,791
Capital trust preferred
securities:
At December 31, 2000 $85.000 $80,988
At December 31, 1995 $85,000 $69,092

The fair values for long-term debt and preferred
securities were based on either closing market prices or
closing prices of comparable instruments.
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Materials and Supplies

Generally, materials and supplies include the cost of
transmission, distribution, and generating plant materials.
Materials are charged to inventory when purchased and
then expensed or capitalized to plant, as appropriate, when
installed.

Provision for Injuries and Damages

The Company is subject to claims and suits arising in the
ordinary course of business. As permitted by regunlatory
authorities, the Company provides for the uninsured costs
of infuries and damages by charges to income amounting
to $1.2 million annually. The expense of settling claims is
charged to the provision to the extent available. The
accumulated provision of $1.2 million and $1.8 miflion at
December 31, 2000 and 1999, respectively, is included in
other current liabilities in the accompanying Balance
Sheets. .

Provision for Property Damage

The Company provides for the cost of repairing damages
from major storms and other uninsured property damages.
This includes the full cost of major storms and other
damages to its transmission and distribution lines and the
cost of uninsured damages to its generation and other
property. The expense of such damages is charged to the
provision account. At December 31, 2000 and 1999, the
accumulated provision for property damage was $8.7
million and $5.5 million, respectively. The FPSC
approved annual accrual to the accumulated provision for
property damage is $3.5 million, with a target level for the
accurulated provision account between $25.1 and $36.0
million. The FPSC has also given the Company the
flexibility to increase its annual accrual amount above
$3.5 million at the Company’s discretion. The Company
accrued $3.5 million in 2000, $5.5 million in 1999, and
$6.5 million in 1998 to the accumulated provision for
property damage. The Company charged $0.3 million,
$1.6 million, and $4.2 million against the provision
account in 2000, 1999, and 1998 respectively.

2. RETIREMENT BENEFITS

The Company has a defined benefit, trusteed, non-
contributory pension plan that covers substantiaily all
regular employees. The Company provides certain
medical care and life insurance benefits for retired
employees. Substantially all employees may become
eligible for these benefits when they retire. Trusts are
funded to the extent required by the Company’s regulatory

commissions. In late 2000, the Company adopted several
pension and postretirement benefit plan changes that had
the effect of increasing benefits to both current and future
retirees. The effects of these changes will be to increase
the Company’s annual pension and postretirement benefits
costs by approximately $1.2 million and $0.6 million,
respectively. The measurement date for plan assets and
obligations is September 30 for each year.

Pension Plan
Changes during the year in the projected benefit

obligations and in the fair value of plan assets were as
follows:

Projected
Benefit Obligations
2000 1999
(in thousands)
Balance at beginning of year $141,967 $143,012
Service cost 4,282 4,490
Interest cost 10,394 9,440
Benefits paid (6,973) (6,862)
Actuarial gain and
employee transfers, net (689) (8,113)
Balance at end of year $148.981 $141,967
Plan Assets
2600 1999
{in thongands)
Balance at beginning of year $241,485 $212,934
Actual return on plan assets 43,833 35,971
Benefits paid 6,973) (6,862)
Employee transfers 4,921 (558)
Balance at end of year $283,266 $241,485

The accrued pension costs recognized in the Balance
Sheets were as follows:

2000 1999
(in thousands)
Funded status $134,286 899,518
Unrecognized transition
obligation (3,602) (4,323)
Unrecognized prior
service cost 4,121 4,495
Unrecognized net gain (111,314) (81,956)
Prepaid asset recognized
in the Balance Sheets $ 23491 $17,734
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Components of the pension plan’s net periodic cost
were as follows:

The accrued postretirement costs recognized in the
Balance Sheets were as follows:

2000 1999
2000 1999 1998 (in thousands)
Service cost $4,282 $4,490 $4,107 Funded status $(36,638) $(36,814)
Interest cost 10,394 9,440 9,572 Unrecognized transition
Expected return on obligation 4,368 4,723
plan assets (17,504) (15,968) (14,827) Unrecognized prior
Recognized net gain  (2,582) {1,579) (1,891) service cost 2,582 2,741
Net amortization (347) (347) (347) Unrecognized net loss 496 2,620
Net pension income  $(5,757)  $(3,964) $(3,386) Fourth quarter contributions 316 kI
Accrued liability recognized
in the Balance Sheets $(28,876)  $(26,430)

Postretirement Benefits

Changes during the year in the accumulated benefit
obligations and in the fair value of plan assets were as
follows:

Accumulated
Benefit Obligations
2000 1999
(in thousands}
Balance at beginning of year  $48,010 $49,303
Service cost 896 1,087
Interest cost 3,518 3,261
Benefits paid (1,462) (L,}177)
Actuarial gain and
employee transfers, net (934) (4,464)
Balance at end of year §$50,025 $48,010
Plan Assets
2000 1999
(in thousands)
Balance at beginning of year $11,196 $ 9,603
Actual return on plan assets 2,079 1,525
Employer contributions 1,575 1,245
Benefits paid (1,462) @177
Balance at end of year $13.388 $11,196

Components of the postretirement plan’s net periodic
cost were as follows:

2000 1999 1998

Service cost $ 86 $1,087 § %6
Interest cost 3,515 3,261 3,123
Expected return on
plan assets (901) (7949 (717

Transition obligation 3ss 356 356
Prior service cost 159 159 119
Recognized net loss 13 264 128
Net postretirement cost $4037 $4333 $3955

The weighted average rates assumed in the actuarial
calculations for both the pension plan and postretirement
benefits were:

2000 1999
Discount 7.50% 7.50%
Anmual salary increase 5.00% 5.00%
Long-term return on plan
assets 8.50% 8.50%

An additional assumption used in measuring the
accumulated postretirement benefit obligations was a
weighted average medical care cost trend rate of 7.3
percent for 2000, decreasing gradually to 5.5 percent
through the year 2005, and remaining at that level
thereafter.
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An annual increase or decrease in the assumed medical
care cost trend rate of 1 percent would affect the
accumulated benefit obligation and the service and interest
cost components at December 31, 2000 as follows (in
thousands):

1 Percent 1 Percent

Increase  Decrease
Benefit obligation $£3,187 $2,874
Service and interest costs $278 $247
Employee Savings Plan

The Company also sponsors a 401(k) defined contribution
plan covering substantially all employees. The Company
provides a 75 percent matching contribution up to 6
percent of an employee’s base salary, Total matching
contributions made to the plan for the years 2000, 1999,
and 1998 were $2.2 million, $2.0 million, and $2.0 million,
respectively. '

Work Force Reduction Programs

The Company recorded costs related to work force
reduction programs of $0.6 million in 2000, $0.2 million
in 1999, and $2.8 million in 1998. The Company has also
incurred its pro rata share for the costs of affiliated
companies’ programs. The costs related to these programs
were $1.2 miilion for 2000, $0.6 million for 1999, and
$0.2 million for 1998, The Company has expensed all
costs related to these work force reduction programs.

3. CONTINGENCIES AND REGULATORY
MATTERS

Environmentsl Cost Recovery

In 1993, the Florida Legislature adopted legislation for an
Environmental Cost Recovery Clause (ECRC), which
allows a utility to petition the FPSC for recovery of all
prudent environmental compliance costs that are not being
recovered through base rates or any other recovery
mechanism. Such environmental costs include operation
and maintenance expense, emission allowance expense,
depreciation, and a retirn on invested capital.

In 1994, the FPSC approved the Company’s initial
petition under the ECRC for recovery of environmental
costs. During 2000, 1999, and 1998, the Company
recorded ECRC revenues of $9.9 million, $11.5 million,
and $8.0 million, respectively.

At December 31, 2000, the Company’s liability for the
estimated costs of environmental remediation projects for
known sites was $7.6 million. These estimated costs are
expected to be expended from 2001 through 2006. These
projects have been approved by the FPSC for recovery
through the ECRC discussed above. Therefore, the
Company recorded $1.2 million in current assets and
current labilities and $6.4 million in deferred assets and
deferred liabilities representing the future recoverability of
these costs.

Environmental Litigation

On November 3, 1999, the Environmental Protection
Agency (EPA)} brought a civil action in the U.S. District
Court against Alabama Power, Georgia Power, and
SCS. The complaint alleges violations of the
prevention of significant deterioration and new source
review provisions of the Clean Air Act with respect to
five coal-fired generating facilities in Alabama and
Georgia. The civil action requests penalties and
injunctive relief, including an order requiring the
installation of the best available control technology at
the affected units. The Clean Air Act authorizes civil
penalties of up to $27,500 per day, per violation at each
generating unit, Prior to January 30, 1997, the penalty
was $25,000 per day.

The EPA concurrently issued to the integrated
Southeast utilities a notice of violation related to 10
generating facilities, including the five facilities
mentioned previously and the Company's Plants Crist
and Scherer, See Note 5 under “Joint Ownership
Agreements” related to the Company’s owrership
interest in Georgia Power’s Plant Scherer Unit No. 3.
In early 2000, the EPA filed a motion to amend its
complaint to add the violations alleged in its notice of
violation, and to add Gulf Power, Mississippi Power,
and Savannah Electric as defendants. The complaint
and notice of violation are similar to those brought
against and issued to several other electric utilities.
These complaints and notices of violation allege that
the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. The
Company believes that its integrated utilities complied
with applicable laws and the EPA’s regulations and
interpretations in effect at the time the work in question
took place.

An adverse outcome of this matter could require
substantial capital expenditures thet cannot be
determined at this time and possibly require payment of
substantial penalties. This could affect future results of
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operations, cash flows, and possibly financial condition
if such costs are not recovered through regulated rates.

Retail Revenue Sharing Plan

In early 1999, the FPSC staff and the Company became
involved in discussions primarily related to reducing the
Company’s authorized rate of return. On October 1, 1999,
the Office of Public Counsel, the Coalition for Equitable
Rates, the Florida Industrial Power Users Group, and the
Company jointly filed a petition to resolve the issues. The
stipulation included a reduction to retail base rates of $10
million annually and provides for revenues to be shared
within set ranges for 1999 through 2002. Customers
receive two-thirds of any revenue within the sharing range
and the Company retains one-third. Any revenue above
this range is refunded to the customers. The stipulation
also included authorization for the Company, at its
discretion, to accrue up to an additional $5 million to the
property insurance reserve and $1 million to amortize a
regulatory asset related to the corporate office. The
Company also filed a request to prospectively reduce its
authorized ROE range from 11 to 13 percent to 10.5 to
12.5 percent in order to help ensure that the FPSC would
approve the stipulation, The FPSC approved both the
stipulation and the ROE request with an effective date of
November 4, 1999. The Company is currently planning to
seek additional rate relief to recover costs related to the
Smith Unit 3 combined cycle facility scheduled to be
placed in-service in June of 2002.

For calendar year 2000, the Company’s retail revenue
range for sharing was $352 million to $368 million to be
shared between the Company and its retail customers on
the one-third/two-thirds basis. Actual retail revenues in
2000 were $362.4 million and the Company recorded
revenues subject to refund of $6.9 million. The estimated
refund with interest of $0.3 million was reflected in
customer billings in February 2001. In addition to the
refund the Company amortized $1 million of the
regulatory assets related to the corporate office. For
calendar year 2001, the Company’s retail revenue range
for sharing is $358 million to $374 million. For calendar
year 2002, there are specified sharing ranges for each
month from the expected in-service date of Smith Unit 3
until the end of the year. The sharing plan will expire at
the earlier of the in-service date of Smith Unit 3 or
December 31, 2002,

4. FINANCING AND COMMITMENTS

Construction Program

The Company is engaged in a continuous construction
program, the cost of which is currently estimated to total
$279 million in 2001, $96 million in 2002, and $76
million in 2003. The construction program is subject to
periadic review and revision, and actual construction costs
may vary from the above estimates because of numerous
factors. These factors include changes in business
conditions; revised load growth estimates; changes in
environmental regulations; increasing costs of labor,
equipment, and materials; and cost of capital. At
December 31, 2000, significant purchase commitments
were outstanding in connection with the construction
program. The Company has budgeted $199.2 million for
the years 2001 and 2002 for the estimated cost of a 574
megawatt combined cycle gas generating unit to be
located in the eastern portion of its service area. The unit
is expected to have an in-service date of June 2002. The
Company’s remaining construction program is related to
maintaining and upgrading the transmission, distribution,
and generating facilities.

Bank Credit Arrangements

At December 31, 2000, the Company had $61.5 million of
lines of credit with banks subject to renewal June 1 of
each year, of which $53.5 million remained unused. In
addition, the Company has two unused committed lines of
credit totaling $61.9 million that were established for
liquidity support of its variable rate pollution control
bonds. In connection with these credit lines, the Company
has agreed to pay commitment fees and/or to maintain
compensating balances with the banks. The compensating
balances, which represent substantially all of the cash of
the Company except for daily working funds and like
items, are not legally restricted from withdrawal. In
addition, the Company has bid-loan facilities with seven
major money center banks that total $130 million, of
which $35 million was committed at December 31, 2000.

Assets Subject to Lien

The Company’s mortgage, which secures the first
mortgage bonds issued by the Company, constitutes a
direct first lien on substantially all of the Company’s fixed
property and franchises.
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Fuoel Commitments

To supply a portion of the fuel requirements of its
generating plants, the Company has entered into contract
sommitments for the procurement of fuel. In some cases,
‘hese contracts contain provisions for price escalations,
ninimum purchase levels, and other financial
:ommitments. Total estimated obligations at December
31, 2000 were as follows:

Year Fuel

(in millions)
2001 $139
2002 91
2003 90
2004 o2
2005 93
2006-2024 473
Total commitments $978

-ease Agreements

n 1989, the Company and Mississippi Power jointly
mtered into a twenty-two year operating lease agreement
or the use of 495 aluminum railcars. In 1994, 2 second
ease agreement for the use of 250 additional aluminum
ailcars was entered into for twenty-two years. Both of
hese leases are for the transportation of coal to Plant
Janiel. At the end of each lease term, the Company has
he option to renew the lease. In 1997, three additional
ease agreements for 120 cars each were entered into for
hree years, with a monthly renewal option for up to an
dditional nine months.

The Company, as a joint owner of Plant Danie], is
esponsible for one half of the lease costs. The lease costs
re charged to fuel inventory and are allocated to fuel
xpense as the fuel is used. The Company’s share of the
ease costs charged to fuel inventories was $2.1 million in
:000 and $2.8 million in 1999, The annual amounts for
:001 through 20035 are expected to be $1.9 million, $1.9
aillion, $1.9 million, $2.0 million, and $2.0 million,
espectively, and after 2005 are expected to total $13.8
nillion.

5. JOINT OWNERSHIP AGREEMENTS

The Company and Mississippi Power jointly own Plant
Daniel, a steam-electric generating plant located in
Jackson County, Mississippi. In accordance with the
operating agreement, Mississippi Power acts as the
Company’s agent with respect to the construction,
operation, and maintenance of the plant.

The Company and Georgia Power jointly own Plant
Scherer Unit No. 3. Plant Scherer is a steam-electric
generating plant located near Forsyth, Georgia. In
accordance with the operating agreement, Georgia Power
acts as the Company’s agent with respect to the
construction, operation, and maintenance of the unit.

The Company’s pro rata share of expenses related to
both plants is included in the corresponding operating
expense accounts in the Statements of Income.

At December 31, 2000, the Company’s percentage
ownership and its investment in these jointly owned
facilities were as follows:

Plant Scherer Plant

Unit No. 3 Daniel
(coal-fired)  (coal-fired)
(in thousands)
Plant In Service $185,778(1) $232,074
Accumulated Depreciation $70,207 $118,504
Construction Work in Progress $2852 $2,006
Nameplate Capacity (2)
(megawatts) 205 500
Ownership 25% 50%

(1} Includes net plant acquisition adjustment.
(2) Total megawatt nameplate capacity:
Plant Scherer Unit No. 3: 818
Plant Daniel: 1,000

6. LONG-TERM POWER SALES AGREEMENTS

The Company and the other operating affiliates have long-
term contractual agreements for the sale of capacity to
certain non-affiliated utilities located outside the system’s
service area. The unit power sales agreements are firm
and pertain to capacity related to specific generating units.
Because the energy is generally sold at cost under these
agreements, profitability is primarily affected by revenues
from capacity sales. The capacity revennes from these
sales were $20.3 million in 2000, $19.8 million in 1999,
and $22.5 million in 1998. Capacity revenues increased
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slightly in 2000 due to the recovery of higher operating
expenses experienced during the year.

Unit power from specific generating plants of Southern
Company is currently being sold to Florida Power
Corporation (FPC), Florida Power & Light Company
(FP&L), and Jacksonville Electric Authority (JEA).
Under these agreements, 209 megawatts of net dependable
capacity were sold by the Company during 2000. Sales
will increase slightly to 210 megawatts per year in 2001
and remain close to that level, unless reduced by FP&L,
FPC, and JEA for the periods after 2001 with a minimmm
of three years notice, until the expiration of the contracts
in 2010.

7. INCOME TAXES

At December 31, 2000, the tax-related regulatory assets to
be recovered from customers were $16.0 million. These
assets are attributable to tax benefits flowed through to
customers in prior years and to taxes applicable to
capitalized allowance for funds used during construction.
At December 31, 2000, the tax-related regulatory
ligbilities to be credited to customers were $38.3 million,
These liabilities are attributable to deferred taxes
previously recognized at rates higher than current enacted
tax law and to unamortized investment tax credits.

Details of the federal and state income tax provisions
are as follows:

The tax effects of temporary differences between the
carrying amounts of assets and liabilities in the financial
statements and their respective tax bases, which give rise
to deferred tax assets and liabilities, are as follows:

2000 1999
(in thousands)

Deferred tax liabilities:

Accelerated depreciation $172,646 $168,662

Other 14,262 24,272
Total 186,908 192,934
Deferred tax assets:

Federal effect of state deferred taxes 8,703 9,293

Postretirement benefits 9,205 8456

Other 14,742 12,526
Total 32,650 30,275
Net deferred tax liabilities 154,258 162,659
Less current portion, net (816) (117}
Accumulated deferred income

taxes in the Balance Sheets $155,074 $162,776

Deferred investment tax credits are amortized over the
lives of the related property with such amortization
normally applied as a credit to reduce depreciation and
amortization in the Statements of Income. Credits
amortized in this manner amounted to $1.9 million in
2000, 1999, and 1998. At December 31, 2000, all
investment tax credits available to reduce federal income
taxes payable had been utilized.

A reconciliation of the federal statutory income tax rate
to the effective income tax rate is as follows:

2000 1999 1998

Federal statutory rate 35% 35% 35%
State income tax,

net of federal deduction 4 4 4
Non-deductible book

depreciation 1 1 i
Difference in prior years’

deferred and current tax rate @ {2) )
Other, net (1) = _(2)
Effective income tax rate 31% 38% 36%

2000 1599 1998
(in thousands)
Total provision for
incomne taxes:
Federal--
Current $37.280  $33,973  $31,746
Deferred (11,159)  (6,107) (4,467
26,091 27,866 27,279
State—
Current 5,796 5,267 5,137
Deferred (1,357) (502) (217)
4,439 4,765 4,520
Total $30,530 $32,631 $32.199

The Company and the other subsidiaries of Southern
Company file a consolidated federal tax return. Under a
joint consolidated income tax agreement, each
subsidiary’s current and deferred tax expense is computed
on a stand-alone basis.
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8. COMPANY OBLIGATED MANDATORILY
REDEEMABLE PREFERRED SECURITIES

In January 1997, Gulf Power Capital Trust I {Trust I}, of
which the Company owns all of the common securities,
issued $40 million of 7.625 percent mandatorily
redeemabie preferred securities. Substantially all of the
assets of Trust I are $41 million aggregate principal
amount of the Company’s 7.625 percent junior
subordinated notes due December 31, 2036.

In January 1998, Gulf Power Capital Trust IT (Trust IT),
of which the Company owns all of the common securities,
issued $45 million of 7.0 percent mandatorily redeemable
preferred securities. Substantially all of the assets of Trust
IT are $46 million aggregate principal amount of the
Company’s 7.0 percent junior subordinated notes due
December 31, 2037,

The Company considers that the mechanisms and
obligations relating to the preferred securities, taken
together, constitute a full and unconditional guarantee by
the Company of payment obligations with respect to the
preferred securities of Trust I and Trust II. Trust I and
Trust IT are subsidiaries of the Company, and accordingly
are consolidated in the Company’s financial statements.

9. SECURITIES DUE WITHIN ONE YEAR

At December 31, 2000, the Company had an improvement
fund requirement of $850,000. The first mortgage bond
improvement fund requirement amounts to 1 percent of
each outstanding series of bonds authenticated under the
indenture prior to January 1 of each year, other than those
issued to collateralize pollution control revenue bond
obligations. The requirement may be satisfied by
depositing cash, reacquiring bonds, or by pledging
additional property equal to 1 and 2/3 times the
requirement,

10. COMMON STOCK DIVIDEND
RESTRICTIONS

The Company’s first mortgage bond indenture contains
various common stock dividend restrictions, which remain
in effect ag long as the bonds are cutstanding. At
December 31, 2000, retained earnings of $127 million
were restricted against the payment of cash dividends on
common stock under the terms of the mortgage indenture,

11. QUARTERLY FINANCIAL DATA (Unandited)

Summarized quarterly financial data for 2000 and 1999
are as follows:

Net Income

After Dividends

Operating ~ Operating on Preferred

Quarter Ended Revenues Income Stock
(in thousands)

March 2000 5138,498 $16,007 $4,653

June 2000 182,120 30,505 12,927

September 2000 232,533 52,614 26,438

December 2000 161,168 20,755 7,825

March 1999 $134,506 515,665 34,799

June 1999 166,815 29,253 13,226

September 1999 218,264 54,429 28,582

December 1989 154,514 19,815 7,060

The Company’s business is influenced by seasonal weather
conditions and the timing of rate changes, among other factors.
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2000 1959 1998 1997 _ 1996

Operating Revenues (in thousands) $714,319 $674,099 $650,518 $625,856 $634,365
Net Income after Dividends

on Preferred Stock ¢in thousands) $51,843 $53,667 $56,521 $57,610 $57.845
Cash Dividends

on Common Stock (in thousands) $59.000 $61,300 $57.200 $64,600 $58,300
Return on Average Common Equity (percent) 12.20 12.63 13.20 13.33 13.27
Total Assets (in thousands) $1,315496 $1,308,495 $1,267,901 $1,265,612 §1,308,366
Gross Property Additions (in thousands) $95.807 569,798 $69,731 $54,289 $61,386
Capitalization (in thousands):
Common stock equity $427.378 $422 313 $427,652 $428,718 $435,758
Preferred stock 4,236 4,236 4,236 13,691 65,102
Company obligated mandatorily

redeemable preferred securities 85,000 85,000 85,000 40,000 -
Long-term debt 365,993 367,449 317,341 206,993 331,880
Total {excluding amounts due within one year) $882,607 % ) 5 g

Capitalization Ratios (percent):

Common stock equity 484 480 51.3 55.0 523
Preferred stock 0.5 0.5 0.5 1.8 7.8
Company obligated mandatorily
redeemable preferred securities 9.6 9.7 10.2 5.1 -
Long-term debt 41.5 41.8 33.0 38.1 39.9
Total (excluding amounts due within one vear) %] 100.0 100.0 100_.2_; 100.0
Security Ratings:
First Mortgage Bonds -
Moody's Al Al Al Al Al
Standard and Poor's A+ AA- AA- AA- A+
Fitch AA* AA- AA- AA- AA-
Preferred Stock -
Moody's al a2 a2 a2 a2
Standard and Poor's BBB+ A- A A A
Fitch A* A A+ A+ A+
Unsecured Long-Term Debt -
Moody's A2 A2 A2 A2 -
Standard and Poor's A A A A -
Fitch At* A+ A+ At -
Customers (year-end):
Residential 321,731 315,240 307,077 300,257 291,196
Commercial 47,666 47,728 46,370 44,589 43,196
Industrial 280 267 257 267 278
Other 442 316 268 264 162
Total 370,119 363,551 353,972 345,377 334,832
Employees (year-end): 1,327 1,339 1,328 1,328 1,384

*Effective 1/22/01 the Fitch Security Ratings for First Mortgage Bonds, Preferred Stock, and
Unsecured Long-Term Debt are A+, A-, and A respectively.
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2000 1699 1098 1997 1996
Operating Revenues (in thousands):
Residential $ 308,728 $277,311 $ 276,208 $ 277,609 § 285,498
Commercial 181,584 165,871 160,960 164,435 164,181
Industrial ‘76,539 67,404 69,850 77,492 78,994
Other (4,689) 2,174 2,100 2,083 2,056
Total retail 562,162 512,760 509,118 521,619 530,729
Sales for resale - non-affiliates 66,890 62,354 61,893 63,697 63,201
Sales for resale - affiliates 66.995 66,110 42.642 16,760 17,762
Total revenues from sales of electricity 696,047 641,224 613,053 602,076 611,692
Other revenues 18,272 32,875 36,8635 23,780 22,673
Togl : 14, 0 4 ¢ v " ¢
Kilowatt-Hour Sales (in thousands):
Residential 4,790,038 4.471,118 4,437,558 4,119,492 4,159,924
Commercial 3,379,449 3,222,532 3,111,933 2,897,887 2,808,634
Industrial 1,924,749 1,846,237 1,833,575 1,903,050 1,808,086
Other 18,730 19,296 18,952 18,101 17,815
Total retail 10,112,966 9,559,183 9,402,018 8,938,530 8,794,459
Sales for resale - non-affiliates 1,705,486 1,561,972 1,341,990 1,531,179 1,534,097
Sales for resale - affiliates 1,916,526 2,511,983 1,758,150 848,135 709,647

: 633 2,502,158 11,317,844 11,038,203

Togl

Average Revenue Per Kilowatt-Hour (cents):

Residential 6.45 6.20 6.22 6.74 6.86
Commercial 5.37 5.15 5.17 5.67 5.85
Industrial 3.98 3.65 3.81 4.07 4.37
Total retail 5.56 5.36 5.41 5.84 6.03
Sales for resale 3.70 3.15 3.37 3.38 361
Total sales 5.07 4.70 4.9] 5.32 5.54
Residential Average Annual

Kilowatt-Hour Use Per Customer 14,992 14,318 14,577 13,894 14,457
Residential Average Annual

Revenue Per Customer $966.26 $888.01 $907.35 $936.30 $992.17
Plant Nameplate Capacity

Ratings (year-end) (megawatts) 2,188 2,188 2,188 2,174 2,174
Maximum Peak-Hour Demand (megawatts):
Winter 2,154 2,085 2,040 1,844 2,136
Summer 2,285 2,161 2,146 2,032 1,961
Annual Load Factor (percent) 854 55.2 553 55.5 514
Plant Availability Fossil-Steam (percen¢): 85.2 87.2 87.6 91.0 91.8
Source of Energy Supply (percent):
Coal 87.8 89.8 89.2 87.1 87.8
Qil and gas 1.6 2.5 20 04 0.5
Purchased power -

From non-affiliates 7.6 59 5.5 3.5 2.7

From affiliates 3.0 1.8 3.3 9.0 5.0
Jotal _100.0 100.0 100.0 100.0 100.0
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The management of Mississippi Power Company has
prepared -- and is responsibie for -- the financial
statements and related information included in this report.
These statements were prepared in accordance with
accounting principles generally accepted in the United
States and necessarily include amounts that are based on
best estimates and judgments of management. Financial
information throughout this annual report is consistent
with the financial statements.

The Company maintains a system of internal
accounting controls to provide reasonable agsurance that
assets are safeguarded and that the accounting records
reflect only authorized transactions of the Company.
Limitations exist in any system of internal controls,
however, based upon recognition that the cost of the
system should not exceed its benefits. The Company
believes its system of internal accounting controls
maintains an appropriate cost/benefit relationship.

The Company’s system of internal accounting controls
is evaluated on an ongoing basis by the Company’s
internal audit staff. The Company’s independent public
accountants also consider certain elements of the internal
control system in order to determine their auditing
procedures for the purpose of expressing an opinion on
the financial statements.

oA

Dwight H. Evans
President and Chief Executive Officer

The audit committee of the board of directors,
composed of four independent directors, provides a broad
overview of management’s financial reporting and control
functions. Periodically, this committee meets with
management, the internal auditors, and the independent
public accountants o ensure that these groups are
fulfilling their obligations and to discuss auditing, internal
controls, and financial reporting matters. The internal
auditors and independent public accountants have access
to the members of the audit committee at any time.

Management believes that its policies and procedures
provide reasonable assurance that the Company’s
operations are conducted according to a high standard of
business ethics.

In management’s opinion, the financial statermnents
present fairly, in all material respects, the financial
position, results of operations, and cash flows of
Mississippi Power Company in conformity with
accounting principles generally accepted in the United
States,

MeQ Lo B

Michael W. Southern
Vice President, Secretary, Treasurer and
Chief Financial Officer
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Mississippi Power Company:

We have audited the accompanying balance sheets and
statements of capitalization of Mississippi Power
Company (a Mississippi corporation and a wholly owned
subsidiary of Southern Company) as of December 31,
2000 and 1999, and the related statements of income,
common stockholder’s equity, and cash flows for each of
the three years in the period ended December 31, 2000.
These financial statements are the responsibility of the
Company’s management. Cur responsibility is to express
an opinion on these financial statements based on our
audits.

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

In our opinion, the financial statements (pages II-151
through II-166) referred to above present fairly, in all
material respects, the financial position of Mississippi
Power Company as of December 31, 2000 and 1999, and
the results of its operations and its cash flows for each of
the three years in the period ended December 31, 2000, in
conformity with accounting principles generally accepted
in the United States.

Q/C/%W\ am/;(e/umétﬁ’

Atlanta, Georgia
February 28, 2001
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RESULTS OF OPERATIONS

Earnings

Mississippi Power Company’s 2000 net income after
dividends on preferred stock of $55 million increased $0.2
million over 1999 earnings of $54.8 million, which were
$0.3 million less than 1998 earnings of $55.1 million.
Revenues

Operating revenues for the Company in 2000 and the
changes from the prior year are as follows:

Increase (Decrease)

Amount
2000 2000 1599
(in millions)
Retail —
Base Revenues $287,283 $(5,854) $17.462
Fuel cost recovery
and other 211,298 34.971 9,405
Total retail 498,551 29,117 26,867
Sales for resale -~
Non-affiliates 145,931 14,927 9,779
Affiliates 27,815 8,469 1,161
Total sales for resale 173,846 23,396 10,940
Other operating
revenues 15,208 2,085 66
Operating revenues $687,602 $54,598 $ 37,873
Percent change 8.6% 6,4%

Total retail revenues for 2000 increased approximately
6.2 percent when compared to 1999. The increase
resulted primarily from continued growth in the service
area, a positive impact of weather and additional fuel
revenues. Retail revenues for 1999 reflected a 6.1 percent
increase over the prior year due to the continued growth
in the service area, increased fuel revenues, and a true-up
of the unbilled revenue estimate.

Fuel revenues generally represent the direct recovery
of fuel expense including purchased power. Therefore,
changes in recoverable fuel expenses are offset with
corresponding changes in fuel revenues and have no effect
on net income.

Energy sales to non-affiliates include economy sales
and amounts sold under short-term contracts., Sales for
resale to non-affiliates are influenced by those utilities’
own customer demand, plant availability, and the cost of
their predominant fuels.

Included in sales for resale to non-affiliates are
revenues from rural electric cooperative associations and
municipalities located in southeastern Mississippi.
Energy sales to these customers increased 10.9 percent in
2000 and 10.2 percent in 1999, with the related revenues
rising 10.8 percent and 12.1 percent, respectively. The
customer demand experienced by these utilities is
determined by factors very similar to those of the
Company. Revenues from other sales outside the service
area increased in 2000 and 1999 primarily due to power
marketing activities. These increases were offset by
increases in purchased power from non-affiliates and, as a
result, had no significant effect on net income.

. Sales to affiliated companies within the Southern
Company electric system will vary from year to year
depending on demand and the availability and cost of
generating resources at cach company. These sales have
no material impact on earnings.

Below is a breakdown of kilowatt-hour sales for 2000
and the percent change for the last two years:

2000 Percent Change
KWH 2000 1999
(in millions)
Residential 2,286 1.7% -
Commercial 2,883 13 8.5%
Industrial 4,376 (0.7) 18.2
Other 41 2.5 0.8
Total retail 9,586 0.5 10.4
Sales for
Resale -
Non-affiliates 3,675 12.9 3.1
Affiliates 453 (16.2) 2.2)
Total 13,714 2.8 8.0

Total retail kilowatt-hour sales increased slightly in
2000 when compared to 1999 sales, which included an
unbilled revenue true-up of approximately 3.5 percent.
The increase primarily resulted from the continued growth
in the service area and the positive impact of weather.
Excluding the impact of the unbilled revenue true-up, all
retail customer classes experienced growth in 2000 due 1o
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the positive impact of weather, increased tourism, and
continued growth in the service area. In 1999, increased
tourism and strong growth impacted commercial sales,
while industrial sales were impacted by increased
production by several larger industrial customers,
including one which was shut down in 1998 by Hurricane
Georges.

Expenses

Total operating expenses were $565 million in 2000
reflecting an increase of $52 millior or 10.1 percent over
the prior year. The increase was due primarily to higher
fuel and purchased power expenses. In 1999, total
operating expenses increased by 6.9 percent over the prior
year due primarily to higher fuel expenses.

Fuel costs are the single largest expense for the
Company. Fuel expenses for 2000 and 1999 increased
10.7 percent and 10.3 percent, respectively. The increase
for each year was due to increased generation and a higher

average cost of fuel. The increased generation was dueto '

higher demand for energy across the Southern Company
electric system,

In 2000, expenses related to purchased power from
non-affiliates increased 40.0 percent, while expenses
related to purchased power from affiliates increased 64.7
percent which, in total, resulted in a 51 percent increase
when compared to 1999, This increase consisted mostly
of energy purchased for power marketing activities which
was resold to non-affiliated third parties and had no
significant effect on net income. Sales and purchases
among the Company and its affiliates will vary from
period to period depending on demand and the availability
and variable production cost of each generating unit in the
Southern Company electric system.
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The amount and sources of generation and the average
cost of fuel per net kilowatt-hour generated were as
follows:

2000 1999 1998

Total generation
{millions of kilowatt
hours)
Sources of generation
(percent) -
Coal 83 | 80
Gas 17 19 20
Average cost of fuel per net
kilowatt-hour generated
{cents) - 1.80  1.65 1.62

11,688 11,599 10,610

Other operation expenses decreased 8.2 percent in

. 2000 primarily due to a decrease in administrative and

general expenses. In 1999, other operation expense
increased 13.9 percent primarily due to the amortization
of costs associated with the workforce reduction plan and
higher distribution expenses. Maintenance expense in
2000 increased due to additional scheduled maintenance,
while maintenance expense in 1999 decreased due to
reduced scheduled maintenance. In 2000, depreciation
expenses increased slightly due to growth in plant
investment and a new composite depreciation rate, which
became effective January 2000. Comparisons of taxes
other than income taxes for 2000 and 1999 show increases
of 1.7 percent and 4.2 percent, respectively, due to higher
municipal franchise taxes resulting from higher retail
revenues. Interest on long-term debt increased in 2000
due to higher interest rates and increased debt
outstanding.

Effects of Inflation

The Company is subject to rate regulation and income tax
laws that are based on the recovery of historical costs.
Therefore, inflation creates an economic loss because the
Company is recovering its costs of investments in dollars
that have less purchasing power. While the inflation rate
has been relatively low in recent years, it continues to
have an adverse effect on the Company because of the
large investment in utility plant with long economic lives.
Conventional accounting for historical costs does not
recognize this economic loss or the partially offsetting
gain that arises through financing facilities with fixed-
money obligations, such as long-term debt and preferred -
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securities. Any recognition of inflation by regulatory
authorities is reflected in the rate of return allowed.

Future Earnings Potential

The results of operations for the past three years are not
necessarily indicative of future earnings potential. The
level of the Company’s future eamnings depends on
numerous factors ranging from weather to energy sales
growth to a less regulated and more competitive
environment. Expenses are subject to constant review and
cost control programs. The Company is also maximizing
the utility of invested capital and minimizing the need for
additional capital by refinancing, managing the size of its
fuel stockpile, raising generating plant availability and
efficiency, and aggressively controlling its construction
budget.

The Company currently operates as a verticaily
integrated utility providing electricity to customers within
its traditional service area located in southeastern
Mississippi. Prices for electricity provided by the
Company to retail customers are set by the Mississippi
Public Service Commission (MPSC) under cost-based
regulatory principles. The Federal Energy Regulatory
Commission (FERC) regulates the Company’s wholesale
rate schedules, power sales contracts and transmission
facilities.

Operating revenues will be affected by any changes in
rates under the Performance Evaluation Plan (PEP) -- the
Company’s performance based ratemaking plan -- and the
Environmental Compliance Overview Plan (ECO Plan).
PEP has proven to be a stabilizing force on electric rates,
with only moderate changes in rates taking place. The
ECO Plan provides for recovery of costs (including costs
of capital) associated with environmental projects
approved by the MPSC, most of which are required to
comply with Clean Air Act Amendments of 1990 (Clean
Air Act) regulations. The ECO Plan is operated
independently of PEP. Compliance costs related to the
Clean Air Act could affect earnings if such costs cannot
be recovered. The Company’s 2000 ECO Plan filed in
Janmary 2000 was approved as filed, and resulted in a
slight decrease in customer prices. The Company filed its
2001 ECO Plan in FYanuary 2001 and, if approved as filed,
it will result in a slight increase in customer prices. Refer
to Note 3 to the financial statements under “Litigation and
Regulatory Matters™ for additional information. The
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Clean Air Act and other important environmental items
are discussed later under “Environmental Matters.”

Future eamings in the near term will depend upon
growth in energy sales, which is subject to a number of
factors. These factors include weather, competition,
changes in contracts with neighboring utilities, energy
conservation practiced by customers, the elasticity of
demand, and the rate of economic growth in the
Company’s service area. The Company anticipates
somewhat slower growth in energy sales as the tourism
industry stabilizes within its service area. In addition to
tourism, the healthcare and retail trade sectors will
provide most of the anticipated energy growth for the
commercial class of customers, while shipbuilding,
chemicals and the U.8. government will provide much of
the basis for anticipated growth in the industrial sector.

The electric utility industry in the United States is
currently undergoing a period of dramatic change as a
result of regulatory and competitive factors. Among the
primary agents of change has been the Energy Policy Act
of 1992 (Energy Act). The Energy Act allows
independent power producers (IPPs) to access a utility’s
transmission network in order to sell electricity to other
utilities. This enhances the incentive for IPPs to build
cogeneration plants for a utility’s large industrial and
commercial customers and sell energy generation to other
utilities. Also, electricity sales for resale rates are
affected by wholesale transmission access and numerous
potential new energy suppliers, mcludmg power
marketers and brokers.

Although the Energy Act does not permit retail
transmission access, it was a major catalyst for the current
restructuring and consolidation taking place within the
uiility industry. Numerous federal and state initiatives are
in various stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider. As these
initiatives materialize, the structure of the utility industry
could radically change. In May 2000, the MPSC ordered
that its docket reviewing restructuring of the electric
industry in the State of Mississippi be suspended. The
MPSC found that retail competition may not be in the
public interest at this time, and ordered that no further
formal hearings would be held on this subject. It found
that the current regulatory structure produced reliable low
cost power and “should not be changed without clear and
convincing demonstration that change would be in the
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public interest.” The MPSC will continue to monitor
retail and wholesale restructuring activities throughout the
United States and reserves its right to order further formatl
hearings on the matter should new evidence demonstrate
that retail competition would be in the public interest and
all customers could receive a reduction in the total cost of
their electric service. If the MPSC decides to hold future
restructuring hearings on this matter, enactment would
require numerous issues to be resolved, inclnding
significant ones relating to transmission, prices, and
recovery of any stranded costs. The inability of the
Company to recover its investment, including regulatory
assets, could have a material adverse effect on the
financial condition of the Company.

The Company is attempting to minimize or reduce its
cost exposure, The Cornpany is subject to the provisions
of Financial Accounting Standards Board (FASB)
Statement No. 71, Accounting for the Effects of Certain
Types of Regulation. In the event that a portion of the
Company’s operation is no longer subject to these
provisions, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable, and determine if any other assets
have been impaired. See Note 1 to the financial
statements under “Regulatory Assets and Liabilities™ for
additional information.

Continuing to be a low-cost producer could provide
significant opportunities to increase market share and
profitability in markets that evolve with changing
regulation. Conversely, unless the Company remains a
low-cost producer and provides quality service, the
Company’s energy saies growth could be limited, and this
could significantly erode earnings.

On December 20, 1999, the Federal Energy Regulatory
Commission (FERC) issued its final ruling on Regional
Transmission Organizations (RTOs). The order
encourages utilities owning transmission systems to form
RTOs on a voluntary basis. After participating in regional
conferences with customers and other members of the
public to discuss the formation of RTOs, utilities were
required to make a filing with the FERC. On October 16,
2000, Southern Company and its integrated utilities
including the Company filed a proposal for the creation of
an RTO. The proposal is for the formation of a for-profit
company that would have control of the bulk power
transmission system of the Company and any other
participatinig utilities. Participants would have the option
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to either maintain their ownership or divest, sell, or lease
their assets to the proposed RTO. If the FERC accepts the
proposal as filed, the creation of an RTO is not expected
to have a material impact on the Company’s financial
statements. The outcome of this matter cannot now be
determined.

The Energy Act amended the Public Utility Holding
Company Act of 1935 (PUHCA) to allow holding
companies to form exempt wholesale generators to sell
power largely free of regulation under PUHCA. These
entities are able to own and operate power generating
facilities and sell power to affiliates — under certain
restrictions.

Southern Company is aggressively working to maintain
and expand its share of wholesale sales in the
southeastern power markets. In January 2001, Southem
Company announced the formation of a new subsidiary —
Southern Power Company. The new subsidiary will own,
manage, and finance wholesale generating assets in the
Southeast. Southern Power will be the primary growth
engine for Southern Company’s market-based energy
business. Energy from its assets will be marketed to
wholesale customers under the Southern Company name.

In accordance with FASB Statement No. 87,
Employers’ Accounting for Pensions, the Company
recorded non-cash pension income of approximately $4.2
million in 2000. Pension income in 2001 is expected to
be less as a result of plan amendments. Future pension
income is dependent on several factors including trust
earnings and changes to the plan. For more information,
see Note 2.

The Company is involved in various matters being
litigated. See Note 3 to the financial statements for
information regarding material issues that could possibly

Compliance costs related to current and future
environmental laws and regulations could affect earnings
if such costs are not fully recovered. The Clean Air Act
and other important environmental items are discussed
later under “Environmental Matters.”

Exposure to Market Risks

Due to cost-based rate regulations, the Company has
limited exposure to market volatility in interest rates,
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commodity fuel prices, and prices of electricity. To
mitigate residual risks relative to movements in electricity
prices, the Company enters into fixed price contracts for
the purchase and sale of electricity through the wholesale
electricity market. Realized gains and losses are
recognized in the income statements as incurred. At
December 31, 2000, exposure from these activities was
not material to the Company’s financial statements. Also,
based on the Company’s overall interest rate exposure at
December 31, 2000, a near-term 100 basis point change in
interest rates would not materially affect the financial
statements.

New Accounting Standard

In June 2000, FASE issued Statement No. 138, an
amendment of Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities, Statement
No. 133, as amended, establishes accounting and
reporting standards for derivative instruments and for
hedging activities. Statement No. 133 requires that
certain derivative instruments be recorded in the balance
sheet as either an asset or liability measured at fair value,
and that changes in the fair value be recognized currently
in earnings unless specific hedge accounting criteria are
met.

Substantially all of the Company’s bulk energy
purchases and sales meet the definition of a derivative
under Statement No. 133. In many cases, these
transactions meet the normal purchase and sale exception
and the related contracts will continue to be accounted for
under the accrual method. Certain of these instruments
qualify as cash flow hedges resulting in the deferral of
rejated gains and losses in other comprehensive income
until the hedged transactions occur, Any ineffectiveness
will be recognized currently in net income. However,
others will be required to be marked to market through
current period income.

The Company adopted Statement No. 133 effective
January 1, 2001. The impact on net income was
immateriai. The application of the new rules is still
evolving and further guidance from FASB is expected,
which could additionally impact the Company’s financial
statements. Also, as wholesale energy markets mature,
future transactions could result in more volatility in net
income and comprehensive income. _
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FINANCIAL CONDITION

Overview

The principal change in the Company’s financial
condition during 2000 was the addition of approximately
$81 million to utility plant. Funding for these additions
and other capital requirements were derived primarily
from operations. The Statements of Cash Flows provide
additional details.

Financing Activity

In March 2000, the Company issued $100 million of
floating rate senior notes due March 28, 2002. The
proceeds were used to prepay bank loans of $45 million
maturing in November 2001 and $5 million maturing in
QOctober 2002. The balance of the $100 million was used
1o repay a portion of the Company’s outstanding short-
term debt. The Company plans to continue, to the extent
possible, a program to retire higher-cost debt and replace
these securities with lower-cost capital. See the
Statements of Cash Flows for further details.

Composite financing rates increased for the year 2000
when compared to 1998 and 1999. As of year-end , the
composite rates were as follows:

2000 1999 1998

Composite interest rate on

long-term debt 6.41% 6.19% 6.14%
Composite preferred stock

dividend rate 6.33% 6.33% 6.33%
Composite interest rate on

preferred securities T.75% 7.75% 7.75%

In 1999, the Company signed an Agreement for Lease
and a Lease Agreement with Escatawpa Funding, Limited
Partnership (“Escatawpa™), that calls for the Company to.
design and construct, as agent for Escatawpa, a 1,064
megawatt natural gas combined cycle facility. It is
anticipated that the total project will cost approximately
$400 million, and upon project completion in mid 2001,
the Company intends to lease the facility for an initial
term of approximately 10 years. It is anticipated that the
annual lease payments will approximate $32 million
during the initial term.
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Capital Structure

At year-end 2000, the Company’s ratio of common equity
to total capitalization, excluding long-term debt due
within one year, decreased from 50.2 percent in 1999, to
48,1 percent. '

Capital Requirements for Construction

The Company’s projected construction expenditures for
the next three years total $191 million ($62 million in
2001, $60 million in 2002, and $69 million in 2003). The
major emphasis within the construction program will be
on the upgrade of existing facilities.

Revisions to projected construction expenditures may
be necessary because of factors such as changes in
business conditions, revised load projections, the
availability and cost of capital, changes in environmental
regulations, and alternatives such as leasing,

Other Capital Requirements

In addition to the funds required for the Company’s
construction program, approximately $135 million will be
required by the end of 2003 for present sinking fund
requirements and maturities of long-term debt. The
Company plans to continue, when economically feasible,
to retire higher cost debt and preferred stock and replace
these obligations with lower-cost capital if market
conditions permit.

Environmental Matters

On November 3, 1999, the Environmental Protection
Agency (EPA), brought a civil action in the 1.8, District
Court against Alabama Power Company, Georgia Power
Company and the system service company. The
complaint alleges violations of the prevention of
significant deterioration and new source review
provisions of the Clean Air Act with respect to five coal-
fired generating facilities in Alabama and Georgia. The
civil action requests penalties and injunctive relief,
including an order requiring the installation of the best
available control technology at the affected units. The
EPA concurrently issued to the integrated Southeast
utilities a notice of violation related to 10 generating
facilities, which includes the five facilities mentioned

previously, and the Company’s plants Watson and Greene

County. In early 2000, the EPA filed a motion to amend
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its complaint to add the violations alleged in its notice of
violation, and to add Gulf Power, Savannah Electric, and
the Company as defendants. The complaint and notice of
violation are similar to those brought against and issued to
several other electric utilities. These complaints and
notices of violation allege that the utilities had failed to
secure necessary permits or install additional pollution
equipment when performing maintenance and
construction at coal burning plants constructed or under
construction prior to 1978. On August 1, 2000, the U.S.
District Court granted Alabama Power’s motion to
dismiss for lack of jurisdiction in Georgia and granted the
system service company’s motion to dismiss on the
grounds that it neither owned nor operated the generating
units involved in the proceedings. On Janmuary 12, 2001,
the EPA re-filed its claims against Alabama Power in
federal district court in Birmingham, Alabama. The EPA
did not include SCS in the new complaint. The Company
believes that it complied with applicable laws and the
EPA'’s regulations and interpretations in effect at the time
the work in question took place. The Clean Air Act
authorizes civil penalties of up to $27,500 per day per
violation at each generating unit. Prior to January 30,
1997, the penalty was $25,000 per day. An adverse
outcome of this matter could require substantial capital
expenditures that cannot be determined at this time and
possibly require payment of substantial penalties. This
could affect future results of operations, cash flows and
possibly financial condition unless such costs can be
recovered through regulated rates.

In November 1990, the Clean Air Act Amendments of
1990 (Clean Air Act) were signed into law. Title IV of
the Clean Air Act — the acid rain compliance provision of
the law — significantly affected Southern Company.
Specific reductions in sulfur dioxide and nitrogen oxide
emissions from fossil-fired generating plants were
required in two phases. Phase I compliance began in
1995. As a result of a systemwide compliance strategy,
some 50 generating units of Southern Company were
brought into compliance with Phase I requirements.

Southern Company achieved Phase I sulfur dioxide
compliance at the affected plants by switching to low-
sutfur coal, which required some equipment upgrades.
Construction expenditures for Phase I nitrogen oxide and
sulfur dioxide emissions compliance totaled
approximately $300 million for Southern Company,
including approximately $65 million for the Company.
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Phase II sulfur dioxide compliance was required in
2000. Southern Company used emission allowances and
fuel switching to comply with Phase II requirements.
Also, equipment to control nitrogen oxide emissions was
installed on additional system fossil-fired units as
necessary to meet Phase II limits and ozone non-
attainment requirements for metropolitan Atlanta through
2000. Compliance for Phase II and initial ozone non-
attainment requirements increased the Company’s {otal
construction expenditures through 2000 by approximately
$100 million. Phase II compliance did not have a material
impact on the Company.

The Company’s ECO Plan is designed to allow
recovery of costs of compliance with the Clean Air Act,
as well as other environmental statutes and regulations.
The MPSC reviews environmental projects and the
Company’s environmental policy through the ECO Plan.
Under the ECO Plan, any increase in the annual revenue
requirement is limited to 2 percent of retail revenues. The
Company’s management believes that the ECO Plan
provides for recovery of the Clean Air Act costs. See
Note 3 to the financial statements under “Environmental
Compliance Overview Plan” for additional information.

A significant portion of costs related to the acid rain
and ozone non-attainment provisions of the Clean Air Act
is expected to be recovered through existing ratemaking
provisions. However, there can be no assurance that ail
Clean Air Act costs will be recovered.

In July 1997, the EPA revised the national ambient air
quality standards for ozone and fine particulate matter.
This revision made the standards significantly more
stringent. In the subsequent litigation of these standards,
the U.S. Supreme Court recently dismissed certain
challenges but found the EPA’s implementation program
for the new ozone standard uniawful and remanded it to
the EPA. In addition, the Federal District of Columbia
Circuit Court of Appeals will address other legal
challenges to these standards in mid-2001. A decision is
expected in the spring of 2001, If the standards are
eventually upheld, implementation could be required by
2007 t0 2010. '

In September 1998, the EPA issued the final regional
nitrogen oxide reduction rules to the states for
implementation. Compliance is required by May 31,
2004. The final rules affect 21 states that at present do
not include Mississippi. The EPA is presently evaluating
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whether or not to bring an additional 15 states including
Mississippi, under this regional nitrogen oxide rule.

In December 2000, the EPA completed its utility study
for mercury and other hazardous air pollutants {HAPS)
and issued a determination that an emission control
program for mercury and, perhaps, other HAPS is -
warranted. The program is to be developed over the next
four years under the Maximum Achievable Control
Technology (MACT) provisions of the Clean Air Act.
This determination is being challenged in the courts. In
January 2001, the EPA proposed guidance for the
determination of Best Available Retrofit Technology
(BART) emission controls under the Regional Haze
Regulations. Installation of BART controls would likely
be required around 2010. Litigation of the BART rules is
probable in the near firture.

Implementation of the final state rules for these
initiatives could require substantial further reductions in
nitrogen oxide, sulfur dioxide, mercury, and other HAPS
emissions from fossil-fired generating facilities and other
industries in these states. Additional compliance costs
and capital expenditures resulting from the
implementation of these rules and standards cannot be
determined until the results of legal challenges are known,
and the states have adopted their final rules. Reviews by
the new administration in Washington, D.C. add to the
uncertainties associated with BART guidance and the
MACT determination for mercury and other HAPS.

The EPA and state environmental regulatory agencies
are reviewing and evaluating various matters including:
emission control strategies for ozone non-attainment
areas; additional controls for hazardous air pollutant
emissions; and hazardous waste disposal requirements.
The impact of any new standards will depend on the
development and implementation of applicable
regulations. -

The Company must comply with other environmental
laws and regulations that cover the handling and disposal
of hazardous waste. Under these various laws and
regulations, the Company could incur ¢osts to clean up
properties currently or previously owned. Upon
identifying potential sites, the Company conducts studies,
when possible, to determine the extent of any required
cleanup costs. Should remediation be determined to be
probable, reasonable estimates of costs to clean up such
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sites are developed and recognized in the financial
statements.

Several major pieces of environmental legislation are
being considered for reanthorization or amendment by
Congress. These include; the Clean Air Act; the Clean
Water Act; the Comprehensive Environmental Response,
Compensation, and Liability Act; the Resource
Conservation and Recovery Act; and the Endangered
Species Act. Changes to these laws could affect many
areas of the Company’s operations. The full impact of
any such changes cannot be determined at this time.

Compliance with possible additional legislation related
to global climate change, electromagnetic fields, and other
environmental and health concerns could significantly
affect the Company. The impact of new legislation -~ if
any — will depend on the subsequent development and
implementation of applicable regulations. In addition, the
potential exists for lawsuits alleging damages caused by
electromagnetic fields or other environmental concerns.
The likelihood or outcome of such potential lawsuits
cannot be determined at this time.

Sources of Capital

To meet short-term cash needs and contingencies, the
Company had at December 31, 2000 approximately $7.5
million of cash and cash equivalents and approximately
$117 million of unused committed credit agreements. The
Company had $56 million of short-term notes payable

outstanding at year-end 2000.

It is anticipated that the funds required for construction
and other purposes, including compliance with
environmental regulations, will be derived from sources
similar to those used in the past. These sources were
primarily the issuance of first mortgage bonds and
preferred securities, in addition to pollution control
revenue bonds issued for the Company’s benefit by public
authorities. The Company also issued unsecured debt in
1998.

The Company has no restrictions on the amounts of
unsecured indebtedness it may incur. However, the
Company is required to meet certain coverage
requirements specified in its mortgage indenture and
corporate charter to issue new first mortgage bonds and
preferred stock. The Company’s coverage ratios are high
enough to permit, at present interest rate levels, any
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foreseeable security sales. The amount of securities
which the Company will be permitted to issue in the
future will depend upon market conditions and other
factors prevailing at that time.

Cautionary Statement Regarding Forward-Looking
Information

This Annual Report includes forward-looking statements
in addition to historical information. Forward-looking
information includes, among other things, statements
concerning projected sales growth and scheduled
completion of new generation. In some cases, forward-
looking statements can be identified by terminology such
as “may,” “will,” “should,” *expects,” “plans,”
“anticipates,” “believes,” “estimates,” “predicts,”
“potential,” or “continue™ or the negative of these terms
or other comparable terminology. The Company cautions
that there are various important factors that could cause
actual ,exul™s o ditfer materially from those indicated in
the forward-looking statements; accordingly, there can be
no assurance that such indicated results will be realized.
These factors include the impact of recent and future
federal and state regulatory change, including legislative
and regulatory initiatives regarding deregulation and
regtructuring of the electric utility industry and also
changes in environmenta! and other laws and regulations
to which the Company is subject, as well as changes in
application of existing laws and regulations; current and
future litigation, including the pending EPA civil action
against the Company; the extent and timing of the entry of
additional competition in the markets of the Company;
potential business strategies, including acquisitions or
dispositions of assets or businesses, which cannoct be
assured to be completed or beneficial; internal
restructuring or other restructuring options, that may be
pursued by the Company; state and federal rate regulation
in the United States; political, legal and economic
conditions and developments in the United States,
financial market conditions and the results of financing
efforts; the impact of fluctuations in commodity prices,
interest rates and customer demand; weather and other
natural phenomena; the ability of the Company to obtain
additional generating capacity at competitive prices; and
other factors discussed elsewhere herein and in other
reports (including Form 10-K) filed from time to time by
the Company with the SEC.
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2000 1999 1698

(in thousands}

Operating Revenues: .
Retail sales $498,551 $469,434 $442.567
Sales for resale -

Non-affiliates 145,931 131,004 121,225

Affiliates 27,915 19,446 18,285
Qther revenues 15,205 13,120 13,054
Total operating revenues 687,602 633,004 595,131
Operating Expenses:
Operation --

Fuel 191,127 172,686 156,539

Purchased power —

Non-affiliates 56,082 40,080 33,872
Affiliates 51,057 31,007 36,037

Other 115,055 125,291 109,993
Maintenance 52,750 47,085 50,404
Depreciation and amortization 50,275 49,206 47,450
Taxes other than income taxes 48,686 47,893 45 965
Total operating expenses 565,032 513,248 480,260
Operating Income 122,570 119,756 114,871
Other Income (Expense):
Interest income 347 189 863
Other, net (647) 1,675 2,498
Earnings Before Interest and Income Taxes 122270 121,620 118,232
Interest Expense and Other:
Interest expense, net 28,11 27,969 23,746
Distributions on preferred securities of subsidiary 2,712 2,712 2,712
Total interest charges and other, net 30,813 30,681 26,458
Earnings Before Income Taxes 01,457 80,939 01,774
Income taxes 34,356 34,117 34,664
Net Income 57,101 56,822 57,110
Dividends on Preferred Stock 2,129 2,013 2,005
Net Income After Dividends on Preferred Stock $ 54,972 $ 54,809 $ 55,105

The accompanying notes arc an integral part of these statements.
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STATEMENTS OF CASH FLOWS
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2000 1699 1998
(in thousands)
Operating Activities:
Net income $ 57,101 $ 56,822 $ 57,110
Adjustments to reconcile net income
to net cash provided from operating activities --
Depreciation and amortization 54,638 53,427 51,517
Deferred income taxes and investment tax credits, net 752 (4,143) 11,620
Other, net (1,747) 5,531 (12,175)
Changes in certain current assets and liabilities —
Receivables, net (3,231) (39,304) (5,486)
Fossil fuel stock 14,577 (9,379) (5,767)
Materials and supplies (1,056) (1,903) 717
Accounts payable 1,309 1,391 (389}
Other 2,952 14,206 (4,061)
Net cash provided from operating activities 125,295 76,648 93,086
Investing Activities:
Gross property additions (81,211) {75,888) (68,231)
Other (9,153) 1,009 (3249)
Net cash used for investing activities (90,364) {74,879) (68,355)
Financing Activities:
Increase (decrease) in notes payable, net (1,500) 44,500 13,000
Proceeds --
Other long-term debt 100,000 59,400 103,520
Capital contributions from parent company 12,659 2,028 85
Retirements --
First mortgage bonds - - (75,000)
Other long-term debt (81,405) (50,456) (13,020)
Preferred stock - - 87
Payment of preferred stock dividends (2,129) (2,013) (2,005)
Payment of common stock dividends (54,700) (56,100) {51,700)
Other 498) (282) (2,429}
Net cash used for financing activities 27,573) (2,923) (27,636)
Net Change in Cash and Cash Equivalents 7,358 {1,154) (3,105)
Cash and Cash Eguivalents at Beﬂwg of Period 173 1,327 4,432
Supplemental Cash Flow Int‘ormauon
Cash paid during the period for —
Interest (net of amount capitalized) $30,570 $25,486 $26,133
Income taxes (net of refunds) 28,418 39,729 26,847

The accompanying notes are an intcgral part of these statements.
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Assets 2000 1999
(in thousands)
Current Assets:
Cash and cash equivalents $ 7,531 b 173
Receivables --
Customer accounts receivable 72,064 61,274
Other accounts and notes receivable 21,843 23,490
Affiliated companies . 10,071 16,097
Accumulated provision for uncollectible accounts (571) (697)
Fossil fuel stock, at average cost 11,220 25,797
Materials and supplies, at average cost 21,694 20,638
Other 8.320 10,013
Total cuttent assets 152,172 156,785
Property, Plant, and Equipment:
In service 1,665,879 1,601,399
Less accumulated provision for depreciation 652,891 626,841
1,012,988 974,558
Construction work in progress 60,951 68,721
Total property, plant, and equipment 1,073,939 1,043,279
Other Property and Investments 2.268 1,389
Deferred Charges and Other Assets:
Deferred charges related to income taxes 13,860 21,557
Prepaid pension costs 6,724 2,488
Debt expense, being amortized 4,628 4,355
Premium on reacquired debt, being amortized 7,168 8,154
Other 14,312 3,129
Total deferred charges and other assets 46,692 49,683

sets

The accompanying notes are an integral part of these balance sheets,
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Liabilities and Stockholder's Equity 2000 1999
(in thousands)

Current Liabilities:
Securities due within one year $ 20 L 30,020
Notes payable 56,000 57,500
Accounts payable -

Affiliated . 10,715 17,002

Other 48,146 43,105
Customer deposits 5274 3,749
Taxes accrued --

Income taxes 8,769 6,865

Other 36,799 35,534
Interest accrued 4,482 6,733
Vacation pay accrued 5,701 5,218
Other : 7,063 7,497
Total current liabilities 182,909 213.223
Long-term debt (See accompanying statements) 370,511 321,802
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes 139,909 139,564
Deferred credits related to income taxes 25,603 34,765
Accumulated deferred investment tax credits 23,481 24,695
Employee benefits provisions 34,671 34,268
Workforce reduction plan 9,734 11,272
Other 16,546 - 12,770
Total deferred credits and other liabilities 249944 257,334

Company obligated mandatorily redeemable preferred
securities of subsidiary trust holding company junior :
subordinated notes (See accompanying statements) 35,000 35,000

Preferred stock (See accompanying statements) 31.809 31,809
Common stockholder's equity (See accony)anymg statemenis) 404,898 191,968

51,275,071 $1,251,136

The accompanymg notes are an 1ntegml part rt of these balance sheets.
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2000 1999 2000 1999
{in thousands) (percent of total)
Long-Term Debt:
First mortgage bonds --
Maturity Interest Rates
June 1, 2023 7.45% $ 35,000 $ 35,000
March 1, 2004 6.60% 35,000 35,000
December 1, 2025 6.875% 30,000 30,000
Total first mortgage bonds 100,000 100,000
Long-term notes payable --
6.05% due May 1, 2003 35,000 35,000
6.75% due June 30, 2038 53,179 54,564
Adjustable rates (6.61% to 6.78% at 1/1/01)
due 2000-2002 100,000 80,000
Total long-term notes payable 188,179 169,564
Other long-term debt —
Pollution control revenue bonds --
Collateralized:
5.65% to 5.80% due 2007-2023 - 26,785
Variable rates (3.90% at 1/1/01)
due 2020-2025 - 10,600
Non-collateralized:
5.65% to 5.80% due 2007-2023 26,765
Variable rates (3.90% to 5.20% at 1/1/01)
due 2020-2028 ' ' 56,820 46,220
Total other long-term debt 83,585 83,605
Unamortized debt premium (discount), net (1,233) {1,347)
Total long-term debt (annual interest
requirement -- $23.8 million) 370,531 351,822
Less amount due within one year 20 30,020
Long-term debt excluding amount due within one year $370,511 $321,802 _43.9% 41.2%
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2000 1999 2000 1999
{in thousands) {percent of total)
Company Obligated Mandatorily
Redeemable Preferred Securities:(Note 8)
$25 liquidation value --
7.75% : $ 35000 $ 35,000
Total (annuai distribution requirement -- $2.7 miltion) 35.000 35,000 4.2 4.5
Cumulative Preferred Stock:
$100 par value
4.40% to 7.00% 31,809 31,809
Total {(annual dividend requirement -- $2.0 million) 31,809 31,809 3.8 4.1
Common Stockholder's Equity:
Common stock, without par value -
Authorized - 1,130,000 shares
Outstanding - 1,121,000 shares in 2000 and 1999 37,691 37,691
Paid-in capital 194,161 181,502
Premium on preferred stock 326 326
Retained earnings 172,720 172,449
Total common stockholder's equity 404,898 391,968 48.1 50.2
otal Capitalization ' $842,218 $780,579 100.0% 100.0%

panym notes are an tntegral part of these statements.
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Preminm on

Common Paid-In Preferred Retained
Stock Capital Stock Earnings Total
fin thousands}
Balance at January 1, 1998 $37,691 $179,389 35327 $170,417 $£387,824
Net income afier dividends on preferred stock = = o 55,105 55,105
Capital contributions from parent company - 85 - - 85
Cash dividends on common stock - - - (51,700) {51,700)
Other - = {1) (82) (83)
Balance at December 31, 1998 37,691 179,474 326 173,740 391,231
Net income after dividends on preferred stock - - - 54,809 54,809
Capital contributions from parent company - 2,028 - - 2,028
Cash dividends on common stock _ - - - (56,100} (56,100)
Balance at December 31, 1999 37,691 181,502 326 172,449 391,968
Net income after dividends on preferred stock - - - 54,972 54,972
Capital contributions from parent company - 12,659 - - 12,659
Cash dividends on common stock o o o (54,700) (54,700)
Other - - - 1) {1)
Balance at December 31, 2000 $37,691 $194.161 $326 $172,720 $404.898

The accompenying notes are an integral part of these statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

General

Mississippi Power Company is a wholly owned subsidiary
of Southern Company, which is the parent company of
five integrated Southeast utilities, a system service
company (SCS), Southern Communications Services
(Southern LINC), Southern Company Energy Solutions,
Southern Nuclear Operating Company (Southern
Nuclear), Mirant Corporation -- formerly Southern
Energy, Inc. -- and other direct and indirect subsidiaries.
The integrated Southeast utilities -- Alabama Power
Company, Georgia Power Company, Gulf Power
Company, Mississippi Power Company, and Savannah
Electric and Power Company - provide electric service in
four states. Contracts among the integrated Southeast
utilities -- related to jointly owned generating facilities,
interconnecting transmission lines, and the exchange of
electric power - are regulated by the Federal Energy
Regulatory Commission (FERC) and/or the Securities and
Exchange Commission (SEC). SCS provides, at cost,
specialized services to Southern Company and subsidiary
corapanies. Southemn LINC provides digital wireless
communications services to the integrated Scutheast
utilities and also markets these services to the public
within the Southeast. Southern Company Energy
Solutions develops new business opportunities related to
energy products and services. Southern Nuclear provides
services to Southern Company’s nuclear power plants.
Mirant acquires, develops, builds, owns, and operates
power production and delivery facilities and provides a
broad range of energy-related services to utilities and
industrial companies in selected countries around the
world. Mirant businesses include independent power
projects, integrated utilities, a distribution company, and
energy trading and marketing businesses outside the
southeastern United States.

Southern Company is registered as a holding company
under the Public Utility Holding Company Act of 1935
(PUHCA). Both the Company and its subsidiaries are
subject to the regulatory provisions of the PUHCA. The
Company is also subject to regulation by the FERC and
the Mississippi Public Service Commission (MPSC). The
Company follows accounting principles generally
accepted in the United States and complies with the
accounting policies and practices prescribed by the
respective commissions. The preparation of financial

statements in conformity with accounting principles
generally accepted in the United States requires the use of
estimates, and the actual results may differ from those
estimates.

Prior years’ data presented in the financial statements
have been reclassified to conform with the current year
presentation.

Related-Party Transactions

The Company has an agreement with SCS under which
the following services are rendered to the Cornpany at
cost. general and design engineering, purchasing,
accounting and statistical, finance and treasury, tax,
information resources, marketing, auditing, insurance and
pension administration, human resources, systems and
procedures, and other services with respect to business
and operations and power pool operations. Costs for
these services amounted to $46.2 million, $45.5 million,
and $43.9 million during 2000,.1999, and 1998,
respectively.

Regulatory Assets and Liabilities

The Company is subject to the provisions of Financial
Accountiing Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. Regulatory assets represent probable future
revenues to the Company associated with certain costs
that are expected to be recovered from customers through
the ratemaking process, Regulatory liabilities represent
probable future reductions in revenues associated with
amounts that are expected to be credited to customers
through the ratemaking process. Regulatory assets and
(liabilities) reflected in the Balance Sheets at December
31 relate to the following:

2000 1999 .
(in thousands)

Deferred income tax charges  $ 13,860 § 21,557
Vacation pay 5,701 5,218
Premium on reacquired debt 7,168 8,154
Property damage reserve (3,519) (3,082)
Deferred income tax credits (25,603) (34,765)
Qther, net (505) (349)
Total $ (2.898) $ (3,267)
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In the event that a portion of the Company’s operations
is no Jonger subject to the provisions of FASB Statement
No. 71, the Company would be required to write off
related regulatory assets and liabilities that are not
specifically recoverable through reguiated rates. In
addition, the Company would be required to determine if
any impairment to other assets exists, including plant, and
write down the assets, if impaired, to their fair value.

Revenues and Fuel Costs

The Company currently operates as a vertically integrated
utility providing electricity to retail customers within its
fraditional service area located within the state of
Mississippi, and to wholesale customers in the Southeast.

Revenues are recognized as services are rendered.
Unbilled revenues are accrued at the end of each fiscal
period. The Company’s retail and wholesale rates include
provisions to adjust billings for fluctuations in fuel costs,
the energy component of purchased power costs, and
certain other costs. Retail rates also include provisions to
adjust billings for fluctuations in costs for ad valorem
taxes and certain qualifying environmentat costs.
Revenues are adjusted for differences between actual
allowable amounts and the amounts included in rates.

The Company has a diversified base of customers., No
single customer or industry comprises 10 percent or more
of revenues. For all periods presented, uncollectible
accounts continued 1o average less than 1 percent of
revenues.

Depreciation

Depreciation of the original cost of plant in service is
provided primarily by using composite straight-line rates,
which approximated 3.5 percent in 2000 and 3.3 percent
in 1999 and 1998. When property subject to depreciation
is retired or otherwise disposed of in the normal course of
business, its original cost - together with the cost of
removal, less salvage -- is charged to accumulated
depreciation. Minor items of property included in the
original cost of the plant are retired when the related
property unit is retired. Depreciation expense includes an
amount for the expected cost of removal of facilities.
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Income Taxes

The Company uses the liability method of accounting for
deferred income taxes and provides deferred income taxes
for all significant income tax temporary differences.
Investment tax credits utilized are deferred and amortized
to income over the average lives of the related property.

Property, Plant and Equipment

Property, plant, and equipment is stated at original cost.
Original cost includes: materials; labor; minor items of
property; appropriate administrative and general costs;
payroli-related costs such as taxes, pensions, and other
benefits; and the estimated cost of funds i1sed during
construction, if applicable. The cost of maintenance,
repairs, and replacement of minor items of property is
charged to maintenance expense except for the
maintenance of coal cars and a portion of the railway
track maintenance, which are charged to fuel stock. The
cost of replacements of property - exclusive of minor
items of property -- is capitalized. '

Cash and Cash Equivalents

For purposes of the Statements of Cash Flows, temporary
cash investments are considered cash equivalents.

Temporary cash investments are securities with original
maturities of 90 days or less.

Financial Instruments

The Company’s financial instraments for which the
carrying amount did not equal fair value at December 31
were as follows: :

Carrying Fair
Amount Value
(in millions)
Long-term debt:
At December 31, 2000 $371 $362
At December 31, 1999 $353 $334
Capital trust preferred
securities:
At December 31, 2000 $35 $34
At December 31, 1999 $35 $30

The fair values for long-term debt and preferred
securities were based on either closing market price or
closing price of comparable instruments.
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Materials and Supplies

Generally, materials and supplies include the cost of
transmission, distribution, and generating plant materials.
Materials are charged to inventory when purchased and
then expensed or capitalized to plant, as appropriate,
when used or installed.

Provision for Property Damage

The Company is self-insured for the cost of storm, fire,
and other uninsured casualty damage to its property,
including transmission and distribution facilities. As
permitted by regulatory authorities, the Company accrues
for the cost of such damage by charging expense and
crediting an accumulated provision. The cost of repairing
damage resulting from such events that individually
exceed $50 thousand is charged to the accumulated
provision. In 1999, an order from the MPSC increased
the maximum Property Damage Reserve from $18 million
to $23 million and allows an annual accrual of up to $4.6
million. In 2000, the Company provided for such costs by
charges to income of $3.5 million. In 1999 and 1998, the
Company provided for such costs by charges to income of
$4.4 million and $1.5 million, respectively. Asof
December 31, 2000, the accumulated provision amounted
to $3.5 million.

2, RETIREMENT BENEFITS

The Company has defined benefit, trusteed, pension plans
that cover substantially all employees. The Company
provides certain medical care and life insurance benefits
for retired employees. Substantially all these employees
may become eligible for such benefits when they retire.
The Company funds trusts to the extent deductible under
federal income tax regulations or the extent required by
regulatory authorities. In late 2000, the Company adopted
several pension and postretirement benefits plan changes
that had the effect of increasing benefits to both current
and future retirees. The effects of these changes will be to
increase annual pension and postretirement benefits costs
by approximately $1.3 and $0.4 million, respectively.

The measurement date for plan assets and cbligations is
September 30 for each year.
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Pension Plan

Changes during the year in the projected benefit
obligations and in the fair value of plan assets were as

follows:
Projected
Benefit Obligations
2000 1999
{in thousands)
Balance at beginning of year $139,930 $142,807
Service cost 4,272 4.415
Interest cost 10,196 9,377
Benefits paid (7,593) - (8,050)

Actuarial gain and employee
transfers

(1419) (8,619)

Balance at end of year $145,386 £139,930
Plan Assets
2000 1999
(in thousands)
Balance at beginning of year $221,487 $198,100
Actual return on plan assets 39,737 33,216
Benefits paid (7.593) (8,050)
Employee transfers 3,017 (1,779)
* Balance at end of year $256,6048 $221,487
The accrued pension costs recognized in the Balance
Sheets were as follows:
2000 1999
{in thousands)
Funded status $111,263 % 81,557
Unrecognized transition obligation (3,269) (3.814)
Unrecognized prior service cost 4,577 4,991
Unrecognized net gain (105,847) (80,246)
Prepaid asset recognized in the
Balance Sheets $ 6724 § 2488
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Components of the plans’ net periodic cost were as
follows:

The accrued postretirement costs recognized in the
Balance Sheets were as follows:

2000 1999 . 1998 2000 1999
(in thousands) (in thousands)
Service cost $ 4272 $ 4415 §$3,848 Funded status $(27,109) $(30,392)
Interest cost 10,196 9,377 9,613 Unrecognized transition obligation 4,275 4,621
Expected return on ' Unrecognized net gain (6,632) (3,406)
plan assets (15,910) (14,681) (13,817) Fourth quarter contributions 1,065 931
Recognized net gain (2,663) (1,721) (1,956)  Accrued liability recognized in the
Net amortization (131) (131) (131) Balance Sheets $(28,401) $(28,246)
Net pension income $ (4.236) 8 (2,741) $(2,443)
Components of the plans’ net periodic cost were as
Postretirement Benefits follows:
Changes during the year in the accumulated benefit 2000 1999 1998
obligations and in the fair value of plan assets were as (in thousands)
follows: Service cost $ 83 % 981 § B06
Interest cost 3300 3,105 3,162
Accumulated Expected return on
Benefit Obligations plan assets (1,235 (1,100) (989)
2000 1999 Net amortization 346 346 346
(in thousands}) Net postretirement cost $3,250 $ 3332 $3,325
Balance at beginning of year $45,390 $47,260
Service cost 830 982 The weighted average rates assumed in the actuarial
Interest cost 3,309 . 3,105 calculations for both the pension plans and postretirement
Benefits paid (2,628) (2,256) benefits were:
Actuarial gain and
employee transfers (1,949) (3,701) 2000 1999
Balance at end of year $44,952 $45.390 Discount 780% 7.50%
' Annual salary increase 5.00 5.00
Plan Assets Long-term return on plan assets 8.50 8.50
2000 1999
{in thousands)
Balance at beginning of year - $14,998 $12,779
Actual return on plan assets 2,511 1,818
Employer contributions 2,961 2,657
Benefits paid (2,627) (2,256)
Balance at end of year $17.843 $14,998
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An additional assumption used in measuring the
accumulated postretirement benefit obligation was a
weighted average medical care cost trend rate of 7.29
percent for 2000, decreasing gradually to 5.50 percent
through the year 2005 and remaining at that level
thereafter. An annual increase or decrease in the assumed
medical care cost trend rate of 1 percent would affect the
accumulated benefit obligation and the service and interest
cost components at December 31, 2000 as follows:

1 Percent 1 Percent
Increase Decrease
(in thousands)
Benefit obligation $2,669 $2,396
Service and interest costs 242 215
Workforce Reduction Program

In 1997, approximately one hundred employees of the
Company accepted the terms of a workforce reduction
plan, The cost incurred in connection with this voluntary
plan was approximately $18 million. The MPSC
approved the deferral and amortization of these program
costs over a period not to exceed 60 months beginning no
later than July 1998. As of December 31, 1999, the cost
was fully amortized.

Employee Savings Plan

The Company also sponsors a 401(k) defined contribution
plan covering substantially all employees. The Company
provides a 75 percent matching contribution up o 6
percent of an employee’s base salary. Total matching
contributions made to the plan for the years 2000, 1999,
and 1998 were $2.3 million, $2.2 million, and $2.1
million, respectively.

3. LITIGATION AND REGULATORY MATTERS

Environmental Litigation

On November 3, 1999, the Environmental Protection
Agency (EPA) brought a civil action in the U_S. District
Court against Alabama Power Company, Georgia Power
Company and SCS. The complaint alleges violations of
the prevention of significant deterioration and new source
review provisions of the Clean Air Act with respect to
five coal-fired generating facilities in Alabama and
Georgia. The civil action requests penalties and
injunctive relief, including an order requiring the
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installation of the best available control technology at the
affected units. ‘The Clean Air Act authorizes civil
penalties of up to $27,500 per day per violation at each
generating unit. Prior to January 30, 1997, the penalty
was $25,000 per day.

The EPA concurrently issued to the integrated
Southeast utilities a notice of violation related to 10
generating facilities, which inclides the five facilities
mentioned previously, and the Company’s plants Watson
and Greene County. In early 2000, the EPA filed a
motion to amend its complaint to add the violations
alleged in its notice of violation, and to add Gulf Power,
Savannah Electric and the Company as defendants. The
complaint and notice of violation are similar to those
brought against and issued to several other electric
utilities. These complaints and notices of violation allege
that the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978. On
August, 1, 2000, the U.S, District Court granted Alabama
Power’s motion to dismiss for lack of jurisdiction in
Georgia and granted SCS’s motion to dismiss on the
grounds that it neither owned nor operated the generating
units involved in the proceedings. On January 12, 2001,
the EPA re-filed its claims against Alabama Power in
federal district court in Birmingham, Alabama. The EPA
did not include SCS in the new complaint. The Company
believes that it complied with applicable laws and the
EPA’s regulations and interpretations in effect at the time
the work in question took place. An adverse outcome of
this matter could require substantial capital expenditures
that cannot be determined at this time and possibly require
payment of substantial penalties. This could affect future
results of operations, cash flows and possibly financial
condition uniess such costs can be recovered through
regulated rates.

Retail Rate Adjustment Plany

The Company’s retail base rates are set under a
Performance Evaluation Plan (PEP) approved by the
MPSC in 1994, PEP was designed with the objective that
the plan would reduce the impact of rate changes on the
customer and provide incentives for the Company to keep
customer prices low. PEP includes a mechanism for
sharing rate adjustments based on the Company’s ability
to maintain low rates for customers and on the Company’s
performance as measured by three indicators that
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emphasize price and service to the customer. PEP
provides for semiannual evaluations of the Company’s
performance-based return on investment. Any change in
rates is limited to 2 percent of retail revenues per
evaluation period. PEP will remain in effect until the
MPSC modifies or terminates the plan. There were no
PEP retail revenue changes for 2000, 1999, or 1998.

Environmental Compliance Overview Plan

The MPSC approved the Company’s Environmental
Compliance Overview Plan (ECO Plan) in 1992. The
ECQ Plan establishes procedures to facilitate the MPSC’s
overview of the Company’s environmental strategy and
provides for recovery of costs (including costs of capital)
associated with environmental projects approved by the
MPSC. Under the ECO Plan, any increase in the annual
revenue requirement is limited to 2 percent of retail
revenues. However, the ECO Plan also provides for
carryover of any amount over the 2 percent limit into the
next year’s revenue requirement. The Company conducts
studies, when possible, to determine the extent of any
required environmental remediation. Should such
remediation be determined to be probable, reasonable
estimates of costs to clean up such sites are developed and
recognized in the financial statements. The Company
recovers such costs under the ECO Plan as they are
incurred, as provided for in the Company’s 1995 ECO
Plan Order. The Company filed its 2001 ECO Plan in
January and, if approved as filed, it will result in a shght
increase in customer prices.

Approval for New Capacity

In January 1998, the Company was granted a Certificate
of Public Convenience and Necessity by the MPSC to
build approximately 1,064 megawatts of combined cycle
generation at the Company’s Plant Daniel site, to be
placed in service by June 2001, In December 1998, the
Cormpany requested approval to transfer the ownership
rights under the certificate to Escatawpa Funding, Timited
Partnership (“Escatawpa™), which will lease the facility to
the Company (see Note 4, Financing and Commitments}).
In September 2000, the Company and the Mississippi
Public Utilities Staff entered, and the MPSC in October
2000 approved, a new stipulation that modifies a January
1999 stipulation and order covering cost allocation. The
1999 stipulation and MPSC order would have excluded

" the new capacity from retail ratebase and would have
assigned the Company’s existing generating facilities
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entirely to the retail jurisdiction. The new stipulation and
MPSC order allocates a pro-rata share of the new capacity
along with the Company’s existing generating capacity to

the retail jurisdiction.

4. FINANCING AND COMMITMENTS

Construction Program

The Company is engaged in continuous construction
programs, the costs of which are currently estimated to
total $62 million in 2001, $60 million in 2002, and $69
million in 2003. The construction program is subject to
periodic review and revision, and actual construction costs
may vary from the above estimates because of numerous
factors. These factors include changes in business
conditions; revised load growth estimates; changes in
environmental regulations; increasing costs of labor,
equipment and materials; and cost of capital. Significant
construction will continue related to transmission and
distribution facilities, and the upgrading of generating
plants.

Financing

In 1999, the Company signed an Agreement for Lease and
a Lease Apreement with Escatawpa, that calls for the
Company to design and construct, as agent for Escatawpa,
a 1,064 megawatt natural gas combined cycle facility. It is
anticipated that the total project will cost approximately
$400 million, and upon project completion in mid 2001,
the Company intends to lease the facility for an initial
term of approximately 10 years. It is anticipated that the
annual lease payments will approximate $32 million
during the initial term.

Bank Credit Arrangements

At December 31, 2000, the Company had total committed
credit agreements with banks for approximately $117
million. At year-end 2000, the unused portion of these
committed credit agreements was approximately $117
million. These credit agreements expire at various dates
in 2001. Some of these agreements allow short-term
borrowings to be converted into term loans, payable in 12
equal guarterly installments, with the first installment due
at the end of the first calendar quarter after the applicable
termination date or at an earlier date at the Company’s
option. In connection with these credit arrangements, the
Company agrees to pay commitment fees based on the
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unused portions of the commitments or to maintain
compensating balances with the banks. At December 31,
2000, the Company had $56 million of short-term
borrowings outstanding.

Assets Subject to Lien

The Company’s mortgage indenture dated as of September
1, 1941, as amended and supplemented, which secures the
first mortgage bonds issued by the Company, constitutes a
direct first lien on substantially all of the Company’s fixed
property and franchises.

Lease Agreements

In 1984, the Company and Entergy Corp. (formerly Gulf
States Utilities) entered into 2 forty-year transmission
facilities agreement whereby Entergy began paying a use
fee to the Company covering all expenses relative to
ownership and operation and maintenance of a 500 kV
line, including amortization of its original $57 million
cost. For the three years ended 2000, use fees collected
under this agreement, net of related expenses, amounted to
approximately $3 million each year, and are included
within Other Income in the Statements of Income.

In 1989, the Company entered into a twenty-two year
operating lease agreement for the use of 495 aluminum
railcars. In 1994, a second lease agreement for the use of
250 additional aluminum railcars was also entered into for
twenty-two years. The Company has the option to
purchase the 745 railcars at the greater of lease
termination value or fair market value, or to renew the
leases at the end of the lease term. In 1997, a third lease
agreement for the use of 360 railcars was also entered into
for three years, with a monthly renewal option for up to an
additional nine months. All of these leases, totaling 1,105
railcars, were for the transport of coal to Plant Daniel.

Gulf Power, as joint owner of Plant Daniel, is
responsible for one half of the lease cost. The Company’s
share (50%) of the leases, charged to fuel stock, was $2.1
million in 2000, $2.8 million in 1999, and $2.8 million in
1998. The Company’s annuai lease payments for 2001
through 2005 will average approximately $2.0 million and
after 2005, lease payments total in aggregate approximately
$14 million.
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Fuel

To supply a portion of the fuel requirements of its
generating plants, the Company has entered into various
long-term commitments for the procurement of fuel. In
most cases, these contracts contain provisions for price
escalations, minimum production levels, and other financial
commitments,

Total estimated cobligations at December 31, 2000 were as
follows:

Year Fuel
(in millions)
2001 $ 294
2002 332
2003 313
2004 137
2005 95
2006 - 2024 131
Total commitments $1,302

Additional commitments for fuel will be required in the
future to supply the Company’s fuel needs.

5. JOINT OWNERSHIP AGREEMENTS

The Company and Alabama Power own as tenants in
common Units 1 and 2 at Plant Greene County located in
Alabama. Additionally, the Company and Gulf Power own
as tenants in common Units 1 and 2 at Plant Daniel located in
Mississippi.

At December 31, 2000, the Company’s percentage
ownership and investment in these jointly owned facilities
were as follows:

Company's
Generating Total Percent Gross Accumulated
—_Plant _Cepacity Ownership jat]
(Megawatts) (in thousands)

Greene

County

Units 1 and 2 500 40% $63,346 $32,762
Daniet

Units 1 and2 1,000 50% $230,853 $115472

The Company’s share of plant operating expenses is
included in the corresponding operating expenses in the
Statements of Income.
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6. LONG-TERM CAPACITY SALES AND LEASE The tax effects of temporary differences between the

AGREEMENTS carrying amounts of assets and liabilities in the financial

statements and their respective tax bases, which give rise t
The Company and the other utility affiliates of Southern deferred tax assets and liabilities are as follows:
Company have long-term contractual agreements for the
sale of capacity and energy to certain non-affiliated 2000 1999
utilities located outside the system’s service area. (in thousands)
Because the energy is generally sold at cost under these Deferred tax liabilities:
agreements, profitability is primarily affected by revenues Acc_"l"":‘“"d depreciation  $151,278 154,698
from capacity sales. The Company’s capacity revenues md’m“ zg’gz 22?3;
under these agreements were not material during the L 2
periods reported. Total 183,973 186,773
Deferred tax assets:
Other pro

During 2000, the Company entered into a 10 year basis difforences 17,147 21,003
capacity lease that begins in mid 2001. The minimum Pension and
capacity lease revenue that the Company will receive will other benefiis 9,528 9,608
average approximately $21 million per year over the 10 Property insurance 3,558 3,419
year period. Unbilled fuel 5,727 4,846

Other 9,669 11,071
7. INCOME TAXES ' Total 45,629 49,947
Net deferred tax
At December 31, 2000, the tax-related regulatory assets Liabilities 138,344 136,826
and liabilities were $14 million and $26 million, S i
respectively. These assets are attributable to tax benefits curwent assets, net 1,565 %138
: Accumulated deferred

flowed through to customers in prior years and to taxes income taxes in the

apphcable to capitalized interest. These liabilities are Balance Sheets $139,909 $139,564
attributable to deferred taxes previously recognized at
rates higher than current enacted tax law and to
unamortized investment tax credits.

Deferred investment tax credits are amortized over the
lives of the related property with such amortization
. ) . normally applied as a credit to reduce depreciation in the
lzhetalls gf}the -federal and state income tax provisions Statements of Income. Credits amortized in this manner
are shown below: amounted to $1.2 million in 2000, 1999, and 1998. At
December 31, 2000, all investment tax credits available to

2000 1599 1998 . o~
(in thousands) reduce federal income taxes payable had been utilized.
Total provision for
imzme e A reconciliation of the federal statutory income tax rate
Federal — ' ' to the effective income tax rate is as follows:
Current $28,934  $33,379  $20,500
Deferred 622 (3,973) 9,442 2000 1999 1998
29,556 29,406 29942 Federal statutory rate 35.0% 35.0% . 35.0°%
State — State income tax, net of
Current 4,670 4881 2,544 federal deduction 34 3.4 3.3
Deferred 130 (170) 2,178 Non-deductible book
4800 4711 4722 depreciation 6 7 3
Total $34,356__ $34,117 _ $34,664 Other (1.5) (1.6) (1.0)
Effective income tax rate 37.5%  37.5% 37.8%
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Southern Company files a consolidated federal income
tax return. Under a joint consolidated income tax
agreement, each subsidiary’s current and deferred tax
expense is computed on a stand-alone basis.

8. COMPANY OBLIGATED MANDATORILY
REDEEMABLE PREFERRED SECURITIES

In ¥February 1997, Mississippi Power Capital Trust I
(Trust I), of which the Company owns all the common
securities, issued $35 million of 7.75 percent mandatorily
redeemable preferred securities, Substantially all of the
assets of Trust I are $36 million aggregate principal
amount of the Company’s 7.75 percent junior
subordinated notes due February 15, 2037.

The Company considers that the mechanisms and
obligations relating to the preferred securities, taken
together, constitute a full and unconditional guarantee by
the Company of the Trusts’ payment obligations with
respect to the preferred securities.

Trust I is a subsidiary of the Company, and accordingly
is consolidated in the Company’s financial statements,

9. LONG-TERM DEBT DUE WITHIN ONE YEAR

A surnmary of the improvement fund requirements and
scheduled maturities and redemptions of long-term debt
" due within one year is as follows:

2000 1999

(in thousands)
Bond improvement fund requirement $1,000 $1,000
Less: Portion to be satisfied by

certifying property additions 1,000 1,000

Cash sinking fund requirement . -

Current portion of other long-term debt - 30,000
Pollution control bond cash

sinking fund requirements 20 20

Total : $20 $30,020

The first mortgage bond improvement fund
requirement is one percent of each outstanding series
authenticated under the indenture of the Company prior to
January 1 of each year, other than first mortgage bonds
issued as collateral security for certain pollution control
obligations. The requirement must be satisfied by June 1
of each year by depositing cash or reacquiring bonds, or

I-166

by pledging additional property equal to 166-2/3 percent of
such requirement.

10. COMMON STOCK DIVIDEND RESTRICTIONS

The Company’s first mortgage bond indenture and the
corporate charter contain various common stock dividend
restrictions. At December 31, 2000, approximately $118
million of retained eamings was restricted against the
payment of cash dividends on common stock under the most
restrictive terms of the mortgage indenture or corporate
charter. '

11. QUARTERLY FINANCIAL DATA (UNAUDITED)

Summarized quarterly financial data for 2000 and 1999 are as
follows:

Net Income

After Dividends

Operating  Operating On Preferred

Quarter Ended Revenues Income Stock
(in thousands)

March 2000 $134,705 $18,593 $6,722

June 2000 176,028 28,130 12,232

September 2000 220,119 53,943 28,762

December 2000 156,750 21,904 71,256

March 1999 $122,435 $18,122 $7.193

hme 1999 158,590 31,289 14,953

September 1999 201,594 51,609 27,313

December 1999 150,385 18,736 5,350

The Company’s business is influenced by seasonal
weather conditions and the timing of rate changes.
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— 2000 1099 1008 1997 1996
Operating Revenues (in thousands)* $687,602 $633,004 $595,131 $543,588 $544.029
Net Income after Dividends
on Preferred Stock (in thousands) $54,972 $54,809 $55,105 $54,010 $52,723
Cash Dividends
on Common Stock (in thousands) $54,700 $56,100 $51,700 $49,400 $43,500
Return on Average Common Equity (percent) 13,30 14.00 14.15 14.00 - 13.90
Total Assets (in thousands) $1,275,071  $1,251,136 $1,189,605 $1,166,829 $1,142,327
Gross Property Additions (in thousaads) $81,211 $75,888 $68,231 $55,375 $61,314
Capitalization (in thousands):
Common stock equity $404,898 $391,968 $391,231 $387,824 $383,734
Preferred stock 31,809 31,809 31,809 31,896 74,414
Company obligated mandatorily
redeemable preferred securities 35,000 35,000 35,000 35,000 -
Long-term debt 370,511 321,802 292,744 291,665 326,379
Total (excluding amounts due within one vear) $842.218 $780.579 $750,784 $746.385 $784,527
Capitalization Ratios (percent): '
Common stock equity 48.1 50.2 52.1 520 48.9
Preferred stock 38 4.1 4.2 4.3 9.5
Company obligated mandatorily
redeemable preferred securities 4.2 4.5 47 4.7 -
Long-term debt , 43.9 41.2 39.0 39.0 41.6
Total {excluding amounts due within one vear) 100.9 100.0 100.0 100.0 100.0
Security Ratings:
First Mortgage Bonds - .
Moody's Aa3 Aa3 Aal Aa3 Aal3
Standard and Poor's A+ AA- AA- AA- A+
Fitch AA- AA- AA- AA- AA-
Preferred Stock - '
Moody's al al al al al
Standard and Poor's BBB+ A- A A A
Fitch A A At At A+
Customers (year-end):
Residential 158,253 157,592 156,530 156,650 154,630
Commercial 32,372 31,837 . 31,319 31,667 30,366
Industrial 517 546 587 642 639
Other 206 202 200 200 200
Total ____189.159 185835

Employees (year-end):

T 1,245

1,363

* 1999 data includes the true-up of the unbilled revenue estimates.
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2000 1999 1998 1067 1996
Operating Revenues (in thousands)*: _
Residential $ 170,729 $£159,945 $157,642 $138,608 $137,055
Commercial 163,552 153,936 145,677 134,208 131,734 .
Industrial 159,705 151,244 135,039 140,233 141,324
Other 4,565 4.309 4,209 4,193 4,013
Total retail 498,551 469,434 442,567 417,242 414,126
Sales for resale - non-affiliates 145,931 131,004 121,225 105,141 99,596
Sales for resale - affiliates _27915 19,446 18,285 10,143 21,830
Total revenues from sales of electricity 672,397 619,884 582,077 532,526 535,552
Other revenues 15,205 13,120 13,054 11,062 8,477
— $687.602 $633,004 131 543,588 544,029
Kilowatt-Hour Sales (in thousands)*:
Residential 2,286,143 2,248,255 2,248,915 2,039,042 2,079,611
Commercial 2,883,197 2,847,342 2,623,276 2,407,520 2,315,860
Industrial 4,376,171 4,407 445 3,729,166 3,981,875 3,960,243
Other 41,153 40,051 39,772 40,508 39,267
Total retail 9,586,664 9,543,133 8,641,129 8,468,945 8,395,011
Sales for resale - non-affiliates 3,674,621 3,256,175 3,157,837 2,895,182 2,726,993
Sales for resale - affiliates 452,611 539.939 552,142 478,884 693,510
Total _13,713.896 13339247 12351,]08 11.843011 11815514
Average Revenue Per Kilowatt-Hour (cents)*:
Residential 7.47 7.11 7.01 6.80 6.59
Commercial 5.67 5.41 5.55 5.57 5.69
Industrial 3.65 343 3.62 352 3.57
Total retail 5.20 492 5.12 4.93 493
Sales for resale 4.21 3.96 3.76 342 3.55
Total sales 4.90 4.65 4.7 4.50 4,53
Residential Average Annual
Kilowatt-Hour Use Per Customer * 14,445 14,301 14,376 13,132 13,469
Residential Average Annual
Revenue Per Customer * $1,078.76 £1,017.42 $1,007.68 $892.68 $8R7.66
Plant Nameplate Capacity
Ratings (year-end) (megawatts) 2,086 2,086 2,086 2,086 2,086
Maximum Peak-Hour Demand (megawatts):
Winter 2,305 2,125 1,740 1,922 2,030
Summer 2,593 2,439 2,339 2,209 2,117
Annual Load Factor (percent) 59.3 596 58.0 50.1 60.7
Plant Availability Fossil-Steam (percent): 92.6 91.0 90.0 92.4 91.8
Source of Energy Supply (percent):
Coal 67.8 694 66.5 70.5 T70.4
Oil and gas 13.5 159 14.5 12.5 12.0
Purchased power -
From non-affiliates 7.7 6.2 8.0 3.0 6.5
From affiliates 11.0 8.5 11.0 14.0 11.1
Total 100.0 100.0 100.0_ 100.0 100.0

* 1999 data inctudes the true-up of the unbilled revenue estimates.
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MANAGEMENT’S REPORT
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The management of Savannah Electric and Power
Company has prepared--and is responsible for--the
financial statements and related information included in
this report. These staternents were prepared in accordance
with accounting principles generally accepted in the
United States and necessarily include amounts that are
based on the best estimates and judgments of
management. Financial information throughout this
annual report is consistent with the financial statements.

The Company maintains a system of internal
accounting controls to provide reasonable assurance that
assets are safeguarded and that accounting records reflect
only authorized transactions of the Company. Limitations
exist in any system of internal controls, however, based on
a recognition that the cost of the system should not exceed
its benefits. The Company believes its system of internal
accounting controls maintains an appropriate cost/benefit
relationship.

The Company’s system of internal accounting
controls is evaluated on an ongoing basis by the
Company’s internal audit staff. The Company’s
independent public accountants also consider certain
elements of the internal control system in order to
determine their auditing procedures for the purpose of
expressing an opinion on the financial statements.

G. Edison Holle_md, Jr. %

President
and Chief Executive Officer

The audit committee of the board of directors,
composed of five independent directors who are not
employees, provides a broad overview of management’s
financial reporting and control functions. Periodically,
this committee meets with management, the internal
auditors and the independent public accountants to ensure
that these groups are fulfilling their obligations and to
discuss auditing, internal controls and financial reporting
matters. The internal auditors and the independent public
accountants have access to the members of the audit
comimittee at any time.

Management believes that its policies and procedures
provide reasonable assurance that the Company’s
operations are conducted according to a high standard of
business ethics.

In management’s opinion, the financial statements
present fairly, in all material respects, the financial
position, results of operations, and cash flows of Savannah
Eiectric and Power Company in conformity with
accounting principles generally accepted in the United
States.

K. R. Willis

Vice President,

Treasurer, Chief Financial Officer
and Assistant Secretary
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Savannah Electric and Power Company:

We have audited the accompanying batance sheets and
statements of capitalization of Savannah Electric and
Power Company (a Georgia corporation and a2 wholly
owned subsidiary of Southern Company) as of December
31, 2000 and 1999, and the related statements of income,
common stockholder’s equity, and cash flows for each of
the three years in the period ended December 31, 2000.
These financial statements are the responsibility of the
Company’s management. Qur responsibility is to express
an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial

staternents are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial staternent
presentation. We believe that our andits provide a
reasonable basis for our opinion.

In our opinion, the financial statements (pages I1-179
through 1I-193) referred to above present fairly, in all
material respects, the financial position of Savannah
Electric and Power Company as of December 31, 2000
and 1999, and the results of its operations and its cash
flows for each of the three years in the period ended
December 31, 2000, in conformity with accounting
principles generally accepted in the United States.

Othiwn rnotecaen <

Atlanta, Georgia
February 28, 2001
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RESULTS OF OPERATIONS
Earnings

Savannah Electric and Power Company’s net income
after dividends on preferred stock for 2000 totaled $23.0
million, representing no significant change from the prior
year.

In 1999, earnings were $23.1 million, representing a
$0.6 million, or 2.4 percent decrease from the prior year.
This was principally due to lower non-operating
revenues.

Revenues

Total operating revenues for 2000 were $295.7 million,
reflecting a 17.5 percent increase when compared to
1999. The following table summarizes the factors
affecting operating revenues for the past two years:

Increase (Decrease)
From Prior Year

Amount 2000 1999

equal fuel expenses—including the fuel component of
purchased energy--and do not affect net income.
However, cash flow is affected by the economic loss from
untimely recovery of these receivables. The Company
currently plans to make a filing with the Georgia Public
Service Commission (GPSC) in early 2001 to establish a
new fuel rate in order to better reflect current fuel cost
and to collect the current under-recovered balance.

Revenues from sales to utilities outside the service
area under long-term coniracts consist of capacity and
energy components. Revenues from these sales were not
material to the financial statements.

Sales to affiliated companies within the Southern
electric system vary from year to year depending on
demand and the availability and cost of generating
resources at each company. These energy sales do not
have a significant impact on earnings.

Energy Sales
Changes in revenues are influenced heavily by the

amount of energy sold each year. Kilowatt-hour (KWH)
sales for 2000 and the percent change by year were as

2000 follows:
~ {in thousands)
Retail — KWH ercent Change
P
Base Revenues $161,807 $§92712 § 376 2000 2000 < 1999
Fuel cost recovery ' (in milllons)
and other 120,815 31,085 {438) . . o o

Tom reti 182624038760 Commernal o A
Sales for res;a.h - Industrial 800 12.2 207

Non-affiliates 4,748 1,353 (1,153) Other 137 2.5 1.1

Affiliates 4,974 B2 Total retail 3977 71 @5
Total sales for resale 9,722 2,176 (18) Sales for resale —
Qther operating revenues 3374 1,591  (2,781) Non-affiliates 77 503 (3.3}
Total o ing revenues  $295,718 $44.124 $(2,861 Affiliates 89 15.1 31.8
Percent change 17.5% (L.1)%  Total 4,143 78% _ (2.00%

Retail revenues increased 16.7 percent or $40.4
million in 2000 as compared to 1999. The primary
contributors to the increase were continued growth in the
Company’s service territory, the positive impact of
weather on energy sales, and an increase in fuel revenues.

Electric rates include provisions to adjust billings for
fluctuations in firel costs, the energy component of
purchased power costs, and certain other costs. Under
these fuel recovery provisions, fuel revenues generally

Total retail energy sales in 2000 reflected increases in
all customer classes. Industrial energy sales increased
12.2 percent reflecting the re-opening of an industrial
facility under new ownership. Residential and
commercial sales also increased reflecting weather related
demand and customer growth,

In 1999, total retail energy sales were down by 2.5
percent from the prior year reflecting reduced enecrgy
sales of 20.7 percent to industrial customers due to the
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shut-down of one industrial customer’s facilities in late
1998 and completed construction of a steam turbine unit
by another industrial customer. These reductions were
partially mitigated by increased energy sales of 2.6
percent and 4.2 percent to residential and commercial
customers, respectively.

Expenses

Total operating expenses for 2000 were $245.0 million,
an increase of $42.0 million from the prior year due
primarily to increases in purchased power from both
affiliates and non-affiliates and generation fuel expense.
The increase in fuel expense is attributable to an increase
in generation and higher fuel costs. Purchased power
increased due principally to higher energy costs. Other
operation expense was higher reflecting increased benefit
expenses. Maintenance expense increased from 1999
reflecting higher power delivery and power generation
maintenance ¢osts to support improved customer
reliability and unit availability, respectively.
Depreciation and amortization increased reflecting
additional depreciation charges related to the GPSC
accounting order. See Note 3 to the financial statements
for additional information on the GPSC’s 1998
accounting order.

In 1999, total operating expenses were $203.0 millicn
reflecting a slight increase of $1.4 million from the prior
year. This increase was due primarily to increases in
purchased power from non-affiliates and depreciation and
amortization. Purchased power from non-affiliates
increased due principally to higher demand for energy
and increased costs associated with these power
purchases. Depreciation and amortization increased
reflecting additional depreciation charges related to the
GPSC’s accounting order.

Fuel and purchased power costs constitute the single
largest expense for the Company. The mix of energy
supply is determined primarily by system load, the unit
cost of fuel consumed, and the availability of units.

The amount and sources of energy supply and the
total average cost of energy supply were as follows:

2000 1999 1998

Total energy supply
(millions of KWHs) 4,286 4,039 4,182
Sources of energy supply
(percent) —-
Coal 52 45 42
Oil 2 2 1
Gas 5 10. 12
Purchased Power 41 43 45
Total average cost of
energy supply {cents) 309 244 235
Effects of Inflation

The Company is subject to rate regulation and income tax
laws that are based on the recovery of historical costs.
Therefore, inflation creates an economic loss because the
Company is recovering its costs of investments in dollars
that have less purchasing power. While the inflation rate
has been relatively low in recent years, it continues to
have an adverse effect on the Company because of the
large investment in utility plant with long economic lives.
Conventional accounting for historical cost does not
recognize this economic loss nor the partially offsetting
gain that arises through financing facilities with fixed-
money obligations such as long-term debt and trust
preferred securities. Any recognition of inflation by
regulatory authorities is reflected in the rate of return
allowed,

Future Earnings Potential

The results of operations for the past three years are not
necessarily indicative of future earnings potential. The
level of future earnings depends on numerous factors -
ranging from energy sales growth to a less regulated,
more competitive environment.

The Company currently operates as a vertically
integrated utility providing electricity to customers within
the traditional service area of southeastern Georgia.
Prices for electricity provided by the Company to retail
customers are set by the GPSC. Prices for electricity
relating to jointly owned generating facilities,
interconnecting transmission lines, and the exchange of
electric power are set by the Federal Energy Regulatory
Commission (FERC).
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Future earnings in the near term will depend upon
growth in energy sales, which is subject to a number of
factors. These factors include weather, competition, new
short and long-term contracts with neighboring utilities,
energy conservation practiced by customers, the elasticity
of demand, and the rate of economic growth in the
Company’s service area,

Georgia Power is currently constructing two 566
megawatt combined cycle units at Plant Wansley to begin
operation in 2002. The GPSC has certified the
Company’s purchase of capacity from these units to serve
its retail customers for approximately seven years.

The electric utility industry in the United States is
currently undergoing a period of dramatic change as a
result of regulatory and competitive factors. Among the
primary agents of change has been the Energy Policy Act
of 1992 (Energy Act). The Energy Act allows
independent power producers (IPPs) to access the
Company’s transmission network in order to sell
electricity to other utilities. This enhances the incentive
for IPPs to build cogeneration plants for industrial and
commercial customers and sell energy generation to other
utilities. Also, electricity sales for resale rates are
affected by wholesale transmission access and numerous
potential new energy suppliers, including power
marketers and brokers. The Company is positioning the
business to meet the challenge of this major change in the
traditional practice of selling electricity.

Although the Energy Act does not permit retail
customer access, it was a major catalyst for the current
restructuring and consolidation taking place within the
utility industry. Numerous federal and state initiatives are
in varying stages to promote wholesale and retail
competition. Among other things, these initiatives allow
customers to choose their electricity provider. As these
initiatives materialize, the structure of the utility industry
could radically change. Some states have approved
initiatives that result in a separation of the ownership
and/or operation of generating facilities from the
ownership and/or operation of transmission and
distribution facilities. While the GPSC has held
workshops to discuss retail competition and industry
restructuring, there has been no proposed or enacted
legislation to date in Georgia. Enactment would require
numerous issues to be resolved, including significant ones
relating to transmission pricing and recovery of costs.
The GPSC continues its assessment of the range of

potential stranded costs. The inability of the Company to
recover its investments, including the regulatory assets
described in Note 1 to the financial statements, could
have a material adverse effect on the financial condition.
and results of operation. The Company 1s attempting to
minimize or reduce its cost exposure,

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability in
markets that evolve with changing regulation.
Conversely, if the Company does not remain a low-cost
producer and provide quality service, then energy sales
growth could be limited, and this could significantly
erode earnings.

Rates to retail customers served by the Company are
regulated by the GPSC. As part of the Company’s rate
settlement in 1992, it was informally agreed that the
Company’s earned rate of return on common equity
should be 12.95 percent. In 1998, the GPSC issued a
four-year accounting order settling its review of the
Company’s earnings. See Note 3 to the financial
statements for additional information.

On December 20, 1999, FERC issued its final rule
on Regional Transmission Organizations (RTOs). The
order encouraged utilities owning transmission systems
to form RTOs on a voluntary basis. After participating
in regional conferences with customers and other
members of the public to discuss the formation of
RTOs, utilities were required to make a filing." On
October 16, 2000, Southern Company and its _
integrated utility subsidiaries, including the Company,
filed with FERC a proposal for the creation of an RTO.
The proposal is for the formation of a for-profit
company that would have control of the bulk power
transmission system of Southern Company and any
other participating utilities. Participants would have
the option to maintain their ownership, divest, sell, or
lease their assets to the proposed RTO. If the FERC
accepts the proposal as filed, the creation of an RTO is
not expected to have a material impact on Southern
Company’s financial statements. The outcome of this
mafter cannot now be determined.

The Energy Act amended the Public Utility Holding
Company Act of 1935 (PUCHA) to allow holding
companies to form exempt wholesale generators to sell
power largely free of regulation under PUCHA. These
entities are able to own and operate power generating
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facilities and sell power to affiliates--under certain
restrictions.

Southerm Company is aggressively working to
maintain and expand its share of wholesale sales in the
southeastern power markets. In Januvary 2001, Southern
Company announced formation of a new subsidiary--
Southern Power Company. The new subsidiary wili own,
manage, and finance wholesale generating assets in the
Southeast. Energy from its assets will be marketed to
wholesale customers under the Southern Company name.

Compliance costs related to current and future
environmental laws and regulations could affect earnings
if such costs are not fully recovered. The Clean Air Act
and other important environmental items are discussed
under “Environmental Matters.”

The Company is subject fo the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. In the event that a portion of the Company’s
operations is no Jonger subject to these provisions, the
Company would be required to write off related
regulatory assets and liabilities that are not specifically
recoverable, and determine if any other assets have been
impaired. See Note 1 to the financial statements under
“Regulatory Assets and Liabilities™ for additional
information. -

New Accounting Standard

In June 2000, FASB issued Statement No. 138, an
amendment of Statement No. 133, Accourting for
Derivative Instruments and Hedging Activities. Statement
No. 133, as amended, establishes accounting and reporting
standards for derivative instruments and for hedging
activities. Statement No. 133 requires that certain
derivative instruments be recorded in the balance sheet as
either san asset or liability measured at fair value, and that
changes in the fair value be recognized currently in
eamings unless specific hedge accounting criteria are met.

The Company enters into commodity related
forward contracts to limit exposure to changing prices
on electricity purchases and sales.

Substantially all of the Company’s bulk energy
purchases and sales meet the definition of a derivative
under Statement No. 133. In many cases, these

transactions meet the normal purchase and sale
exception and the related contracts will continue to be
accounted for under the accrual method. Certain of
these instruments qualify as cash flow hedges resulting
in the deferral of related gains and losses in other
comprehensive income until the hedged transactions
oceur. Any ineffectiveness will be recognized
currently in net income. However, others will be
required to be marked to market through current period
income.

The Company adopted Statement No. 133 effective
January 1, 2001. The impact on net income was
immaterial to the Company. The application of the
new rules is still evolving and further guidance from
FASB is expected, which could further impact the
Company’s financial statements. Also, as wholesale
energy markets mature, future transactions could result
in more volatility in net income and comprehensive
income.

ITION
QOverview

The principal change in the Company’s financial
condition in 2000 was the addition of $27.3 million to
utility plant. The funds needed for gross property
additions are currently provided from operating activities,
principally from earnings and non-cash charges to income
such as depreciation and deferred income taxes and from
financing activities. See Statements of Cash Flows for
additional information.

Exposure to Market Risks

Due to cost-based regulation, the Company has limited
exposure to market volatility in interest rate, commodity
fuel prices, and prices of electricity. To mitigate residual
risks relative to movements in electricity prices, the
Company enters into fixed price contracts for the purchase
and sale of electricity through the wholesale electricity
market. At December 31, 2000, exposure from these
activities was not material to the Company’s financial
statements. Also, based on the Company’s overall interest
rate exposure at December 31, 2000, a near-term 100 basis
point change in interest rates would not materially affect
the financial statements.
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Capital Structure

As of December 31, 2000, the Company’s capital

structure consisted of 52.7 percent common stockholders’

equity, 12.1 percent trust preferred securities, and 35.2
percent long-term debt, excluding amounts due within
one year. The Company’s long-term financial objective
for capitalization ratios is to meintain a capital structure
of common stockholders’ equity at 48 percent, preferred
securities at 10 percent and debt at 42 percent.

Maturities and retirements of long-term debt were
$0.4 million in 2000, $16.2 million in 1999, and $30.4
million in 1998.

Included in the 1999 maturities and retirements is the
purchase by the Company of all $15 million outstanding
of its 7 7/8% Series First Mortgage Bonds due May 1,
2025,

The composite interest rates and dividend rates for
the years 1998 through 2000 as of year-end were as
follows:

2000 1599 1598

Composite interest rates

on long-term debt 6.6% 6.4% 6.5%
Trust preferred securities

dividend rate 6.9% 6.9% 6.9%

Capital Requirements for Construction

The Company’s projected construction expenditures for
the next three years total $95.9 million ($32.5 million in
2001, $31.5 million in 2002, and $31.9 million in 2003).
Actual construction costs may vary from this estimate
because of factors such as changes in: business
conditions; environmental regulations; load projections;
the cost and efficiency of construction labor, equipment
and materials; and the cost of capital. In addition, there
can be no assurance that costs related to capital
expenditures will be fully recovered. Construction and
upgrading of new and existing transmission and
distribution facilities and upgrading of generating plants
will be continuing.

Other Capital Requirements

In addition to the funds needed for the construction
program, approximately $51.8 million will be needed by
the end of 2003 for maturities of long-term debt and
present sinking fund requirements.

Environmental Matters

On November 3, 1999, the Environmental Protection
Agency (EPA) brought a civil action in the U.S.
District Court against Alabama Power, Georgia Power,
and the system service company. The complaint
alleges violations of the prevention of significant
deterioration and new source review provisions of the
Clean Air Act with respect to five coal-fired generating
facilities in Alabama and Georgia. The civil action
requests penalties and injunctive relief, including an
order requiring the installation of the best available
control technology at the affected units. The EPA
concurrently issued to Southern Company’s integrated
Southeast utilities a notice of violation related to 10
generating facilities, which includes the five facilities
mentioned previously and the Company’s Plant Kraft.
In early 2000, the EPA filed a motion to amend its
complaint to add the violations alleged in its notice of
violation, and to add Gulf Power, Mississippi Power,
and Savannah Electric as defendants. The complaint
and notice of violation are similar to those brought
against and issued to several other electric utilities.
These complaints and notices of violation allege that
the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978, On
August 1, 2000, the U.S. District Court granted
Alabama Power’s motion to dismiss for lack of
jurisdiction in Georgia and granted the system service
company’s motion to dismiss on the grounds that it
neither owned nor operated the generating units
involved in the proceedings. On January 12, 2001, the
EPA re-filed its claims against Alabama Power in
federal district court in Birmingham, Alabama. The
EPA did not include the system service company in the
new complaint. Southern Company believes that its
integrated utilities complied with applicable laws and
the EPA's regulations and interpretations in effect at
the time the work in question took place. The Clean
Air Act authorizes civil penalties of up to $27,500 per
day per violation at each generating unit. Prior to
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January 30, 1997, the penalty was $25,000 per day.

An adverse outcome of this matter could require
substantial capital expenditures that cannot be
determined at this time and possibly require payment
of substantial penalties. This could affect future results
of operations, cash flows, and possibly financial
condition if such costs are not recovered through
regulated rates.

In November 1990, the Clean Air Act
Amendments of 1990 (Clean Air Act) were signed into
law. Title IV of the Clean Air Act~the acid rain
compliance provision of the law--significantly affected
the Company and other subsidiaries of Southern
Company. Specific reductions in sulfur dioxide and
nitrogen oxide emissions from fossil-fired generating
plants were required in two phases. Phase
compliance began in 1995 and some 50 generating
units of Southern Company were brought into
compliance with Phase I requirements.

Southern Company achieved Phase I sulfur dioxide
compliance at the affected plants by switching to low-
sulfur coal, which required some equipment upgrades.
The construction expenditures for Phase I nitrogen
oxide and sulfur dioxide emissions compliance totaled
approximately $2 million for Savannah Electric.

Phase I sulfur dioxide compliance was required in
2000. Southern Company used emission allowances
and fuel switching to comply with Phase IT
requirements. No significant dollars for Phase II
compliance have been spent by Savannah Electric,

A significant portion of costs related to the acid rain
and ozone non-attainment provisions of the Clean Air
Act is expected to be recovered through existing
ratemaking provisions. However, there can be no
assurance that all Clean Air Act costs will be recovered.

In July 1997, the EPA revised the national ambient
air quality standards for ozone and particulate matter.
This revision made the standards significantly more .
stringent. In the subsequent litigation of these standards,
the U.S. Supreme Court recently dismissed certain
challenges but found the EPA’s implementation program
for the new ozone standard unlawful and remanded it to
the EPA. In addition, the Federal District of Colurbia
Circuit Court of Appeals will address other legal
challenges to these standards in mid-2001. If the

standards are eventually upheld, implementation could be
required by 2007 to 2010.

In September 1998, the EPA issued the final regional
nitrogen oxide reduction rules to the states for
implementation. Compliance is required by May 31,
2004. The final rule affects 21 states, including Georgia,
This rule remains involved in litigation in the federal
courts.

In December 2000, the EPA. completed its utility
studies for mercury and other hazardous air pollutants
(HAPS) and issued a determination that an emission
control program for mercury and, perhaps, other HAPS is
warranted. The program is to be developed over the next
four years under the Maximum Achievabie Control
Technology (MACT) provisions of the Clean Air Act.
This determination is being challenged in the courts. In
January 2001, the EPA proposed guidance for the
determination of Best Available Retrofit Technology
(BART) emission controls under the Regional Haze
Regulations. Installation of BART controls is expected to
take place around 2010. Litigation of the BART rules is
probable in the near future.

Implementation of the final state rules for these
initiatives could require substantial further reductions in
nitrogen oxide, sulfur dioxide, mercury, and other HAPS
emissions from fossil-fired generating facilities and other
industries in these states, Additional compliance costs
and capital expenditures resulting from the
implementation of these rules and standards cannot be
determined until the results of legal challenges are
known, and the states have adopted their final rules.
Reviews by the new administration in Washington, D.C.
add to the uncertainties associated with BART guidance
and the MACT determination for mercury and other
HAPS.

The EPA and state environmental regulatory
agencies are reviewing and evaluating various other
matters including: control strategies to reduce regional
haze; limits on pollutant discharges to impaired waters;
water intake restrictions; and hazardous waste disposal
requirements. The impact of any new standards will
depend on the development and implementation of
applicable regulations.

The Company must comply with other
environmental laws and regulations that cover the
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handiing and disposal of hazardous waste. Under these
various laws and regulations, the Company could incur
substantial costs to clean up properties. The Company
conducts studies to determine the extent of any
required cleanup costs and will recognize in the
financial statements costs to clean up known sites.

Several major pieces of environmental legislation
are being considered for reauthorization or amendment
by Congress. These include: the Clean Air Act; the
Clean Water Act; the Comprehensive Environmental
Response, Compensation, and Liability Act; the
Resource Conservation and Recovery Act; the Toxic
Substances Control Act; and the Endangered Species
Act. Changes to these laws could affect many areas of
the Company’s operations. The fuil impact of any
such changes cannot be determined at this time,

Compliance with possible additional legislation
related to global climate change, electromagnetic
fields, and other environmental and health concerns
could significantly affect the Company. The impact of
new legislation--if any--will depend on the subsequent
development and implementation of applicable
regulations. In addition, the potential exists for liability
as the result of lawsuits alleging damages caused by
electromagnetic fields.

Sources of Capital

At December 31, 2000, the Company had $50.1 million
of unused short-term and revolving credit arrangements
with banks to meet its short-term cash needs and to
provide additional interim funding for the Company’s
construction program. Revolving credit arrangements
total $20 million, of which $10 million expires April 30,
2003 and $10 million expires December 31, 2003.

It is anticipated that the funds required for
construction and other purposes, including compliance
with environmental regulation, will be derived from
sources similar to those used in the past. These sources
were primarily from the issuances of first mortgage
bonds, other long-term debt, and preferred stock, in
addition to pollution control revenue bonds issued for the
Company’s benefit by public authorities, to meet long-
term external financing requirements. Recently, the
Company’s financings have consisted of unsecured debt
and trust preferred securities. The Company is required
to meet certain earnings coverage requirements specified

in its mortgage indenture and corporate charter to issue
new first mortgage bonds and preferred stock. The
Company’s coverage ratios are sufficiently high to
permit, at present interest rate levels, any foreseeable
security sales. There are no restrictions on the amount of
unsecured indebtedness allowed. The amount of
securities which the Company will be permitted to issue
in the future will depend upon market conditions and
other factors prevailing at that time.

Cautionary Statement Regarding Forward-Looking
Information

This Annual Report includes forward-looking statements
in addition to historical information. In some cases,
forward-looking statements can be identified by
terminoclogy such as “may,” “will,” “should,” “expects,”
“plans,” “anticipates,” “believes,” “estimates,” “predicis,”
“potential” or “continue” or the negative of these terms or
other comparable terminology. The Company cautions
that there are various important factors that could cause
actual results to differ materially from those indicated in
the forward-looking statements; accordingly, there can be
no assurance that such indicated results will be realized.
These factors include the impact of recent and fisture
federal and state regulatory change, including legislative
and regulatory initiatives regarding deregulation and
restructuring of the electric utility industry and also
changes in environmental and other laws and regulations
to which the Company is subject, as well as changes in
application of existing laws and regulations; current and
future litigation, including the pending EPA civil action
against the Company; the exient and timing of the entry
of additional competition in the markets of the Company;
potential business strategies, including acquisitions or
dispositions of assets or businesses, which cannot be
assured to be completed or beneficial; internal
restructuring or other restructuring options that may be
pursued by the Company; state and federal rate regulation
in the United States; political, legal and economic
conditions and developments in the United States;
financial market conditions and the results of financing
efforts; the impact of fluctuations in commeodity prices,
interest rates and customer demand; weather and other
natural phenomena; the ability of the Company to obtain
additional generating capacity at competitive prices; and
other factors discussed elsewhere herein and in other
reports (including Form 10-K) filed from time to time by
the Company with the SEC.
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The accompanying notes are an integral part of these statemenis.
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2000 1999 1998
(in thousands)
Operating Revenues: '
Retail sales $282,622 $242.265 $242,327
Sales for resale --
Non-affiliates 4,748 3,395 4,548
Affiliates 4,974 4,151 3,016
Other revenues 3,374 1,783 4,564
Total operating revenues 295,718 251,594 254,455
Operating Expenses:
Operation --
Fuel 57,177 50,530 | 53,021
Purchased power --
Non-affiliates 25,229 14,398 9,460
Affiliates 50,111 33,398 35,687
Other 54,829 51,802 50,321
Maintenance 19,334 16,333 18,711
Depreciation and amortization (Note 3) 25,240 23,841 22,032
Taxes other than income taxes 13,116 12,690 12,342
Total operating expenses 245,036 202,992 201,574
Operating Income 50,682 48,602 52,881
Other Income (Expense):
Interest income 252 169 384
Other, net 1,086 798 (432)
Earnings Before Interest and Income Taxes 52,020 49,569 52,833
Interest and Other: |
Interest expense, net 12,737 11,938 11,855
Distributions on preferred securities of subsidiary 2,740 2,740 167
Total interest and other, net 15,477 14,678 12,022
Earnings Before Income Taxes 36,543 34,891 40,811
Income taxes (Note 3) 13,574 11,808 15,101
Net Income 22,969 23,083 25,710
Dividends on Preferred Stock - - 2,066
Net Income After Dividends on Preferred Stock $ 22,969 $ 23.083 $ 23,644
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2000 1599 1908
{in thousands)
Operating Activities:
Net income $22,969 $23,083 $25,710

Adjustments to reconcile net income
to net cash provided from operating activities —

Depreciation and amortization 26,639 25,454 23,531
Deferred income taxes and investment tax credits, net 728 (3,353) 7,011
Other, net 3,835 (CX))] (89)
Changes in certain current assets and liabilities --
Receivables, net (23,260) {5,999) (9,875)
Fossil fuel stock 31) (2,125) 221
Materials and supplies (542) {(1,906) 434
Accounts payable 8,381 1,133 470
Other (4,674) 1,731 (4,859)
Net cash provided from operating activities 34,545 37,971 42,604
Investing Activities:
Gross property additions (27,290) (29,833) (18,071)
Other (1,835) (1,715) 1,61?
Net cash used for investing activities 29,125) (31,548) (16,454)
Financing Activities:
Increase in notes payable, net 11,100 34,300 -
Proceeds -- '
Other long-term debt = - 30,000
Preferred securities - - 40,000
Capital contributions from parent company 1,478 1,099 -
Retirements --
First mortgage bonds - (15,800} (30,000)
Other long-term debt 251) (481) (478)
Preferred stock - - (35,000)
Payment of preferred stock dividends - - . (2,556)
Payment of common stock dividends (24,300) (25,200) {23,500)
Other - 250 (4,798)
Net cash used for financing activities (11,973) (5,832) (26,332)
Net Change in Cash and Cash Equivalents (6,553) 591 (182)
Cash and Cash Egulvalents at Beginning of Period 6,553 5,962 6,144
S nd of Perjod $ - $ 6353 $ 5.962
Supplementnl "Cash Flow Information’
Cash paid during the period for --
Interest (net of amount capitalized) $13,320 $14,212 $12,198
Income taxes {net of refunds) 19,939 12,647 9,666

The accempanying notes are an integral part of these statements.
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Assets 2000 ' 1999
{in thousands}
Current Assets:
Cash and cash equivaients $ - $ 6,553
Receivables -~
Customer accounts receivable 28,189 20,752
Unrecovered retail fuel clause revenue 39,632 21,089
Other accounts and notes receivable 1,412 3,505
Affiliated companies 738 1,195
Accumulated provision for uncollectible accounts C(407) 237
Fossil fuel stock, at average cost 7,140 7,109
Materials and supplies, at average cost 8,944 8,402
Prepaid taxes 8,651 2,434
Other 377 435
Total current assets ’ 94.676 71,237
Property, Plant, and Equipment:
In service (Note 7) 829,270 804,096
Less accumulated provision for depreciation 382,030 360,639
447,240 443,457
Construction work in progress 6,782 6,561
Total property, plant, and equipment 454,022 450,018
Other Property and Investments 2,066 1,506
Deferred Charges and Other Assets:
Deferred charges related to income taxes (Note 5) 12,404 16,063
Cash surrender value of life insurance for deferred compensation plans 17,954 16,305
Prepaid pension costs (Note 2) - 1,201
Debt expense, being amortized 3,003 3,155
Premium on reacquired debt, being amortized 7,575 8,385
Other 2,527 2,348
Total deferred charges and other assets

Jotal Assets

The accompanying notes are an integral part of these balance sheets.
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Liabilities and Stockholder's Equity 2000 1999
' {in thousands)

Current Liabilities:
Securities due within one year (Note 7) $ 30,698 § 704
Notes payable 45,460 34,300
Accounts payable --

Affiliated 16,153 4,632

Other 7,738 11,118
Customer deposits 5,696 5,426
Taxes accrued --

Income taxes 3,450 3,046

Other 1,435 3,013
Interest accrued 4,541 3,237
Vacation pay accrued 2,276 2,142
_Other 7.973 5,742
Total current liabilities 125,360 73,360
Long-term debt (See accompanying statements) 116,902 147,147
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 5) 79,756 80,318
Deferred credits related to income taxes (Note 5) 16,038 19,687
Accumulated deferred investment tax credits (Note 5) 10,616 11,280
Deferred compensation plans 11,968 10,624
Employee benefits provisions (Note 2) 8,127 7,805
Other 10.466 5,150 .
Total deferred credits and other liabilities 136,971 134,864
Company obligated mandatorily redeemable preferred

securities of subsidiary trusts holding company junior

subordinated notes (See accompanying statements) (Note 6) 40,000 40,000
Common stockh

older's equity (See accompanying staternents)

174,994

The accompanying notes are an integral part of these balance sheets.
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2000 1999 2000 1699
{in thousands) {percent of total)
Long-Term Debt (Note 7):
First mortgage bonds --
Maturity Interest Rates
July 1, 2003 6.375% $ 20,000 $ 20,000
May 1, 2006 6.80% 20,000 20,000
July 1, 2023 7.40% 24,200 24200
Total first mortgage bonds 64,200 64,200
Long-term notes payable —
6.88% due June 1, 2001 10,000 10,000
6.625% due March 17, 2015 30,000 30,000
Adjustable rates (6.71% {o 6.86% at 1/1/01)
due 2001 _20,000 20,000
Total long-term notes payable 60,000 60,000
Other long-term debt --
Pollution control revenue bonds --
" Non-collateralized:
Variable rates (5.10% at 1/1/01)
due 2016-2037 17,955 17,955
Total other long-term debt 17,955 17,955
Capitalized lease obligations 5445 5,696
Total long-term debt (annual interest
requirement -- $9.8 million) . 147,600 147,851
Less amount due within one year (Note 7) 30,698 704
Long-term debt excluding amount due within one year 116.902 147,147 35.2% 40.7%
Company Obligated Mandatorily
Redeemable Preferred Securities (Note 6):
$25 liquidation value --
6.85% 40,000 40,000
Total (annual distribution requirement — $2.7 million) 40,000 40,000 12.1 11.0
Common Stockholder's Equity (Note 8): '
Common stock, par value $5 per share -
Authorized - 16,000,000 shares
Outstanding - 10,844,635 shares in 2000 and 1999
Par value 54,223 54,223
Paid-in capital 11,265 9,787
Retained earnings 109.506 110,837
Total common stockholder’s equity 174,994 174.847 52.7 48.3
tali SI3L8%6  $361904  1000%  1000%

The accompanying notes are an integral part of these statements.
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Common Paid-In Retained
Stock Capital Earnings Total
(in thousands)
Balance at January 1, 1998 $54,223 $8,688 $112,720 $175,631
Net income after dividends on preferred stock - - 23,644 23,644
Cash dividends on common stock - - (23,500) (23,500)
Other - - 90 90
Balance at December 31, 1998 54,223 8,688 112,954 175,865
Net income after dividends on preferred stock - - 23,083 23,083
Capital contributions from parent company - 1,099 - - 1,099
Cash dividends on common stock - - (25,200) (25,200)
Balance at December 31, 1999 54,223 9,787 110,837 174,847
Net income after dividends on preferred stock - - 22,969 22,969
Capital contributions from parent company - 1,478 - 1,478
Cash dividends on common stock - - (24.300) (24,300)
Balance at December 31, 2000 (Note 8) $54,223 $11,265 $109,506 $174,994

The accompanying notes are an integral part of these staternents.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

General

Savannah Electric and Power Company (the Company) is
a wholly owned subsidiary of Southern Company, which
is the parent company of five integrated Southeast
utilities, a system service company (SCS), Southern
Communications Services {Southern LINC), Southern
Company Energy Solutions, Southern Nuclear Operating
Company {Southern Nuclear), Mirant Corporation--
formerly Southern Energy, Inc.--and other direct and
indirect subsidiaries. The integrated Southeast utilities
provide electric service in four states. Contracts among
the integrated Southeast utilities--related to jointly owned
generating facilities, interconnecting transmission lines,
and the exchange of electric power--are regulated by the
Federal Energy Regulatory Commission (FERC) and/or
the Securities and Exchange Commission. SCS provides,
at cost, specialized services to Southern Company and
subsidiary companies. Southern LINC provides digital
wireless communications services to the integrated
Southeast utilities and also markets these services to the
public within the Southeast. Southern Company Energy
Solutions develops new business opportunities related to
energy products and services. Southern Nuclear provides
services to Southern Company’s nuclear power plants.
Mirant acquires, develops, builds, owns and operates
power production and delivery facilities, and provides a
broad range of energy-related services to utilities and
industrial companies in selected countries around the
world. Mirant businesses include independent power
projects, integrated utilities, a distribution company, and
energy trading and marketing businesses outside the
southeastern United States.

Southern Company is registered as a holding
company under the Public Utility Holding Company Act
of 1935 (PUHCA). Both Southem Company and its
subsidiaries are subject to the regulatory provisions of the
PUHCA. The Company also is subject to regulation by
the FERC and the Georgia Public Service Commission
{GPSC). The Company follows accounting principles

generally accepted in the United States and complies with

the accounting policies and practices prescribed by the
GPSC. The preparation of financial statements in
conformity with accounting principles generally accepted
in the United States requires the use of estimates, and the
actual results may differ from those estimates.

Certain prior years’ data presented in the financial
statements has been reclassified to conform with the
current year presentation. .

Related-Party Transactions

The Company has an agreement with SCS under which
the following services are rendered to the Company at
cost: general and design engineering, purchasing,
accounting and statistical, finance and treasury, tax,
information resources, marketing, auditing, insurance and
pension, human resources, systems and procedures, and
other administrative services with respect to business and
operations and power pool operations. Costs for these
services amounted to $15.1 million, $16.0 million, and
$15.3 million during 2000, 1999, and 1998, respectively.

Reguiatory Assets and Liabilities

The Company is subject to the provisions of Financial
Accounting Standards Board (FASB) Statement No. 71,
Accounting for the Effects of Certain Types of
Regulation. Regulatory assets represent probable future
revenues to the Corpany associated with certain costs
that are expected to be recovered from customers through
the ratemaking process. Regulatory liabilities represent
probable future reductions in revenues associated with
amounts that are expected to be credited to customers
through the ratemaking process. Regulatory assets and
(liabilities) reflected in the Balance Sheets at December
31 relate to: '

2000 1999
(in thousands)

Deferred income tax charges  $12,404 $16,063
Premium on reacquired debt 7,575 8,385
Deferred income tax credits (16,038) (19,687)
Storm damage reserves (2,733) (1,392)
Accelerated depreciation (5,500) (3,000)
Total $(4,292) & 369

In the event that a portion of the Company’s
operations is no longer subject to the provisions of FASB
Statement No. 71, the Company would be required to
write off related regulatory assets and liabilities that are
not specifically recoverable through regulated rates. In
addition, the Company would be required to determine if
any impairment to other assets exists, including plant, and
write down the assets, if impaired, to their fair value,
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Revenues and Fuel Costs

The Company currently operates as a vertically integrated

utility providing electricity to retail customers within its
traditional service area of southeastern Georgia and to
wholesale customers in the Southeast.

Revenues are recognized as services are rendered.
Unbilled revenues are accrued at the end of each fiscal
period. Fuel costs are expensed as the fuel is used.
Electric rates for the Company include provisions to
adjust billings for fluctuations in fuel costs, the energy
component of purchased power costs, and certain other
costs. Revenues are adjusted for differences between
recoverable fuel costs and amounts actually recovered in
current regulated rates.

The Company has a diversified base of customers. No
single customer or industry comprises 10 percent or more
of revenues, For all periods presented, uncollectible
accounts averaged less than 1 percent of revenues.

In 2000, the GPSC approved an increase of slightly
over one-third of a cent per kilowatt hour in the
Company’s fuel cost recovery rate. An increase of
slightty over three-tenths of a cent per kilowatt-hour was
approved in 1999, ' '

The Company currently plans to make a filing with the
GPSC in early 2001 to establish a new fuel rate in order
to better reflect current fuel costs and to collect the
current under-recovered balance,

Depreciation and Amortization

Depreciation of the original cost of plant in service is
provided primarily by using composite straight-line rates,
which approximated 3.0 percent in 2000 and 1999, and
2.9 percent in 1998. ‘'When propetty subject to .
depreciation is retired or otherwise disposed of in the
normal course of business, its cost--together with the cost
of removal, less salvage--is charged to the accumulated
provision for depreciation. Minor items of property
included in the original cost of the plant are retired when
the related property unit is retired. Depreciation expense
includes an amount for the expected cost of removal of
certain facilities. In 1998, 1999 and 2000, the Company
recorded accelerated depreciation of $1.0 million, $2.0
million and $2.5 million respectively, in accordance with
the GPSC’s 1998 rate order. See Note 3 to the financial

statements for more information.
Income Taxes

The Company, which is included in the consolidated
federal income tax return filed by Southern Company,
uses the liability method of accounting for deferred
income taxes and provides deferred income taxes for all
stgnificant income tax temporary differences. Investment
tax credits utilized are deferred and amortized to income
over the average lives of the related property.

Allowance for Funds Used During Construction
(AFUDC)

AFUDC represents the estimated debt and equity costs of
capital funds that are necessary to finance the
construction of new facilities. While cash is not realized
currenitly from such allowance, it increases the revenue
requirement over the service life of the plant through a
higher rate base and higher depreciation expense. The
composite rates used by the Company to calculate
AFUDC were 6.87 percent in 2000, 6.26 percent in 1999
and 8.00 percent in 1998.

Property, Piant and Equipment

Property, plant and equipment is stated at original cost
less regulatory disallowances and impairments. Original
cost includes: materials; labor; minor items of property;
appropriate administrative and general costs; payroll-
related costs such as taxes, pensions, and other benefits,
and the estimated cost of funds used during construction.
The cost of maintenance, repairs, and replacement of
minor items of property is charged to maintenance
expense. The cost of replacements of property exclusive
of minor items of property is capitalized.

Cash and Cash Equivalents

For purposes of the financial statements, temporary cash
investments are considered cash equivalents. Temporary
cash investments are securities with original maturities of
90 days or less.

Materials and Supplies
Generally, materials and supplies include the costs of

transmission, distribution, and generating plant materials.
Materials are charged to inventory when purchased and
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then expensed or capitalized to plant, as appropriate,
when installed.

Financial Instruments

The Company’s financial instruments for which the

carrying amounts did not equal fair value at December 31
were as follows:

Carrying Fair
Amount Value
(in millions)
Long-term debt:
At December 31, 2000 $142 5140
At December 31, 1999 $142 $136
Trust preferred securities:
At December 31, 2000 $40 $36
At December 31, 1999 $40 $31

The fair values for long-term debt and trust preferred
securities were based on either closing market prices or
closing prices of comparable instruments.

2. RETIREMENT BENEFITS

The Company has defined benefit, trusteed, non-
contributory pension plans that cover substantially all
employees. The Company provides certain medical care
and life insurance benefits for retired employees.
Substantially all these employees may become eligible for
such benefits when they retire. The Company funds
trusts to the extent required by the GPSC. The
measurement date for plan assets and obligations is

September 30 of each year,

In late 2000, the Company adopted several pension
and postretirement benefit plan changes that had the
effect of increasing benefits to both current and future
retirees. The effects of these changes will be to increase
annual pension and postretirement benefits costs by
approximately $0.5 million and $0.3 million,
respectively.,

Pension Plans

Changes during the year in the projected benefit
obligations and in the fair value of plan assets were as
follows:

Projected
Benefit Obligations
2000 1999
{in thousands)
Balance at beginning of year $59,961 $59,207
Service cost 1,742 1,746
Interest cost 4,380 3,893
Benefits paid (3,210) 3.414)
Actuarial (gain) loss and
employee transfers 1,802 (1,856)
Amendments 219 385
Balance at end of year $64.894 $59,961
Plen Assets
2000 1999
(in thousands)
Balance at beginning of year $54,480 $49,630
Actual return on plan assets 10,493 8,168
Benefits paid (3,210) (3,414
Employee transfers 117 96
Balance at end of year $61,880 $54.480

The accrued pension costs recognized in the Balance
Sheets were as follows:

2000 1999
(in thousands)
Funded status $(3,014) $(5,481)
Unrecognized transition :
obligation 89 178
Unrecognized prior service 2,929 2,996
cost .
Unrecognized net loss (gain)  (1,127) 3,508
(Accrued liability) prepaid
asset recognized in the
Balance Sheets $(1,123) $1,201
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Components of the plans’ net periodic cost were as
follows:

The accrued postretirement costs recognized in the
Balance Sheets were as follows:

2600 1999 1998 2000 1999
{in thousandg) (in thousands)
Service cost. $1,742 $1,746 $1,495 Funded status $(19,214) $(17,650)
Interest cost 4,380 3,893 3,806 Unrecognized transition
Expected return on plan obligation 5,925 6,419
assets 4,174) (4,063 (3,992) Unamortized prior service cost 3,185 -
Recognized net loss - 152 2 Unrecognized net loss 1,701 3,311
Net amortization 376 352 334 Fourth guarter contributions 1,493 1,336
Net pension cost $2,324 $2,080 $1,645 Accrued liability recognized in
the Balance Sheets $(6,910) $(6,584)
Postretirement Benefits

Changes during the year in the accumulated benefit
obligations and in the fair value of plan assets were as
follows: '

Components of the postretirement plans® net periodic
cost were as follows:

2000 1999 1998

(in thousands)
Accumulated Service cost $ 376 $ 404 $ 348
Benefit Obligations Interest cost 1,865 1,549 1,528
2000 1999 Expected return on plan assets (429) (345} (276)
. (in thousands) Recognized net loss 66 152 104
Balance at beginning of year $22,904 $23,556 Net amortization 618 494 494
Service cost 376 404 Net postretirement cost $2,496 $2,254 $2,198
Interest cost 1,865 1,549
Benefits paid (963) (756) The weighted average rates assumed in the actuarial
Actuarial gain and calculations for both the pension and postretirement
employee transfers (1,367) (1,849) benefit plans were:
Amendments 3,309 -
Balance at end of year $26,124  $22.904 2000 1999
Discount 7.50% 7.50%
Annual salary increase 5.00 5.00
Plan Assets Long-term return on plan assets ~ 8.50 8.50
2000 1999
:  {in thousands) An additional assumption used in measuring the
Balance at beginning of year  $5,254 $3,803 accumulated postretirement benefit obligations was a
Actual refurn on plan assets 606 476 weighted average medical care cost trend rate of 7.29
Employer contributions 2,013 1,731 percent for 2000, decreasing gradually to 5.50 percent
Benefits paid {963) (756) through the year 2005, and remaining at that level
Balance at end of year $6,910 $5,254 thereafter. An annual increase or decrease in the assumed

medical care cost trend rate of 1 percent would affect the
accumulated benefit obligation and the service and
interest cost components at December 31, 2000 as
follows;
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1 Percent 1 Percent
Increase  Decrease
{in thousands)
Benefit obligation $1,417 $1,598
Service and interest costs 110 140

The Company has a supplemental retirement plan for
certain executive emplovees. The plan is unfunded and
payable from the general funds of the Company. The
Company has purchased life insurance on participating
executives, and plans to use these policies to satisfy this
obligation.

Employee Savings Plan

The Company also sponsors a 401(k) defined contribution
plan covering substantially all employees. The Company
provides a 75 percent matching contribution up to 6
percent of an employee’s base salary. Total matching
contributions made to the plan for the years 2000, 1999,
and 1998 were $0.9 million, $0.9 million, and $0.8
million, respectively.

3. CONTINGENCIES AND REGULATORY
MATTERS

Environmental Litigation

On November 3, 1999, the EPA brought a civil action
in the U, S, District Court against Alabarna Power,
Georgia Power, and the system service cormpany. The
complaint alleges violations of the prevention of
significant deterioration and new source review
provisions of the Clean Air Act with respect to five
coal-fired generating facilities in Alabama and
Georgia. The civil action requests penalties and
injunctive relief, including an order requiring the
installation of the best available contro! technology at
the affected units. The Clean Air Act authorizes civil
penalties of up to $27,500 per day, per violation at
each generating unit. Prior to January 30, 1997, the
penalty was $25,000 per day.

The EPA concurrently issued to the integrated
Southeast utilities a notice of violation related to 10
generating facilities, which includes the five facilities
mentioned previously and the Company’s Plant Kraft.
In early 2000, the EPA filed a motion to amend its

complaint to add the violations alleged in its notice of
violation, and to add Gulf Power, Mississippi Power,
and Savannah Electric as defendants. The complaint
and notice of violation are similar to those brought
against and issued to several other electric utilities.
These complaints and notices of violation allege that
the utilities had failed to secure necessary permits or
install additional pollution equipment when performing
maintenance and construction at coal burning plants
constructed or under construction prior to 1978, On
August I, 2000, the U.S. District Court granted
Alabama Power’s motion to dismiss for lack of-
Jurisdiction in Georgia and granted the system service
company’s motion to dismiss on the grounds that it
neither owned nor operated the generating units
involved in the proceedings. On January 12, 2001, the
EPA re-filed its claims against Alabama Power in
federal district court in Birmingham, Alabama. The
EPA did not include the system service company in the
new complaint. Scuthern Company believes that its
integrated utilities complied with applicable laws and
the EPA’s regulations and interpretations in effect at
the time the work in question took place.

An adverse outcome of this matter could require
substantial capital expenditures that cannot be determined
at this time and possibly require payment of substantial
penalties. This could affect future results of operations,
cash flows, and possibly financial condition if such costs
are not recovered through regulated rates.

Retail Regulatory Matters

Rates to retail customers served by the Company are
regulated by the GPSC. As part of the Company’s rate
settlement in 1992, it was informally agreed that the
Company’s earned rate of return on common equity
should be 12.95 percent.

In 1998, the GPSC approved a four-year accounting
order for the Company. Under this order, the Company
will reduce the electric rates of its small business
customers by approximately $11 million over four years.
The Company will also expense an additional $1.95
million in storm damage accruals and accrue an
additional $8 million in depreciation on generating assets
over the term of the order. The additional depreciation
will be accurmulated in a regulatory liability account to be
available to mitigate any potential stranded costs, In
addition, the Company has discretionary authority to
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provide up to an additional $0.3 million per year in storm
damage accruals and up to an additional $4.0 million in
depreciation expense over the four years. Total storm
damages accrued under the order were $1.5 million in
both 2000 and 1999 and $0.75 million in 1998. No
discretionary depreciation was recorded in the last three
years. Over the term of the order, the Company is
precluded from asking for a rate increase except upon
significant changes in economic conditions, new laws, or
regulations. There is a quarterly monitoring of the
Company’s earnings performance.

4. COMMITMENTS
Construction Program

The Company is engaged in a continuous construction
program, currently estimated to total $32.5 million in
2001, $31.5 million in 2002, and $31.9 million in 2003.
The construction program is subject to periodic review
and revision, and actual construction costs may vary from
the above estimates because of numerous factors. These
factors include: changes in business conditions; revised
load growth estimates; changes in environmental
regulations; increasing costs of labor, equipment, and
materials; and changes in cost of capital. The Company
does not have any traditional baselcad generating plants
under construction. However, construction related to new
and upgrading of existing transmission and distribution
facilities and the upgrading of generating plants will
continue.

To the extent possible, the Company’s construction
program is expected to be financed from internal sources
and from the issuance of additional long-term debt and
capital contributions from Southern Company.

The amounts of long-term debt and trust preferred
securities that can be issued in the future will be
contingent on market conditions, the maintenance of
adequate earnings levels, regulatory authorizations, and
other factors.

Bank Credit Arrangements

At the end of 2000, unused credit arrangements with four
banks totaled $50.] miilion and expire at various times
during 2001.

The Company has revolving credit arrangements of

$20 million, of which $10 million expires April 30, 2003
and $10 million expires December 31, 2003. One of
these agreements allows short-term borrowings to be
converted into term loans, payable in 12 equal guarterly
installments, with the first installment due at the end of
the first calendar quarter after the applicable termination
date or at an earlier date at the Company’s option.

In connection with these credit arrangements, the
Company agrees to pay commitment fees based on the
unused portions of the commitments.

Assets Subject to Lien

As amended and supplemented, the Company’s Indenture
of Mortgage, which secures the first mortgage bonds
issued by the Company, constitutes a direct first lien on
substantially all of the Company’s fixed property and
franchises. A second lien for $10 million of bank debt is
secured by a portion of the Plant Kraft property and a-
second lien for $34 million in bank notes is secured by a
portion of the Plant McIntosh property.

Fuel and Purchased Power Commitments

To supply a portion of the fuel requirements of its
generating plants, the Company has entered into long-
term commitments for the procurement of fuel. In most
cases, these contracts contain provisions for price
escalations, minimum purchase levels, and other financial
commitments. The Company has fuel commitments of
$44 million and $8 million for 2001 and 2002,

respectively.

The company has entered into various long-term
commitments for the purchase of electricity. Estimated
total long-term obligations at December 31, 2000 were as
follows:

Year Commitments
({in thousands)
2001 3 0
2002 0,627
2003 . 13,245
2004 13,261
2005 13,277
2006 and beyond 53,283
Total commitments $£102,693
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Operating Leases

The Company has rental agreements with various terms
and expiration dates. Rental expenses totaled $0.4
million for 2000, $0.5 million for 1999, and $1.1 million
for 1998.

At December 31, 2000, estimated future minimum
lease payments for noncancelable operating leases were
as follows:

Rental

Commitments

(in thousands)
2001 $433
2002 o 433
2003 : 433
2004 433
2005 : : 433
2006 and thereaft ' $5,379

5. INCOME TAXES

At December 31, 2000, tax-related regulatory assets and
liabilities were $12.4 million and $16.0 million,
respectively. The assets are attributable fo tax benefits
flowed through to customers in prior years and to taxes
applicable to capitalized interest. The liabilities are
attributable to deferred taxes previously recognized at
rates higher than current enacted tax law and to
unamortized investment tax credits.

Details of income tax provigions are as follows:

2000 1999 1998

(in thousands)
Total provision for income taxes .
Federal —
Currently payable $11,102 $12,968 §6,763
Deferred 75 (3,329) 5,812
11,177 9,639 12,575
State --
Currently payable 1,744 2,193 1,327
Deferred 653 (24) 1,199
2397 2,168 2,526
Total $13.574 $11,808 $15,101

The tax effects of temporary differences between the
carrying amounts of assets and liabilities in the financial
statements and their respective tax bases, which give rise
to deferred tax agsets and liabilities, are as follows:

2000 1999
{in thousands)
Deferred tax liabilities:
Accelerated depreciation $76,901 $76,282
Property basis differences 5,904 6,917
Other ' 17,807 12,031
Total 100,612 95,230
Deferred tax assets:
Pension and other benefits 9,744 6,965
Qther 7,662 5,777
Total 17,406 12,742
Net deferred tax liabilities 83,206 82,488
Portions included in current assets, net (3,450) (2,170)
Accumulated deferred income taxes
in the Balance Sheets $79,756 $80,318

Deferred investment tax credits are amortized over
the lives of the related property with such amortization

- nommally applied as a credit to reduce depreciation in the

Statements of Income. Credits amortized in this manner
amounted to $ 0.7 million in 2000, 199% and 1998, At
December 31, 2000, all investment tax credits available to
reduce federal income taxes payable had been utilized.

A reconciliation of the federal statutory income tax
rate to the effective income tax rate is as follows:

2000 1599 1598

Federal statutory tax rate . 35% 5% 35%
State income tax, net of

federal income tax benefit 4 4 4
Other 2) (5) 2)
Effective income tax rate 3% 34% 37%

Scuthern Company files a consolidated federal
income tax return. Under a joint consolidated income tax
agreement, each subsidiary’s current and deferred tax
expense is computed on a stand-alone basis. '
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6. TRUST PREFERRED SECURITIES

In December 1998, Savannah Electric Capital Trust I, of
which the Company owns all of the common securities,
issued $40 million of 6.85% mandatorily redeemable
preferred securities. Substantially all of the assets of the
Trust are $40 million aggregate principal amount of the
Company’s 6.85% junior subordinated notes due December
31, 2028.

The Company considers that the mechanisms and
obligations relating to the trust preferred securities, taken
together, constitute 2 full and unconditional guarantee by
the Company of payment obligations with respect to the
preferred securities of Savannah Electric Capital Trust L

Savannah Electric Capital Trust I is a subsidiary of the
Company, and accordingly is consolidated in the
Company’s financial statements,

7. LONG-TERM DEBT AND LONG-TERM DEBT
DUE WITHIN ONE YEAR

The Company’s Indenture related to its First Mortgage
Bonds is unlimited as to the authorized amount of bonds
which may be issued, provided that reguired property
additions, earnings and other provisions of such Indenture
are met.

Maturities and retirements of long-term debt were
$0.4 miilion in 2000, $16.2 million in 1999 and $30.4
million in 1998. Included in the 1999 maturities and
retirements is the purchase by the Company of all $15
million outstanding of its 7 7/8% Series First Mortgage
Bonds due May 1, 2025.

Assets acquired under capital leases are recorded as
utility plant in service, and the related obligation is
classified as other long-term debt. Leases are capitalized
at the net present value of the future lease payments.
However, for ratemaking purposes, these obligations are
treated as operating leases, and as such, lease payments
are charged to expense as incurred.

A summary of the sinking fund requirements and
scheduled maturities and redemptions of long-term debt
due within one year at December 31 is as follows:

2000 1589
(in thousands}
Bond sinking fund requirement 5 642 $650
Less:
Portion to be satisfied by
certifying property additions 642 650
Cash sinking fund requirement - -
Other long-term debt maturities 30,698 704
Total $30.698 $704

The first mortgage bond improvement (sinking) fund
requirements amount to 1 percent of each outstanding
series of bonds authenticated under the Indenture prior {0
January 1 of each year, other than those issued to
collateralize pollution control and other obligations. The
requirements may be satisfied by depositing cash or
reacquiring bonds, or by pledging additional property
equal to 1 2/3 times the requirements.

The sinking fund requirements of first mortgage
bonds were satisfied by certifying property additions in
2000 and by cash redemptions in 1999. It is anticipated
that the 2001 requirement will be satisfied by certifying
property additions. Sinking fund requirements and/or
maturities through 2003 applicable to long-term debt are
as follows: $30.7 million in 2001; $0.6 million in 2002;
$20.5 million in 2003; $0.5 million in 2004; and $0.4
million in 2005.

COMMON STOCK DIVIDEND
RESTRICTIONS

The Company’s Indenture contains certain limitations on
the payment of cash dividends on common stock. At
December 31, 2000, approximately $68 million of
retained earnings was restricted against the payment of
cash dividends on common stock under the terms of the
Indenture.
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9. QUARTERLY FINANCIAL INFORMATION
(UNAUDITED)

Summarized quarterly financial data for 2000 and 1999

are as follows (in thousands):
Net Income After

Operating Dividends on
Quarter Ended Revenues Income Preferred Stock
March 2000 $52,390 § 6,583 $ 1,643 '
June 2000 72,780 ‘14,100 6,287
September 2000 98,849 24,060, 12,351
December 2000 71,699 5.939. 2,688
March 1999 $47,098 § 5315 $ 1,209
June 1999 61,692 12,173 5,268
September 1999 21,849 26,759 13,705
December 1999 50,8 955 4,355 2,901

The Company 8 busmess is influenced by seasonal
weathercond:honsandasmonal rate structure, among
other factors,

The quarterly operating income information above
has been reclassified to reflect the Company’s current
presentation of income tax expense.
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2000 1999 1998 “1997 1996
Operating Revenues (in thousands) $295,718 $251,594 $254,455 $226,277 $234,074
Net Income after Dividends
on Preferred Stock (in thousands) $22,969 $23,083 $23,644 $23,847 $23,940
Cash Dividends
on Common Stock {in thousands) $24,300 $25,200 $23,500 $20,500 $19,600
Return on Average Common Equity (percent) 13.13 13.16 13.45 13.71 14.08
Total Assets (in thousands) $594,227 $570,218 $555,799 $547,352 $544,900
Gross Property Additions (in thousands) $27,290 $29,833 $18,071 $18,846 $28,950
Capitalization (in thousands):
Common stock equity $174,994 $174,847 $175,865 $175,631 £172,284
Preferred stock - - - 35,000 35,000
Company obligated mandatorily
redeemable preferred securities 40,000 40,000 40,000 - -
Long-term debt 116,902 147,147 163,443 142,846 164,406
Total (excluding amounts due within one vear) $331,896 §361!994 $379!308 $353.477 $371,690
Capitalization Ratios (percent):
Common stock equity 52.7 48.3 46.4 49.7 46.4
Preferred stock - - - 9.9 9.4
Company obligated mandatorily
redeemable preferred securities 12.1 11.0 10.5 - -
Long-term debt 35.2 40.7 43.1 404 44.2
Total (excluding amounts due within one vear) 100.0 100.0 100.0 100.0 100.0
Security Ratings: _
First Mortgage Bonds -
Moody's Al Al Al Al Al
Standard and Poor's A+ AA- AA- AA- A+
Preferred Stock -
Moody's a2 a2 a2 a2 a2
Standard and Poor's BBR+ A- A A A
Customers (year-end):
Residential 115,646 112,891 110,437 109,092 106,657
Commercial 15,727 15,433 15,328 14,233 13,877
Industrial 75 67 63 64 65
Qther 444 417 377 1,129 1,097
Total 131.892 128,808 126,205 124,518 121,696
Employees (vear-end): 554 533 542 535 571
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—_2000 1999 1998 1007 1996

Operating Revenues (in thousands): :
Residential $129,520 $112,371 $109,393 ¥ 96,587 $101,607
Commercial 102,116 88,449 86,231 78,949 80,494
Industrial 40,839 32,233 37,865 35,301 37,077
Other 10,147 9,212 8,838 8,621 8,804
Total retail 282,622 242 265 242327 219,458 227982
Sales for resale - non-affiliates 4,748 3,395 4,548 3,467 1,998
Sales for resale - affiliates 4,974 4,151 3,016 2,052 3,130
Total revenues from sales of electricity 292,344 249,811 249,891 224 977 233,110
Other revenues 3,374 1,783 4,564 1,300 064
Total $295,718 $251,594 $254,435 $226,277 $234.074
Kilowatt-Hour Sales (in thousands):
Residential 1,671,089 1,579,068 1,539,792 1,428,337 1,456,651
Commercial 1,369,448 1,287,832 1,236,337 1,156,078 1,141,218
Industrial 800,150 713,448 900,012 881,261 838,753
Qther 135.824 132,555 131,142 124.490 126,215
Total retail 3,976,511 3,712,903 3,807,283 3,590,166 3,562,837
Sales for resale - non-affiliates 77,481 51,548 53,294 94,280 91,610
Sales for resale - affiliates 88.646 76,988 58415 54,509 41,808
Total 4,142 638 3,841,439 3,918.99 3,738,955 3.696.255
Average Revenue Per Kilowatt-Hour (cents): '
Residential 7.75 7.12 7.10 6.76 6.98
Commercial 7.46 6.87 6.97 6.83 7.05
Industrial 5.10 4.52 421 4.01 4,42
Total retail 7.11 6.52 6.36 6.11 6.40
Sales for resale 5.85 5.87 6.77 37 3.84
Total sales 7.06 6.50 6.38 6.02 6.31
Residential Average Annual

Kilowatt-Hour Use Per Customer 14,593 14,160 14,061 13,231 13,771
Residential Average Annual

Revenue Per Customer $1,131.08 $1,003.39 $998.94 $894.73 $960.58
Plant Nameplate Capacity

Ratings (year-end) (megawaits) 788 788 788 788 788
Maximum Peak-Hour Demand (megawatts):
Winter 724 719 582 625 666
Summer 878 875 846 802 81t
Aunual Load Factor (percent) - 534 51.2 549 54.3 53.1
Plant Availability Fossil-Steam (percent): 78.5 72.8 72.9 93.7 77.6
Source of Energy Supply (perceat):
Coal 51.6 44.6 416 34.4 27.7
Oil and gas 6.9 123 129 5.2 3.1
Purchased power -

From non-affiliates 7.7 5.3 3.4 14 2.1

From affiliates 33.8 37.8 42.1 59.0 67.1

Total 100.0 100.0 100.0 100.0 100,0
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PART III

Items 10, 11, 12 and 13 for SOUTHERN are
incorporated by reference to ELECTION OF
DIRECTORS in SOUTHERN’s definitive Proxy
Statement relating to the 2001 Annual Meeting of
Stockholders.

Additionally, Items 10, 11, 12 and 13 for
ALABAMA, GEORGIA, GULF and MISSISSIPPI
are incorporated by reference to the Information
Statements of ALABAMA, GEORGIA, GULF and
MISSISSIPPI relating to each of their respective 2001
Annual Meetings of Shareholders.

The ages of directors and executive officers in
Ttemn 10 set forth below are as of December 31, 2000.

ITEM 10. DIRECTORS AND
EXECUTIVE OFFICERS OF
THE REGISTRANT

Identification of directors of SAVANNAH.

G. Edison Holland, Jr.

President and Chief Executive Officer
Age 48

Served as Director since 7-15-97

Gus H. Bell {1)
Age63
Served as Director since 7-20-99

Archie H. Davis (1)
Age 59
Served as Director since 2-18-97

Walter D. Gnann (1)
Age 65
Served as Director since 5-17-83

Robert B. Miller, I (1)
Age 55
Served as Director since 5-17-83

Arnold M. Tenenbaum (1)
Age 64
Served as Director since 5-17-77

(1) No position other than Director.

Each of the above is currently a director of
SAVANNAH, serving a term running from the last

annual meeting of SAVANNAH’s stockholder (May
17, 2000) for one year until the next annual meeting
or until a successor is elected and qualified.

There are no arrangements or understandings
between any of the individuals listed above and any
other person pursuant to which he or she was or is to
be selected as a director or nominee, other than any
arrangements or understandings with directors or
officers of SAVANNAH acting solely in their
capacities as such.

Identification of executive officers of SAVANNAH.

G. Edison Holland, Jr.

President, Chief Executive Officer and Director
Age 48

Served as Executive Officer since 7-15-97

Anthony R. James

Vice President — Power Generation
Age 50

Served as Executive Officer since 7-27-00

W. Miles Greer

Vice President - Customer Operations and
External Affairs :

Age 57 -

Served as Executive Officer since [1-20-85

Kirby R. Willis

Vice President, Treasurer, Chief Financial Officer
and Assistant Corporate Secretary

Age 49

Served as Executive Officer since 1-1-94

Each of the above is currently an executive officer
of SAVANNAH, serving a term running from the
meeting of the directors held on July 27, 2000 for the

~ ensuing year.

There are no arrangements or understandings
between any of the individuals listed above and any
other person pursuant to which he was or is to be
selected as an officer, other than any arrangements or
understandings with officers of SAVANNARH acting
solely in their capacities as such.

Identification of certain significant employees.
None.




Family relationships.
None.

Business experience.

G. Edison Holland, Jr. - President and Chief

- - Executive Officer since 1997. He previously served
as Vice President of Power Generation/Transmission
and Corporate Counsel of GULF from 1995 to 1997,
Served as a partner in the law firm of Beggs & Lane
from 1979 to 1997. Director of SunTrust Bank of
Savannah.

Gus H. Bell, ITI - President and Chief Executive
Officer of Hussey, Gay, Bell and DeYoung, Inc.,
(specializing in environmental, industrial, structural,
architectural and civil engineering), Savannah,
Georgia. Director of SunTrust Bank of Savannah.

Archie H. Davis - President and Chief Executive
Officer of The Savannah Bancorp and The Savannah
Bank, N.A., Savannah, Georgia. Member of the
Board of Directors of Thomaston Mills, Thomaston,
Georgia. '

Walter D. Goann - President of Walt’s TV,
Appliance and Furniture Co., Inc., Springfield,
Georgia. .

Robert B. Miller, ITI - President of American
Building Systems, Inc., Savannah, Georgia,

Arnold M. Tenenbaum - President and Director of
Chatham Steel Corporation. Director of First Union
Bank of Georgia, First Union Bank of Savannah and
Cerulean Corporation. o

W. Miles Greer - Vice President - Customer
Operations and External Affairs since 1998. He
previously served as Vice President of Marketing and
Customer Service from 1994 1o 1998. Responsible
for customer services, transmission and distribution,
engineering, system operation and external affairs.

Anthony R. James — Vice President — Power
(eneration and Senior Production Officer since 2000.
He also serves as Central Cluster Manager at
GEORGIA’s Plant Scherer. Responsible for
operations and maintenance of Plants Kraft, Riverside
and McIntosh. '

Kirby R. Willis — Vice President, Treasurer and
Chief Financial Officer since 1994 and Assistant
Corporate Secretary effective 1998. Responsible
primarily for accounting, financial, labor relations,
corporate services, corporate compliance,
environmental and safety activities.

Involvement in certain legal proceedings.
None

Section 16(a) Beneficial Ownership Reporting
Compliance.

No late filers.



ITEM 11. EXECUTIVE COMPENSATION

Summary Compensation Table. The following table sets forth information concerning any Chief Executive
Officer and the four most highly compensated executive officers of SAVANNAH serving during 2000.

ANNUAL COMPENSATION N CO NSATION
Number of
Securities Long-
Name Underlying Term
and Other Annual Stock Incentive All Other
Principal Compensation  Options Payouts  Compensation
Position Year Salary($) Bonus($) 1 (Shares) (S)2 ($)3
G. Edison
Holland, Jr.
Pregident, 2000 295,812 243263 24,438 25,667 - 15,453
Chief Executive 1999 254914 42,626 21,588 8,375 166,052 13,392
Officer, Director 1998 233,330 26,019 17,309 7,951 128,608 8,246
Anthony R. James? 2000 175,048 161,442 - 12,752 - 7,582
Vice President, 1999 - - - - = =
. 1998 - - - - - -

W. Miles Greer 2000 177,013 100,923 601 13,416 - 16,982
Vice President 1959 168,713 21,322 1,874 6,130 79476 15,150

1998 160,207 16,054 13 4,901 69,000 13,179
Kirby R. Willis
Vice President, 2000 162,279 97,394 4,908 8,785 - 12,159
Chief Financial 1999 156,068 19,546 259 5,028 79,476 11,767
Officer, Treasurer 1998 155,236 15,554 13 4748 69,000 10,581
Lewis A. Jeffers> 2000 142 850 96,835 2,856 7,543 - 7.245
Vice President 1999 134,538 19,023 379 3,809 63,146 6,972

1998 - - - - - -

! Tax reimbursement by SAVANNAH on certain personal benefits, including membership fees of $11,669 for

Mr. Holland, Jr. in 1998.

2 Payouts made in 1999 and 2000 for the four-year performance periods ending December 31, 1998 and 1999, respectively.

3 SAVANNAH contributions to the Employee Savings Plan (ESP), Employee Stock Ownership Plan (ESOP), Supplemental
Benefit Plan (SBP) or Above-market earnings on deferred compensation (AME) and tax sharing benefits paid to participants who
elected receipt of dividends on SOUTHERN’s common stock held in the ESP are as follows:

Name ESP ESOP SBP or AME ESP Tax Benefit Sharing
G. Edison Holland, Jr. 36,853 $810 $7.790 $489
Anthony R. James 6,772 810 - -
W. Miles Greer 7,525 810 8,647 -
Kirby R. Willis 5,954 810 5,395 -
Lewis A. Jeffers 6,435 810 - -

4 Mr. James was named an executive officer effective July 27, 2000.

5 Mr. Jeffers was named an executive officer of SAVANNAH effective November 2, 1999 and transferred to ALABAMA
effective June 24, 2000.




STOCK OPTION GRANTS IN 2000

Stock Option Grants. The following table sets forth all stock option grants to the named executive officers of
SAVANNAH during the vear ending December 31, 2000.

Individual Grants Grant Date Value

#of % of Total

Securities Options Exercise

Underlying  Granted to or

- Options Empioyees in Base Price Expiration Grant Date

Name Granted® Fiscal Year?  ($/Sh)$ Date® Present Value($)8
SAVANNAH
G. Edison Holland, Jr. 25,667 0.4 23.25 02/18/2010 147,842
Anthony R. James 12,752 0.2 23.25 02/18/2010 73,452
W. Miles Greer 13,418 0.2 23.25 02/18/2010 77,276
Kirby R, Willis 8,785 0l 23.25 02/18/2010 50,602
Lewis A, Jeffers 7,543 0.1 23.25 02/18/2010 43 448

6 Performance Stock Plan grants were made on February 18, 2000, and vest annually at a rate of one-third on the
anniversary date of the grant. Grants fully vest upon termination as a result of death, total disability, or retirement and
expire five years after retirement, three years after death or total disability, or their normal expiration date if eatlier. The
exercise price is the average of the high and low fair market value of SOUTHERN’s common stock on the date granted.
Options may be transferred to family members, family trusts, and family limited partnerships.

7 A total of 6,977,038 stock options were granted in 2000.

8  Value was calculated using the Black-Scholes option valuation model. The actual value, if any, ultimately realized
depends on the market vatue of SOUTHERN s common stock at a future date.  Significant assumptions are shown below:

Risk-free Dividend Discount for forfeiture risk:
Volatility raie of return opportunity Term before after
vesting  vesting
Black-Scholes Assumptions 22.14% 6.52% 50% 10 vears 7.79% 1240%

These assumptions reflect the cffects of cash dividend equivalents paid to participants under the Performance Dividend
Plan assuming targets are met.
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AGGREGATED STOCK OPTION EXERCISES IN 2000 AND YEAR-END OPTION VALUES

Aggregated Stock Option Exercises. The following table sets forth information concerning options exercised
during the year ending December 31, 2000 by the named executive officers and the value of unexercised

options held by them as of December 31, 2000.

Number of
Securities Value of
Underlying Unexercised
Unexercised In-the-Money
Options at Options at
Fiscal Fiscal
Year-End (#) Year-End(§)”
Shares Acquired Value Exercisable/ Exercisable/
Name on Exercise (#) Realized($)10 Unexercisable Unexercisable
SAVANNAH
G. Edison Holland, Jr. 18,323 220,862 32,261/33,900 325,274/310,486
Anthony R, James - - 8,456/17,259 77,991/157,055
W. Miles Greer 8,654 76,354 10,235/19,136 93,074/171,646
Kirby R. Willis 4,038 37,604 13,574/13,720 128,819/120,111
Lewis A. Jeffers - - 1,270/10,082 8,493/92,410

9 This column represents the excess of the fair market value of SOUTHERN’s common stock of $33.25 per share, as
of December 31, 2000, above the exercise price of the options. The Exercisable column reports the “value” of options
that are vested and therefore could be exercised. The Unexercigable column reports the “value” of options that are not
vested and therefore could not be exercised as of December 31, 2000.

10 ‘The “Value Realized™ is ordinary income, before taxes, and represents the amount equal to the excess of the fair
market value of the shares at the time of exercise above the exercise price.




DEFINED BENEFIT OR ACTUARIAL PLAN DISCLOSURE

Pension Plan Table. The following table sets forth the estimated annual pension benefits payable at normal
retirement age under SOUTHERN’s qualified Pension Plan, as well as non-qualified supplemental benefits, based on
the stated compensation and years of service with the SOUTHERN system for Messrs. Holland, James and Jeffers.
Compensation for pension purposes is limited to the average of the highest three of the final 10 years’ compensation
— base salary plus the excess of annual and long-term incentive compensation over 25 percent of base salary
(reported under column titied "Salary”, “Bonus”, and “Long-Term Incentive Payouts” in the Summary
Compensation Table on page III-3).

The amounts shown in the table were calculated according to the final average pay formula and are based on
a single life annuity without reduction for joint and survivor annuities (although married employees are required to
have their pension benefits paid in one of various joint and survivor annuity forms, unless the employee elects
otherwise with the spouse’s consent) or computation of the Social Security offset which would apply in most cases.
This offset amounts to one-half of the estimated Social Security benefit (primary insurance amount) in excess of
$3,900 per year times the number of years of accredited service, divided by the total possible years of accredited
service to normal retirement age.

Years of Accredited Service

Remuneration 15. 20 25 30 35 40

$ 100,000  $25,500 $34,000 $42,500 $51,000 $59,500 § 68,000
300,000 76,500 102,000 127,500 153,000 178,500 204,000
500,000 127,500 170,000 212,500 255,000 297,500 340,000
700,000 178,500 238,000 297,500 357,000 416,500 476,000
900,000 229,500 306,000 382,500 459,000 535,500 612,000
1,100,000 280,500 374,000 467,500 561,000 654,500 748,000
1,300,000 331,500 442,000 552,500 663,000 773,500 884,000

As of December 31, 2000, the applicable compensation levels and years of accredited service for
SAVANNAH’s named executives are presented in the following table:

Compensation Accredited
Name Level XYears of Service
G. Edison Holland, Jr.1} $431,348 17
Anthony R. James 246,604 21
W. Miles Greerl2 237,392 16
Kirby R. Willis 225,952 26
Lewis A. Jeffers 197,400 21

1 The number of accredited years of service includes 9 years and 3 months credited to Mr. Holiand pursuant to a
supplemental pension agreement.

12 ‘The number of accredited years of service includes 7 years and 6 months credited to Mr. Greer pursuant to a
supplemental pension agreement.
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Effective January 1, 1998, SAVANNAH merged its pension plan into the SOUTHERN Pension Plan.
SAVANNAH also has in effect a supplemental executive retirement plan for certain of its executive employees. The
plan is designed to provide participants with a supplemental retirement benefit, which, in conjunction with social
security and benefits under SOUTHERN’s qualified pension plan, will equal 70 percent of the highest three of the
final 10 years’ average annual earnings (excluding incentive compensation}.

The following table sets forth the estimated combined annual pension benefits under SOUTHERN’s pension
and SAVANNAH's supplemental executive retirement plans in effect during 2000 which are payable to Messrs
Greer and Willis, upon retirement at the normal retirement age after designated periods of accredited service and at a

specified compensation level.

Years of Accredited Service

Remuneration 15 25 35
$150,000 105,000 105,000 105,000
180,000 126,000 126,000 126,000
210,000 147,000 147,000 147,000
260,000 182,000 182,000 182,000
280,000 196,000 196,000 196,000
300,000 210,000 210,000 210,000
350,000 245,000 245,000 245,000
400,000 280,000 280,000 280,000
430,000 301,000 301,000 301,000
460,000 322,000 322,000 322,000

Compensation of Directors,

Stapdard Arrangements. The following table presents compensation paid to the directors during 2000 for
service as a member of the board of directors and any board committee(s), except that employee directors received
no fees or compensation for service as a member of the board of directors or any board committee. At the election
of the director, all or a portion of the cash retainer may be payable in SOUTHERN’s common stock, and all or a
portion of the total fees may be deferred under the Deferred Compensation Plan until membership on the board is

terminated.

Cash Retainer Fee $10,000
Stock Retainer Fee 50 shares per quarter
Meeting Fees:

$750 for each Board or Committee meeting attended

Effective January 1, 1997, the Outside Directors Pension Plan (the “Plan”) was terminated and benefits
payable under the Plan were frozen. Non-employee directors serving as of January 1, 1997 were given a one-time
election to receive a Plan benefit buy-out equal to the actuarial present value of future Plan benefits or recetve
benefits under the terms of the Plan at the annual retainer rate in effect on December 31, 1996. Directors who
elected to receive the benefit buy-out were required to defer receipt of that amount under the Deferred Compensation
Plan until termination from board membership. Directors who elected to continue to participate under the terms of
the Plan are entitled to benefits upon retirement from the board on the retirement date designated in the respective
companies’ by-laws. The annual benefit payable is based upon length of service and varies from 75 percent of the
annual retainer in effect on December 31, 1996 if the participant has at least 60 months of service on the board of
one or more system companies, to 100 percent if the participant has at least 120 months of such service. Payments
will continue for the greater of the lifetime of the participant or 10 years.
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Other Arrangements. No director received other compensation for services as a director during the year
ending December 31, 2000 in addition to or in lieu of that specified by the standard arrangements specified above.

Employment Contracts and Termination of Employment agd Change in Control Arrangements.

SAVANNAH has adopted SOUTHERN’s Change in Control Plan which is applicable to certain of its officers, and
has entered into individual change in control agreements with its most highly compensated executive officers. If an
executive is involuntarily terminated, other than for cause, within two years following 2 change in control of
SOUTHERN the agreements provide for:

lump sum payment of two or three times annual compensation,

up to five years’ coverage under group health and life insurance plans,

immediate vesting of all stock options, stock appreciation rights, and restricted stock previously granted,
payment of any accrued long-term and short-term bonuses and dividend equivalents, and

payment of any excise tax liability incurred as a result of payments made under any individual agreements.

A SOUTHERN change in control is defined under the agreements as:

acquisition of at least 20 percent of the SOUTHERNs stock,
a change in the majority of the members of the SOUTHERN’s board of directors,
a merger or other business combination that results in SOUTHERN’s shareholders immediately before the
merger owning less than 65 percent of the voting power after the merger, or
e a sale of substantially all the assets of SOUTHERN.

A change in control of SAVANNAH is defined under the agreements as:

acquisition of at least 50 percent of SAVANNAH’s stock,
a merger or other business combination unless SOUTHERN controls the surviving entity or
a sale of substantially all the assets of SAVANNAH.

If a change in control affects only a subsidiary of SOUTHERN, these payments would only be made to
executives of the affected subsidiary who are involuntarily terminated as a result of that change in control.

SOUTHERN also has amendex its short- and long-term incentive plans to provide for pro-rata payments at
not less than target-level performance if a change in control occurs and the plans are not continued or replaced
with comparable plans.

(3 0 tions.




ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND

MANAGEMENT
Security Ownership of Certain Beneficial Owners. SOUTHERN is the beneficial owner of 100% of the outstanding
common stock of SAVANNAH.
Amount and

Name and Address Nature of Percent

of Beneficial Beneficial of
Title § Cwner QOwnership_ Class
Conimeon Stock The Southern Company 100%

270 Peachtree Street, N'W.

Atlanta, Georgia 30303

Registrant:

SAVANNAH 10,844,635

Security Ownership of Management., The following table shows the number of shares of SOUTHERN common
stock owned by the SAVANNAH’s directors, nominees and executive officers as of December 31, 2000, It is based
on information furnished by the directors, nominees and executive officers. The shares owned by all directors,
nominees and executive officers as a group constitute less than one percent of the total number of shares outstanding

on December 31, 2000.

Name of Directors,

Nominees and Number of Shares
Exzecutive Officers Title of Class neficially Own 2
Gus H. Bell, Il SOUTHERN Common 246

Archie H. Davis SOUTHERN Common 495

Walter D. Gnann SOUTHERN Common 2,689

G. Edison Holland, Jr. SOUTHERN Common 43,848

Robert B. Miller, IIT SOUTHERN Common 1,770

Arnold M. Tenenbaum SOUTHERN Common 1,124
Anthony R. James SOUTHERN Common 25,065

W. Miles Greer SOUTHERN Common 18,605

Kirby R. Willis SOUTHERN Cormmon 23,240

The directors, nominees

and executive officers

as a group SOUTHERN Commeon 117,083

(1) As used in this table, “beneficial ownership” means the sole or shared power to vote, or to direct the voting of, a

security and/or investment power with respect to a security (i.c., the power to dispose of, or to direct the disposition

of, a security).

2) The shares shown include shares of SOUTHERN common stock of which certain directors and executive officers
have the right to acquire beneficial ownership within 60 days pursuant to the Executive Stock Plan and/or
Performance Stock Plan, as follows: Mr. Greer, 14,707 shares; Mr. Holland, 40,817 shares; Mr. fames 12,707

shares, and Mr. Willis, 15,503 shares.




Changes in ¢ontrol. SOUTHERN and SAVANNAH know of no arrangements which may at a subsequent date
result in any change in control.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Transactions with management and others.

Mr. Archie Davis is President of The Savannah Bank, N.A., Savannah, Georgia. During 2000, this bank
furnished a number of regular banking services in the ordinary course of business to SAVANNAH. SAVANNAH
intends to maintain normal banking relations with the aforesaid bank in the future.

Certuin business relationships.
None.

Indebtedness of management.
None.

Transactions with promoters.
None.
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PART IV

Item 14. EXHIBITS, FINANCIAL (b) Reports on Form 8-K during the fourth quarter of
STATEMENT SCHEDULES, AND 2000 were as follows:
REPORTS ON FORM 8-K

(a) The following documents are filed as a part of this SOUTHERN filed Current Reports on Form 8-K:
report on this Form 10-K: Date of event: November 27, 2000

(1) Financial Statements: Emompeety Mg

Date of event: December 6, 2000

Reports of Independent Public Accountants on the I e — Items 5 and 7

financial statements for SOUTHERN and
Subsidiary Companies, ALABAMA, GEORGIA,
GULF, MISSISSIPPI and SAVANNAH are listed
under Item 8 herein.

The financial statements filed as a part of this
report for SOUTHERN and Subsidiary
Companies, ALABAMA, GEORGIA, GULF,
MISSISSIPPI and SAVANNAH are listed under
Ttem 8 herein.

(2) Financial Statement Schedules:

Reports of Independent Public Accountants as to
Schedules for SOUTHERN and Subsidiary
Companies, ALABAMA, GEORGIA, GULF,
MISSISSIPPI and SAVANNAH are included
herein on pages IV-12 through IV-17.

Financial Statement Schedules for SOUTHERN
and Subsidiary Companies, ALABAMA,
GEORGIA, GULF, MISSISSIPPI and
SAVANNAH are listed in the Index to the
Financial Statement Schedules at page S-1.

(3) Exhibits:

Exhibits for SOUTHERN, ALABAMA,
GEORGIA, GULF, MISSISSIPPI and
SAVANNAH are listed in the Exhibit Index at

page E-1.




Pursuant to the requirements of Section 13 or 15(d) of the
Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized. The signature of
the undersigned company shall be deemed to relate only
to matters having reference to such company and any
subsidiaries thereof.

THE SOUTHERN COMPANY

By: H. Allen Franklin, President and
Chief Executive Officer

By: Wayne Boston
{Wayne Boston, Attorney-in-fact)

Date: March 28, 2001

Pursuant to the requirements of the Securities Exchange
Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the
capacities and on the dates indicated. The signature of
each of the undersigned shall be deemed to relate only to
matters having reference to the above-named company
and any subsidiaries thereof.

H. Allen Franklin

President and

Chief Executive Officer
{Principal Executive Officer)

Gale E. Klappa

Financial Vice President, Chief Financial Officer and
Treasurer

(Principal Financial Gfficer)

W. Dean Hudson
Vice President, Comptroller and Chief Accounting Gfficer
{Principal Accounting Officer)

Directors:
Daniel P. Amos L. @G. Hardman il
Dorrit J. Bern Donald M. James
Thomas F. Chapman Zack T. Pate
H. Allen Frankiin Gerald J. 8t. Pe’

By: Wayne Boston
(Wayne Boston, Attorney-in-fact)

Date: March 28, 2001

Pursuant to the requirements of Section 13 or 15{d} of the.
Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized. The signature of
the undersigned company shall be deemed to relate only
1o matters having reference to such company and any
subsidiaries thereof.

ALABAMA POWER COMPANY

By:  Elmer B. Harris, President and
Chief Executive Officer

By:  Wayne Boston
{Wayne Boston, Attorney-in-fact)

Date: March 28, 2001

Pursuant to the requirements of the Securities Exchange
Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the
capacities and on the dates indicated. The signature of
each of the undersigned shall be deemed to relate only to
matters having reference to the above-named company
and any subsidiaries thereof.

Elmer B. Harris
President, Chief Executive Officer and Director
{Principal Executive Officer}

William B. Hutchins, Il

Executive Vice President, Chief Financial Officer and
Treasurer

{Principal Financial Officer)
Art P. Beattie

Vice President and Compiroller

(Principal Accounting Officer)

Directors:

Whit Armstrong John T. Porter

H. Allen Franklin Robert D. Powers
R. Kent Henslee Andreas Renschier
Cari E. Jones, Jr. C. Dowd Ritter
James K. Lowder James H. Sanford
Wallace D. Malone, Jr. John Cox Webb, IV
Thomas C. Meredith James W. Wright
William V., Muse

By: Wayne Bosion

(Wayne Boston, Attorney-in-fact)

Date: March 28, 2001



Pursuant to the requirements of Section 13 or 15(d) of the
Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized. The signature of
the undersigned company shall be deemed to relate only
to matters having reference to such company and any
subsidiaries thereof.

GEORGIA POWER COMPANY

By:  David M. Ratcliffe, President and
Chief Executive Officer

By:  Wayne Boston

(Wayne Boston, Attorney-in-fact)

Date: March 28, 2001

Pursuant to the requirements of the Securities Exchange
Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the
capacities and on the dates indicated. The signature of
each of the undersigned shall be deemed to relate only to
matters having reference to the above-named company
and any subsidiaries thereof.

David M. Ratcliffe
President, Chief Executive Officer and Director
(Principal Executive Officer)

Thomas A. Fanning

Executive Vice President, Chief Financial Officer
and Treasurer

{Principal Financial Officer)

Cliff S. Thrasher
Vice President, Comptroller and Chief Accounting Officer
{Principal Accounting Officer)

Directors:

Daniel P. Amos James R. Lientz, Jr.
Juanita P. Baranco G. Joseph Prendergast
William A. Fickling, Jr. Williarm Jerry Vereen
H, Allen Franklin Carl Ware

L. G. Hardman IIT E. Jenner Wood, II1

By:  Wayne Boston

(Wayne Boston, Attorney-in-fact}

Date: March 28, 2001

Pursuant to the requirements of Section 13 or 15(d) of the .
Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized. The signature of
the undersigned company shall be deemed to relate only

to matters having reference to such company and any
subsidiaries thereof.

GULF POWER COMPANY

By:  Travis J. Bowden, President and
Chief Executive Officer

By: Wayne Boston

{Wayne Boston, Attorney-in-fact)

Date: March 28, 2001

Pursuant to the requirements of the Securities Exchange
Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the
capacities and on the dates indicated. The signature of
each of the undersigned shall be deemed to relate only to
matters having reference to the above-named company
and any subsidiaries thereof.

Travis J. Bowden
President, Chief Executive Officer and Director
(Principal Executive Officer)

Ronnie R. Labrato
Comptroller and Chief Financial Officer
{Principal Financial and Accounting Officer)

Directors:
Fred C. Donovan, Sr. W, Deck Hull, Jr.
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