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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Management of Entergy Corporation and Subsidiarics, owner of Entergy Nuclear:

We have audited the accompanying combined halance sheets of Entergy Noclear {non-utility nuclear
busincsscs of Entergy Corporation and Subsidiarics as defined in Note 1) (the “Company™) as of December 31,
2007 and 2006, and the related combined income statements, combined statements of sharcholders™ net
investiment and comprehensive income, and combined statements of cash flows for each of the three years in
the period ended December 31, 2007, Thesc inanvial statements are the responsibility of the Company’s
management. Our responsthility is to cxpress an opinion on these financial statements hased on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance aboul whether the financial statemenlts are [ree of material misstatement. The Compuny
is nor required to have, nor were we engaged to perform, an audit of its internal control over financial
reporting. Our audits included consideration of internal control over financial reporting as a basis for designing
audit procedures that arc appropriate in the circumstances, but not for the purposc of expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting. Accordingly. we express no such
opinion. An audit also includes examining, on a fest basis, evidence supporting the amounts and disclosures in
the financial slatements, assessing the accounting prineiples used and significant estimates made by manage-
ment, as well as evaluating the overall financial statcment prescntation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such combined financial statemcnts present fairly, in all material respeels, the financial
posilion of Entergy Nuclear as ot December 31, 2007 and 2006, and the results of its operations and ils cash
flows for cach of the threc years in the period ended December 31, 2007, in conformity with accounting
principles generally accepted in the United States of America.

s/ Devotrie & ToucHe LLP
New Orleans, Louisiana
May 8, 2008



COMBINED INCOME STATEMENTS

For the Years Ended December 31,
2007 2006 2005
(In Thousands)

OPERATING REVENUES
Operating Revenues $2.029,666 $1.544.873 51,421,547

OPERATING EXPENSES
Operation and Maintcnance:

Fuel and fuel-related expenses 168,860 141,026 132,796
Nuclear refucling outage expenses 105,885 01,457 88,688
Other operation 645,903 534,208 506,754
Maintcnance 138,480 117,742 106,714
Depreciation and amortization 39,265 71,755 58,540
Decommissioning expense 78.607 35,537 33.202
Taxes other than income Laxcs 78,550 62,285 53,797
TOTAL 1,315,550 1,054,010 080,491
OPERATING INCOME 714,116 460,863 441,056
OTHER INCOME
Tnterest and dividend income 102,842 83,161 66,840
Miscellaneous - net (715) 427 (1,504)
TOTAL 102,127 82,734 63,336
_INTEREST EXPENSE
Interest expense 0 associaled companies 103,450 00,058 72,230
Inicrest expense - other 14,722 17.530 18,476
TOTAL 118,172 108,488 90,706
INCOME BEFORE INCOME TAXES 698,071 465,109 415,686
Income taxes 212,023 188,318 160,328
NET INCOME $486,048 $276,791 $255,358

See Notes 1o Combined Financial Statements.
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COMBINED BALANCE SHEETS

ASSETS
December 31,
2007 2006
(In Thousands)
CURRENT ASSETS

Cash and cash equivalents:

Cash $3.726 $9,207
Temporary cash investments - at cost,
which approximates market 425,133 374,602
Total cash and cash equivalcents 428,859 383,809
Accuounts receivable - customer 197,440 141 864
Malerials and supplies - at avcrage cost 234,527 193,349
Deferrcd nuclear refueling outage costs 127,523 80,770
Prepayments and other 39,663 16,733
TOTAL 1,028,012 817,025
OTHER PROPERTY AND INVESTMENTS
Decommissioning (rust funds 1,937,601 1,583,847
Other 3,064 2,995
TOTAL 1,940,665 1,586,842
PROPERTY, PLANT, AND EQUIPMENT
Electric plant 2,971,825 1,937,449
Construction work in progress 189,574 173,897
Nuclear fuel 510,907 354,402
TOTAL PROPERTY, PLANT, AND EQUIPMENT 3,672.306 2,465,748
Less - accumulated depreciation and amortization 309,308 214,931
PROPERTY, PLANT, AND EQUIPMENT - NET 3.362.998 2,250,817
DEFERRED DEBITS AND OTHER ASSETS

Dcecommissioning contract 466,326 444,967
Payments in licu of property taxes 202,971 219,776
Other 17,147 32,627
TOTAL 686,444 697.370
TOTAL ASSETS $7,018,119 $5.352,054

See Notes to Combined Financial Statemenls.
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COMBINED BALANCE SHEETS

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES

December 31,

Currently maturing long-term debt
Loans payable - associated companies
Accounts payable:

Associated companies

Other
Taxes accrucd
Pension and other post-retirement liabilities
Fair valuc ol derivative instruments
Palisades purchased power agreement
NYPA value sharing accrual
Other
TOTAL

NON-CURRENT LIABILITIES

Accumulated deferred income taxcs and taxes accrued
Decommissioning

Pension and other postretirement liabilites

Payments in licu of property taxes

Long-term dcbrt

Palisades purchascd power agreetnent

Other

TOTAL

Commitments and Contingencies

SHAREHOLDERS' EQUITY

Shareholders’ nct investment
Accumulated other comprehensive income (loss)

TOTAL

TOTAL LIABILITIES AND SHAREHOLDERS® EQUITY

Sce Notes to Combined Financial Statements.

2007 2006
(In Thousauds)

$28,056 $88,241
1,256,627 868,815
125,003 69,101
217475 207,374

- 3,030

3,613 2,904

- 162,639

76,223 -
72,000 -

8423 5,711
1,787.510 1,407,815
780,741 522,256
1,141,552 773,348
313,581 284,726
158,619 173,715
210,732 237,553
293,060 -
29,741 12,813
2,928,026 2,004,411
2,208,440 1,958,076
94,143 (18.248)
2,302,583 1,935,828
$7.018,119 $5,352.054




COMBINED STATEMENTS OF CASH FLOWS

For the years ended December 31,

2007 2006 2005
(In Thousands)
OPERATING ACTIVITIES;
Net income $ 486,048  $276.791  § 255358
Adjustments to reconcile combined net income to net cash flow provided by
operaling activities:
Amortzation of nuclear fuel 133,117 107,929 100,828
Amortization of Palisades purchased power agreement (50,216) - -
Accretion of decommissioning contract (21,359) (20,380) (19.447)
Deprecialion, amortization, and decommissioning 177,872 107,292 91,742
Deterred income taxes and non-current taxes accrued 258,485 298,457 (160,183)
Changes in working capilal:
Accounts receivable (535,576) (7.588) (4,441)
Accounls payable 66,093 89,537 10,801
Prepaid taxes and taxes accrucd {3,030 139,252 161,124
Delerred nuclear refueling outage costs {46,733; 11,978 (16,854)
Other working capilal accounts {6(,396) 42,214 (18.106)
Other 46,001) (237,853 159,880
Net cash flow provided by operating activities 837.784 807,629 360,702
INVESTING ACTIVITIES:
Cunstruction/capital expenditures (259,977) {302,805 (161.149)
Palisades acquisition (336,211) - -
Nuclear fuel purchases (225,684) {100,015) (164,564)
Proceeds from nuclear decommissioning trust fund sales 1,293,369 503,498 503,983
Investment in nuclear decommissioning trust funds (1,354,893) {550,837 {546,766}
Net cash How used in investing activities (883,366) (450,2149) (16R,496)
FINANCING ACTIVITIES:
Loans from associated companies 342,549 34,901 70573
Loan repayments o associated comparties (7,737) (93,8601} (76,897)
Capital contnbutions from owners 15,465 44,568 12,173
Long-term debt repayments (87.006) (75,897) (72,415)
Returns of capital and dividends (172,609 (93,653) (53,3668)
Net cash flow provided by (vsed in} linancing activities 90,662 (185,942)  (119,932)
Net increase in cash and cash equivalents 45,050 171,468 72,274
Cash and cash equivalents at beginning of period 383,800 212,34] 140.067
Cash and cash equivalenls at end of period $ 428859 S 383809 0§ 212,341
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid (received) during the period for:
Interest - net of capitalized interest $ 89,277 % 8996l % 51,996
Income taxcs £ 71355 ${(096000 $ 3,950
Nou-cash caphal returns to owners § 76640 8 - $ -
Non-cash debt incurred $ $ 28,531 %

Sec Notes to Combined Financial Statcmcents.
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COMBINED STATEMENTS QF SHAREHOLDERS’ NET INVESTMENT
AND COMPREHENSIVE INCOME

SHAREHOLDERS® NET INVESTMENT

For (he Years Ended December 31,

Shareholders’ Net Invesiment - Beginning of period
Combined net incame
Capital contributions lrom owners
Capilal returns and dividends to owners
FIN 48 implementation

Shareholders’ Net [nvestment - End of period

ACCUMULATED OTHER COMPREHENSIYE INCOME
(I1.OSS)

Balance al beginning of period:
Accumulated derivative instrument lair value changes
Pension and other postretirement liabilities

Nel unrealized jnvesiment gains

Total

Net derivative instrument Fair value changes arising during the
period (net of 1ax expense (benelit) of $57,120, $187.410 and
(151917

Pension and other postretirement liabilities (net of 1ax expense
(henetit) of $11,766, (529.777), and ($1,691))

Nel unrealized investment gaing (net of tax expense of $23,562,
$28,428, and $10,573)

Balance at end ol period:
Accumulated denivative instrument fair value changes
Pension and other postretirement liabilites

Nel unrealized investment gains

Total

Camprehensive Income

See Nowes o Combined Financial Staiements.

2007 1006 2005
{In Thousands)
£1.938.076 $1,732,370 $1.518.205
186,048 $456,048 276,791 $276,791 255,358 $255.35%
15,465 44,568 12,173
(249,249 (95,653} (53,306)

(1,900) - -
52,208,440 $1,958.076 $1.732,370
(100,510 {380,402, (%146,475)

22,250) 3,235} (773}

104,552 67,099 51,201

(18,248) (315,518) (96,047)
94,300 94,301 288,892 288,892 (242,927) (242.927)
1,031 1,031 {19.055) 3,235 (24627 (2,462)
17,059 17,059 37,453 17,453 15,898 15,898
(6,209} (100.510) (3RO 402}
(21,259} (22,250) (3,235)
121,611 104,552 67.099
394,143 ($18,248) ($325.538)
$398,439 ($606,371) $25,867
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NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Preseniation

The combined financial statements of Entergy Nuclear (thc Company) present the stand alone financiai
posilion, results of operations, and cash flows ol Entergy’s Non-Utility Nuclear segment and Entergy Nuclear
Finance Holdings, a wholly-owned Entergy subsidiary that provides (inancing 1o Entergy’s Non-Utility Nuclear
business. The Company owns six operarting nuclear power plants and is primarily focused on sclling electric power
produced by those plants to wholesale customers. The Company’s power plants have nearly 5,000 megawatts of
generating capacity, most of which is located in the northeastern United States. Entergy intends to distribute s
ownership interest in the Company to Entergy’s sharcholders in a spin-ofT transaction.

The combined [inancial statements are comprised of companies included in Entergy’s combined financial
stateinents and accounting records, using their historical basis of assets and hablities. Intercompany accounts and
transactions have been eliminated in the combined financial statements.

Use of Estimales in the Preparation of Financial Statements

In conlormity with generally accepted accounting principles, the preparation of the Company’s combined
financtal statements requires management (o make estimates and assumptions that aflect the reported amounts of
assels, liahilities, revenues, and expenses and the disclosure of contingent assets and liabilities. Adjustments to the
reported amounts of assets and liabilitics may be necessary in the [uture 1o the extent that future estimates or actual
results are different from the estimates used.

Revenue Recognition

The Company derives almost all of ils revenue from sales of electric power generated by the six nuclear
power plants that it owns. The Company recognizes revenue from clectric power sales when it delivers power o its
CustoIners.

Properiy. Plant. and Equipment

Property, plant. and equipment is stated at cost, Depreciation is computed on the straight-line basis over the
eslimated remaining service lives of the plants, which as of December 31, 2007 was 24 ycars for Pilgrim, 26 ycars
for FitzPatriek, 25 years for Indian Point 2, 27 ycars [or Indian Point 3, 24 years (or Vermont Yankee, and 23 years
for Palisades, which assumes or takes into account renewal of the original operating licenses. Nuclear fuel is
amartized using a units-ol-produetion method. Normal maintenance, repairs, and minor replacement costs are
charged to operating expenses.

Capitalized Inlerest

Capitalized interest represents the costs of funds used for capital construction projects. These costs are
capitalized as part of the cost of the project and are expensed over the life of the assel through depreciation,

Nuclear Refueling Qutage Costs

Nuelear refucling outage costs are deferred during the oulage and amortized over the estimated period Lo the
next outage because these refueling outage expenscs are incurred to prepare the units to operate for the next
operating cycle without having to be taken off line,
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Notes to Finaneial Statements

Income Taxes

Entergy Corporation and the majority of its subsidiaries, including all of the Company’s entities, file a
consolidated federal income tax return. Federal income taxes have been provided by Nuclear Power Company on
the basis of ils separate company income and deduclions in accordance with established practices of the
consolidated tax group under Entergy’s intercompany tax allocation agresment. In accordance with the intercom-
pany tax allocation agreement, cach company is responsible for its separate company tax. To the extent a company
has a taxable loss that is utilized by other members of the consolidated return group, the loss company is reimbursed
for the use of its loss.

In accordance with SFAS 109, “Accounting for Income Taxes.” deferred income taxces are recorded for all
temporary differences between the book and tax basis of asscts and liabilities. and tor certain credits available for
carryforward. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is
morc likcly than not that some portion of the deferred tax assets will not be realized. Delcired tax asscts and
liabilities are adjusted for the effects of changes in tax laws and ratcs in the period in which the tax or rate was
cnacted.

Payments in Lieu of Property Taxes

The State of New York cnacied property tax legislation during 2001 allowing taxing authorities to enter inlo
long-term payments in licu of tux (PILOT) agreements with nuclear plants. The Company subsequently entered into
PILOT agreements with the local taxing jurisdictions in conformity with the property tax legislation. Under these
agreements, the Company made long-term payments that have been recognized as prepayments. The Company is
making specified fixed annual PILOT payments through 2014. The Company has recorded the nel present value of
the agreement obligations as non-current liabilities and has recorded a related deferred asset in order to properly
recognize the expenses associated with these agreements.

Stock-based Compensation Plans

The Company participates in Entergy’s employee compensation plans. Entergy grants stock options (o key
cmployees of the Company, which is described moere fully in Note 8 1o the financial statements, Effective Janvary 1,
2003, the Company prospectively adopted the fair value based method of accounting for stock options prescribed by
SFAS 123, "Accounting for Stock-Basced Compensation.” Awards under Entergy’s plans vest over three years.

Cash and Cash Equivalents

The Company considers all unrestricted highly liquid debt instruments with an original or remaining
maturity of three months or Iess at date of purchase to be cash cquivalents.

Investments

The Company applies the provisions of SFAS 115, “Accounting for Investments for Certain Debt and Equity
Securities,” in accounting for investments in decommissioning trust funds. As a result, the Company records the
decommissioning trust funds at their fair value on the balance sheet. Unrealized gains and losscs recorded on the
assets in these trust funds are recognized in the accumulated other comprehensive income component of share-
holders’ equity because these assets are classified as available for salc unless an unrealized loss is other than
temporary and therefore recorded in earnings. The assessment of whetber an investment has suffered an other than
temporary impairment is based on a number of factors including, first, whether the Company has the ability and
intent Lo hold the investment to recover its value and, then, whether it is expected that the investment will recover ils
value within a reasonable period of time. Sce Note 12 to the financial statements for details on the decommissioning
trust funds.
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Notcs 1o Financial Stalements

Decommissioning Liabilities

The Company records liabilities for all legal obligations associated with the retirement of long-lived assels
that result from the normal operation of those assets. Substantially all of the Company’s asset retirement obligations
consist ol its liability for decommissioning its nuclear power plants. These liabilities are recorded at their fair values
(which are the present values of the estimated future cash outflows) in the period in which they are incurred, with an
accompanying addition to the recorded cost of the long-lived assct. The asser retirement obligation is acereted each
year through a charge to expense, to reflect the time value of money for this present value obligation. The aceretion
will eontinue through the completion of the assct retircment aetivity. The amounts added to the carrying amounts ol
the long-lived assets will be depreciated over the uselul lives of the asscts. Sce Note 5 to the financial statements for
additional information regarding decommissioning liabilities.

Decommissioning Contract

For the Indian Point 3 and FitzPatrick plants purchased in 200¢ from the Power Authority of New York
(NYPA), NYPA rctained the decommissioning trusts and the decommissioning liability until 2017, at which time
NYPA is cxpected to put its decommissioning liability to the Company in exchange for transferring a defincd
amount into the Company’s decommissioning trust funds for thosc umits, NYPA and Entergy caeculed decom-
missioning agrecments, which specify their decommissioning obligations. These agreements are discussed further
in Note 5 (o the linancial stalements, The Company recorded an assct representing i1s estimate of the presen! valuc
of the difference between the stipulated contract amount (or decomnmissioning the plants less the decommissioning
cost estimated in an independent decommissioning cost study. The asset is increased by monthly accretion based on
the applicable discount ratc necessary to ultimately provide for the estimated luture value of the decommissioning
contract. The monthly accretion is recorded as interest income.

Derivative Financial Instruments and Commodity Derivatives

SFAS 133, “Accounting for Derivative Instruments and Hedging Activitics,” requires that all derivatives be
recognized in the balance sheet, either as assets or liabilities, al fair value, unless they meet the normal purchasc,
normal sales criteria. The changes in the fair value of recognized derivatives are recorded each period in current
earnings or othcr comprehensive income, depending on whether a derivative is designated as part of a hedge
transaction and the type of hedge transaction.

Contracts lor commoditics thal will be delivered in quantitics cxpected o be used or sold in the ordinary
course of business, including certain purchases and sales of power and fuel, arc not classificd as derivatives. These
conlracts are cxempted under the normal purchase, normal sales criteria of SFAS 133. Revenues and expenscs from
these contracts are reporicd on a gross basis in the appropriate revenue and cxpensc calegorics as the commoditics
are received or delivered.

For other conlracts for commodities in which the Company is hedging the variability of cash tlows related to
a variable-rate assct, lability, or forccasted transactions that qualify as cash llow hedges, the changes in the fair
valuc of such derivative instruments are reported in other comprehensive income. To qualify for hedge accounting,
the relationship between the hedging instrument and the hedged item must be documented to include the risk
management objective and strategy and, at inception and on an ongoing basis, the effectiveness of the hedge in
offsctting the changes in the cash ows of the item being hedged. Gains or losses accumulated in other
comprchensive income are reclassified as carnings in Lhe periods in which carnings arc affccied by the variability
of the cash Mows of the hedged item. The ineffective portions of all hedges arc recognized in current-period
earnings.

The Company has determined that contracts to purchase uranium do not meet the definition of a derivative
under SFAS 133 beceause Lthey do not provide for net settlement and the uranium markets are not sufficiently liquid
o conclude that forward contracts arc readily convertible to cash. T the uranium markets do become sufficiently
liquid in the future and the Company begins to account for uranium purchasc contracts as derivative instruments, the
fair value of these contracts would be accounted for consistent with the Company’s other derivative instruments.
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Notes (o Financial Staiements

Fair Values

The estimated fair values of the Company’s finaneial instruments and derivatives are determined using bid
prices and market quotes. Considerable judgment is required in developing the estimates of fair value. Therefore,
estimates arc not necessarily indicative of the amounts that the Company could realize in a current markel
cxchange. The Company considers the carrying amounts of most financial instruments classified as current assels
and liabililies to be a reasonable estimate of their fair value because of the short maturity of these instruments.

Impairment of Long-Lived Assets

The Company periodically reviews long-lived assets whenever events or changes in circumstances indicate
that recoverability of these assets is uncertain. Generally, the determination of recoverability is based on the
undiscounted net cash flow expected to result from such operations and assets. Projecled net cash flows depend on
the future operating costs associated with the assets, the efficiency and availability of the assets and generating
units, and the future market and price for energy over the rernaining life of the assets.

Taxes Imposed on Revenue-Producing Transactions

Governmental authorities assess taxes that arc both imposed on and concurrent with a specific revenue-
producing transaction between a scller and a customer, including, but not limited (o, sales, use, value added, and
some excise taxes. The Company presents these taxes on a net basis, cxcluding them from revenues.

New Acconnting Pronouncements

In September 2006 the FASB issued Statement of Financial Aceounting Standards No. 157, “Fair Value
Measuremenis” (SFAS 157), which defines fair value, establishes a framework for measuring fair value in GAAP,
and expands disclosurcs about fair value measuremnents. SFAS 157 generally does not require any new (uir value
measurements. However, in some eases, the application of SFAS 157 in the future may change the Company’s
practice [or mcasuring and disclosing lair values under other accounting pronouncements thal require or permit {air
value measurerments. SFAS 157 is effective for the Company in the first quarter 2008 and will be applied
prospectively. Application of SFAS 157 did not materially affect the Company's financial position, results of
operations, or cash flows.

The FASB issued Statement of Financial Accounting Standards No, 159, “The Fair Value Option for
Financial Assets and Financial Liabitities” (SFAS 159) during the first quarter 2007. SFAS 159 provides an option
for companics 1o sclect certain financial asscts and liabilities o be accounted for at fair value with changes in the fair
value of those assets or liabilities being reported through earnings. The intent of the standard is to mitigate volatility
in reported earnings caused by the application of the more complicated fair value hedging accounting rules, Under
SFAS 159, companies can select existing assets or liabilities for this fair value option concurrent with the effective
date of January 1. 2008 lor companies with liscal years ending December 31 or can select futurc assets or liabilities
as they are acquired or entered into. Adoption of this standard did not have a material effect on the Company’s
financial posilion, resualts of operations, or cash flows,

The FASB issued Statement of Financial Accounting Standards No. [41(R), “Business Combinations”
(SFAS 141(R)) during the fourth quarter 2007, The significant provisions of SFAS 141R are that: (i) assets,
liabilities and non-controlling (minority) imerests will be measured at f{air value; {ii} costs associated with the
acquisition such as transaction-related costs or restructuring costs will be separately recorded from the acquisition
and cxpensed as incurred; (iii) any cxcess of fair value of the assets, liabilities and minority intercsts acquired over
the fair valuc of the purchase price will be reccognized as a bargain purchase and a gain recorded at the acquisition
date; and (iv) contractual contingencies resulting in potential futurc assets or liabilitics will be recorded at fair
market value at the date of acquisition. SFAS 141(R) applics prospeclively to business combinations for which (he
acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. An entity may not apply SFAS 14]1(R} before that date.
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Notes 1o Financial Statements

The FASB issued Statement of Financial Accounting Standards No. 160, “Noncontrolling Tnierests in
Combined Financial Statements” (SFAS 160) during the fourth quarter 2007. SFAS 160 enhances disclosures
surrounding minority intcrests in the balance sheet, income statcment and statement of comprehensive income.
SFAS 160 will also require a parcnt to record o gain or loss when a subsidiary in which it retains a minority inlerest is
deconsolidaled [rom the parent company. SFAS 160 applies prospectively (o business combinations for which the
acquisition datc is on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. An entity may not apply SFAS 160 belore that date.

In April 2007 the FASB issued Stall Position No. 39-1, “Amendment of FASB Interpretation No. 397 (FSP
FIN 39-1). FSP FIN 39-1 allows an entity to offset the fair value of u receivable or payable against the tair value of a
derivative that is executed with the same counterparty under a master nctiing arrangement. This guidance becomes
clfeetive for fiscal years beginning after November 15, 2007, These provisions did not have a material cffect on the
Company’s {inancial position.

NOTE 2. INCOME TAXES

Income tax cxpenses from continuing operations for 2007, 2006, and 2005 for the Company consist of the
following:

2007 2006 2005
(In Thousands)
Current;
Federal ($92,482) $634,921 $64,752
Stale (45,149 32.480 14,313
Total (137,631) 667,401 79.065
Deferred - net:
Federal 322,626 (518.082) 6Y,522
Statc 27,044 38,999 11,741
Total 349670 (479.083) 81,263
Investment tax credit adjustments - net (16) - -
Income tax expense $212,023  $188318  $160,328
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Notes to Financial Statements

Total ineome taxes from continuing operations for the Company differ from the amounts computed by
applying the statutory incoine tax ratc to income before taxes. The reasons for the differences for 2007, 2006, and
2005 are:

2007 2006 2005
(In Thousands)

Combined nct income $486,048  $276,791  $255,358

Income taxes 212,023 188,318 160,328

Pretax income $698.071  $465.109  $415,686

Compulced at statutory rate (35%) $244,325  $162,788  $145.490
Increases (reductions) in tax resulting from:

Slate income laxes net of federal income tax effect {4,836} 20,066 6,947

Decominissioning trust fund basis (35,684) - -

Permancnt differcnees (7,383) 2,964 {3.106)

Tax reserves 10,900 2,000 -

Other - net 4,701 500) 10,997

Total income taxes $212,023 $188,318  $160.328

Elfcctive Income Tax Rate 30.4% 40.5% 38.6%

Signilicant components ol net deferred and noncurrent accrued tax liabilitics [or the Company and
subsidiaries as of December 31, 2007 and 2006 are as follows:

2007 2006
(In Thousands)

D¢ferred and Noneurrent Accrued Tax Liabilitics;

Plant-related basis differences ($711,540) ($953.568)
Power purchase agreements (465,403) (1,042,182)
Nuclear decommissioning trusts {430,908} (522,954)
Other (106,973) (59,178)

Total (1,714,824) (2,577,882)

Deferred Tax Asscls:

Net operaling loss carrylorwards 403,235 1,552,202
Power purchase agreements 133,810 -
Deferred revenucs 4,226 -
Pension-related items 137.790 133,033
Nuclear dccommissioning liabilities 240,590 313,522
Other 14,432 56,869

Total 934.083 2,055,626

Net deferred and noncurrent accrued tax liabilily ($780,741) ($522,256)

At December 31, 2007, the Company had cstimated federal net operating loss carryforwards of $1,121 mil-
lion primarily resulting from changes in tax accounting wethods relating to a 2005 mark-10-market tax accounting
election. The (ax accounting method change produces temporary book 1ax differences, which will reverse in the
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Notes o Financial Stalements

future. 1f the federal net operaling loss carryforwards are not utilized, they will expire in the years 2023 through
2027,

At December 31, 2007, the Company had estimated state net operating loss carrytorwards of $358.4 million,
primarily resulting from the 2005 mark-1o-market tax accounting clection. If the slatc nct operating loss
carryforwards are not utilized, they will expire in the years 2010 through 2017.

For 2007 and 2006, valuation allowances are provided against federal and state capital loss carryforwards,
and certain statc net operating loss carryforwards.

On March 13, 2007, the Vermont Department of Taxes issued Technical Builerin 35 explaining the
Department of Taxes' interpretation of the treatment of net operating losses under Vermont’s 2005, Aet 207
(Aet 207) whieh required unitary eombined reporting etfective January 1, 2006. On lanuary 7, 2008, the Vermont
Deparninent of Taxes issued Technical Bulietin 40 cxplaining the Departrmient of Taxes’ interpretation of the
conversion of federal net operating losses to Vermont net operating losses under Act 207, The guidance in Technical
Bulletin 35 was utilized to determine that Entergy would have approximately $272 million of Vermonl net operating
loss available to offset future Vermont taxable income. The Company belicves that its estimate determined under
Technical Bulletin 35 is materially aecurale. After evaluating Technical Bulletin 40, the Company believes that
Techaical Bulletin 40 has no effcct on the amount recorded related to its Vennont net operating loss carryovet.

Income Tax Audits and Litigation

Entergy und its subsidiaries file income tax returns in the federal and various state and foreign jurisdictions.
With few cxceptions, as discussed below, Entergy is no longer subject to U.S. federal, statc and local, or
non-U.S. income tax examinations by taxing authoritics for years before 2004,

Entergy entered into an agreement with the IRS Appeals Division in the sccond quarter 2007 to partially
scttle lax years 1999 - 2001, Entergy will litigatc the following issue that affects the Company that it is not settling:

+ The allowance of depreciation deductions and/or other deduetions and basis that resulted [rom Entergy’s
purchasc price allocations on its acquisitions of its nuclear power plants - the Company cxpects that the
total tax 10 be included in IRS Nolices of Deficiency already issued and (o be issued in the futurc on this
issue will be $34 million. The federal and state tax and intercst associated with this issue total $40 million
for all open tax ycars.

On February 21, 2008, the IRS issued the Statutory Notice of Deficiency relative 1o the ubove issues. As
stated above, Entergy will pursue this issue in court.

The IRS completed its examinatior of the 2002 and 2003 1ax rcturns and issucd an Examination Report on
Jume 29, 2007.

In the report for the 2002-2003 audit cycle. the IRS proposed adjustments related to the Company which
Entergy did not agree to as follows: 1) deductions claimed for research and experimentation (R&E) expenditures;
2) income tax credits claimed for R&E; and 31 a 2003 deduction asseciated with the revisions to the emergency
plans at the Indian Point Encrgy Cenler. Regarding all of these issues, Entergy disagrees with the IRS Examination
Division position and filed a formal protest on July 30, 2007 with the TRS and will pursue administrative relief
within the IRS Appeals Division.

The TIRS commenced an examination of Entergy’s 2004 and 2005 U.S. incomc tax returns in the fourth
quarter 2007. As of December 31, 2007, the TRS has nol proposed any adjustments to Entergy’s computation of tax
for those yeurs, however, il is anticipated that to the extent that the issues in litigation and those raised in the prior
audit cycles continue into 2004 and 20035, the TRS will propose similar adjustments.

The Company has $51 million in deposits on account with the IRS to cover its uncertain tax positions.
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FASB Interpretation No. 48

FASB Interpretation No, 48, "Accounting for Uncerainly in Income Taxes™ (FIN 48) was issued in June
2006. FIN 48 establishes a *'more-likely-than-not” recognition threshold that must be met before a tax benefit can be
recognized in the financial statements. If a tax deduction is taken on a tax retumn, bul does not meet the more-likely-
than-not recognition threshold, an increase in income tax liability, above whalt is payable on the tax return, is
required to be recorded. The Company adopted the provisions of FIN 48, on January 1, 2007. As a resull of the
implementation of FIN 48, the Company recognized an increasc in the liability for unrecognized tax benefits of
approximately $2 million, which was accounted for as a reduction (o the January 1, 2007 balance of retained
carnings. A rcconciliation of the Company’s beginning and ending amount of unrecognized tax benefits is as
follows (in thousands);

Balance at January 1, 2007 upon implementation $803,903
Additions based on tax positions related to the current year 92,001
Additions for tax posilions of prior years 165,751
Reductions for tax positions ol prior years (276,203)
Settlements (10,601)
Lapsc ol statute of limitations (136)
Balance at December 31, 2007 $774,715

Included in the above December 31, 2007 balance of unrccognized tax benefits are $0.7 billion of tax
positions lor which the ultimate deductibility is highly ecrtain but for which there is uncertainty about the timing of
such deductlibility. Beeause of the effect of deferred tax accounting, other than on interesl and penallies, (he
disallowance of the shorter deductibility period would not affect the annual effective income tax rate bul would
uccelerate the payment of cash (o the taxing authority to an earlier period. The Company’s December 31, 2007
balance of unrecognized tax benelits includes $39 million which could affect the effective income tax rate. The
Company accrues interest and penallies expenscs related to unrecognized (ax benefils in income tax ¢xpense. The
Company’s December 31, 2007 balance of unrecognized tax benefits includes approximatcly $8.5 million accrued
for the possible payment of interest and penaliies.

The Company does not expect that total unrecognized tax benefits will significantly change within the next
twelve months; however, the results of audit settlements and pending litigation could result in changes to this total.
The Company is unable to predict or quantify any changes at this time.
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NOTE 3. LOANS PAYABLE - ASSOCIATED COMPANIES
AND LONG-TERM DEBT

Loans payable - associated companies and long-term debt for the Company as of December 31, 2007 and
2006 consisted of:

Amounts Qutstanding
2007 2006
(In Thousands)

Loans Payable - associated companies:

$400 mullion available, expires March 2012 $352,381 $350,913
$691.5 million available, ¢xpires September 2011 1,283 9,020
$200 million available, expires February 2008 136,972 136,972
$120 million available, cxpircs December 2009 115,483 114,436
$225 million available, expires October 2009 195,068 193,222
Advance Trom Entergy Corporation, non-inlerest bearing 72,440 64,252
$32 million loan, due February 2008 32,000 -
$21 million note, due July 2008, 8% interest rate 21,000 -
Entergy Corporation credit facility indebtedness 330,000 -
Total Loans Payable - associated companies $1.256,627 $868.815

Long-Term Debt:

Payable to NYPA, non-interest bearing, 4.8% implicit rate 3217751 $207,290)
Other long-term debt, non-interest bearing, 7.0% implicit rate 21.037 28,504
Total Long-Term Debt 238,788 325,794
Less Amount Due Within One Year 28,056 88,241
Long-Term Debt Excluding Amount Due Within One Year $210,732 $237 553

The loans payable - associated companies are owed to Entergy or its subsidiaries and are due on demand.
Except as noted above, the loans accrue interest at variable rates that are tied to the London Interbank Offering Rate
(LTBOR}. The average rate accrued for inlerest on these notes was 7.58% in 2007 and 7.20% in 2006. The carrying
value of the Company’s loans payable - associated companies is a reasonable estimate of its fair value because of
the variable inlerest rates on those loans.

Entergy Corporation drew on its revolving credit faciliry in April 2007 and sent $330 million o the procceds
to the Company as part of the funding for the Palisades power plant acquisition. The Company reflects the proceeds
received from Entergy Corperation as debt rather than as an equity contribution because the proceeds were used in
the operations of the Company and proceeds of the Company debt that will be issued in conneclion with the spinoff
of the Company are expected to be used to repay the Entergy Corporation revolver indebtedness. Interest is acerucd
al a variable rate tied 1o LIBOR, which rate averaged 7.58% in 2007.

In November 2000, the Company purchased the FitzPatrick and Indian Point 3 power plants in a seller-
financed transaction. The Company notes 1o NYPA with seven annual installments of approximately $ 108 million
commencing one year from the date of the closing, and cight annual installments of $20 million commencing cight
years from Lhe date of the closing. These notes do not have a stated intcrest rale, but have an implicit interest rate of
4.8%. In accordance with the purchase agreement with NYPA, the purchase of Indian Point 2 in 2001 resulted in the
Company becoming liable to NYPA for an additional $10 million per year for 10 years, beginning in September
2003, This liabilily was recorded upon the purchase of Indian Point 2 in September 2001, and is included in the note
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payable to NYPA balance above. In July 2003, a payment of $102 willion was made prior to maturity on the note
payable to NYPA,

The annual maturities for long-term debt outstanding as of December 31, 2007, for the next {ive years arc as
follows:

Amount
(In Thousands)
2008 £28,0560
2009 $29,480
2010 $29,966
2011 $30,961
2012 528,203

NOTE 4. COMMITMENTS AND CONTINGENCIES

The Company is involved in a number of legal, regulatory, and tax proccedings before various courts and
governmenltal agencies in the ordinary course of business. While management is unable to predict the outcome of
such proceedings, management does not believe that the ultimate resolution of these matters will have a material
adverse cffect on the Company’s results of operations, cash flows, or finaneial condition. The Company discusses
tax proceedings in Note 2 to the fAnancial statements.

Nuclear Insurance

Third Party Liability Insurance

The Price-Anderson Act requires that reactor licensees purchase insurance and participate in a secondary
insurance pool that provides insurance coverage for the public in the event of a nuclear powcer plant accident. The
costs of this insuranee arc borne by the nuclear power industry. Congress amended and renewed the Price-Anderson
Acl in 2005 for a term through 2025. The Price-Anderson Act requires nuclear power plants to show evidence of
financial protection in the event of a nuclear accident. This protection must consist of two levels:

1. The primary level is private insurance underwritten by American Nuclear Insurers and provides public
liability insurance coverage of $300 million. If this amount is not sufficient 1o cover claims arising from
an accident, the second level, Secondary Financial Protection, applics.

2. Within the Sceondary Financial Protection level, each nuclear reactor has a contingent obligation to pay
a retrospeetive premium, equal to its proportionate share of the loss in excess of the primary level, up to
a maximum of $100.6 million per reactor per ineident. This consists of a $95.8 million maximum
retrospective premium plus a five pereent surcharge that may be payable. if necded, at a rafe that is
prescntly set at $15 million per year per nuclear power reactor. There are no lerrorism limitations.

Currently, 104 nuclear reactors are parlicipaling in the Sccondary Financial Protection program. The
product of the maximum retrospective premium assessment to the nuclear power indusiry and the number of nuclear
power reactors provides approximately $10.4 hillion in insurance coverage, i addition to the $300 million in
primary coverage, to compensate the public in the event of a nuclear power reactor accident.

The Company owns and operates six nuclear power reactors and owns the shutdown Indian Point 1 reactor
and the Big Rock Point fucel facility.
Property Insurance

The Company’s nuclear owner/licensec companies arc members of certain mutual insurance companies that
provide property damage coverage, including decontamination and premature decommissioning cxpensc, Lo the
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members’ nuclear generating plants. These programs are underwritten by Nuclear Electric Insurance Limited
(NEIL). As of December 31, 2007, the Company was insured against such losses per the following struclurcs:
* Primary Layer {per plant) - $500 million per occurrence
» Excess Layer - $615 million per occurrence
» Total limit - $1.115 billion per occurrence
* Deductibles:
* $2.5 million per occurrence - Turbine/gencrator damage
+ $2.5 million per occurrence - Other than turbine/generator damage

Note: Indian Point 2 (including Indian Peint 1) and Indian Point 3 share in the Primary and Excess Layers
with onc policy in common for that sitc becausc the policy is issucd on a per site basis. The Big Rock Point
fuel facilily has its own Primary policy with no excess coverage.

In addition. the power plants are also covered under NEIL's Accidental Qutage Coverage program. This
coverage provides certain fixed indemnities in the event of an unplanned outage that results from a covered NEIL
property damage loss, subject Lo a deduetible. The following summarizes this coverage as of December 31, 2007:

Indian Point 2 & 3 and Palisades (Indian Point 2 & 3 share the limits)

*  $4.5 million weekly indemnity
*  $490 million maximum indemnity
* Deductible: 12 weck waiting period

FitzPatrick and Pilgrim (cach plant has an individual policy with the noted parameters)

*  $4.0 million weekly indemnity

*  $490 million maximum indemnity
*  Deductible: 12 week wailing period
Vermont Yankec

*  $4.0 million weekly indemnity

*  $435 million maximum indemnity
+ Deductible: 12 weck waiting period

Under the property damage and accidental outage insurance programs, the Company’s nuciear power plants
could be subject to assessments should losses exceed the accumulaied funds available from NEIL. As of
December 31, 2007, the maximum amount of such possible assessments per occurrence was $86.8 million for
the Conipany.

The Company maintains property insurance for its nuclear units in excess of the NRC's minimum
requirecment of $1.06 bitlion per site for nuclear power plant licensces. NRC regulations provide that the procecds
of this insurance must be used, first, (o render the reactor safe and stable, and second, 1o complete decontamination
opcrations. Only after proceceds are dedicated for such use and regulatory approval is secured would any remaining
proceeds be made available for the benefit of plant owners or their credilors.

In the event that onc or imorce acts of non-certificd terrorism causes property damage under one or more or all
nuclear insurance pelicies issued by NEIL (including, but not limited (o, those described above) within 12 months
from the date the first property damage occurs, the maximum recovery under all such nuclear insurance policies
shall be an aggregate of $3.24 billion plus the additional amounts recovered for such lasses from reinsurance,
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indemnity, and any other sources applicable to such losses. There is no aggregate limit involving one or more acls of
certified terrorism,

NYPA Value Sharing Agreements

The purchase of the FitzPatrick and Indian Point 3 plants from NYPA included valuc sharing agrecments
with NYPA. In October 2007, thc Company and NYPA amended and restated the value sharing agrcements to
clarify and amend certain provisions of the original terms. Under the amended valuc sharing agreements the
Compiny will make annual payments lo NYPA based on the generation output of the Indjan Point 3 and FitzPatrick
plaats from Januvary 2007 through December 2014. The Company will pay NYPA $6.59 per MWh for power sold
from Indian Point 3, up to an annual cap of $48 million, and $3.91 per MWh [or power sold (rom FitzPatrick, up lo
an annual cap of $24 million. The annual payment for each year is due by January 15 of the following year, with the
payment for year 2007 output due on January 15, 2008. If Entcrgy or an Entergy affiliate ceases to own the plants,
then, after Janvary 2009, the annual payment obligation terminates for generation after the date that Entergy
ownership ceases. Therefore, after the spin-ofl (ransaction, the Company does not expect to make value sharing
payments to NYPA, other than for 2008 generation, assuming the spin-off transaction is completed as expected in
2008,

The Company will record its liabilily for payments to NYPA as power is generated and sold by Indian Point
3 and FilzPatrick. The Company recorded a $72 million liability for generation through December 31, 2007, An
amount equal to the liability was recorded (o the plant asset account as conlingen! purchase price consideration for
the plants. This amount will be depreciated over the expected remaining usciul life of the plants.

The Company had previously calculated that $0 was owed 1o NYPA undcr the value sharing agreements lor
generation output in 2005 and 2006. In Noveinber 2006, NYPA filed a demand for arbitration claiming that
$90.5 million was due to NYPA for 2005 under these agrecments, and NYPA filed in April 2007 an amended
demand for arbitration claiming that an additional $54 million was duc to NYPA for 2006 under the value sharing
agreements. As pant of their agreement to amend the value sharing agrcements, the Company and NYPA waived all
present and future claims under the previous value sharing terms, including the claims for 2005 and 2006 pending
before the arbitrator.

Employment and Labor-related Proceedings

The Company is responding to lawsuils in both statc and federal courts and to other labor-related
proceedings filed by current and former cmployees. These actions include, but are nol limited to, allegations
of wrongful employment actions; wage disputes and other claims under the Fair Labor Standards Act or its state
counterparts; claims of race, gender and disability discrimination; disputes arising under collective bargaining
agreements; unfpir labor practice procecdings and other administrative proceedings before the National Labor
Relations Board; claims of retuliation; and claims for or regarding benefits under various Entergy Corporation
sponsorcd plans. Entergy and the Company are responding to these suits and proceedings and deny liability to the
claimants.

NOTE 5. ASSET RETIREMENT OBLIGATIONS

The cumulative decommissioning and retirement cost liabilities and expenses recorded in 2007 by the
Company were as follows:

Change in
Liabilities as of Cash Flow Liabilities as of
December 31, 2006 (a) Accretion Estitnate Spending  December 31, 2007
(In Millions)
$993.0 $78.6 3100.4 ($30.4) $1,141.6

(a)  The liability as of December 31, 2006 includes $219.7 million for the Palisades nuclear planl which was
acquired in April 2007,
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The Company periodically reviews and updates estimated decommissioning costs. The actual decornmissioning
cosls may vary [rom the estimates because of regulatory requirements, changes in technology, and increased costs
of labor, materials, and equipment. As described below, during 2007, 2006, and 2005 the Company updated
decommissioning cost estimates for certain of its plants.

In the lourth quarter 2007, the Company reeorded an increase of $100 million in decommissioning liabilities
for ccrtain of its plants as a result of revised decommissioning cost studies. The revised estimates resulied in the
recognition of a $100 million asset retirement obligation assct that will be depreciated over (he remairning lite of the
units,

In the third quarter 2006, the Company recorded a reduction of $27 million in decommissioning liability for
aplant as aresult of arevised decommissioning cost study and changes in assumptions regarding the timing of when
decommissioning of the plant will begin. The revised estimate resulted in reduced expenses of $27 million
($16.6 million net-of-tax ), reflecting the excess of the reduction jn the liability over the ainount of undepreciated
assct retirement cost recorded at the time of adoption of SFAS 143 in 2003,

In the first quarter 2003, the Company recorded a redwetion of $26.0 million in its decommissioning cost
liability in conjunction with a new decommissioning cost study as a result of revised decommissioning costs and
changes in assumptions regarding the timing of the decommissioning of a plant. The revised estimate resulted in
reduced expenses of $26.0 million ($15.8 million net-of-tax), reflecting the excess of the reduction in the liability
over the amount of undepreciated asset retirement cost recorded at the time of adoption of SFAS 143 in 2003.

For the Indian Poinl 3 and FitzPatrick plants purchased in 2000, NYPA retained the decommissioning trusts
and the decommissioning liability. NYPA and Entergy exccuted decommissioning agreements, which specify their
decommissioning obligations. Beginning in 2017, NYPA has the right to require the Company 1o assume Lhe
decommissioning liability provided that it assigns the corresponding decommissioning trust, up to a specified level,
to the Company. If the decommissioning liability is retained by NYPA, the Company will perform the decom-
missioning of the plants a! a price cqual to the lesser of a pre-specificd level or the amount in the decoinmissioning
trusts. The Company belicves that the amounts available o it under cither scenario are sufficient o cover the future
decommissioning costs without any additional contributions Lo the trusts. Sce Note 1 to the financial stalemcnts for
a discussion of the accounting treatment of these contracts.

The Company maintains decommissioning frust funds that are commiued to meeting the costs of decom-
missigning (he nuclear power plants. The total fair value of the decommissioning trus( funds of the Company as of
Deceember 31, 2007 is §1,937.6 million.
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NOTE 6. LEASES
General

As of December 31, 2007, the Company had non-cancelable operating leases for equipment and buildings
with minimum lease payments as follows:

Operating
Year Leases
(In Thousands)

2008 $4.968
2009 4,762
2010 3,703
2011 2,870
2012 2,432
Years (hereafter 3912
Minimum lease payments $22.647

Total rental expenses [or all leases amounted to $14.5 million in 2007, $11.9 million in 2006, and
$11.2 nillion in 2005.
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NOTE 7. RETIREMENT, OTHER POSTRETIREMENT BENEFITS, AND DEFINED
CONTRIBUTION PLANS

Qualified Pension Plans and Other Postretirement Benefit Plans

Eligible employees of the Company are provided pension and certain health care and life insurance benefits
upon retircinent. Substantially all employees may become eligible for these benefits if they reach retirement age
while working for the Company.

Eligible employees of the Company participate in one of six qualificd pension plans: Entergy Corporation
Retirement Plan for Non-Bargaining Employees, Entergy Corporation Retirement Plan II for Non-Bargaining
Employecs,” “Entergy Corporation Retirement Plan II Jor Bargaining Employees,” “Entcrgy Corporation Retire-
ment Plan III,” “Entergy Corporation Retirement Plan IV for Non-Bargaining Employees,” and “Entergy Corpo-
ration Retirement Plan IV Tor Burgaining Employees.” Except for “Entergy Corporation Retircment Plan IIL” the
pension plans are noncontributory and provide pension benefits that are based on employees” credited service and
compensation during the final years before retirement. Funding for these qualified pension costs are in accordance
with contribution guidelines established by the Employee Retirement Income Sccurity Act of 1974, as amended,
and the Intcrual Revenue Code of 1986, as amended. The assets of the qualified plans include common and
preferred stocks, fixed-income securitics, interest in a inoney market fund, and insurance contracts. The Entergy
Corporation Retirement Plan 111 includes a mandatory cmployee contribution of 3% of earnings during the first
10 years of plan participation, and allows voluntary contributions from 1% 1o 10% of carnings for a limited group of
cmployees.

In September 2006, FASB issued SFAS 158, “Employer’s Accounting for Delined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements Nos, 87, 88, 106 and 132(R),” which was elfective
December 31, 2006. SFAS 158 requires an employer to recognize in its balance sheet the funded status of its benefi
plans. This is mcasured as the difference between plan asscts at fair value and the benefit obligation. Employers are
lo record previously unrecognized gains and losses, prior service costs. and the remaining transition asscl or
obligation as a result of adopling SFAS 87 and SFAS 106 as accumulaled other comprehensive income {OCI).
SFAS 158 also requircs that changes in the funded status be recorded in other comprehensive income in the period in
which the changes oceur. The Company uses a December 31 measurement date for jls pension plans.
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Total 2007 and 2006 qualified pension and other postretirement costs for the Company including eapitalized
amounts, included the following components:

Qualified Pension Other Postretirement Benefits
2007 2006 2005 2007 2006 2005
(In Thousands)

Net periodic pension and
other postretirement costs

Service cost $29,761 $28,754 $26.,433 $15,591 $17.498 $15.259
Interest cost 26,169 22,040 18,855 10,787 11,393 9,296
Expectled return on assets (25,235} (21.217) (15,720) (1,706) {1,363) (1,380)
Amortization of prior service

cost 887 587 279 (11,212) (6,399) (5.918)
Recognized net loss 1,963 3,394 3,051 2,598 4,413 3,197
Curtailment loss 2,336 - - - - -
Special termination benefit loss 928 - - 111 -

Nct costs $36.809 $33,858 $32,898 316,169 $25,542 $20,454

Other changes in plan assets

and benefit ohligations

recognized as a OCI (before

tax}

Arising this period:

Prior services cost 511,340 ($3,520)
Nel pain {17,598) (11,941)
Amounts reelassified from

accumulated OCI to net

periodic pension cost in the

current ycar:

Amortization of prior service

credit (887 11,212
Amortization of net gain (1,963) (2.59%)
Toral (9,108) ($6.847}

Total recognized as net
periodic pension cost, and/or
OCI (before tax)

$27.701 $9,322
Estimated amortization
amounts from accumulated
OCI to net periodic cost in
the following year
Prior service cost $1.946 ($11,793}
Net loss $906 $1,594
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Change in Projected Benefit Obligation
{PBO)/Accrumulated Postretirement
Obligation (APBQ)

Balance at beginning ol year
Service cost

Interest cost

Acquisilions and amendments
Curtailments

Special 1epmination benefits
Employee contributions

Actuarial gain

Bencfits paid

Medicare Part D subsidy received

Balance at end of year

Change in Plan Assets

Fair value of assets at beginning of year
Actual return on plan assets

Employer contributions

Employee contributions

Acquisition

Benefits paid

Fair value of assels at end of year

Funded statns

Amounts recognized in the balance sheet

(funded status under SFAS 158)
Non-current assel
Current Habililies

Non-current liabilitics

Funded status

Amounts recognized in OCI (before tax)

Prior scryvice cost
Net loss

Other Postretirement

Qualified Pension Benefits
2007 2006 2007 2006
(In Thousands)
$410,328 $376,274 $173.82] $195,857
29,761 28,754 15,591 17,498
26,169 22,040 10,787 11,393
52,143 - 7,816 (30,9109
2,603 - - -
928 - 111 -
971 1,002 4 239
(21,599) (12,084) (12,337 (16,0907
(7,032) (5,658) (3,005) (3,576)
- - 58 10
$494.272 $410,328 $192 846 $173,821
$287.908 $203.722 $20,419 $19,579
21,235 29,810 1,310 2,408
35,251 56,032 967 1,769
971 1,002 4 239
21,731 - 5114 )
(7,032) (5,658) (3,005) (3,576)
$360,064 $287.908 $24,809 $20,419
($134,208) ($122,420) ($168,037) ($153.402)
Other Postretirement
Qualified Pension Benelits
2007 2006 2007 2006
$5,783 3 $- $-
- - (3,344) (2,720)
(139,991) (122,420) (164,693) (150,682)
($134,208) ($122,420) ($168,037) ($153,402)
$7.815 $8,704 {$46,149) ($53,842)
36,783 44,736 33,822 48,362
$44,598 553,440 ($12,327) $5,480
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In 2007, 2006, and 2003, the affiliate billings to the Company, as described in Note 13, included qualified

pension costs of $3.2 million, $2.1 million, and $1.4 million, respectively and other postretirement benelit costs of
$1.7 million, $1.1 million, and $0.8 million, respectivcly.

Qualified Pension and Other Postretirement Plans’ Assels

Qualified Pension and Other Postretirement Plans’ Assets

The Company’s qualified pension and postretirement plans” weighted-average assct allocations by assct
category at December 31, 2007 and 2006 are as follows:

Qualified Pension Postretirement

2007 2006 2007 2006
Domestic Equity Sccurities 44% 43% 37% 37%
International Equity Securitics 20% 21% 14% 14%
Fixed-Tncome Securilies 34% 34% 49% 499
Other 2% 2% - -Go

The Plan Admimstrator’s {rust asset investment strategy is Lo invest the assets in o manner whereby long-
term earnings on the assets (plus cash contributions) provide adequate funding for retiree bencfit payments. The mix
of asscts is based on an optimization study that identifies asset allocation targels in order to achieve the maxinum
return for an acceptable level of risk, while minimizing the expected contributions and penston and postretirement
expense.

In the optinization study, the Plan Administrator formulates assumptions about characteristics, such as
expecled asset class investment returns, volatility (risk), and corrclation cocflficients among the various asset
classcs. The future market assumptions uscd in the optimization study are determined by examining hisrorical
market characleristics of the various asset classes, and making adjustments to rellect future conditions expected to
prevail over the study period.

The optimization analysis utilized in the Plan Administratlor’s latest study produced the following approved
asscl class largel allocations.

Pension Postretirement
Domestic Equity Securities 45% 7%
International Equity Securities 20% 14%
Fixed-Income Securities 3% 49%
Other (Cash and Group
Annuity Contracts) 4% 0%

These allocation percentages combined with each asset class’ cxpected investment return produced an
aggregate return expectation for the live years following the study of 7.6% for pension assels, 5.4% for taxable
postretircment assets, and 7.2% for non-taxable postretirement assets,

The expected long term rate of return of 8.50% for the qualified Retirement Plans assets is based on the
expected long-term return of cach asset class, weighted by the target allocation for each class as delined in the table
abave. The source for each asset class’ expected long-term rate of return is the geometric mean of the respective
assct class total return. The time period reflected in the rotal returns is a long dated period spanning several decades.

The expected long terin ratc of return of 8.50% for the non-taxable VEBA trust assels is based on the
expeeted long-lerm return of cach asset class, weighted by the target allocation for each class as defined in the (able
above. The source for each asscl class” expected long-term rate ol return is the geometric mean of the respective
asset class rotal return, The time period reflected in the lotal returns is a long dated period spanning several decades.
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For the taxable VEBA trust assets the allocation has a high percentage of tax-exempt lixed income
securilies. The tax-exempt fixed income long-term total return was estimated using total return data from the 2007
Economic Report of the President. The time period reflected in the tax-exempt fixed income total return is 1929 1o
2006. After reflecting the tax-cxempt lixed income percentage and unrelaled business income tax, the long-term
rate of return for taxable VEBA trust assets is expected to be 6.0%.

Since precise allocation targets are inefficicnt 1o manage security investments, the following ranges were
established o produce an acceptable economically efficient plan to manage to targets:

Pension Postretirement
Domestic Equity Securitics 45% 1o 55% 32% to 42%
Internationa! Equity Securities 15% to 25% 9% 10 19%
Fixcd-Income Sceurities 25% 0 35% 44% 1o 54%
Other 0% to 10% 0% o 5%

Accumulated Qualified Pension Benefit Obligation

The accumulated qualified pension benefit obligation for the Company as of December 31, 2007 and 2006
was $379.7 millicn and $310.3 million, respectively.

Estimated Future Benefit Payments

Based upon the assumptions used to measure the Company’s pension and postretirement benefit obligation
at December 31, 2007, and including pension and postretirement benelits attributable to estimated future cmployee
service, the Company expects that pension and other postretirement benefits to be paid over the next ten years are as
follows {in thousands):

Estimated Future Benefit Payments

Other
Postretirement Estimated Future
Qualified Non-Qualified (before Medicare Medicare Subsidy
Year(s) Pension Pension Subsidy) Receipts
2008 $9,629 $268 $3,569 $148
2009 $11,501 5268 $6,475 $204
2010 $13,306 $268 $7.650 $265
2011 $15,367 $268 $9,046 $350
2012 $18,917 $268 $10,577 $461
2013 - 2017 $158,328 $1,342 $80,352 $4,934

Contributions

In 2008, the Company expects to contribute $44 million (including $1 million in participant contributions)
to the qualilied pension plans and $3.4 million to the other postrctirement plans.
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Actuarial Assumptions

The assumed health care cost trend ratc used in measuring the APBO of the Company was 9% for 2008,
gradually decreasing each successive ycar until it reaches 4.75% in 2013 and beyond. The assumed health care cost
trend rate used in measuring the Net Other Postretirement Benefit Cost of the Company was 10% for 2007,
gradually decreasing cach successive year until it reaches 4.5% in 2012 and beyond. A onc pereentage point change
in the assumed health care cost trend rate for 2007 would bave the following cffects:

1 Percentage Point Increase 1 Percentage Point Decrease
Impact on the Impact on the
sum of service sum of service

Impact on the costs and Impact on the costs and
APBO interest cost APRO interest cost

Increase (Decrease)
(In Thousands)

$27.526 $4,703 ($23,834) ($3.918)

The significant actuarial assumptions used in determining the pension PBO and the SFAS 106 APBO as of
December 31, 2007, and 2006 were as follows:

2007 2006
Weighted-average discount rate:
Pension 6.50% 6.00%
Other postretirement 6.50% 6.00%
Weightcd-average rate of increase
in future compensation levels 4.23% 3.25%

The significant actuarial assumptions used in determining the nct periodic pension and other postretirement
benefil costs for 2007, 2006, and 2003 were as follows:

2007 2006 2005
Weighted-average discount rale:
Pension 6.00% 5.00% 6.00%
Other postrelirement 6.00% 5.90% 6.00%
Weighted-average rate of increase in
future compensation levels 3.25% 325% 3.25%
Expected long-term ratc of return on plan
assets:
Taxable assets 5.50% 5.50% 5.50%
Non-taxable assels 8.50% 8.50% 8.50%

Medicare Prescription Drug, Improvement and Modernization Act of 2003

In Dccember 2003, the President signed the Medicare Prescription Drug, Improvement and Modernization
Actof 2003 into law. The Act introduces a prescription drug benefit cost under Medicare {Part D), starting in 2006,
as well as [ederal subsidy to employers who provide a retiree prescription drug benefit that is at lcast actuarially
cquivalent o Medicare Part D.

The actuarially estimated etfect of future Medicare subsidies reduced the Company's December 31, 2007
and 2006 Accumulated Postretirement Benefit Obligation by $26.7 million and $24.3 million, respectively, and
reduced the 2007 and 2006 other postrctirement benefit cost by $4.4 million and $4.7 millien, respectively. [n 2007,
the Company received $58 thousand in Medicare subsidies for prescription drug ¢laims through June 2007,

F-27



Nertes 1o Financial Statements

Non-Qualified Pension Plans

Entergy also sponsors non-qualified, non-contributory defined benefit pension plans lhat provide bencefits to
certain executives. The Company recognized net periodie pension cost of $1.4 million in 2007 and $1.3 million in
2006. The projected benefit obligation was $14.8 million and $11.8 million as of December 31, 2007 and 2006,
respectively. The accumulated benefit obligation was $12.3 million and $10.8 million as of December 31, 2007 and
2006, respectively

The Company’s non-qualified, non-current liability at December 31, 2007 and 20086, after application of
SFAS 158, was $14.5 million and 311.7 million, respectively; and its eurrent liability was $0.3 million and
3.2 million, respectively. The unamortized transition asset. prior scrvice cost, and net loss recognized in
accumulated other comprehensive income before taxes was $8.9 million at December 31, 2007 and $6.4 million
at December 31, 2006.

In 2007, 2006, and 2005, the affiliate billings to the Company, as deseribed in Note 13. included non-
qualified pension costs of $2.1 million, $1.7 million, and $2.1 million. respectively.

Defined Contribution Plans

Employees of the Compuny are also eligible to participate in the Savings Plans of Entergy Corporation and
Subsidiaries (Savings Plans). The Savings Plans are defined contribution pluns covering eligible employees. The
cmploying company makes matching contributions to the Savings Plans for all non-bargaining and certain
bargaining employecs to the System Savings Plans as defined in the Plan Documents. The Company’s contribulions
to the Savings Plans were $10.0 million in 2007 and $8.7 million in 2006.
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NOTL 8. STOCK-BASED COMPENSATION

Certain employces of the Company participate in Entergy’s stock-bascd compensarion plans, including its
stock option granls, long-term incentive awards, and restricted awards.

Stock Optious

Entergy Corporation has granted stock options to purchase its eommon stock to the Company employees at
exercise prices equivalent to the closing market price of Entergy Corporation’s common stock on the date of grant.
Generally, stock options granted will beeome exercisable in equal amounts on eaeh of the [irst three anniversaries of
the date of grant. Unless they are lorfeited previously under the termis of the grant, options expire len years alter the
date of the grant i they are not exercised,

The following table includes financial information for stock options granted to the Cempany’s employees
for cach of the years presented:

2007 2006 2005
Compensation expense included in Net Income $3.1 1.8 2.2
Tan benefil recognized in Net Income $1.4 $0.8 310
Compensation cost eapitalized as part of fixed asscts and
inventory as of December 31, $0.4 30.3 $0.3

The fair value of the stock option grants made in 2007, 2006, and 2005 was determined by considering
factors sueh as lack of marketability, stock retention requirements, and regulatory restrictions on cxereisability. The
fair value valuations comply with SFAS [23R, “Share-Based Payment,” which was issued in December 2004 and
became eltective in the first quarter 2006. The stock option weighted-average assumptions used in determining the
fair values are as follows:

2007 2006 2005
Stock price volatility 17.0% 18.7% 18.8%
Expected term in years 4.57 3.8 3
Risk-free intcrest rate 49% 4.4% 4.0%
Dividend yield 3.0% 3.2% 3 1%
Dividend payment $2.16 $2.16 $2.10

Stock price volatility was calculated based upon the weekly public stock price volatility of Entergy
Corporation common stock over the last Tour (o five years. The expected lerin of the oplions was based upon
historical option cxcrcises and the weighted average life of options when exercised and the estimated weighted
average life of all vested but unexercised options. Options held by certain management level employees include a
restriction thar requires 75% of the gains upon excreise of the option to be held in Entergy Corporation common
stock until the carlier of five years or tlermination of cmployment. The reduction in fair value of the stock options
because of this resiriction is based upon an eslimate of the call option value of the reinvested gain discounted to
present value over the five year reinvestment period.
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A summary of stock option activily for stock options granted 1o the Company employees for the ycars ended
December 31, 2005, 2006, and 2007 and changes during the years are presented below:

2007 2006 2005
Weighted- Weighted- Weighted-
Average Average Average

Number  Exercisc  Number Exercise Number Exercise
of Options _ Price of Options _ Price  of Options _ Price

Begimning-of-year balance 1,742,778 $55.24 1,664,402  $5080 1,719,502  $44.94
Options granted 360,700 $91.82 319500 %6892 303,500 $69.47
Options excrcised (236,863) $55.34 (241.124)  $42.77 (357,400)  $4091
Options forfeited/expired (2.367)  $69.08 - - (1,200) $58.60
End-of-year balance 1,864,248  $62.29 1,742,778  $5524 1,664,402  $50.80
Options exercisabic at ycar-end 1190780 $51.54 1,111,793 $48.37 1,027,875 54430

Weighted-average grant-date fair
valvue of options granted during the
year $14.12 $9.17 $8.17

The aggregate intrinsic vaiue and weighted-average contractual life of options outstanding und options exercisuble
are as follows:
Aggregate Weighted-

Number Intrinsic Average
of Options Value Contractual Life

2005:
Options outstanding 1.664,402  $69 million 6.0 years
Options exercisable 1,027,875  $49 million 5.3 years
2006:
Options cutstanding 17427778 $65 million 6.7 years
Options excreisuble 1,111,793 $49 million 5.7 years
2007:
Options outstanding 1,864.248 §107 million 6.3 years
Options exercisable 1,190,780  $8! mullion 5.1 years

The total intrinsic value of stock options excreised was $11.9 million during 2007, $8.6 million during 2006, and
$11.2 million during 2005. The intrinsic value, which has no elfect on nct income, of the stock options exerciscd is
caleulated by the difterence in Entergy’s Corporation common stock price on the date of excrcise and the exercise
price of the stock options granted. With the adoption of the [air valuc method of SFAS 123 and the application of
SFAS 123R, the Company recognizes compensation cost over the vesting period of the options based on their grant-
date fair value, The wotal fair value of options that vested was approximately $2.8 million during 2067, $2.5 million
during 2006, and $2.7 million during 2005.
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The following table summarizes information about slock options outstanding and stock options exercisable
as ol December 31, 2007:

Options Ouistanding Qptions Exercisable
Weighted-
Avg, Weighted- Number Weighted-
Remaining Avg, Exercisable Avg,
Range of As of Contractual Exercise at Exercise
Exercise Prices 12/31/2007 Life-Yrs. Price 12/31/2007 Price
$23 - $36.99 10,399 2.9 $23.00 10,399 $23.00
$37 - $50.59 653,185 4.1 $42.20 653.185 $42.20
$51 - $64.99 262,412 5.7 $57.82 262,412 $57.82
$65 - $78.99 577,552 7.4 $69.30 264,784 $69.48
$79 - $91.82 360,700 9.1 $91.82 - -
$23-5%91.82 1,864,248 6.3 $62.29 1,190,780 3$51.54

Stock-based compensation expense related to non-vested stock options outstanding as of December 31,
2007 not yet recognized is approximately $3.9 million and is expected to be recognized on a weighted-averape
period of 1.8 years,

The following table summarizes information about stock options outstanding and stock options ¢xercisable
as of December 31, 2006:

Options Outstanding Options Exercisable
Weighted-
Avg, Weighted- Number Weighted-
Remaining Avp, Exercisable Avg,
Range of As of Contractual Exercise at Exercise
Exercise Prices 12/31/2006 Life-Yrs. Price 12/31/2006 Price
$23 - $33.59 11,599 3.9 $23.00 11,599 $23.00
$34 - $44.99 694,836 5.3 $41.97 694,836 $41.97
$45 - $55.99 86,789 3.1 $49.01 86,789 $49.01
$36 - $66.99 300,128 7.2 $58.60 191,027 $58.60
267 - $860.20 649,426 8.4 $69.30 127,542 $69.82
$23 - $86.20 1,742,778 6.7 $55.24 1,111,793 £48.37

The following table summarizes information about stock options outstanding as of December 31, 2005:

Options Qutstanding Options Exercisable
Weighted-
Avg, Weighted- Number Weighted-
Remaining Avg, Exercisable Avg.
Range of As of Contractual Exercise at Exercise
Exercise Prices 12/31/2005 Life-Yrs. __ Price _12/3172005 Price
$23 - §33.96 18.283 3.6 $23.8% 18,283 $23.89
$34 - 34499 894,672 5.2 $41.55 779,811 $41.12
$45 - $55.99 86,789 i1 $49.01 86,789 $49.01
$50 - $66.95 325,539 7.2 $58.60 107,373 $58.60
$67 - $86.20 339,119 7.8 $69.60 35619 369.67
$23 - $86.20 1,664,402 6.0 $50.80 1,027,875 $44.30
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Long-Term Incentive Awards

Entergy granis long-term incentive awards carned under its stock benefil plans in the form of performance
units, which are equal to the cash value of shares of Entergy Corporation common stock at the end of the
performance period, which is the last trading day of the year. Performance units will pay out to the exicnl that the
perfarmance conditions are satisfied. In addition to the potential for cquivalent share appreciation or depreciation,
performance units will earn the cash cquivalent of the dividends paid during the three-year performance period
applicable to cach plan. The costs of incentive awards are charged to income over the threc-year period. The
Company's linancial statements include its allocated share of cosls lor long-term incentive awards, The following
table includes the approximate costs for the long-term incentive awards for each of the years presented:

2007 2006 2005
{In Millions)
Compcnsation expense included in Net Income tor the year $8.1 $3.8 3.6
Tax benefit recognized in Net Income for the year $3.8 518 1.7
Cowmnpensation cost capitalized as part of fixed assets and inventory as
ol December 31, $1.1 $0.6 %05

Restricted Awards

Entergy grants restricted awards earned under its stock benefit plans in the form of stock units that arc
subject 1o Lime-based restrictions. The restricted units are equal to the cash value of sharcs of Entergy Corporation
comunon stock at the time of vesting. The costs of restricted awards arc charged ro income over the restricted period,
which varics from grant to grant. The average vesting period for restricted awards granted is 52 months. The
Company’s finaneial statements include its allocated sharc of costs for restricted awards. The following table
includes the approximale costs (or restricted awards for each of the years presented:

2007 2006 2005
(In Millions)
Compensation cxpense included in Net Income lor the year 50.5 $0.0 $3.2
Tax benelit recognized in Net Income for the year 50.2 $0.0 F1.5
Compensation cost capitalized as part of fixed asscts and invenlory as
of December 31, $0.1 500 $0.5

NOTE 9. BUSINESS SEGMENT INFORMATION

The Company has one reportable segment, which is a business that owns and operates six nuclcar power
plants and is primarily focused on selling electric power produced by those plants 10 wholesale customers. This
busincss ts managed on an integrated basis.

For the years cnded December 31, 2007, 2006, and 2005, the Company derived nonc of #s revenuc from
outside of the Urited States. As of December 31, 2007 and 2006, the Company had no long-iived assets located
outside of the United States.
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NOTE 10. ACQUISITIONS
Palisades

In April 2007, the Company purchascd the 798 MW Palisades nuclear cnergy plant located near South
Haven, Michigan from Consumers Energy Company for a net cash payment of $336 million. The Company
received the plant, nuclear fuel, inventories, and other assets. The liability to decommission the plant, as well as
rclated decomimissioning trust funds, was alse transferred to the Company. The Company exccuted a unit-
eontingent, 15-year purchased power agreement (PPA) with Consumers Energy for 100% of the plant’s oulput,
excluding any future uprates. Prices under the PPA range from $43.50/MWh in 2007 to $61.50/MWh in 2022, and
the average price under the PPA is $51/MWh. In the first quarter 2007, the NRC renewed Palisades” operating
licensc until 2031. As part of the transaction, the Company assumed responsibility for spent fuel at the decom-
missioned Big Rock Point nuclear plant, which is located near Charlevoix, Michigan. Palisades’ financial results
since April 2007 are included in the Company’s financial statements. The following table summarizes the asscts
acquired and liabilities assumed al the date ol acquisition.

Amount
(In Millions)

Plant (including nuclear fucl) $727
Dccommissioning trust funds 252
Other assets 4]
Total assets acquired 1,020
Purchased power agreement (below market) 420
Decommissioning liability 220
Other liabilities 44
Total liabilities assumed 684
Net assets acquired 5336

Subseyuent (o the closing, the Company received approximately $6 million from Consumers Encrgy Company as
part of the Post-Closing Adjustment defined in the Asset Sale Agreement. The Post-Closing Adjustment amount
resulied in an approximately $6 million reduction in plant and a corresponding reduction in other liabilities.

The Company will amortize the PPA liability to revenue over the life of the agreement. The amount that will
be amorrized each period is based upon the difference between he presenl value calculated at the date of acquisition
of cach year's difference between revenuc under the agreement and revenue based on estimated market prices. In
2007, $50 million was amortized to revenue. The amounrs to be amortized (o revenue for the next five years wiil be
$76 million for 2008, $53 million for 2009, $46 million for 2010, $43 million for 2011, and $17 million in 2012,

Supplemental information on an unaudited pro formia basis, as if the Palisades acquisition were consum-
mated at the beginning of the years 2007 and 2006, is as follows (in millions):

2007 2006
Operating revenues $2,009  $1,823
Net income 5 494 § 311

The unavudited pro forma supplemental information is based on estimates and assumptions, which management
believes are reasonable; it is not necessarily indicative of the combined results of operations in future pertods or the
results that actually would have been realized had the Palisades acquisition occurred at the beginning of the years
2007 and 2006.
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NOTE 11. RISK MANAGEMENT AND FAIR VALUES

Market and Commeodity Risks

In the normal course of business, the Company is cxposed to market and commedity risks including powcer
price risk, fuel price risk, foreign currency exchange rate risk, and equity price and interest rate risk on investments.
Market risk is the potential Joss that the Company may incur as a resull of changes in the market or fair value of a
particular financial instrument or commodity. All financial and commedity-related instrumcnts, including deriv-
atives, arc subject to market risk.

The Company manages these risks through both contractual arcangements and derivatives. Contractual risk
management tools include long-term power sales agrcements and fuel purchasc agreements, and capacity contracts.
Commodity and financial derivative risk management tools can include electrieity forwards, swaps, options, and
foreign currency forwards. The Company enters iato derivatives only to manage natural risks inherent in its physieal
or financial assels or liabililies.

The Company’s exposure to market risk is determined by a number of faetors, including the size, term,
composition, and diversification of positions held, as well as market velatility and liquidily. For instruments such as
oplions, the lime period during which the option may be exerciscd and the relationship betwcen the current market
price of the underlying insirument and the option's contractual sirike or exercise price also affects the level of
market risk. A significant factor influencing the overall level of markel risk to which the Company is expescd is its
use of hedging techniques to mitigate such risk. The Company manages market risk by actively monitoring
compliance with stated risk management policies as well as monitoring the cffectivencss of its hedging polieies and
strategies, The Company’s risk management policies limit the amount of total net exposure and rolling nel exposure
during the stated periods. These polieies, ineluding related risk limits, are regularly assessed to ensure their
approprialeness given the Company’s objectives.

Hedging Derivatives

The Company classifics substantially all of its electricity utures. forwards, and opfions as cash flow hedges.
Cash flow hedges with nct unrealized gains of approximately $3.4 million (net-of-tax) at December 31, 2007 are
seheduled 1o mature during 2008. Net losses totaling upproximately $63 million were realized during 2007 on the
maturily of cash flow hedges. Unrealized gains or losses result from hedging power oulput al the power stations.
The reiated gains or losses from hedging power are included in revenues when realized. The realized gains or losses
from forcign eurrency transactions are included in the cost of capitalized fuel because they relale to fuel acquisition.
The maximum length of time over which the Company is currently hedging the variability in future cash flows for
forecasted transuactions at December 31, 2007 is approximatcly (ive years. The ineffective portion of the change in
the value of the Company’s cash flow hedges during 2007, 2006, and 2005 was insignificant.

Fair Values

Financial Instruments

The estimated fair value of the Company’s financial instruments is determined using forward mid curves.
These independent market curves arc periodically compared (o NYMEX Clearport prices wherc available and have
been fuund (o be materially identical. Additional adjusiments for unit contingent discounts and/or price differentials
between liquid market locations and plant busbars are internally determined and applied depending on settlemcat
terms ol the financial instrument. In determining these adjustments, the Company uses a process that estimates the
forward valucs based on recent observed history. Due largely to the potential for mnarket or product illiquidity,
forward estimates arc not necessarily indicative of the amounts that the Company could realize in a current market
exchange.

The Company considers the carrying amounts of most of its financial instruments classilicd as current assets
and liabilities to be a reasonable estimate of their fair value because of the short maturity of these instruments.
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NOTE 12. DECOMMISSIONING TRUST FUNDS

The Company holds debt and equity securities, classificd as available-lor-sale, in nuclear decommissioning
trust accounts, The NRC requires the Company (0 maintain trusts o fund the costs of decommissioning Pilgrim,
Indian Point | and 2, Vermont Yankce, and Palisades (NYPA currently retains the decommissioning trusts and
liabilities for Indian Point 3 and FitzPatrick). The funds are invested primarily in equity securities; fixed-rate, fixed-
income securitics; and cash and cash equivalents. The sccurities held at December 31, 2007 and 2006 are
summarized as ollows:

Total Total
Fair Unrealized Unrealized
Value Gains Losses
(In Millions)
2007
Equity Securities $1.169 $218 $8
Debt Securities 769 22 1
Total $1,938 $240 $9
2006
Equity Securitics $987 $189 $2
Debt Securities 597 8 4
Total $1,584 $197 $6

The debu securilies have an average coupon rate of approximately 5.2%, an average duration of approx-
imately 5.5 years, and an average maturity of approximately 8.9 years. The cquity sccurities arc generally held in
[unds that are designed to approximate or somewhat exceed the return of the Standard & Poor’s 500 Index, and a
relatively small percentage of the securities are held in a fund intended 10 replicate the return of the Wilshire 4500
Index.

The fair value and gross unrealized losses of available-for-sale equily and debt sceurities, summarized by
investment type and length of time that the sccurities have been in a continuous loss position, are as tollows at
December 31, 2007:

Equity Securities Debl Securities

Gross Gross
Fair Unrealized Fair Unrealized
Value Losses Value Losses

{In Millions)

Less than 12 inonths $153 $8 %69 $1
More than 12 months - - 2 -
Tolal $153 58 $71 $1

The Company evaluates thesc unrealized losses at the end of each period to determine whether an other than
temporary impairment has occurred, The assessment of whether an investment has sulfered an other than temporary
impairment is based on a number of factors including, first, whether the Company has the ability and intent to hold
the investment Lo recover its value, the duration and severity of any losses, and, then, whether it is expected that the
investrnent will recover its value within a reasonable period of time. The Company’s rrusts are managed by third
parties who operate in accordance with agreements that define investment guidelines and place restrictions on the
purchases and sales of invesanents. The Company did not record any significant impairments in 2007 or 2006 on
these assets.
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The fair value of debt securities, summarized by contractual maturities, al December 31, 2007 and 2006 are
as [ollows:

2007 2006
(In Millions)

less than | ycar 336 $38
1 year - 5 yeurs 229 175
5 years - 10 years 255 213
10 years - 15 ycors 71 53
15 years - 20 years 50 44
20 years+ 122 M
Total $769 $597

During the years ended December 31, 2007, 2006, and 2003, proceeds from the dispositions of sceuritics
amounted to $1,293 million, $504 million, and $504 million, respectively. During the years ended December 31,
2007, 2006, and 2003, gross gains of $3.5 million, $3.1 million, and $3.2 million, respectively, and gross losses of
$2.9 million, $7.7 million, and $4 million, respectively, were reclassified out of other comprehensive income into
camings.

NOTE 13. TRANSACTIONS WITH AFFILIATES

See Note 3 to the financial statcients for a description of loans payable by the Company to assoviated
companies.

The Company receives management, administrative, accounting, legal, engineering. and other services {rom
Entergy Services, Inc., indirectly through Entergy Enterprises, Inc., which are hoth wholly-owned subsidiaries of
Entergy. The Compuny’s experscs for such services were $89.0 million in 2007, $52.3 million in 2006, and
$41.9 million in 2005. These costs are allocated to the Company based on the actual costs incuited by Entergy
Services and lhe extlent that the activities rclated to or benefited the Company, whether directly or indirectly.
Management belicves that the cost allocations are reasonable for the services provided, and alse belicves that the
cost allocations are consislent with (he approximate amount of costs for these services that would have been
incurred on a stand-alone basis.

Entergy Corporation or its wholly-owned subsidiarics have issued guarantees with stated amounts totalling
approximately $1.9 billion tor the performance or obligations of the Company’s busincss. Guaraniees are provided
primarily Lo satisfy the Company’s obligations to provide the following: collateral Lo secure its obligalions under
somge of its powcr sale agreemcents; sceurity for its obligalions for retrospective premiums under the Price-Anderson
Acl; collateral for a letter of credit that supports its note payable to NYPA; and security lor certain of ity
decommissioning obligations. Fees charged to the Company by Entergy Corporation for these guarantees are
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inciuded in “Inleres! expense to associated companics”™ on the income statement and totaled $24.0 million in 2007,
$30.4 millior in 2006, and $22.7 million in 2005.

NOTE 14. QUARTERLY FINANCIAL DATA (UNAUDITED)

Operating results for the four quarters of 2007 and 2006 for the Company were:

Operating  Operating Net
Revenues Income Income
(In Thousands)

2007:
First Quarter $458,251 $201.569 $120,295
Second Quarter $471.521 $156,742 396,862
Third Quarter $554,128 5211,658 $149.022
Fourth Quarter $545,766 $144.147 $119,869
2006:
First Quarter $388.,010 $130,320 $74,964
Second Quarter $362.362 $103,094 $56,655
Third Quarter $409,431 $129,239 398,733
Fourth Quarter $385,070 $128,210 $46,439

Earnings were negativzly aflected in the fourth quarter 2007 by expenses of $29.9 million ($18.4 million net-ol-tax)
recorded in conneetion with a nuclear operations fleet alignment. This process was undertaken with the goals of
climinating redundancies, capturing economics of scale, and elcarly establishing organizational governance. Mosl
of the expenses related to the voluntary severance program offered to empioyecs. Approximately 200 employces
accepted the voluntary severance program offers.



