MANAGEMENT'S 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 generally accepted account-
ing principles appropriate in the circumstances and necessar-
ily 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 safe-
guarded 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 com-
pany believes its system of internal accounting controls main-
tains 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 pur-
pose of expressing an opinion on the financial statements.

The audit committee of the board of directors, com-
posed of five directors who are not employees, provides a
broad overview of management’s financial reporting and
control functions. Periodically, this committee meets with

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, 1998 and 1997, and the related consol-
idated statements of income, comprehensive income, retained
earnings, paid-in capital, accumulated other comprehensive
income, and cash flows for each of the three years in the period
ended December 31, 1998. These financial statements are the
responsibility of the company’s management. Our responsi-
bility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
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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 consolidated financial
statements present fairly, in all material respects, the financial
position, results of operations, and cash flows of Southern
Company and its subsidiary companies in conformity with
generally accepted accounting principles.

A I ——

AW. Dahlberg
Chairman, President, and Chief Executive Officer

(U Ll ey WA R

W.L. Westbrook

Financial Vice President,

Chief Financial Officer, and Treasurer
February 10, 1999

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 34-57) referred to above present fairly, in all material
respects, the financial position of Southern Company and sub-
sidiary companies as of December 31, 1998 and 1997, and
the results of their operations and their cash flows for each of
the three years in the period ended December 31, 1998, in
conformity with generally accepted accounting principles.

O ibecr. Qrotezoen o p

Atlanta, Georgia
February 10, 1999



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

RESULTS OF OPERATIONS

Earnings and Dividends

Southern Company’s 1998 earnings of $1.2 billion - excluding
non-recurring items—established a new record high. Earnings
were driven by higher energy sales and from growth in the
non-traditional business. However, reported earnings in both
1998 and 1997 reflected significant charges. Reported earn-
ings for 1998 were $977 million or $1.40 per share compared
with $972 million or $1.42 per share in 1997. The traditional
core business of selling electricity in the southeastern United
States remained strong, while the non-traditional business
results were adversely affected by a $200 million, after tax,
write down of assets in South America in 1998 and by a
$111 million windfall profits tax assessed in the United
Kingdom in 1997. Southern Company’s subsidiary that
owns and manages its international and domestic non-
traditional electric power production and delivery facilities

is Southern Energy, Inc. (Southern Energy). After excluding
these non-recurring charges, Southern Energy accounted

expected to be recovered through future savings within approx-
imately two years following each program’s implementation.
Dividends paid on common stock during 1998 were
$1.34 per share or 33% cents per quarter. During 1997 and
1996, dividends paid per share were $1.30 and $1.26, respec-
tively. In January 1999, Southern Company maintained the
quarterly dividend at 33% cents per quarter or $1.34 annu-
ally. Southern Company has modified its dividend policy
from a targeted 75 percent payout ratio to a lower ratio over
time. This policy supports Southern Company’s strategic goal
to become the best investment in the electric utility industry.

Revenues
Operating revenues changed in 1998 and 1997 as a result of
the following factors:

Increase (Decrease)
From Prior Year

1998 1997 1996

(in millions)

Retail—

for approximately 20 percent and 10 percent of Southern Growth and price change $ 258 $105 § 124
Company’s reported net income in 1998 and 1997, respectively. Weather 178 (110) (64)
A reconciliation of reported earnings to earnings Fuel cost recovery and other 189 (13) 9
excluding non-recurring items and explanations are as follows: Total retail 625 (18) 62
. . Sales for resale -
Consolidated Earnings L .
Net Income Per Share Within service area (2) (33) 10
(in millions) 1997 1997 Outside service area 12 81 14
Earnings as reported $ 977 $ 912 $1.40  $1.42 Total sales for resale 10 48 24
Write down of assets: Southern Energy (1,934) 2,154 1,040
South American Other operating revenues 91 69 52
investments 200 - 29 - Total operating revenues $(1,208) $2,253  $1,178
Rocky Mountain plant 21 - .03 - Percent change (9.6)% 21.8%  12.8%
Windfall profits tax = m = .16
Work force reduction
programs 20 31 03 05 Retail revenues of $8.3 billion increased sharply, up
Other 7 16 01 02 8.2 percent compared with last year. Continued growth in
Total non-recurring 248 158 36 23 the traditional service area and the positive impact of weather

Earnings excluding
non-recurring items $1,225 $1,130 $1.76 $1.65

Amount and
percent change $95 84%  8$0.1 6.7%

Southern Energy’s 1998 write down is related to its
investments in Argentina and Chile not meeting financial
expectations, which resulted in an announced plan to sell
these assets. In 1997, Southern Energy —as well as other utili-
ties in the United Kingdom —was assessed a one-time tax on
profits. In 1998, Georgia Power resolved a long-term issue
related to its investment in the Rocky Mountain pumped
storage hydroelectric plant. The write down resulted from a
settlement of Georgia Power’s 1998 retail rate proceeding.
Also, work force reduction programs in the traditional core
business were implemented in 1998 and 1997. These costs are

on energy sales were the predominant factors causing the rise
in revenues. In 1997, retail revenues decreased by 0.2 percent
compared with the year 1996. Under fuel cost recovery
provisions, fuel revenues generally equal fuel expenses—
including the fuel component of purchased energy —and
do not affect net income.

Sales for resale revenues within the service area were
$374 million in 1998, down 0.7 percent from the prior year.
Revenues from sales for resale within the service area were
$376 million in 1997, down 8.1 percent from the prior year.
This sharp decline resulted primarily from supplying less
electricity under contractual agreements with certain whole-
sale customers in 1997.

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
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1997-1.1%

costs and a return on investment under the contracts. Energy
is generally sold at variable cost. The capacity and energy
components were as follows:

(in millions) 1998 1997 1996

Capacity $196 $203 $217
Energy 152 183 176
Total $348 $386 $393

Capacity revenues in 1998 slightly declined as a result
of adjustments and true-ups related to contractual pricing.
In 1997, capacity revenues decreased because the amount
of capacity under contract declined during 1996. Additional
declines in capacity are not scheduled undil after 1999.

In 1998, Southern Energy’s revenues declined because
its energy trading and marketing operations were deconsoli-
dated on January 1, 1998, when Southern Energy’s joint ven-
ture with Vastar Resources, Inc. (Vastar) became effective.
Because of Vastar’s significant participation rights in the joint
venture, the equity method of accounting is required. This
results in Southern Energy’s share of the joint venture’s earn-
ings being reported in other income in 1998. In 1997,
Southern Energy reported energy trading and marketing rev-
enues of $2.0 billion. Southern Energy’s revenues in 1998 of
$1.9 billion increased $48 million compared with compara-
ble revenues in 1997 that exclude energy trading and market-
ing. This increase results primarily from operations of assets
obtained in domestic acquisitions. In 1997, Southern Energy’s
revenues rose to $3.8 billion. This increase was primarily
attributable to the development and growth of energy trading
and marketing activities. In 1997, energy trading and market-
ing revenues increased $1.9 billion compared with amounts
recorded in 1996. However, these revenues were substantially
offset by purchased power expenses incurred in completing
these trading and marketing transactions. Energy trading
and marketing—similar to other low-margin sales activities —
is dependent on huge volumes for profitability.
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Retail Energy Sales Growth
The rate of growth in 1998 retail energy
sales—6.2 percent was the highest one-year

increase since 1986.

1998-6.2%

Energy Sales

Changes in traditional core business revenues are influenced
heavily by the amount of energy sold each year. Kilowatt-hour
sales for 1998 and the percent change by year were as follows:

Amount Percent Change

(billions of kilowatt-hours) 1998 1997 1996
Residential 435 10.9% (2.2)% 2.5%
Commercial 4.7 7.2 25 5.7
Industrial 55.3 2.1 2.6 2.2
Other 1.0 3.1 (1.1) 5.7
Total retail 141.5 6.2 1.1 3.3
Sales for resale—

Within service area 9.8 (0.4) (9.6) 15.4

Outside service area 13.0 (5.6) 21.1 17.9
Total 164.3 47 2.2 5.0

The rate of growth in 1998 retail energy sales was the high-
est one-year increase since 1986. Residential energy sales regis-
tered the highest annual increase in over two decades as a result
of hotter-than-normal weather and the addition of 57,000 new
customers. Commercial sales were also affected by the warm
weather. Commercial and industrial sales, both in 1998 and
1997, continued to show slight gains in excess of the national
averages. This reflects the strength of business and economic con-
ditions in Southern Company’s traditional service area. Energy
sales to retail customers are projected to increase at an average
annual rate of 2.1 percent during the period 1999 through 2009.

Energy sales for resale outside the service area are pre-
dominantly unit power sales under long-term contracts to
Florida utilities. Economy sales and amounts sold under
short-term contracts are also sold for resale outside the service
area. Sales to customers outside the service area declined by
5.6 percent in 1998 and increased by 27.7 percent in 1997
when compared with the respective prior year. The wide vari-
ances in sales were influenced by fluctuations in prices for oil
and natural gas, the primary fuel sources for utilities with
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1996
153.5 billion

156.9 billion

1998
164.3 billion

Total Kilowatt-Hour Sales

Total kilowatt-hour sales continue to increase.

which the company has long-term contracts. When oil and
gas prices fall below a certain level, these customers can gener-
ate electricity to meet their requirements more economically.
However, these fluctuations in energy sales under long-term
contracts have minimal effects on earnings because Southern
Company is paid for dedicating specific amounts of its gener-
ating capacity to these utilities outside the service area.

Expenses

Total operating expenses of $9.4 billion —before write downs—
for 1998 decreased $1.2 billion compared with the prior year.
Traditional core business expenses increased $679 million.
Southern Energy’s expenses decreased $2.0 billion. The decline
for Southern Energy corresponds to the decrease in revenues
resulting primarily from the deconsolidation of the energy trad-
ing and marketing operations as discussed earlier. Approxi-
mately $2.0 billion of these expenses were recorded in 1997
purchased power expenses. The costs to produce and deliver
electricity for the traditional core business in 1998 increased by
$359 million to meet higher energy demands. Nonproduction
operation and maintenance expenses increased $192 million in
1998. Traditional core business depreciation expenses and taxes
other than income taxes increased by $142 million as a result of
additional utility plant being placed into service and increased
accelerated depreciation of certain assets.

In 1997, operating expenses of $10.7 billion increased
$2.2 billion compared with 1996. Traditional core business
expenses increased $69 million. Southern Energy’s expenses
increased $2.1 billion. The large increase for Southern Energy
resulted primarily from two factors. First, the acquisition of
CEPA was first reflected in 1997 expenses. Second, $2.0 billion
of energy trading and marketing expenses were included in
purchased power expenses. The costs to produce and deliver

electricity for the traditional core business in 1997 increased by
$37 million to meet higher energy demands. Also, costs related
to work force reduction programs decreased in 1997 by
$35 million. Traditional core business depreciation expenses
and taxes other than income taxes increased by $136 million
as a result of additional udility plant being placed into service
and increased accelerated depreciation of certain assets.

FUEL COSTS

CONSTITUTE THE SINGLE LARGEST EXPENSE
FOR SOUTHERN COMPANY'S TRADITIONAL
CORE BUSINESS.

Fuel costs constitute the single largest expense for
Southern Company’s traditional core business. 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 kilowatt-hour generated — within the core
business service area—were as follows:

1997 1996

Total generation

(billions of kilowatt-hours) 164 160 156
Sources of generation
(percent)—
Coal 71 71 71
Nuclear 16 17 17
Hydro 4 4 4
Oil and gas 3 2 2

Average cost of fuel per net

kilowatt-hour generated
(cents)— 1.48 1.46 1.48
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Total fuel and purchased power costs of $3.6 billion in
1998 decreased $1.7 billion compared with 1997. The tradi-
tional core business increased $299 million and Southern
Energy decreased $2.0 billion. Southern Energy’s reduction
in fuel and purchased power costs resulted from $2.0 billion
associated with energy trading and marketing expenses recorded
in 1997 and from no energy trading costs recorded in pur-
chased power in 1998 as a result of the joint venture with
Vastar discussed earlier. The traditional core business’s total
energy sales rose by 7.4 billion kilowatt-hours more than in
1997. Fuel and purchased power expenses of $5.3 billion in
1997 increased $2.0 billion compared with the prior year.
These expenses for traditional core business increased
$32 million, and Southern Energy’s portion increased
$1.9 billion. Southern Energy’s increase in expenses escalated
as a result of energy trading and marketing activities dis-
cussed earlier. The traditional core business’s total energy
sales went up by 3.4 billion kilowatt-hours more than in 1996.
The additional cost to meet the demand was offset slightly
by a lower average cost of fuel per net kilowatt-hour generated.

Total interest charges and other financing costs increased
$91 million from amounts reported in the previous year.
These costs for the traditional core business increased
$48 million compared with the reported amounts in 1997.
Southern Energy’s costs increased $47 million related primarily
to financing of acquisitions. In 1997, these same costs for tradi-
tional core business were flat, but Southern Energy’s interest
charges increased $205 million as a result of acquisitions.

Effects of Inflation

Southern Company’s traditional core business 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 life. Conventional accounting for his-
torical cost does not recognize this economic loss nor the
partially offsetting gain that arises through financing facili-
ties 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 Southern Company’s future earnings depends on numerous
factors. Two major factors are: achieving energy sales growth
in a less regulated, more competitive environment; and
operating non-traditional business activities successfully.
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Southern Company continues to position its business to
meet the challenges of a new competitive environment. Work
force reduction programs have reduced earnings by $20 million,
$31 million, and $53 million for the years 1998, 1997, and
1996, respectively. These actions—in conjunction with other
cost containment programs —will assist efforts to continue
being a low-cost provider of electricity.

The operating companies currently operate as vertically
integrated companies providing electricity to customers within
the traditional service area of the southeastern United States.
Prices for electricity provided by the operating companies to
retail customers are set by state public service commissions
under cost-based regulatory principles.

Rates for Alabama Power and Mississippi Power are
adjusted periodically within certain limitations based on
earned retail rate of return compared with an allowed return.
In December 1998, Georgia Power received a new three-year
retail rate order. As a result of the rate order, Georgia Power
recorded in 1998 a write down of $34 million—$21 million
after taxes—related to its investment in the Rocky Mountain
pumped storage hydroelectric plant. This long-standing issue
is now resolved. See Note 3 to the financial statements for
additional information about these matters and other retail
and wholesale regulatory matters.

SOUTHERN COMPANY CONTINUES TO

POSITION

ITS BUSINESS TO MEET THE
CHALLENGES OF A NEW COMPETITIVE
ENVIRONMENT.

Future earnings for the operating companies in the near
term will depend upon growth in energy sales, which is subject
to a number of factors. These factors include weather, competi-
tion, 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 electric utility industry in the United States is cur-
rently 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 commer-
cial customers and sell energy generation to other utilities. Also,
electricity sales for resale rates are being driven down by whole-
sale transmission access and numerous potential new energy
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suppliers, including power marketers and brokers. Southern
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 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 various restructuring and competition initiatives have
been or are being discussed in Alabama, Florida, Georgia, and
Mississippi, 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 an operating 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 of that operat-
ing company. The operating companies are attempting to mini-
mize or reduce their cost exposure. See Note 3 to the financial
statements for information regarding these efforts.

Continuing to be a low-cost producer could provide
opportunities to increase market share and profitability in mar-
kets that evolve with changing regulation. Conversely, unless
Southern Company remains a low-cost producer and provides
quality service, the company’s retail energy sales growth could
be limited, and this could significantly erode earnings.

To adapt to a less regulated, more competitive environ-
ment, Southern Company continues to evaluate and consider
a wide array of potential business strategies. These strategies may
include business combinations, acquisitions involving other util-
ity or non-utility businesses or properties, internal restructuring,
disposition of certain assets, or some combination thereof.
Furthermore, Southern Company may engage in other new busi-
ness 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.

The Energy Act amended the Public Utility Holding
Company Act of 1935 (PUHCA) to allow holding compa-
nies to form exempt wholesale generators and foreign utility
companies to sell power largely free of regulation under
PUHCA. These entities are able to sell power to affiliates—
under certain restrictions—and to own and operate power
generating facilities in other domestic and international mar-
kets. To take advantage of existing and evolving opportunities,

Southern Energy —founded in 1981 —is focused on several
key international and domestic business lines, including energy
distribution, integrated utilities, stand-alone generation, and
other energy-related products and services. As the energy mar-
ketplace evolves, Southern Energy continues to position the
company to become a major competitor. At December 31,
1998, Southern Energy’s total assets amounted to $12 billion.

SOUTHERN ENERGY PLANS TO

ACQUIRE,

BUILD, OR GAIN ACCESS TO SOME
20,000 MEGAWATTS OF
GENERATING CAPACITY IN
NORTH AMERICA.

During 1998, Southern Energy further refined its busi-
ness strategy to focus on a few geographic regions of the
world. In Asia, Southern Energy will focus primarily on
China, the Philippines, and India. In South America, the
company will pursue opportunities in Brazil. In Europe,
Southern Energy will concentrate efforts on the European
Union countries. And in North America, the company will
target efforts in the Northeast, the Midwest, Texas, and
California. Southern Energy announced in 1998 plans to
acquire, build, or gain access to some 20,000 megawatts of
generating capacity in North America over the next several
years in order to be competitive in the country’s evolving
competitive energy supply business. These assets will be
closely linked with Southern Energy’s energy trading and mar-
keting business. In January 1998, Southern Energy entered
into a joint venture with Vastar. The two companies com-
bined their energy trading and marketing operations to form
a new full-service energy provider, Southern Company Energy
Marketing. The joint venture agreement gives Southern
Company Energy Marketing rights to market virtually all
of Vastar’s natural gas production over the next 10 years. In
December 1998, Southern Energy completed its $537 mil-
lion purchase of 1,267 megawatts of generating capacity
from Commonwealth Electric. In addition, Southern Energy
plans to add 685 megawatts of capacity at the plants. In late
1998, Southern Energy announced the $801 million planned
acquisition of 3,065 megawatts of generating capacity from
Pacific Gas & Electric in northern California. Additionally,
the company announced plans to acquire from Orange and
Rockland Utilities Inc. and Consolidated Edison Inc. in New
York 1,776 megawatts of capacity for $480 million. These
transactions are expected to close during 1999.
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Additionally, Southern Energy has announced plans to build
or purchase an additional 680 megawatts of capacity in
Texas and Wisconsin. Through Southern Company Energy
Marketing, the company has also gained access to additional
capacity through marketing agreements. The company has
access to almost 2,000 megawatts of capacity through market-
ing agreements with Sithe Energies in New York and Brazos
Electric Cooperative in Texas.

After refining its international focus and reviewing the
financial performance of existing assets, Southern Energy
announced plans to sell its holdings in EDELNOR in Chile
and Alicurd in Argentina. As a result, Southern Energy
recorded a write down of $200 million, after tax, in December
1998 related to these holdings. Because of regulatory and mar-
ket conditions, these assets did not meet earnings expectations.

Southern Company has filed with the Securities and
Exchange Commission (SEC) a request to invest up to nearly
$8 billion in the non-traditional domestic and international
business. The current SEC authority is $3.9 billion, of which
$3.6 billion has been invested as of December 31, 1998.

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 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 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 decommission-
ing costs for nuclear generating facilities. In response to these
questions, the Financial Accounting Standards Board (FASB)
has decided to review the accounting for liabilities related to the
retirement of long-lived assets, including nuclear decommis-
sioning. If the FASB issues new accounting rules, the estimated
costs of retiring Southern Company’s nuclear and other facilities
may be required to be recorded as liabilities in the Consolidated
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 operating companies 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
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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 Standards

The FASB has issued Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities, which must be
adopted by the year 2000. This statement establishes account-
ing and reporting standards for derivative instruments—includ-
ing certain derivative instruments embedded in other
contracts—and for hedging activities. Southern Company has
not yet quantified the impact of adopting this statement on
its financial statements; however, the adoption could increase
volatility in earnings and other comprehensive income.

In March 1998, the American Institute of Certified
Public Accountants (AICPA) issued a new Statement of
Position, Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use. This statement
requires capitalization of certain costs of internal-use soft-
ware. Southern Company adopted this statement in January
1999, and it is not expected to have a material impact on the
consolidated financial statements.

In April 1998, the AICPA issued a new Statement of
Position, Reporting on the Cost of Start-up Activities. This
statement requires that the costs of start-up activities and
organizational costs be expensed as incurred. Any of these
costs previously capitalized by a company must be written off
in the year of adoption. Southern Company adopted this
statement in January 1999, and it is not expected to have
a material impact on the consolidated financial statements.

In December 1998, the Emerging Issues Task Force
(EITF) of the FASB issued EITF No. 98-10, Accounting for
Contracts Involved in Energy Trading and Risk Management
Activities. The EITF requires that energy trading contracts
must be marked to market through the income statement,
with gains and losses reflected rather than revenues and pur-
chased power. Energy trading contracts are defined as energy
contracts entered into with the objective of generating profits
on or from exposure to shifts or changes in market prices.
Southern Company adopted the required accounting in
January 1999, and it is not expected to have a material
impact on the consolidated financial statements.

Year 2000

Year 2000 Challenge

In order to save storage space, computer programmers in the
1960s and 1970s shortened the year portion of date entries
to just two digits. Computers assumed, in effect, that all
years began with “19.” This practice was widely adopted and
hard-coded into computer chips and processors found in
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some equipment. This approach, intended to save processing
time and storage space, was used until the mid-1990s. Unless
corrected before the Year 2000, affected software systems and
devices containing a chip or microprocessor with date and
time functions could incorrectly process dates or the systems
may cease to function.

Southern Company depends on complex computer sys-
tems for many aspects of its operations, which include genera-
tion, transmission, and distribution of electricity, as well as
other business support activities. Southern Company’s goal is
to have critical devices or software that are required to main-
tain operations to be Year 2000 ready by June 1999. Year 2000
ready means that a system or application is determined suitable
for continued use through the Year 2000 and beyond. Critical
systems include, but are not limited to, reactor control systems,
safe shutdown systems, turbine generator systems, control cen-
ter computer systems, customer service systems, energy man-
agement systems, and telephone switches and equipment.

Year 2000 Program and Status
Southern Company’s executive management recognizes the seri-
ousness of the Year 2000 challenge and has dedicated what it
believes to be adequate resources to address the issue. The
Millennium Project is a team of employees, IBM consultants,
and other contractors whose progress is reviewed on a monthly
basis by a steering committee of Southern Company executives.
Southern Company’s traditional business refers to the
integrated utility services within Alabama, Florida, Georgia,
and Mississippi. For this traditional business, the work was
divided into two phases. Phase I began in 1996 and consisted
of identifying and assessing corporate assets related to software
systems and devices that contain a computer chip or clock.
The first phase was completed in June 1997. Phase 2 consists
of testing and remediating high priority systems and devices.
Also, contingency planning is included in this phase.
Completion of Phase 2 is targeted for June 1999. The
Millennium Project will continue to monitor the affected
computer systems, devices, and applications into the Year 2000.
For the traditional business, Southern Company has
completed more than 70 percent of the activities contained
in its work plan. The percentage of completion and projected
completion by function are as follows:

Work Plan

Remediation  Project
Inventory  Assessment Testing Completion

Generation 100% 100% 70% 6/99
Energy Management 100 100 90 6/99
Transmission and

Distribution 100 100 100 1/99
Telecommunications 100 100 50 6/99
Corporate Applications 100 100 90 3/99

For the non-traditional business located in the United
States and several countries throughout the world, Year 2000
readiness is generally scheduled to follow the traditional busi-
ness. In a number of the business units outside the United
States, Southern Company is neither the majority owner nor
the managing concern. In these circumstances, Southern
Company is providing technical assistance but does not
control the schedule or progress.

Year 2000 Costs

For the traditional business, current projected total costs for
Year 2000 readiness are approximately $91 million, which
includes $6 million of cost billed to non-affiliated companies.
These costs include labor necessary to identify, test, and reno-
vate affected devices and systems. From its inception through
December 31, 1998, the Year 2000 program costs, recognized
primarily as expense, amounted to $56 million based on
Southern Company’s ownership interest. In addition to the
traditional business costs, current projections for Year 2000
program costs are approximately $24 million for the non-
traditional business—based on Southern Company’s owner-
ship interest—of which $9 million has been spent through
December 31, 1998

Year 2000 Risks

Southern Company is implementing a detailed process to
minimize the possibility of service interruptions related to the
Year 2000. The company believes, based on current tests, that
the system can provide customers with electricity. These tests
increase confidence, but do not guarantee error-free opera-
tions. The company is taking what it believes to be prudent
steps to prepare for the Year 2000, and it expects any inter-
ruptions in service that may occur within the traditional
business service territory to be isolated and short in duration.

Southern Company expects the risks associated with Year
2000 to be no more severe than the scenarios that its electric
system is routinely prepared to handle. The most likely worst
case scenario consists of the service loss of one of the largest
generating units and/or the service loss of any single bulk
transmission element in its traditional business service territory.
The company has followed a proven methodology for identify-
ing and assessing software and devices containing potential
Year 2000 challenges. Remediation and testing of those devices
are in progress. Following risk assessment, Southern Company
is preparing contingency plans as appropriate and is participat-
ing in North American Electric Reliability Council-coordinated
national drills during 1999.

Southern Company is currently reviewing the Year
2000 readiness of material third parties that provide goods
and services crucial to Southern Company’s operations.
Among such critical third parties are fuel, transportation,
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telecommunications, water, chemical, and other suppliers.
Contingency plans based on the assessment of each third
party’s ability to continue supplying critical goods and ser-
vices to Southern Company are being developed.

There is a potential for some earnings erosion caused by
reduced electrical demand by customers because of their own
Year 2000 issues. The risk associated with the progress of
some operations outside the United States is a function of the
local regulatory environment and the priorities of the entities
with management control. Year 2000 issues are included in
the list of due diligence activities associated with acquisitions;
there is some risk associated with the subsequent validation
of any given seller’s representations.

Year 2000 Contingency Plans
Because of experience with hurricanes and other storms, the
traditional business is skilled at developing and using contin-
gency plans in unusual circumstances. As part of Year 2000
business continuity and contingency planning, Southern
Company is drawing on that experience to make risk assess-
ments and is developing additional plans to deal specifically
with situations that could arise relative to Year 2000 challenges.
Southern Company is identifying critical operational locations,
and key employees will be on duty at those locations during
the Year 2000 transition. In September 1999, drills are sched-
uled to be conducted to test contingency plans. Because of the
level of detail of the contingency planning process, manage-
ment feels that the contingency plans will keep any service
interruptions that may occur within the traditional business
service territory isolated and short in duration.

Contingency planning efforts for the non-traditional
business are generally in the initial phase.

FINANCIAL CONDITION

Overview

Southern Company’s financial condition continues to remain
strong. The company’s common stock closed 1998 with the
highest year-end closing price in history. Consolidated net
income of $1.2 billion —excluding non-recurring charges—in
1998 increased $95 million compared with the prior year. In
January 1999, Southern Company modified its dividend pol-
icy to lower, over time, the previously targeted payout ratio
of approximately 75 percent. The quarterly dividend declared
was maintained at 33% cents per share or $1.34 annually.
This action allows more internally generated funds to be
reinvested in the company, which is expected to increase
long-term shareholder value.

Gross property additions to udility plant were $2.0 billion
in 1998. The majority of funds needed for gross property addi-
tions since 1995 has been provided from operating activities.
Southern Energy acquired $670 million of generating assets in
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OUR FINANCIAL CONDITION
CONTINUES TO REMAIN

STRONG.

1998 and sold an additional 26 percent interest in its United
Kingdom subsidiary for $170 million. The Consolidated
Statements of Cash Flows provide additional details.

Derivative Financial Instruments

Southern Company is exposed to market risks, including
changes in interest rates, currency exchange rates, and certain
commodity prices. To manage the volatility 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 include market value and sensitivity analysis.

The company’s market risk exposures relative to interest
rate changes and currency exchange fluctuations, as discussed
later, have not changed materially versus the previous report-
ing period. In addition, the company is not aware of any
facts or circumstances that would significantly impact such
exposures in the near-term.

Interest rate swaps are used to hedge underlying debt
obligations. These swaps hedge specific debt issuances and qual-
ify for hedge accounting. The interest rate differential is
reflected as an adjustment to interest expense over the life of the
instruments. Additionally, the company has interest rate swaps
in foreign currencies. These swaps are designated as hedges of
the company’s related debt issuance in the same currency.

If the company sustained a 100 basis point change
in interest rates for all variable rate debt in all currencies,
the change would affect annualized interest expense by
approximately $35 million at December 31, 1998. Based
on the company’s overall interest rate exposure at
December 31, 1998, including derivative and other interest
rate sensitive instruments, a near-term 100 basis point
change in interest rates would not materially affect the
consolidated financial statements.

The company has investments in the United Kingdom
and Germany. For these investments, the company uses
long-term cross-currency agreements to reduce a substantial
portion of its exposure to fluctuations in the British pound
sterling and German Deutschemark. These instruments are
used to hedge the net investments in these countries. As a
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result of these swaps, a 10 percent sustained decline of the
British pound sterling and German Deutschemark versus the
U.S. dollar would not materially affect the consolidated
financial statements.

The company also has investments in various emerging
market countries where the net investments are not hedged,
including Argentina, Brazil, Chile, Trinidad, Bahamas,
Philippines, and China. The company relies on either cur-
rency pegs or contractual or regulatory links to the U.S. dollar
to mitigate currency risk attributable to these investments.
The company does not believe it has a material exposure to
changes in exchange rates between the U.S. dollar and the
currencies of these countries.

Based on availability and economics, the company also
uses currency swaps and forward agreements to hedge dollar-
denominated debt issued by subsidiaries with a functional
currency other than the U.S. dollar. These swaps offset the
dollar cash flows, thereby effectively converting debt to the
respective company’s reporting currency. Gains and losses
related to qualified hedges of foreign currency firm commit-
ments are deferred and included in the basis of the underly-
ing transactions. To the extent that a qualifying hedge is
terminated or ceases to be effective as a hedge, any deferred
gains and losses to that point continue to be deferred and are
included in the basis of the underlying transaction.

In addition to the non-trading activities, the company is
exposed to market risks through its electricity and natural gas
commodity trading business, which is primarily conducted
through the company’s joint venture relationship with Vastar.
While this joint venture relationship is accounted for under
the equity method of accounting, Southern Company —
through guarantees it has made jointly with Vastar —is exposed
to market risk. Southern Company and Vastar have agreed to
indemnify each other against losses under such guarantees in
proportion to their respective ownership shares of the joint
venture. At December 31, 1998, outstanding guarantees
related to the estimated fair value of net contractual commit-
ments were approximately $152 million. Based upon the joint
venture’s statistical analysis of its credit risk, Southern
Company’s potential exposure under these contractual com-
mitments would not materially differ from the estimated fair
value. The joint venture’s gross revenues and cost of sales for
1998 were $9.2 billion and $9.1 billion, respectively.

To estimate and manage the market risk of its trading
and marketing portfolio, the joint venture employs a daily
Value at Risk (VAR) methodology. VAR is used to describe a
probabilistic approach to measuring the exposure to market
risk. VAR models are relatively sophisticated. However, the
quantitative risk information is limited by the parameters
established in creating the model. The instruments being
evaluated may have features that may trigger a potential loss

in excess of calculated amounts if the changes in commodity
prices exceed the confidence level of the model used. The cal-
culation utilizes the standard deviation of seasonally adjusted
historical changes in the value of the market risk sensitive
commodity-based financial instruments to estimate the
amount of change (i.e., volatility) in the current value of
these instruments that could occur at a specified confidence
level over a specified holding interval. The parameters used in
the calculation include holding intervals ranging from five to
20 days, depending upon the type of instrument, the term of
the instrument, the liquidity of the underlying market, and
other factors. The models employ a 95 percent confidence
level based on historical price movement. Based on the joint
venture’s VAR analysis of its overall commodity price risk
exposure at December 31, 1998, management does not antici-
pate a materially adverse effect on the company’s consoli-
dated financial statements as a result of market fluctuations.

In the United Kingdom, the company utilizes contracts
to mitigate its exposure to volatility in the prices of electricity
purchased through the wholesale electricity market. These con-
tracts allow the company to effectively convert the majority of
its anticipated wholesale electricity purchases from market
prices to fixed prices. The gains and losses on these contracts
are deferred and recognized as electricity is purchased.
Recently, a market has developed for trading these contracts in
the United Kingdom. However, due to the immaturity of this
market and the complexity of the company’s existing contracts,
it is not practicable to estimate the fair value of these contracts.

Due to cost-based rate regulations, the operating com-
panies have limited exposure to market volatility in interest
rates, commodity fuel prices, and prices of electricity. To miti-
gate residual risks relative to movements in electricity prices,
the operating 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, 1998,
exposure from these activities was not material to the con-
solidated financial statements.

For additional information, see Note 1 to the financial
statements under “Financial Instruments for Non-Trading
and Trading Activities.”

Capital Structure

Southern Company achieved a ratio of common equity
to total capitalization —including short-term debt—of
37.4 percent in 1998, compared with 38.6 percent in 1997,
and 45.1 percent in 1996.

During 1998, the subsidiary companies sold, through
public authorities, $210 million of pollution control revenue
bonds. In addition, preferred stock of $200 million and capi-
tal and preferred securities of $435 million were issued in
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1998. The companies continued to reduce financing costs by
retiring higher-cost bonds and preferred stock. Retirements,
including maturities, of bonds totaled $1.7 billion during
1998, $507 million during 1997, and $600 million during
1996. As a result, the composite interest rate on long-term
debt decreased from 7.1 percent at December 31, 1995 to
6.42 percent at December 31, 1998. Retirements of preferred
stock totaled $239 million during 1998, $660 million during
1997, and $179 million during 1996.

WE CONTINUE WORKING TO

REDUCE

FINANCING COSTS.

In 1998, Southern Company raised net proceeds of
$109 million from the issuance of common stock under the
company’s various stock plans. At the close of 1998, the
company’s common stock had a market value of 29/ per
share, compared with a book value of $14.04 per share. The
market-to-book value ratio was 207 percent at the end of
1998, compared with 186 percent at year-end 1997, and
166 percent at year-end 1996.

Capital Requirements for Construction
The construction program of Southern Company is budgeted
at $2.6 billion for 1999, $2.1 billion for 2000, and $2.1 bil-
lion for 2001. Actual construction costs may vary from this
estimate because of changes in such factors as: business con-
ditions; environmental regulations; nuclear plant regulations;
load projections; the cost and efficiency of construction labor,
equipment, and materials; and the cost of capital. In addi-
tion, there can be no assurance that costs related to capital
expenditures will be fully recovered.

The operating companies have approximately
2,700 megawatts of combined cycle generation scheduled
to be placed in service by 2001. Southern Energy has
under construction some 1,300 megawatts of owned
capacity. Significant construction of transmission and
distribution facilities and upgrading of generating plants
will be continuing for the core business in the Southeast.

Other Capital Requirements

In addition to the funds needed for the construction program,
approximately $2.6 billion will be required by the end of 2001
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 obliga-
tions with lower-cost capital if market conditions permit.
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In late 1998, Southern Energy announced plans to
acquire $801 million and $480 million of generating assets
in California and New York, respectively. These transac-
tions are expected to close in 1999.

Environmental Matters

In November 1990, the Clean Air Act was signed into law.
Title IV of the Clean Air Act—the acid rain compliance provi-
sion of the law —significantly affected Southern Company.
Specific reductions in sulfur dioxide and nitrogen oxide emis-
sions 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 the company’s compliance strategy, an additional
22 generating units were brought into compliance with
Phase I requirements. Phase II 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. Construc-
tion expenditures for Phase I compliance totaled approxi-
mately $300 million.

For Phase II sulfur dioxide compliance, Southern
Company could use emission allowances, increase fuel switch-
ing, and/or install flue gas desulfurization equipment at selected
plants. Also, equipment to control nitrogen oxide emissions will
be installed on additional system fossil-fired units as necessary
to meet Phase II limits and ozone non-attainment requirements
for metropolitan Atlanta through 2000. Current compliance
strategy for Phase II and ozone non-attainment could require
total estimated construction expenditures of approximately
$70 million, of which $16 million remains to be spent.

A significant portion of costs related to the acid rain
provision 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 Environmental Protection Agency
(EPA) revised the national ambient air quality standards for
ozone and particulate matter. This revision makes the stan-
dards significantly more stringent. In September 1998, the
EPA issued the final regional nitrogen oxide rules to the
states for implementation. The states have one year to adopt
and implement the new rules. The final rules affect 22 states
including Alabama and Georgia. The EPA rules are being
challenged in the courts by several states and industry groups.
Implementation of the final state rules could require substan-
tial further reductions in nitrogen oxide emissions from fossil-
fired generating facilities and other industry in these states.
Implementation of the standards could result in significant
additional compliance costs and capital expenditures that
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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: nitro-
gen oxide emission control strategies for ozone non-attainment
areas; additional controls for hazardous air pollutant emissions;
control strategies to reduce regional haze; and hazardous
waste disposal requirements. The impact of new standards
will depend on the development and implementation of
applicable regulations.

Southern Company must comply with other environ-
mental laws and regulations that cover the handling and dis-
posal of hazardous waste. Under these various laws and
regulations, the subsidiaries could incur substantial costs to
clean up properties. The subsidiaries conduct studies to deter-
mine the extent of any required cleanup costs and have recog-
nized in their respective financial statements costs to clean up
known sites. These costs for Southern Company amounted to
$6 million in 1998 and $4 million in 1997. In 1996, the
company was reimbursed $6 million for amounts previously
expensed. Additional sites may require environmental remedi-
ation for which the subsidiaries may be liable for a portion or
all required cleanup costs. See Note 3 to the financial state-
ments 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, Compensa-
tion, 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 legislation —if
any—will depend on the subsequent development and imple-
mentation of applicable regulations. In addition, the potential
exists for liability as the result of lawsuits alleging damages
caused by electromagnetic fields.

Sources of Capital

The amount and timing of additional equity capital to be
raised in 1999 —as well as in subsequent years—will be con-
tingent 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. Any portion of the common stock required during

1999 for the company’s stock plans that is not provided from
the issuance of new stock will be acquired on the open mar-
ket in accordance with the terms of such plans.

The operating companies 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 financ-
ings—if needed —will depend on market conditions and regu-
latory approval.

The operating companies historically have relied on
issuances of first mortgage bonds and preferred stock, in addi-
tion to pollution control revenue bonds issued for their benefit
by public authorities, to meet their long-term external financ-
ing requirements. Recently, the operating companies’ financ-
ings have consisted of unsecured debt and trust preferred
securities. In this regard, the operating companies sought and
obtained stockholder approval in 1997 or 1998 to amend their
respective corporate charters eliminating restrictions on
the amounts of unsecured indebtedness they may incur.

To meet short-term cash needs and contingencies,
Southern Company had approximately $872 million of cash
and cash equivalents and $4.6 billion of unused credit
arrangements with banks at the beginning of 1999.

Cautionary Statement Regarding Forward-Looking Information
Southern Company’s 1998 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 markets of the subsidiary companies; potential business
strategies —including acquisitions or dispositions of assets or
internal restructuring — that may be pursued by the company;
state and federal rate regulation in the United States; Year
2000 issues; changes in or application of environmental and
other laws and regulations to which the company and its
subsidiaries are subject; political, legal and economic condi-
tions and developments in the United States and in foreign
countries in which the subsidiaries operate; financial market
conditions and the results of financing efforts; changes in
commodity prices and interest rates; weather and other nat-
ural phenomena; the performance of projects undertaken by
the non-traditional business and the success of efforts to
invest in and develop new opportunities; and other factors
discussed in the reports—including Form 10-K—filed from
time to time by the company with the SEC.
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CONSOLIDATED STATEMENTS OF INCOME For the Years Ended December 31, 1998, 1997, and 1996

(in_millions) 1998 1997 1996

Operating Revenues $11,403 $12,611 $10,358
Operating Expenses:
Operation—

Fuel 2,311 2,281 2,245

Purchased power 1,243 3,033 1,103

Other 2,112 1,930 1,860
Maintenance 887 763 782
Depreciation and amortization 1,539 1,367 1,133
Taxes other than income taxes 599 572 634
Income taxes 678 725 747
Write down of South American assets (Note 5) 308 - -
Write down of Rocky Mountain plant (Note 3) 34 - -
Income tax benefit for write down of assets (121) - -
Total operating expenses 9,650 10,671 8,504
Operating Income 1,753 1,940 1,854
Other Income:
Interest income 243 152 54
Equity in earnings of unconsolidated subsidiaries 123 35 6
Other, net 57 24 40
Income tax benefits (expenses) applicable to other income 8 34 (10)
Windfall profits tax assessed in United Kingdom (Note 8) - (148) -
Income Before Interest Charges 2,184 2,037 1,944
Interest Charges and Other:
Interest on long-term debt 712 678 530
Interest on notes payable 108 112 107
Amortization of debt discount, premium, and expense, net 65 34 33
Other interest charges 68 49 27
Minority interests in subsidiaries 80 29 13
Distributions on capital and preferred securities of subsidiary companies 149 120 22
Preferred dividends of subsidiary companies 25 43 85
Interest charges and other, net 1,207 1,065 817
Consolidated Net Income $ 977 $§ 92 $ 1127
Common Stock Data: (Note 9)

Average number of shares of common stock outstanding (in mitiions) 697 685 673

Basic and diluted earnings per share of common stock $1.40 $1.42 $1.68

Cash dividends paid per share of common stock $1.34 $1.30 $1.26

The accompanying notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS For the Years Ended December 31, 1998, 1997, and 1996

(in_millions) 1998 1997 1996

Operating Activities:
Consolidated net income $ 977 $ 972 $1,127

Adjustments to reconcile consolidated net income
to net cash provided from operating activities —

Depreciation and amortization 1,773 1,592 1,338
Deferred income taxes and investment tax credits (22) (5) 57
Gain on asset sales (61) (25) (59)
Write down of South American assets 308 - -
Write down of Rocky Mountain plant 34 - -
Other, net (199) (64) 50
Changes in certain current assets and liabilities excluding effects from acquisitions —
Receivables, net 151 (229) (25)
Fossil fuel stock (35) 53 57
Materials and supplies (10) 21 47
Accounts payable (17) 138 19
Other (151) 172 (210)
Net cash provided from operating activities 2,748 2,625 2,401
Investing Activities:
Gross property additions (2,005) (1,859) (1,229)
Southern Energy business acquisitions, net of cash acquired (998) (2,925) -
Sales of property 281 32 21
Other 86 (13) (275)
Net cash used for investing activities (2,636) (4,765) (1,293)
Financing Activities:
Proceeds—
Common stock 234 360 m
Preferred stock 200 - -
Capital and preferred securities 435 1,321 322
First mortgage bonds - - 85
Other long-term debt 2,973 2,499 1,570
Redemptions —
Common stock repurchased (125) - -
Preferred stock (239) (660) (179)
First mortgage bonds (1,487) (168) (426)
Other long-term debt (599) (802) (1,754)
Increase (decrease) in notes payable, net (353) 509 (268)
Payment of common stock dividends (933) (889) (846)
Miscellaneous 53 126 (110)
Net cash provided from (used for) financing activities 159 2,296 (1,435)
Net Increase (Decrease) in Cash and Cash Equivalents 271 156 (327)
Cash and Cash Equivalents at Beginning of Year 601 445 172
Cash and Cash Equivalents at End of Year $ 872 $ 601 $ 445

Supplemental Cash Flow Information:
Cash paid during the year for—

Interest (net of amount capitalized) $998 $876 $677

Income taxes $839 $823 $706
Southern Energy business acquisitions —

Fair value of assets acquired $1,072 $4,768 $-

Less cash paid for common stock 998 2,925 -
Liabilities assumed $ 74 $1,843 $-

The accompanying notes are an integral part of these statements.
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CONSOLIDATED BALANCE SHEETS AtDecember 31, 1998 and 1997

Assets (in millions) 1997
Utility Plant:
Plant in service (Note 1) $35,364 $34,044
Less accumulated provision for depreciation 13,239 11,934
22,125 22,110

Nuclear fuel, at amortized cost 217 230
Construction work in progress (Note 4) 1,782 1,312
Total 24,124 23,652
Other Property and Investments:
Goodwill, net of accumulated amortization of

$106 million in 1998 and $55 million in 1997 (Note 13) 2,067 1,888
Property rights, net of accumulated amortization of

$169 million in 1998 and $108 million in 1997 1,185 1,389
Equity investments in unconsolidated subsidiaries 1,560 1,168
Nuclear decommissioning trusts 516 387
Miscellaneous 644 742
Total 5,972 5,574
Current Assets:
Cash and cash equivalents 872 601
Special deposits 87 103
Receivables, less accumulated provisions for uncollectible accounts

of $113 million in 1998 and $77 million in 1997 1,797 2,007
Fossil fuel stock, at average cost 252 218
Materials and supplies, at average cost 515 493
Prepayments 102 98
Vacation pay deferred 81 79
Total 3,706 3,599
Deferred Charges and Other Assets:
Deferred charges related to income taxes (Note 8) 1,036 1,142
Prepaid pension costs 491 383
Debt expense, being amortized 129 101
Premium on reacquired debt, being amortized 294 285
Miscellaneous 440 519
Total 2,390 2,430
Total Assets $36,192 $35,255

The accompanying notes are an integral part of these balance sheets.
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CONSOLIDATED BALANCE SHEETS (CONTINUED) At December 31, 1998 and 1997

Capitalization and Liabilities (in millions) 1997
Capitalization (See accompanying statements):
Common stock equity $ 9,797 $ 9,647
Preferred stock of subsidiaries 369 493
Company or subsidiary obligated mandatorily redeemable

capital and preferred securities 2,179 1,744
Long-term debt 10,472 10,274
Total 22,817 22,158
Current Liabilities:
Amount of securities due within one year 1,526 784
Notes payable 1,828 2,064
Accounts payable 1,027 1,049
Customer deposits 125 133
Taxes accrued —

Federal and state income 50 120

Other 299 259
Interest accrued 233 262
Vacation pay accrued 112 108
Miscellaneous 542 608
Total 5,742 5,387
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes (Note 8) 4,481 4,650
Deferred credits related to income taxes (Note 8) 715 746
Accumulated deferred investment tax credits 723 754
Employee benefits provisions 474 431
Minority interests in subsidiaries 535 435
Prepaid capacity revenues 96 110
Department of Energy assessments 64 72
Disallowed Plant Vogtle capacity buyback costs 54 56
Storm damage reserves 24 38
Miscellaneous 467 418
Total 7,633 7,110
Commitments and Contingent Matters (Notes 1,2, 3,4, 5,7, 12, and 13)
Total Capitalization and Liabilities $36,192 $35,255

The accompanying notes are an integral part of these balance sheets.
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CONSOLIDATED STATEMENTS OF CAPITALIZATION At December 31, 1998 and 1997

(in millions) 1997
Common Stock Equity:
Common stock, par value $5 per share—
Authorized -1 billion shares
Issued—1998: 700 million shares
—1997: 693 million shares

Par value $ 3,499 $ 3,467

Paid-in capital 2,463 2,331

Treasury, at cost (Note 9) (58) -
Retained earnings (Note 9) 3,878 3,842
Accumulated other comprehensive income 15 7
Total common stock equity 9,797 9,647
Cumulative Preferred Stock of Subsidiaries:
$100 par or stated value —

4.20% to 7.00% 135 136
$25 par or stated value—

5.20% to 6.80% 200 131
Adjustable and auction rates—at 1/1/99:

4.00% to 4.30% 120 226
Total (annual dividend requirement—$23 million) 455 493
Less amount due within one year 86 -
Total excluding amount due within one year 369 493
Company or Subsidiary Obligated Mandatorily

Redeemable Capital and Preferred Securities (Note 10):
$25 liquidation value —

6.85% to 7.00% 235 -

7.13% to 7.38% 297 97

7.60% to 7.63% 415 415

7.75% 649 649

8.14% to 9.00% 583 583
Total (annual distribution requirement—$168 million) 2,179 1,744
Long-Term Debt of Subsidiaries:

First mortgage bonds—

Maturity Interest Rates

1998 5.00% to 8.67% - 238

1999 6.13% to 8.67% 373 373

2000 6.00% to 8.67% 209 349

2001 8.67% 9 9

2002 6.85% to 8.67% 10 260

2003 6.13% to 8.67% 635 635

2004 through 2008 6.07% to 8.67% 197 372

2009 through 2013 8.67% 75 75

2014 through 2018 8.67% 56 56

2019 through 2023 7.30% to 8.75% 614 1,298

2024 through 2028 6.88% to 9.00% 287 287
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(percent of total)

1998 1997
42.9% 43.5%
1.6 22
9.6 19




CONSOLIDATED STATEMENTS OF CAPITALIZATION (CONTINUED) At December 31, 1998 and 1997

(in millions) [ 1998] 1997
Other long-term debt—
Pollution control revenue bonds—
Collateralized:
4.38% t0 6.75% due 2000-2026 954 1,154
Variable rates (3.10% to 5.25% at 1/1/99)
due 2011-2025 639 639
Non-collateralized:
6.75% to 7.25% due 2003-2020 110 110
5.80% due 2022 - 10
Variable rates (3.15% to 5.33% at 1/1/99)
due 2021-2037 880 670
Long-term notes payable —
5.21% to 11.00% due 1998-2002 - 481
6.13% to 11.00% due 1999-2002 437 -
5.35% to 10.00% due 2003-2004 361 47
5.49% to 10.50% due 2005 551 13
6.80% to 8.14% due 2006 582 578
7.16% to 10.25% due 2007 447 475
3.66% to 10.56% due 2008-2015 959 362
6.38% to 8.12% due 2018-2038 803 20
6.88% to 7.13% due 2047-2048 729 194
Adjustable rates (5.23% to 7.10% at 1/1/99)
due 1998-2001 397 710
Adjustable rates (6.58% at 1/1/99)
due 2002 793 847
Adjustable rates (3.96% at 1/1/99)
due 2004 516 478
Adjustable rates (6.93% to 7.57% at 1/1/99)
due 2005-2007 252 201
Capitalized lease obligations 135 142
Unamortized debt premium (discount), net (98) (85)
Total long-term debt (annual interest requirement—$771 million) 11,912 11,058
Less amount due within one year (Note 11) 1,440 784
Long-term debt excluding amount due within one year 10,472 10,274
Total Capitalization $22,817 $22,158

(percent of total)

[ 1998 ] 1997
45.9 46.4
100.0% 100.0%

The accompanying notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME For the Years Ended December 31, 1998, 1997, and 1996

(in millions) 1997 1996
Consolidated Net Income $977 $972 $1,127
Other comprehensive income:

Foreign currency translation adjustments 12 (10) 31

Gain on investments realized in net income - - (42)

Less applicable income taxes (benefits) 4 (3) (4)
Consolidated Comprehensive Income $985 $965 $1,120
CONSOLIDATED STATEMENTS OF PAID-IN CAPITAL For the Years Ended December 31, 1998, 1997, and 1996
(in millions) 1997 1996
Balance at Beginning of Year $2,331 $2,053 $1,920
Proceeds from sales of common stock over the par value —6.3 million,

16.4 million, and 7.5 million shares in 1998, 1997, and 1996, respectively 132 278 133
Balance at End of Year $2,463 $2,331 $2,053
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS For the Years Ended December 31, 1998, 1997, and 1996
(in millions) 1997 1996
Balance at Beginning of Year $3,842 $3,764 $3,483
Consolidated net income 977 972 1,127

4,819 4,736 4,610
Cash dividends on common stock 933 889 846
Capital and preferred stock transactions, net 8 5 -
Balance at End of Year (Note 9) $3,878 $3,842 $3,764
CONSOLIDATED STATEMENTS OF ACCUMULATED OTHER COMPREHENSIVE INCOME
For the Years Ended December 31, 1998, 1997, and 1996
(in millions) 1997 1996
Balance at Beginning of Year $7 $14 $21
Change during the year 8 (7) (7)
Balance at End of Year $15 $7 $14

The accompanying notes are an integral part of these statements.
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NOTES TO FINANCIAL STATEMENTS

@SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

Southern Company is the parent company of five operat-
ing companies, 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
operating companies —Alabama Power, Georgia Power, Gulf
Power, Mississippi Power, and Savannah Electric— provide
electric service in four southeastern states. Contracts among
the operating companies — dealing with jointly owned gener-
ating 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. Worldwide, Southern Energy
develops and manages electricity and other energy related
projects, including domestic energy trading and marketing.
Southern Nuclear provides services to Southern Company’s
nuclear power plants.

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 operating
companies also are subject to regulation by the FERC and
their respective state public service commissions. The compa-
nies follow generally accepted accounting principles and
comply with the accounting policies and practices prescribed
by their respective commissions. The 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. All material intercompany
items have been eliminated in consolidation.

The consolidated financial statements reflect invest-
ments in controlled subsidiaries on a consolidated basis
and other investments on an equity basis. Certain prior
years data presented in the consolidated financial state-
ments have been reclassified to conform with the current
year presentation.

Regulatory Assets and Liabilities

The operating companies 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 to the operating companies associated with certain
costs that are expected to be recovered from customers
through the ratemaking process. Regulatory liabilities repre-
sent 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:

(in millions) 1998 1997
Deferred income taxes $1,036  $1,142
Deferred Plant Vogtle costs - 50
Premium on reacquired debt 294 285
Demand-side programs - 1
Department of Energy assessments 57 63
Vacation pay 81 79
Deferred fuel charges - 4
Postretirement benefits 36 38
Work force reduction costs 17 37
Deferred income tax credits (715) (746)
Storm damage reserves (24) (36)
Other, net 145 152
Total $ 927 81,079

In the event that a portion of an operating company’s
operations is no longer subject to the provisions of
FASB Statement No. 71, the company would be required
to write off related net 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 operating companies accrue revenues for service ren-

dered but unbilled at the end of each fiscal period. Fuel costs

are expensed as the fuel is used. The operating companies’

electric rates include provisions to adjust billings for fluctua-
tions in fuel costs, the energy component of purchased power

costs, and certain other costs. Revenues are adjusted for dif-

ferences between recoverable fuel costs and amounts actually
recovered in current rates.

Southern 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 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 the permanent disposal of spent nuclear fuel. Total
charges for nuclear fuel included in fuel expense amounted
to $133 million in 1998, $144 million in 1997, and
$142 million in 1996. Alabama Power and Georgia Power
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NOTES (CONTINUED)

have contracts with the U.S. Department of Energy (DOE)
that provide for the permanent disposal of spent nuclear fuel.
Although disposal was scheduled to begin in 1998, the actual
year this service will begin is uncertain. 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. Sufficient stor-
age capacity currently is available to permit operation into
2003 at Plant Hatch, into 2017 at Plant Vogtle, and into
2009 and 2013 at Plant Farley units 1 and 2, respectively.
Plant Vogtle’s spent fuel storage capacity includes the installa-
tion in 1998 of additional rack capacity. Activities for adding
dry cask storage capacity at Plant Hatch by as early as 1999
are in progress.

Also, the Energy Policy Act of 1992 required the estab-
lishment in 1993 of a 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 decontami-
nation and decommissioning of its nuclear fuel enrichment
facilities. The law provides that utilities will recover these pay-
ments 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,
1998, under this law to be approximately $31 million and
$24 million. These obligations are recorded in the Consolidated
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 3.4 percent in 1998, 3.4 per-
cent in 1997, and 3.3 percent in 1996. 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 provi-
sion 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 costs of decommissioning
nuclear facilities and removal of other facilities.

Georgia Power recorded additional depreciation of elec-
tric plant amounting to $316 million in 1998, $159 million
in 1997, and $24 million in 1996. The accumulated depreci-
ation related to these charges is $505 million at December 31,
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, funds for
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decommissioning. Alabama Power and Georgia Power have
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 respective state public service commissions.
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. Alabama Power and Georgia Power have 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 a spe-
cific facility as of the site study year, and ultimate cost is the
estimate to decommission a specific facility as of its retire-
ment date. The estimated costs of decommissioning —both
site study costs and ultimate costs —based on the most cur-
rent study as of December 31, 1998, for Alabama Power’s
Plant Farley and Georgia Power’s ownership interests in
plants Hatch and Vogtle were as follows:

Plant Plant Plant

(year) Farley Hatch Vogtle
Site study basis 1998 1997 1997
Decommissioning periods:

Beginning year 2017 2014 2027

Completion year 2031 2027 2038
(in millions)
Site study costs:

Radiated structures $629 $372 $317

Non-radiated structures 60 33 44
Total $689 $405 $361
(in millions)
Ultimate costs:

Radiated structures $1,868 $722 $ 922

Non-radiated structures 178 65 129
Total $2,046 $787 $1,051
Significant assumptions:

Inflation rate 4.5% 3.6% 3.6%

Trust earning rate 7.0 6.5 6.5

The decommissioning cost estimates are based on
prompt dismantlement and removal of the plant from ser-
vice. 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.

Annual provisions for nuclear decommissioning are
based on an annuity method as approved by the respective
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state public service commissions. The amount expensed in
1998 and fund balances were as follows:

Plant Plant Plant

(in millions) Farley Hatch Vogtle

Amount expensed in 1998 $18 N $9
Accumulated provisions:

Balance in external trust funds ~ $232 $172 $112

Balance in internal reserves 42 19 12

Total $274 $191 $124

Alabama Power’s decommissioning costs for ratemaking
are based on the site study. For Georgia Power effective
January 1, 1999, the GPSC increased the annual provision
for decommissioning expenses to $26 million. This amount
is based on the NRC generic estimate 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 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 per-
cent. Alabama Power and Georgia Power expect their respec-
tive 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.

Utility Plant
Utility plant is stated at original cost less regulatory disal-
lowances. 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 con-
struction. 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 udility plant.

Property Rights

Included in property rights are leasehold interests in
Southern Energy’s power generation facilities that are devel-
oped under build, operate, and transfer agreements with
foreign governments. Southern Energy’s construction costs
are initially recorded as construction work in progress,

and —after completion — these costs are recorded as leasehold
interests. These costs are amortized over the length of time
the facility is operated before transferring ownership to

the local government. Also included in property rights is

a concession agreement assigned in 1993 by the Argentine
government to Southern Energy for the operation of a
hydroelectric plant.

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.

Foreign Currency Translation

Assets and liabilities of Southern Company’s international
operations, where the local currency is the functional cur-
rency, have been translated at year-end exchange rates, and
revenues and expenses have been translated using average
exchange rates prevailing during the year. Adjustments result-
ing from translation have been recorded in other comprehen-
sive income. The financial statements of international
operations, where the U.S. dollar is the functional currency,
reflect certain transactions denominated in the local currency
that have been remeasured in U.S. dollars. The remeasure-
ment of local currencies into U.S. dollars creates gains and
losses from foreign currency transactions that are included
in consolidated net income. Foreign exchange gains and
losses are not material for all periods presented.

Comprehensive Income

In 1998, Southern Company adopted FASB Statement
No. 130, Reporting Comprehensive Income. This statement
establishes rules for the reporting and display of comprehen-
sive income and its components. Comprehensive income
consists of net income and foreign currency translation
adjustments and is presented in the consolidated financial
statements. The objective of the statement is to report a
measure of all changes in common stock equity of an enter-
prise that result from transactions and other economic events
of the period other than transactions with owners.

Financial Instruments for Non-Trading Activities

Non-trading derivative financial instruments are used to hedge
exposures to fluctuations in interest rates, foreign currency
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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 when
the hedged transaction occurs.

The company utilizes interest rate swaps and cross
currency interest rate swaps to minimize borrowing costs
by changing the interest rate and currency of the original
borrowing. For qualifying hedges, the interest rate differential
is reflected as an adjustment to interest expense over the life
of the swaps.

Southern Company’s international operations are
exposed to the effects of foreign currency exchange rate fluc-
tuations. To protect against this exposure, the company uti-
lizes currency swaps to hedge its net investment in certain
foreign subsidiaries, which has the effect of converting for-
eign currency cash inflows into U.S. dollars at fixed exchange
rates. Gains or losses on these currency swaps, designated
as hedges of net investments, are offset against the translation
effects reflected in other comprehensive income, net of tax.

Non-trading financial derivative instruments held at
December 31, 1998, were as follows:

Year of Notional Unrecognized

Maturity or Amount  Gain (Loss)
Type Termination (in millions)
Interest rate swaps: 2002-2016 $928 $(69)

2001-2012 £600 $(130)

2002-2007 DM691 $(30)
Cross currency swaps 2001-2007 £429 $11
Cross currency swaption 2003 DM555 $(18)

£ - Denotes British pound sterling.
DM - Denotes Deutschemark.

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.

In the United Kingdom, the company utilizes contracts
to mitigate its exposure to volatility in the prices of electric-
ity purchased through the wholesale electricity market.
These contracts allow the company to effectively convert
the majority of its anticipated wholesale electricity pur-
chases from market prices to fixed prices. The gains and
losses on these contracts are deferred and recognized as
electricity is purchased. Recently, a market has developed for
trading these contracts in the United Kingdom. However,
due to the immaturity of this market and the complexity
of the company’s existing contracts, it is not practicable to
estimate the fair value of these contracts.
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Other Southern Company financial instruments for which
the carrying amount did not equal fair value at December 31
were as follows:

Carrying Fair
(in millions) Amount Value
Long-term debt:
At December 31, 1998 $11,777  $11,626
At December 31, 1997 10,916 11,160
Capital and preferred securities:
At December 31, 1998 2,179 2,288
At December 31, 1997 1,744 1,826

The fair values for long-term debt and capital and pre-
ferred securities were based on either closing market price or
closing price of comparable instruments.

Financial Instruments for Trading Activities

Effective in January 1998, Southern Energy and Vastar
Resources, Inc. (Vastar) combined their energy trading and
marketing activities to form a joint venture. Southern
Energy’s investment in the joint venture is accounted for
under the equity method of accounting. See Note 5 under
“Energy Trading and Marketing Commitments” for addi-
tional information. Financial statement disclosure related
to Southern Energy’s energy trading and marketing activities
for 1997 —prior to the formation of the joint venture was
presented as follows:

Derivative financial instruments used for trading pur-
poses primarily relate to commodities associated with the
energy sector, such as electricity, natural gas, and crude oil.
These instruments were recorded at fair value for balance
sheet purposes. The determination of fair value considers
various factors, such as closing exchange prices, broker price
quotations, and model pricing. Model pricing considers time
value and volatility factors underlying any options and con-
tractual commitments. These transactions were accounted for
using the mark-to-market method of accounting in which the
unrealized gains or losses resulting from the impact of price
movements are recognized as net gains or losses in the con-
solidated statements of income. If the company has a master
netting agreement with counterparties, net positions were
recognized for consolidated balance sheet and income state-
ment purposes.

In 1997, the company provided price risk management
services by entering into a variety of contractual commitments
such as price cap and floor agreements, futures contracts,
forward purchase and sale agreements, and option contracts.
These contracts generally require future settlement, and are
either executed on an exchange or traded as over-the-counter
(OTC) instruments. Contractual commitments had widely
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varying terms and durations that ranged from a few hours
to a number of years depending on the instrument. The
majority of the company’s transactions at December 31, 1997,
were short-term in duration, with a weighted average matu-
rity of approximately 1.3 years.

All contractual commitments used for trading pur-
poses were recorded at fair value. Contracts in a net receiv-
able position, as well as options held, were reported as
assets. Similarly, contractual commitments in a net payable
position, as well as options written, were reported as liabili-
ties. The net unrealized gain from risk management services
amounted to $8 million at December 31, 1997. Contractual
commitments reflected in the Consolidated Balance Sheets at
December 31, 1997 were as follows:

Net Fair Value
Notional Assets Liabilities
(kilowatt-hours) Amounts (in millions)
1997
Exchange-issued products:
Futures contracts 904 $14 $15
Other 958 1 1
Total 1,862 15 16
OTC products:
Forward contracts 2,643 69 62
Swaps (473) 1 -
Other 639 9 8
Total 2,809 79 70
Total 4,671 $94 $86

Notional amounts—stated in equivalent millions of
kilowatt-hours —are indicative only of the volume of activity
and are not a measure of market risk. Notional amounts of
natural gas and crude oil positions are reflected in equivalent

life insurance benefits for retired employees. Substantially all
these employees may become eligible for such benefits when
they retire. The operating companies fund trusts to the extent
deductible under federal income tax regulations or to the
extent required by their respective regulatory commissions. In
1998, Southern Company adopted FASB Statement No. 132
Employers’ Disclosure about Pensions and Other Postretirement
Benefits. The measurement date is September 30 for each year.

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
(in millions)
Balance at beginning of year $3,701  $3,624
Service cost 99 94
Interest cost 273 21
Benefits paid (201) (163)
Actuarial (gain) loss 298 (125)
Balance at end of year $4,170  $3,701
Plan Assets
(in_millions) 1998 1997
Balance at beginning of year $5931  $5212
Actual return on plan assets 223 n
Employer contributions 4 9
Benefits paid (180) (201)
Balance at end of year $5978  $5,931

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

(in millions) 1998 1997
kilowatt-hours based on standard conversion rates. Funded status $1,808 $2230
The annual average gross balances of the company’s Unrecognized transition obligation (89)  (101)
options and contractual commitments used for trading Unrecognized prior service cost 19 126
purposes, based on month-end balances were as follows: Unrecognized net gain (1.347)  (1.874)
Fourth quarter contributions - 2
Average Fair Value Prepaid asset recognized in the
(in millions) Assets  Liabilities Consolidated Balance Sheets $ 491 § 383
1997
Commodity instruments: Components of the plans’ net periodic cost were as
Electricity $97 $94 follows:
Gas 6 6 (in millions) 1997 1996
Other ! 6 Service cost $ 99 $ 9% $ 99
Interest cost 273 2N 267
RETIREMENT BENEFITS Expectgd return on. plan assets (425) (394) (378)
Southern Company has defined benefit, trusteed, pension Recognlze.d n.et gain kil (42) (29)
plans that cover substantially all employees. In the United Net amor.tlzatlon - (9) (9) 12)
Net pension cost (income) $(109) $(80)  $(53)

States, Southern Company provides certain medical care and
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The weighted average rates assumed in the actuarial
calculations for both the pension plans and postretirement
benefits were:

1997

Discount 6.75% 7.50%
Annual salary increase 4.25 5.00
Long-term return on plan assets 8.50 8.50

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

Projected
Benefit Obligations

(in millions) 1998 1997
Balance at beginning of year $ 935 $870
Service cost 18 18
Interest cost 69 67
Benefits paid (35) (27)
Actuarial (gain) loss 50 7
Balance at end of year $1,037 $935

Plan Assets
(in millions) 1997
Balance at beginning of year $294
Actual return on plan assets 8 32
Employer contributions 69 29
Benefits paid (35) (27)
Balance at end of year $336 $294

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

(in millions) 1997
Funded status $(701)  $(641)
Unrecognized transition obligation 219 233
Unrecognized prior service cost - (4)
Unrecognized net loss (gain) 117 68
Fourth quarter contributions 30 41

Accrued liability recognized in the

Consolidated Balance Sheets $(335)  $(303)

Components of the plans’ net periodic cost were

as follows:

(in millions) 1997 1996
Service cost $18 $18 $20
Interest cost 69 66 60
Expected return on plan assets (21) (18) (14)
Recognized net gain 2 3 3
Net amortization 14 17 15
Net postretirement cost $82 $86 $84
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An additional assumption used in measuring the accu-
mulated postretirement benefit obligation was a weighted
average medical care cost trend rate of 8.30 percent for 1998,
decreasing gradually to 4.75 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 per-
cent would affect the accumulated benefit obligation and the
service and interest cost components at December 31, 1998
as follows:

1Percent 1 Percent

(in millions) Increase Decrease
Benefit obligation $75 $(63)
Service and interest costs 7 (6)

Work Force Reduction Programs

Southern Company has incurred additional costs for work
force reduction programs. The costs related to these programs
were $32 million, $50 million, and $85 million, for the years
1998, 1997, and 1996, respectively. In addition, certain costs
of these programs were deferred and are being amortized in
accordance with regulatory treatment. The unamortized bal-
ance of these costs was $17 million at December 31, 1998.

$260 @LITIGATION AND REGULATORY MATTERS

Alabama Power Appliance Warranty Litigation

In 1996, a class action against Alabama Power was filed
charging Alabama Power with fraud and non-compliance
with regulatory statutes relating to the offer, sale, and financ-
ing of “extended service contracts” in connection with the
sale of electric appliances. The plaintiffs seek damages in an
unspecified amount. Alabama Power has offered extended
service agreements to its customers since January 1984, and
approximately 175,000 extended service agreements could
be involved in these proceedings. The trial court has granted
partial summary judgment in favor of the plaintiffs. Alabama
Power has appealed this decision to the Supreme Court
of Alabama. The final outcome of this case cannot now
be determined.

Alabama Power Environmental Litigation

On November 30, 1998, total judgments of nearly $53 mil-
lion were entered in favor of five plaintiffs against Alabama
Power and two large textile manufacturers. The plaintiffs
alleged that the manufacturers had discharged certain pollut-
ing substances into a stream that empties into Lake Martin,
a hydroelectric reservoir owned by Alabama Power, and that
such discharges had reduced the value of the plaintiffs’ resi-
dential lots on Lake Martin. Of the total amount of the judg-
ments, $155 thousand was compensatory damages and the
remainder was punitive damages. The damages were assessed
against all three defendants jointly. Post-trial motions have



NOTES (CONTINUED)

been filed, and, if relief is not granted at the trial court level,
Alabama Power will appeal these judgments to the Supreme
Court of Alabama. While Alabama Power believes that these
judgments should be reversed or set aside, the final outcome
of this matter cannot now be determined.

Georgia Power Potentially Responsible Party Status

In January 1995, Georgia Power and four other unrelated
entities 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 respect to
a site in Brunswick, Georgia. As of December 31, 1998,
Georgia Power had recorded approximately $5 million in
cumulative expenses associated with the site. This represents
Georgia Power’s agreed-upon share of the removal and reme-
dial investigation and feasibility study costs.

The final outcome of this matter cannot now be deter-
mined. However, based 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.

FERC Review of Equity Returns

On September 21, 1998, the FERC entered separate orders
affirming the outcome of the administrative law judge’s opin-
ions in two proceedings in which the return on common
equity component of formula rates contained in substantially
all of the operating companies’ wholesale power contracts was
being challenged as unreasonably high. These orders resulted
in no change in the wholesale power contracts that were the
subject of such proceedings. The FERC also dismissed a
complaint filed by three customers under long-term power
sales agreements seeking to lower the equity return compo-
nent in such agreements. These customers have filed applica-
tions for rehearing regarding each FERC order. In response to
a requirement of the September 1998 FERC orders, Southern
Company filed a new equity return component on the long-
term power sales contracts, to be effective January 5, 1999.
The proposed equity return was lowered from 13.75 percent
to 12.50 percent. If the filed equity return is approved, the
estimated impact on Southern Company’s revenues will be
approximately $7 million annually. The FERC placed the
new rates into effect subject to refund. Also, this filing was
consolidated with the new proceeding discussed below.

On December 28, 1998, the FERC staff filed a motion
asking the FERC to initiate a new proceeding regarding the
equity return and other issues involving the operating compa-
nies’ formula rate contracts. The motion was submitted pur-
suant to review procedures applicable to these contracts, and
would be applicable to billings under such contracts on and
after January 1, 1999.

Southern Company Tax Litigation

In August 1997, Southern Company and the Internal
Revenue Service (IRS) entered into a settlement agreement
related to tax issues for the years 1984 through 1987. The
agreement received final approval by the Joint Congressional
Committee on Taxation in June 1998 and as a result,
Alabama Power and Georgia Power recognized interest
income in 1998 of $14 million and $69 million, respectively.
The refund by the IRS has been received and this matter
is now concluded.

Mobile Energy Services Petition for Bankruptcy

On January 14, 1999, Mobile Energy Services Company,
LLC (MESC) —an indirect subsidiary of Southern Company—
filed a petition for Chapter 11 bankruptcy relief in the U.S.
Bankruptcy Court for the Southern District of Alabama.
MESC is the owner and operator of a facility that generates
electricity, produces steam, and processes black liquor as part
of a pulp and paper complex in Mobile, Alabama. This
action is in response to Kimberly-Clark Tissue Company’s
announcement in May 1998 of plans to close its pulp mill,
effective September 1, 1999. As a part of the filing, MESC
also is seeking payment for damages from Kimberly-Clark
Tissue Company. MESC will continue to operate the facility
as debtors-in possession, subject to the supervision and orders
of the bankruptcy court. A reorganization plan has not yet
been filed by MESC.

Southern Company’s equity investment in MESC was
$20 million and MESC’s total assets were $392 million at
December 31, 1998. MESC contributed $4 million and
$6 million to consolidated net income in 1998 and 1997,
respectively. At December 31, 1998, MESC had senior debt
outstanding of $234 million of first mortgage bonds and
$85 million related to tax-exempt bonds. MESC paid in
January 1999 its regular semi-annual payment of $17 million
to its bondholders. 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 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 return 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.

In June 1995, the APSC issued a rate order granting
Alabama Power’s request for gradual adjustments to move
toward parity among customer classes. This order also calls
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for a moratorium on any periodic retail rate increases (but
not decreases) until July 2001.

In December 1995, the APSC issued an order authoriz-
ing Alabama Power 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 authorizing Alabama
Power to reduce balance sheet asset items. This order autho-
rizes 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 amorti-
zation of premium on reacquired debt.

The ratemaking procedures will remain in effect until
the APSC votes to modify or discontinue them.

Georgia Power Investment in Rocky Mountain
In its 1985 financing order, the GPSC concluded that com-
pletion of the Rocky Mountain pumped storage hydroelectric
plant in 1991 as then planned was not economically justifi-
able and reasonable and withheld authorization for Georgia
Power to spend funds from approved securities issuances on
that plant. In 1988, Georgia Power and Oglethorpe Power
Corporation (OPC) entered into a joint ownership agree-
ment for OPC to assume responsibility for the construction
and operation of the plant. The plant went into commercial
operation in 1995.

In June 1996, the GPSC initiated a review of this plant.
On January 14, 1998, the GPSC ordered that Georgia Power
be allowed to include approximately $108 million of its
$142 million investment in rate base as of December 31, 1998.
In December 1998, Georgia Power recorded a write down of
$34 million—$21 million after taxes—on its investment in
Rocky Mountain as a result of the GPSC’s 1998 retail rate
order discussed later. This matter is now concluded.

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 new three-year rate order for Georgia Power. Under the
terms of the order, Georgia Power’s earnings will continue
to be evaluated against a retail return on common equity
range of 10 percent to 12.5 percent. Georgia Power’s annual
retail rates will be decreased by $262 million effective
January 1, 1999, and by an additional $24 million effective
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January 1, 2000. The order further provides for $85 million
each year, and up to an additional $50 million annually in
2000 and 2001 of any earnings in excess of the 12.5 percent
return, to be applied to accelerated amortization or deprecia-
tion of assets. Two-thirds of any additional earnings in excess
of the 12.5 percent return in any year will be applied to rate
reductions and the remaining one-third retained by Georgia
Power. During the term of the order, Georgia Power will not
file for a general base rate increase unless its projected retail
return on common equity falls below 10 percent. Georgia
Power is required to file a general rate case on July 1, 2001. At
that time, the GPSC would be expected to determine whether
the rate order should be continued, modified, or discontinued.

@consmucﬂow PROGRAM

Southern Company is engaged in continuous construction
programs, currently estimated to total some $2.6 billion in
1999, $2.1 billion in 2000, and $2.1 billion in 2001. 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 addi-
tional generating assets; revised load growth estimates;
changes in environmental regulations; changes in existing
nuclear plants to meet new regulatory requirements; increas-
ing costs of labor, equipment, and materials; and cost of
capital. At December 31, 1998, significant purchase commit-
ments were outstanding in connection with the construction
program. The operating companies have approximately
2,700 megawatts of combined cycle generation scheduled
to be placed in service by 2001. Southern Energy has under
construction some 1,300 megawatts of owned capacity. In
addition, significant construction will continue related to
transmission and distribution facilities and the upgrading
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 envi-
ronmental matters.

@INVESTMENTS, FINANCING, AND COMMITMENTS

Investments

In December 1998, Southern Energy designed and imple-
mented a plan to dispose of its Argentinean and Chilean
investments by December 31, 1999. As a result, Southern
Energy recorded an after-tax write down of approximately
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$200 million in 1998 to reflect the difference between the
carrying value of these assets and the estimated fair value of
the businesses. Southern Energy estimated the fair value of
the businesses held for sale based upon bids received from
prospective buyers, if available, or the discounted expected
future cash flows to be generated by the assets. The adjusted
carrying value of these assets held for disposal at December 31,
1998 was $90 million. These assets impacted the Consolidated
Statements of Income as follows:

Operating Operating Consolidated
(in millions) Revenues Income Net Income
Year
1998 $180 $39 $5
1997 180 38 5
1996 157 20 (5)

Depreciation expense was suspended beginning
January 1999, and the after-tax amount of depreciation
recorded in 1998 was $16 million. Southern Energy is actively
pursuing and/or negotiating with potential buyers. However
at this time, a definitive agreement has not been entered into.

Southern Energy acquired $670 million of generating
assets in 1998 and sold an additional 26 percent interest in
its United Kingdom subsidiary for $170 million. In late 1998,
Southern Energy announced plans to acquire $801 million
and $480 million of generating assets in California and New
York, respectively. These transactions are expected to close in
1999. At December 31, 1998, Southern Energy’s total assets
amounted to $12 billion.

Financing
The amount and timing of additional equity capital to be
raised in 1999 —as well as in subsequent years—will be contin-
gent on Southern Company’s investment opportunities.
Equity capital can be provided from any combination of pub-
lic offerings, private placements, or the company’s stock plans.
The operating companies’ construction programs are
expected to be financed primarily from internal sources.
Short-term debt is often utilized and the amounts available
are discussed below. The companies may issue additional
long-term debt and preferred securities primarily for debt
maturities and for redeeming higher-cost securities if market
conditions permit.

Bank Credit Arrangements

At the beginning of 1999, unused credit arrangements with
banks totaled $4.6 billion, of which $2.7 billion expires dur-
ing 1999, $304 million during 2000 to 2001, $1.0 billion

during 2002, and $593 million during 2003 and 2004. The

following table outlines the credit arrangements by company:

Amount of Credit

Expires

2000 &
(in millions) Total Unused 1999 beyond
Company
Alabama Power $ 758 $ 758 $678 $ 80
Georgia Power 1,252 1,252 122 530
Gulf Power 103 97 97 -
Mississippi Power 96 76 56 20
Savannah Electric 61 61 4 20
Southern Company 2,000 2,000 1,000 1,000
Southern Energy 907 340 n 269
Other 70 54 54 —
Total $5,247 $4,638 $2,719 $1,919

Approximately $2.0 billion of the credit facilities allows
for term loans ranging from one to three years. Most of the
agreements include stated borrowing rates but also allow for
competitive bid loans.

All of the credit arrangements require payment of com-
mitment fees based on the unused portion of the commit-
ments or the maintenance of compensating balances with
the banks. These balances are not legally restricted from
withdrawal. Of the total $4.6 billion in unused credit,
$1.7 billion and $1.0 billion are syndicated credit arrange-
ments of Southern Company and Georgia Power, respec-
tively. These facilities also require the payment of agent fees.

A portion of the $4.6 billion unused credit with banks
is allocated to provide liquidity support to the companies’
variable rate pollution control bonds. At December 31, 1998,
the amount of the credit lines allocated for this purpose was
$1.4 billion.

In addition, the companies from time to time borrow
under uncommitted lines of credit with banks. Also,
Southern Company, Alabama Power, Georgia Power, and
Southern Energy borrow through commercial paper pro-
grams that have the liquidity support of committed bank
credit arrangements.

Fuel and Purchased Power Commitments

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
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commitments. Also, Southern Company has entered into
various long-term commitments for the purchase of electric-
ity. Total estimated long-term obligations at December 31,
1998, were as follows:

Purchased
(in millions) Fuel Power
Year
1999 $1,674 $ 161
2000 1,248 168
2001 1,048 170
2002 860 173
2003 824 177
2004 and thereafter 3,464 1,522
Total commitments $9,118 $2,371

Operating Leases

Southern Company has operating lease agreements with vari-
ous terms and expiration dates. These expenses totaled $50
million, $33 million, and $25 million for 1998, 1997, and
1996, respectively. At December 31, 1998, estimated mini-
mum rental commitments for noncancelable operating leases
were as follows:

(in millions) Amounts
Year

1999 $ 46
2000 39
2001 31
2002 30
2003 29
2004 and thereafter 304
Total minimum payments $479

Energy Trading and Marketing Commitments

In January 1998, Southern Energy and Vastar combined their
energy trading and marketing activities to form a joint venture,
Southern Company Energy Marketing (SCEM). Southern
Company and Vastar have separately made guarantees to cer-
tain counterparties regarding performance of contractual
commitments by the joint venture. Southern Company and
Vastar have agreed to indemnify each other against losses
under such guarantees in proportion to their respective own-
ership shares of SCEM. Southern Company’s ownership
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interest is 60 percent. At December 31, 1998, outstanding
guarantees related to the estimated fair value of net contrac-
tual commitments were approximately $152 million. Based
upon SCEM’s statistical analysis of its credit risk,
Southern Company’s potential exposure under these contrac-
tual commitments would not materially differ from the esti-
mated fair value. SCEM’s gross revenues and cost of sales for
1998 were $9.2 billion and $9.1 billion, respectively.

Southern Energy has guaranteed certain minimum
annual cash distributions, subject to exclusions, payable by
SCEM to Vastar. These distributions before adjustments total
$105 million for the period 1999-2002.

Vastar has the right—exercisable in the period from
December 1, 2002 through the first business day of 2003 —
to sell its remaining interest in SCEM to Southern Energy.
The price will range from $130 million to $210 million
depending on the interest owned by Vastar at that time, plus
certain other contractual considerations.

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 subsidiaries. The subsidiary companies’ mortgages, which
secure the first mortgage bonds issued by the companies, con-
stitute a direct first lien on substantially all of the companies’
respective fixed property and franchises. There are no agree-
ments 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.

@FACILITY SALES AND 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 plants
Vogtle, Hatch, Scherer, and Wansley in varying amounts,
together with transmission facilities, jointly with OPC, the
Municipal Electric Authority of Georgia, and the city of
Dalton, Georgia. In addition, Georgia Power has joint own-
ership agreements with OPC for the Rocky Mountain project
and with Florida Power Corporation (FPC) for a combustion
turbine unit at Intercession City, Florida.
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At December 31, 1998, 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

Amount of Accumulated Percent
(in millions) Investment Depreciation Ownership
Plant Vogtle (nuclear) $3,296 $1,514 45.7%
Plant Hatch (nuclear) 840 538 50.1
Plant Miller (coal)

Units 1 and 2 17 330 91.8
Plant Scherer (coal)

Units 1 and 2 112 48 8.4
Plant Wansley (coal) 298 141 53.5
Rocky Mountain

(pumped storage) 169 61 25.4
Intercession City

(combustion turbine) 12 * 33.3

*Less than $1 million.

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 cor-
responding operating expenses in the Consolidated
Statements of Income.

@ LONG-TERM POWER SALES AGREEMENTS
The operating companies have long-term contractual agree-
ments 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 revenues
from capacity sales. The capacity revenues amounted to
$196 million in 1998, $203 million in 1997, and $217 mil-
lion in 1996.

Unit power from specific generating plants is currently
being sold to Florida Power & Light Company (FP&L),
FPC, Jacksonville Electric Authority (JEA), and the city of
Tallahassee, Florida. Under these agreements, approximately
1,600 megawatts of capacity is scheduled to be sold in 1999.

Thereafter, these sales will decline to some 1,500 megawatts
and remain at that approximate level —unless reduced by
FP&L, FPC, and JEA for the periods after 1999 with a
minimum of three years notice—until the expiration of the
contracts in 2010.

INCOME TAXES

At December 31, 1998, the tax-related regulatory assets and
liabilities were $1.0 billion and $715 million, respectively.
These assets are attributable to tax benefits flowed through to
customers in prior years and to taxes applicable to capitalized
AFUDC. 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 income tax provisions are as follows:

(in millions) 1997 1996
Total provision for income taxes:
Federal -
Currently payable $ 451 $547 $569
Deferred —current year 195 188 116
—reversal of prior years (208) (160) (74)
438 575 611
State—
Currently payable 106 104 82
Deferred —current year 28 15 23
—reversal of prior years (31) (19) (9)
103 100 96

International —
Windfall profits tax

assessed in United Kingdom - 148 -
Other 8 16 50
Total 549 839 757
Less income taxes charged
(credited) to other income (8) 114 10
Total income taxes charged
to operations $ 557 $725 $747

The first half of the windfall profits tax assessed in the
United Kingdom was paid in December 1997, and the
remainder in December 1998.

Southern Company and Subsidiary Companies 1998 Annual Report



NOTES (CONTINUED)

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:

1998 1997

(in millions)

Deferred tax liabilities:

Accelerated depreciation $3,315  $3,345

Property basis differences 1,667 1,756

Other 403 269
Total 5,385 5,370
Deferred tax assets:

Federal effect of state deferred taxes 104 108

Other property basis differences 239 245

Deferred costs 132 116

Pension and other benefits 79 72

Other 293 197
Total 847 738
Net deferred tax liabilities 4,538 4,632
Portion included in current assets, net (57) 18
Accumulated deferred income taxes

in the Consolidated Balance Sheets $4,481  $4,650

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 Consolidated
Statements of Income. Credits amortized in this manner
amounted to $38 million in 1998, $30 million in 1997, and
$33 million in 1996. At December 31, 1998, 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:

1998 1997 1996

Federal statutory rate 35.0 % 350% 350%
State income tax,

net of federal deduction 41 3.4 3.2
Non-deductible book

depreciation 41 23 1.8
International tax credits (6.4) - -
Windfall profits tax - 8.0 -
Difference in prior years’

deferred and current tax rate (1.3) (1.5) (1.0
Other (1.8) (1.9) (0.5)
Effective income tax rate 33.7 % 453%  385%
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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 com-
puted on a stand-alone basis. Tax benefits from losses of the
parent company are allocated to each subsidiary based on the
ratio of taxable income to total consolidated taxable income.

The undistributed earnings of certain foreign sub-
sidiaries aggregated $251 million as of December 31, 1998,
which, under existing tax law, will not be subject to U.S.
income tax until distributed. Because the earnings have been
or are intended to be indefinitely reinvested, no provision
has been made for any taxes that may be applicable. It is not
practicable to estimate the amount of unrecognized deferred
U.S. income taxes on undistributed earnings.

@COMMON STOCK

Treasury Stock

In July 1998, Southern Company’s Board of Directors autho-
rized the company to make open market purchases of its com-
mon stock in an aggregate amount not to exceed $300 million
through March 31, 1999. The purpose of the program is to
provide shares of common stock for the purchase require-
ments of Southern Company’s various stockholder, employee,
and outside director stock purchase plans. Under the program,
4.4 million shares have been repurchased and 2.4 million
shares were reissued through December 31, 1998.

Shares Reserved

At December 31, 1998, a total of 45 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

As of December 31, 1998, 302 current and former employ-
ees participated in the Performance Stock Plan. The maxi-
mum number of shares of common stock that may be
issued under the new 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 maxi-
mum period of four years from the date of grant. Options
outstanding will expire no later than 10 years after the date
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of grant, unless terminated earlier by the Southern Company
Board of Directors in accordance with the plan. Stock option
activity in 1997 and 1998 for the plan is summarized below:

Shares Average

Subject Option Price

To Option Per Share

Balance at December 31, 1996 3,825,164 $21.11
Options granted 1,776,094 21.25
Options canceled (64,326) 22.10
Options exercised (137,426) 19.72
Balance at December 31, 1997 5,399,506 21.15
Options granted 1,659,519 21.03
Options canceled (23,495) 23.18
Options exercised (603,195) 20.92
Balance at December 31, 1998 6,432,335 $23.92

Shares reserved for future grants:
At December 31, 1996 668,062

At December 31, 1997 38,241,376

At December 31, 1998 36,598,001
Options exercisable:

At December 31, 1997 2,006,511

At December 31, 1998 2,653,591

Southern Company accounts for its stock-based com-
pensation plans in accordance with Accounting Principles
Board Opinion No. 25. Accordingly, no compensation
expense has been recognized.

The pro forma impact on earnings of fair-value account-
ing for options granted—as required by FASB Statement
No. 123, Accounting for Stock-Based Compensation —is
less than 1 cent per share and is not significant to the
consolidated financial statements.

Earnings Per Share

FASB Statement No. 128, Earnings per Share simplifies the
methodology for computing both basic and diluted earnings
per share. The only difference in the two methods for com-
puting Southern Company’s per share amounts is attributable
to outstanding options under the Performance Stock Plan.
The effect of the stock options was determined using the
treasury stock method. Consolidated net income as reported

was not affected. Shares used to compute diluted earnings per
share are as follows:

Average Common Stock Shares

1997 1996

(in thousands)

As reported shares 696,944 685,033 672,590
Effect of options 739 201 200
Diluted shares 697,683 685,234 672,790

Common Stock Dividend Restrictions

The income of Southern Company is derived primarily from

equity in earnings of its subsidiaries. At December 31, 1998,

consolidated retained earnings included $3.4 billion of undis-
tributed retained earnings of the subsidiaries. Of this amount,
$2.0 billion was restricted against the payment by the sub-

sidiary companies of cash dividends on common stock under
terms of bond indentures.

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 sub-
sidiaries. Substantially all the assets of these special financing
entities are junior subordinated notes issued by the related
company seeking financing. Each of these companies consid-
ers that the mechanisms and obligations relating to the capi-
tal or preferred securities issued for its benefit, taken together,
constitute a full and unconditional guarantee by it of the
respective special financing entities’ payment obligations with
respect to the capital or preferred securities. At December 31,
1998, capital securities of $950 million and preferred securi-
ties of $1.2 billion were outstanding. Southern Company
guarantees the notes related to $950 million of capital securi-
ties issued on its behalf.

@LONG-TERM DEBT 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:

(in millions) 1998 1997

Bond improvement fund requirements $ 23 $ 38
Less:

Portion to be satisfied by certifying

property additions 14 3

Cash requirements 9 35
First mortgage bond maturities

and redemptions 868 349
Other long-term debt maturities 563 400
Total $1,440 $784

Southern Company and Subsidiary Companies 1998 Annual Report



NOTES (CONTINUED)

The first mortgage bond improvement fund require-
ments amount to 1 percent of each outstanding series of
bonds authenticated under the indentures prior to January 1
of each year, other than those issued to collateralize pollution
control revenue bonds and other obligations. The require-
ments may be satisfied by depositing cash or reacquiring
bonds, or by pledging additional property equal to 1667 per-
cent of such requirements.

With respect to the collateralized pollution control rev-
enue bonds, the operating companies 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 mort-
gage bonds will be payable only in the event of default under
the agreements.

Improvement fund requirements and/or serial maturities
through 2003 applicable to other long-term debt are as follows:
$563 million in 1999; $385 million in 2000; $433 million in
2001; $1,035 million in 2002; and $387 million in 2003.

@NUCLEAR INSURANCE

Under the Price-Anderson Amendments Act of 1988,
Alabama Power and Georgia Power maintain agreements of
indemnity with the NRC that, together with private insur-
ance, cover third-party liability arising from any nuclear
incident occurring at the companies’ nuclear power plants.
The act provides funds up to $9.7 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 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 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 Alabama Power and
Georgia Power —based on its ownership and buyback inter-
ests—is $176 million and $178 million, respectively, per inci-
dent, but not more than an aggregate of $20 million per
company to be paid for each incident in any one year.

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 cur-
rently provide decontamination, excess property insurance,
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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 17 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 Alabama Power and
Georgia Power under the three NEIL policies would be
$21 million and $25 million, respectively.

For all on-site property damage insurance policies for
commercial nuclear power plants, the NRC requires that the
proceeds of such policies issued or renewed on or after April 2,
1991, 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.

@PURcHASE METHOD ACQUISITION

Southern Energy completed in 1997 the acquisition of a
100 percent interest in Consolidated Electric Power Asia
(CEPA) for a total net investment of some $2.1 billion.
CEPA is the largest independent power producer in Asia.
The CEPA acquisition has been accounted for under the
purchase method of accounting. The acquisition cost
exceeded the fair market value of net assets by approximately
$1.6 billion. This amount is considered goodwill and is being
amortized on a straight-line basis over 40 years.

CEPA has been included in the consolidated financial
statements since January 29, 1997. The following unaudited
pro forma results of operations have been prepared assuming
the acquisition of CEPA, effective January 1, 1996. The pro
forma results assume acquisition financing of $716 million
of short-term borrowings, $792 million of long-term notes,
and $600 million of capital securities. Southern Company’s
assumed effective composite interest rate on these obligations
for each period was 6.82 percent.
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SEGMENT AND RELATED INFORMATION
Effective December 31, 1997, Southern Company adopted
FASB Statement No. 131, Disclosure About Segments of
an Enterprise and Related Information. Southern Company’s

These unaudited pro forma results are not necessarily
indicative of the actual results that would have been realized
had the acquisition occurred on the assumed dates, nor are
they necessarily indicative of future results. Pro forma operat-
ing results are for information purposes only and are as follows: principal business segment—or its traditional core business—is

the five regulated electric utility operating companies that

1997 1996 provide electric service in four southeastern states. The other
Reportﬁz Fo::[:: Repml:: Forl:':: reportable business segment is non-traditional energy services
Operating revenues to retail and wholesale customers provided by Southern
(in millions) $12611  $12632 $10,358 $10,506 Energy, which develops and manages electricity and other
Consolidated net income energy-related projects both in the United States and abroad
fin millions) 3972 o771 §1.127 - $1,109 including domestic energy trading and marketing for 1997
) including domes gy g g
Earnings per share $142 $1.43 $168  $1.65 and 1996. Intersegment revenues are not material. Financial
data for business segments, products and services, and geo-
graphic areas are as follows:
Business Segments Southern Energy Al
Regulated D . Non-Traditional Services Other Reconciling
(in millions) Electric Utilities International Domestic Total (Note) Eliminations C lidated
1998
Operating revenues $ 9,363 $1,766 $ 137 $ 1,903 $ 166 $ (29 $11,403
Depreciation and amortization 1,289 216 18 234 16 - 1,539
Interest income 150 86 61 147 57 (111) 243
Net interest charges 654 318 91 409 97 (58) 1,102
Income taxes from operations 721 (123) (4) (127) (18) (19) 557
Write down of generating assets 34 308 - 308 - - 342
Net income from equity
method subsidiaries 2 126 (5) 121 - - 123
Segment net income (loss) 1,083 23 16 39 (110) (35) 977
Total assets 24,476 9,578 2,869 12,447 1,428 (2,159) 36,192
Investments in equity
method subsidiaries 10 1,363 176 1,539 - " 1,560
Gross property additions 1,298 586 63 649 58 - 2,005
Increase in goodwill — 30 200 230 — — 230
Soutl_le:rn Energy_ All
Regulated Domestic Non-Traditional Services Other Reconciling
(in millions) Electric Utilities International Domestic Total (Note) Eliminations Consolidated
1997
Operating revenues $ 8,688 $1,748 $2,089 $3,837 $ 98 $ (12) $12,611
Depreciation and amortization 1,156 179 15 194 17 - 1,367
Interest income 51 96 42 138 21 (58) 152
Net interest charges 588 289 73 362 84 (41) 993
Income taxes from operations 735 24 (11) 13 (17) (6) 725
Windfall profits tax - 148 - 148 - - 148
Net income from equity
method subsidiaries 1 4 7 48 - (14) 35
Segment net income (loss) 1,105 (4) 5 1 (123) (11) 972
Total assets 24,555 9,225 1,832 11,057 1,224 (1,581) 35,255
Investments in equity
method subsidiaries 10 1,023 135 1,158 - - 1,168
Gross property additions 1,080 720 1 721 58 - 1,859
Increase in goodwill - 1,649 - 1,649 - - 1,649
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NOTES (CONTINUED)

Southern Energy

Regulated Domestic Non-Traditional Services OtlﬁeI: Reconciling

(in millions) Electric Utilities Inter | Domestic Total (Note) Eliminati C lidated
1996
Operating revenues $ 8,639 $1,506 $177 $1,683 $ 50 $(14) $10,358
Depreciation and amortization 1,019 95 13 108 6 - 1,133
Interest income 36 15 2 17 20 (19) 54
Net interest charges 546 126 31 157 18 (2) 719
Income taxes from operations 755 16 (4) 12 (14) (6) 147
Net income from equity

method subsidiaries 1 " - " - (6) 6
Segment net income (loss) 1,086 88 4 92 (40) (11) 1,127
Total assets 24,899 4,320 604 4,924 450 (87) 30,186
Investments in equity

method subsidiaries 8 221 - 221 - (8) 227
Gross property additions 1,033 157 8 165 31 - 1,229

Increase in goodwill

(Note) The all other category includes parent Southern Company, which does not allocate operating expenses to business segments. Also, this category includes segments below
the quantitative threshold for separate disclosure. These segments include a wireless communication company and a developmental company for energy products and services.
Non-traditional services exclude interest expense to parent Southern Company.

Products and Services

Revenues
Regulated Domestic Southern Energy
Electric Utilities Non-Traditional Energy Services
Energy
Trading
(in millions) Retail Wholesale Other Total Generation Distribution Marketing Other Total
Year
1998 $8,272 $896 $195 $9,363 $578 $1,273 = $52 $1,903
1997 1,647 886 155 8,688 513 1,282 1,982 60 3,837
1996 7,665 838 136 8,639 242 1,309 77 55 1,683
Geographic Areas
Revenues
International
United Southeast All
(in millions) D Kingd Asia Other Total Consolidated
Year
1998 $ 9,637 $1,273 $273 $220 $1,766 $11,403
1997 10,863 1,282 247 219 1,748 12,611
1996 8,852 1,309 — 197 1,506 10,358
Long-Lived Assets
International
United Southeast All

(in millions) Domestic Kingdom Asia Other Total Consolidated
Year
1998 $22,005 $2,463 $3,772 $1,856 $8,091 $30,096
1997 21,282 2,428 3,628 1,888 7,944 29,226
1996 21,190 2,473 108 999 3,580 24,770
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NOTES (CONTINUED)

QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Summarized quarterly financial data for 1998 and 1997 are as follows:

Per Common Share

Operating Operating Consolidated Price Range
(in millions) Revenues Income Net Income Earnings ividend High Low
Quarter Ended
March 1998 $2,495 $437 $242 $0.35 $0.335 28" 23'%s
June 1998 2,913 490 270 0.39 0.335 29 25/
September 1998 3,457 752 517 0.74 0.335 29'%s 25%
December 1998 2,538 74 (52) (0.08) 0.335 31%s 27%
March 1997 $2,585 $397 $187 $0.28 $0.325 23% 20%
June 1997 2,117 429 215 0.31 0.325 22 19%
September 1997 4,07 720 3715 0.55 0.325 23 206
December 1997 3,238 394 195 0.28 0.325 26% 22

Southern Company'’s business is influenced by seasonal weather conditions.
Earnings for the fourth quarter 1998 declined by $221 million, or 32 cents per share, as a result of write downs in certain generating assets as discussed in Notes 3 and 5.

Earnings for the third quarter 1997 declined by $111 million, or 16 cents per share, as a result of a windfall profits tax being assessed in the United Kingdom.
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SELECTED CONSOLIDATED FINANCIAL AND OPERATING DATA 1988-1998

1997 1996

Operating Revenues (in millions) $11,403 $12,611 $10,358
Consolidated Net Income (in miliions) $977 $972 $1,127
Basic and Diluted Earnings Per Share of Common Stock $1.40 $1.42 $1.68
Cash Dividends Paid Per Share of Common Stock $1.34 $1.30 $1.26
Return on Average Common Equity (percent) 10.04 10.30 12.53
Total Assets (in millions) $36,192 $35,255 $30,230
Gross Property Additions (in millions) $2,005 $1,859 $1,229
Capitalization (in millions):
Common stock equity $ 9,797 $ 9,647 $ 9,216
Preferred stock and securities 2,548 2,237 1,402
Long-term debt 10,472 10,274 7,938
Total excluding amounts due within one year $22,817 $22,158 $18,556
Capitalization Ratios (percent):
Common stock equity 429 435 49.7
Preferred stock and securities 11.2 10.1 1.6
Long-term debt 459 46.4 42.7
Total excluding amounts due within one year 100.0 100.0 100.0
Other Common Stock Data:
Book value per share (year-end) $14.04 $13.91 $13.61
Market price per share:

High 31% 26 25%

Low 23'%s 19% 21%

Close 29%s 25% 22%
Market-to-book ratio (year-end) (percent) 207.0 186.0 166.2
Price-earnings ratio (year-end) (times) 20.8 18.2 135
Dividends paid (in millions) $933 $889 $846
Dividend yield (year-end) (percent) 4.6 5.0 5.6
Dividend payout ratio (percent) 95.6 91.5 75.1
Cash coverage of dividends (year-end) (times) 3.2 2.8 29
Proceeds from sales of stock (in miflions) $234 $360 $171
Shares outstanding (in thousands):

Average 696,944 685,033 672,590

Year-end 697,805 693,423 677,036
Stockholders of record (year-end) 187,053 200,508 215,246
First Mortgage Bonds (in millions):
Issued $ - $ - $ 85
Retired 1,487 168 426
Preferred Stock and Capital and Preferred Securities (in miliions):
Issued $635 $1,321 $322
Retired 239 660 179
Traditional Core Business Customers (year-end) (in thousands):
Residential 3,277 3,220 3,157
Commercial 497 479 464
Industrial 15 16 17
Other 5 5 5
Total 3,794 3,720 3,643
Employees (year-end):
Traditional core business 25,206 24,682 25,034
Southern Energy 6,642 5,620 3,743
Total 31,848 30,302 28,777
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SELECTED CONSOLIDATED FINANCIAL AND OPERATING DATA 1988-1998 (CONTINUED)

1995

1994

1993

1992

1991

1990

1989

1988

$9,180 $8,297 $8,489 $8,073 $8,050 $8,053 $7,620 $7,287
$1,103 $989 $1,002 $953 $876 3604 $846 $846
$1.66 $1.52 $1.57 $1.51 $1.39 $0.96 $1.34 $1.36
$1.22 $1.18 $1.14 $1.10 $1.07 $1.07 $1.07 $1.07
13.01 12.47 13.43 13.42 12.74 8.85 12.49 13.03
$30,522 $27,042 $25,911 $20,038 $19,863 $19,955 $20,092 $19,731
$1,401 $1,536 $1,441 $1,105 $1,123 $1,185 $1,346 $1,754
$ 8772 $ 8,186 $ 7,684 $7,234 $ 6,976 $ 6,783 $ 6,861 $ 6,686
1,432 1,432 1,333 1,359 1,333 1,358 1,400 1,465
8,274 7,593 1412 1,241 1,992 8,458 8,575 8,433
$18,478 $17,211 $16,429 $15,834 $16,301 $16,599 $16,836 $16,584
415 47.6 46.8 45.7 42.8 40.9 40.8 40.3
117 8.3 8.1 8.6 8.2 8.2 8.3 8.8
44.3 44.1 45.1 45.7 49.0 50.9 50.9 50.9
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
$13.10 $12.47 $11.96 $11.43 $11.05 $10.74 $10.87 $10.60

25 22 23% 19% 17% 14% 14% 12%

19% 17 18% 15% 12% 1% 11 10%

24% 20 22 19% 17% 13% 14% 1%
188.0 160.4 183.9 168.4 155.5 129.7 134.0 105.5
14.8 13.2 14.0 12.7 12.4 14.6 10.9 8.2
$811 $766 $726 $695 3676 $676 $675 $661
5.0 5.9 5.2 5.7 6.2 11 73 9.6
735 715 124 72.9 771 1118 79.8 78.1
2.9 27 29 2.8 2.5 2.8 26 2.3
$277 $279 $204 $30 $- 8- $4 $194
665,064 649,927 637,319 631,844 631,307 631,307 631,303 622,292
669,543 656,528 642,662 632,917 631,307 631,307 631,307 630,898
225,739 234,921 237,105 247,318 254,568 263,046 273,751 290,725
$375 $185 $2,185 $1,815 $380 $300 $280 $335
538 241 2,178 2,575 881 146 201 273
$- $100 $426 $410 $100 $- $- $120
1 1 516 326 125 96 21 10
3,100 3,046 2,996 2,950 2,903 2,865 2,824 2,781
450 439 427 414 403 396 392 384
17 17 18 18 18 18 18 18
5 5 4 4 4 4 4 4
3,572 3,507 3,445 3,386 3,328 3,283 3,238 3,187
26,452 27,480 28,516 28,872 30,144 30,087 30,368 32,366
5,430 1,400 745 213 258 176 162 157
31,882 28,880 29,261 29,085 30,402 30,263 30,530 32,523
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SELECTED CONSOLIDATED FINANCIAL AND OPERATING DATA 1988-1998 (CONTINUED)

1997 1996
Operating Revenues (in millions):
Residential $ 3,163 $ 2,837 $2,8%
Commercial 2,763 2,595 2,559
Industrial 2,267 2,139 2,136
Other 79 76 76
Total retail 8,272 7,647 7,665
Sales for resale within service area 374 376 409
Sales for resale outside service area 522 510 429
Total revenues from sales of electricity 9,168 8,533 8,503
Southern Energy 1,903 3,837 1,683
Other revenues 332 241 172
Total $11,403 $12,611 $10,358
Kilowatt-Hour Sales (in millions):
Residential 43,503 39,217 40,117
Commercial 41,737 38,926 37,993
Industrial 55,331 54,196 52,798
Other 929 903 91
Total retail 141,500 133,242 131,819
Sales for resale within service area 9,847 9,884 10,935
Sales for resale outside service area 12,988 13,761 10,777
Total 164,335 156,887 153,531
Average Revenue Per Kilowatt-Hour (cents):
Residential 1.21 1.23 1.21
Commercial 6.62 6.67 6.74
Industrial 410 3.95 4,04
Total retail 5.85 5.74 5.81
Sales for resale 3.92 3.75 3.86
Total sales 5.58 5.44 5.54
Average Annual Kilowatt-Hour Use Per Residential Customer 13,379 12,296 12,824
Average Annual Revenue Per Residential Customer $972.89 $889.50 $925.12
Plant Nameplate Capacity Owned (year-end) (megawatts) 31,161 31,146 31,076
Maximum Peak-Hour Demand (megawatts):
Winter 21,108 22,969 22,631
Summer 28,934 27,334 27,190
System Reserve Margin (at peak) (percent) 12.8 15.0 14.0
Annual Load Factor (percent) 60.0 59.4 62.3
Plant Availability (percent):
Fossil-steam 85.2 88.2 86.4
Nuclear 87.8 88.8 89.7
Source of Energy Supply (percent):
Coal 72.8 74.7 733
Nuclear 15.4 16.5 16.7
Hydro 3.9 4.3 41
Oil and gas 8 1.7 1.5
Purchased power 4.6 2.8 4.4
Total 100.0 100.0 100.0
Total Fuel Economy Data:
BTU per net kilowatt-hour generated 9,690 10,035 10,257
Cost of fuel per million BTU (cents) 152.89 145.81 144,02
Average cost of fuel per net kilowatt-hour generated (cents) 1.48 1.46 1.48
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SELECTED CONSOLIDATED FINANCIAL AND OPERATING DATA 1988-1998 (CONTINUED)

1995

1994

1993

1992

1991

1990

1989

1988

$2,840 $2,560 $2,696 $2,402 $2,391 $2,342 $2,194 $2,103
2,485 2,357 2,313 2,181 2,122 2,062 1,965 1,835
2,206 2,162 2,200 2,126 2,088 2,085 2,01 1,945
72 70 68 64 65 64 60 56
7,603 7,149 1,271 6,773 6,666 6,553 6,230 5,939
399 360 447 409 417 42 401 480
415 505 613 197 884 971 928 71
8,417 8,014 8,337 7,979 1,967 1,942 7,559 7,196
643 185 54 - - - - -
120 98 98 94 83 11 61 91
$9,180 $8,297 $8,489 $8,073 $8,050 $8,053 $7,620 $7,287
39,147 35,836 36,807 33,627 33,622 33,118 31,627 31,041
35,938 34,080 32,847 31,025 30,379 29,658 28,454 27,005
51,644 50,311 48,738 47,816 46,050 45,974 45,022 43,675
863 844 814 171 817 806 787 763
127,592 121,071 119,206 113,245 110,868 109,556 105,890 102,484
9,472 8,151 13,258 12,107 12,320 11,134 11,419 14,806
9,143 10,769 12,445 16,632 19,839 24,402 24,228 15,860
146,207 139,991 144,909 141,984 143,027 145,092 141,537 133,150
1.25 1.14 132 114 1 1.07 6.94 6.77
6.91 6.92 1.04 1.03 6.99 6.96 6.91 6.79
4.27 4.30 4.51 4.45 4.53 4.53 441 4.45
5.96 5.90 6.10 5.98 6.01 5.98 5.88 5.80
4.38 4.57 4.12 4.20 4.05 3.91 3.73 4.10
5.76 5.72 5.75 5.62 5.57 5.47 5.34 5.40
12,722 11,851 12,378 11,490 11,659 11,637 11,287 11,255
$922.83 $846.48 $906.60 $820.67 $829.18 $822.93 $782.90 $762.42
30,733 29,932 29,513 29,830 29,915 29,532 29,532 27,552
21,422 22,254 19,432 19121 19,166 17,629 20,772 18,685
27,420 24,546 25,937 24,146 25,261 25,981 24,399 23,641
9.4 19.3 13.2 14.3 16.5 14.0 21.0 15.0
59.5 63.5 59.4 60.3 58.3 56.6 58.6 59.8
86.7 85.2 87.9 88.6 913 91.9 92.2 91.3
88.3 89.8 85.9 85.2 83.4 83.0 87.0 78.4
725 70.8 73.0 ni 72.6 721 715 11.1
16.4 17.9 16.3 16.2 16.2 15.6 15.7 14.5
4.1 4.7 39 4.6 4.4 44 5.2 2.3

1.7 0.9 0.9 0.5 0.6 1.3 11 0.7
5.3 5.7 5.9 7.0 6.2 6.6 6.5 438
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
10,099 10,010 9,994 9,976 10,022 10,065 10,086 10,094
151.70 155.81 166.85 162.58 168.28 172.81 171.00 170.36
1.53 1.56 1.67 1.62 1.69 1.74 1.72 1.72
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