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10% undivided ownership interest in the facility and its
original 1,250 MW output.

“Grand Gulf has proven to be a vital resource for South
Mississippi Electric and our Members,” Assistant General
Manager Marcus Ware said at a ceremony to mark the
anniversary. “The leaders of our Association who made
the decision many years ago to become a part-owner in
the facility are to be commended for their foresight and
courage. It was not an easy decision to make, but today
Grand Gulf is one of our organization’s most valuable
assets.”

The plant is known worldwide for its commitment to
safe operation, industry-leading performance records
and a legacy of community leadership. In 2010 it was
taken off line for the 17th refueling outage in its history.
While the usual maintenance and troubleshooting work
was being completed during the outage, employees
were also laying the foundation for an extended power
uprate which, when completed in 2012, will make

the reactor at Grand Gulf the largest single nuclear
generating unit in the nation. The upgrade will increase
Grand Gulf's output by approximately 178 MW.

SME PURSUES MINORITY OWNERSHIP IN KEMPER
COUNTY IGCC PROJECT

In June, South Mississippi Electric and Mississippi

Power Company (MPC) agreed to an Asset Purchase
Agreement allowing for SME to purchase a 17.5%
interest in MPC’s Kemper County Integrated Gasification
Combined Cycle (IGCC) Project, which was granted
approval by the Mississippi Public Service Commission
in May. Under the agreement, SME will purchase 103.5
MW of the 582-megawatt plant scheduled to begin
commercial operation in 2014.

The state-of-the-art plant, to be located in Kemper
County, Mississippi, will convert Mississippi lignite
coal into synthetic gas to power a combined-cycle
generating unit with much lower carbon emissions

than conventional pulverized coal-fired plants. The
plant’s technology will capture 65 percent or more of
carbon dioxide (CO,) emissions, which is equivalent to
a natural gas combined-cycle generation resource of
comparable output. The carbon dioxide by-product will
be marketed to the enhanced oil recovery industry.

“We need new generating capacity to meet the
growing power demand of our Member distribution
cooperatives and their consumers, and this is an
excellent fit for our system,” said Jim Compton, South
Mississippi Electric’s general manager/CEOQ, at the
time of the announcement. “Our organizations have
a close working relationship, and we have followed
the planning for this facility very closely. Our studies
have indicated potential long-term savings for the
Association by owning a portion of the facility.

“As we make plans to meet future needs and are

faced with fluctuating fuel prices and possible new
environmental regulations, we believe it is vital to
maintain a diverse mix of generation options,” said
Compton. “We believe the Kemper County project
offers an excellent opportunity to construct a solid-fuel
facility that makes use of a state resource (lignite) which
will ensure a stable, low-cost fuel source for the life of
the plant.”

The $2.4 billion project will be the first commercial-
scale plant to use TRIG (Transport Integrated
Gasification) technology for gasification of lignite. TRIG
was developed by Southern Company and a partner
company, KBR, along with the U.S. Department of
Energy, which endorses the project.

Groundbreaking ceremonies for the facility were held

in December. Mississippi Governor Haley Barbour, a
vocal supporter of the plant, was among many speakers
at the event. He said the Kemper plant will help keep
Mississippi“a reliable energy state” and noted that it will
produce reliable and economical power for customers
for decades to come.

The final steps of negotiating and closing a joint
ownership and operating agreement between the two
organizations are expected to occur in late 2011 or 2012.

FINANCIAL STABILITY IS ESSENTIAL TO FINDING
NEW CAPEX BORROWING OPTIONS

The Rural Utilities Service (RUS) Electric Loan Program
has traditionally been South Mississippi Electric’s
primary source of funding for major capital projects.
With the RUS program facing an uncertain future, SME
has been positioning itself to seek other borrowing
options.

“Financing is in place for the Moselle and Morrow
projects currently underway, as well as for certain
upcoming transmission projects,” said Ray Haley,

chief financial officer. “However, our total capital
expenditures in the 2010-2014 period will be more
than $1 billion. As we pursue future financing options
beyond RUS, maintaining our strong financial standing
will be very important.”

SME initiated ratings reviews by the national credit
rating agencies three years ago, beginning with
Standard & Poor’s (S&P) and Moody'’s. In 2010, Fitch
Ratings was also engaged to provide an additional
opinion. The opinions of all three agencies have,
once again, concluded that the Association’s financial
position is very strong.

“Moody’s and Fitch rated SMEPA's senior secured debt
in the ‘A’ category with an ‘A3’ and ‘A-, respectively,’
Haley said. “S&P kept the Association’s rating at ‘BBB+,
but revised the outlook to ‘positive. These favorable
assessments of SMEPA's creditworthiness should help
with our efforts to borrow in the future.

Moody'’s credit opinion noted SME’s stability of long-
term wholesale power contracts; the ability and
willingness of the Board to adjust rates in a rising
energy cost environment; strong Member profile;

and sound financial metrics. Fitch, in its evaluation,

also pointed out the Association’s strong financial
position with improved cash flow and liquidity; capable
management and solid leadership; robust Member
financial profile; and rates competitive in the state. S&P
added that SME'’s strong debt service coverage ratio is
also a favorable factor in its analysis of the Association.

SME took an additional step in 2010 to raise long-term
funding, closing on a $150 million private placement
bond issue on December 9. When the process began
in October, the original goal was to issue $75 million in
bonds; but the response from investors was so positive
and interest rates so low that the transaction was
upsized to $150 million.

The Association selected two tranches that will be
repaid in installments over the life of the bonds:
- $40,000,000 with a 20-year final maturity at an
interest rate of 4.08%;
- $110,000,000 with a 30-year final maturity at an
interest rate of 5.40%.

“The issuance resulted in a great outcome for the
Association,” said Haley. “Several other G&Ts also issued
bonds in the same timeframe and our results compared
very favorably. The bond investors we dealt with were
impressed by SMEPA's financial strength.

“In retrospect, our timing was also very good, as U.S.
Treasury interest rates rose steadily after we priced
the bonds. If we had done the same transaction later,
annual interest expenses would have increased by
more than half a million dollars.”

SME passed a milestone in 2010 when the Association’s
net worth exceeded $200 million for the first time.

The organization’s net worth passed $100 million in
2005 and is forecast to reach nearly $300 million in
2013."“Continuing to build SMEPA’s capital account
during this period of expansion is a key element of our
financial plan,” Haley noted.
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This chart shows the change in Norfolk Southern’s rates to SME over

the past 20 years. The black line up until 2004 indicates actual charges.
The red line indicates what rates should have been based on normal
cost adjustments, including the railroad's expected productivity and
inflation. The green line reflects the actual charges to SME during the
last two series of contracts and the tariff NS imposed during 2071.
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OUR MISSION

Deliver the South’s best value for safe and reliable electric energy
and serve as a common resource for our Member-owners

OUR DAILY RESPONSIBILITY

Knowing and complying with all environmental
and regulatory requirements

OUR COMPETITIVE STRENGTHS

« An experienced, skilled work force

« A commitment to employee safety and system reliability

« A long-term contractual relationship with our Member systems
« Financial health, including that of our Members

« Sustained load growth in our Members’ service territories

« Long range planning for cost-effective generation resources

« Fuel diversity in generation resources

( SOUTH
MISSISSIPPI
ELECTRIC

POWER ASSOCIATION

P.O. Box 15849
Hattiesburg, MS 39404-5849
601-268-2083

WWW.smepa.coop






